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Signatures and Certificatiol

Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Seculiitggation Reform Act of 1995)

This report contains forward looking stagens and information that are based on the beadfefisanagement as well as assumptions r
by and information currently available to Level 8fdmunications, Inc. and its subsidiaries ("LevebB8the "Company"). When used in this
report, the words "anticipate”, "believe", "plan®stimate" and "expect" and similar expressiosghay 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 risksetamties and assumptions.

Should one or more of these risks or uadsiies materialize, or should underlying assunmgiprove incorrect, actual results may vary
materially from those described in this documemiede forward-looking statements include, amongrsftstatements concerning:

. the Company's communications and information ses/fusiness, its advantages and the Company&gstifar continuing to
pursue the business plan;

. anticipated growth and recovery of the communicegiand information services industry;

. plans to devote significant management time andalapsources to the Company's business;

. expectations as to the Company's future revenuagins, expenses and capital requirements;

. anticipated dates on which the Company will begowvigling certain services or reach specific milas®in the development

and implementation of its business; and

. other statements of expectations, beliefs, futlaagpand strategies, anticipated developments el matters that are not
historical facts.

These forward-looking statements are suibgerisks and uncertainties, including financialgulatory, environmental, industry growth
and trend projections, that could cause actualtevaresults to differ materially from those exgsed or implied by the statements. The most
important factors that could prevent Level 3 frochiaving its stated goals include, but are nottlaito, the Company's failure to:

. overcome the softness in the economy given itgdptionate effect on the telecommunications itigys

. integrate strategic acquisitions;

. increase the volume of traffic on the Level 3 natyo

. attract and retain qualified management and otbesgmnel;

. successfully complete commercial testing of neviatetogy and Company information systems to suppent products and

services, including voice transmission services;

. ability to meet all of the terms and conditiongled Company's debt obligations;

. overcome Software Spectrum's reliance on finameggntives, volume discounts and marketing fundmfsoftware
publishers;

. reduce downward pressure of Software Spectrum'gingaas a result of the use of volume licensingraadtenance

agreements; and

. develop new products and services that meet custdemands and generate acceptable margins.
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The Company undertakes no obligation tdipiytupdate any forward-looking statements, whetli®a result of new information, future
events or otherwise. Further disclosures that thm@any makes on related subjects in its additibliads with the Securities and Exchange
Commission should be consulted. For further infdromaregarding the risks and uncertainties that afégct the Company's future results,
please review the information set forth below uridierward Looking Statements



ITEM 1. BUSINESS

Level 3 Communications, Inc. and its sulasids ("Level 3" or the "Company") engage primaiil the communications and information
services businesses. In late 1997, the Companyuacad a business plan to increase substantialiyfd@amation services business and to
expand the range of services it offers by buildingadvanced, international, facilities based comaoations network based on Internet
Protocol technology (the "Business Plan™).

The Company is a facilities based provideat is, a provider that owns or leases a suhiatgrdrtion of the plant, property and
equipment necessary to provide its services) sbadrange of integrated communications servicke.Gompany has created, generally by
constructing its own assets, but also through abaoation of purchasing and leasing of facilitide Level 3 Network—an advanced,
international, facilities based communications rerkw The Company has designed the Level 3 Netwmpkdvide communications services,
which employ and leverage rapidly improving undiedyoptical and Internet Protocol technologies.

Market and Technology Opportunity.The Company believes that ongoing technologrades in both optical and Internet Protocol
technologies are revolutionizing the communicatimaistry and will facilitate rapid decreases it wosts for communications service
providers that are able to most effectively leverdgese technology advances. Service providersémeffectively leverage technology
advances and rapidly reduce unit costs will be abtefer significantly lower prices, which, the @pany believes, will drive substantial
increases in the demand for communications servides Company believes that there are two primacyofrs driving this market dynamic,
which it refers to as "Silicon Economics":

. Rapidly Improving TechnologiesOver the past few years, both optical and IntelPmetocol based networking technologies
have undergone extremely rapid innovation, dudgrige part, to market based development of undwegltéchnologies. This
rapid technology innovation has resulted in bothgd improvement in price-performance for optiaatl Internet Protocol
systems, as well as rapid improvement in the fonetity and applications supported by these teagies. The Company
believes that this rapid innovation will continueliinto the future.

. High Demand Elasticity. The Company believes rapid decreases in commtignicservices costs and prices causes the
development of new bandwidth-intensive applicatiovisich drive even more significant increases indweidth demand. In
addition, communications services are direct stuies for other, existing modes of information wligition such as traditional
broadcast entertainment and distribution of soféwaudio and video content using physical medisveled over motor
transportation systems. The Company believes thabmmunications services improve more rapidly thase alternative
content distribution systems, significant demantll lvé generated from these sources. The Compaiwsvieslthat high elastici
of demand from both these new applications andtiutisn for existing distribution systems will conue for the foreseeable
future. The Company believes that while high demeladticity will be manifested over time, governmeagulation,
communications supply chain inefficiencies and mpmiization of local access networks may causezatdin of demand to k
delayed.

In connection with the Company's belief that comiations services are direct substitutes for exgsthodes of information
distribution, during 2002, the Company completezidhquisition
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of CorpSoft, Inc., which conducted its businessauritie name Corporate Softw&™, a global distributor, marketer and
reseller of business software. In addition, dug08§2, the Company completed the acquisition ofvgm# Spectrum, Inc., a
global business-to-business software services geovAt December 31, 2002, CorpSoft, Inc. was mekgith and into
Software Spectrum, Inc., with Software Spectrurthassurviving entity.

The Company believes that communications priceoperdnce will improve more rapidly than computingl atata storage
price performance and, as a result, companiesavilr time, seek information technology operatiffciency by purchasing
software functionality and data storage as comrakseirvices procured over a broadband networks asithe Level 3
Network.

Level 3 believes that the combination of Levelr@swork infrastructure, and Software Spectrum'seiige in software
lifecycle management and marketing, as well angtoustomer relationships, will position Level 3oenefit as companies
change the manner in which they buy and use sagta@pability.

The Company also believes that there areraksignificant implications that result fromstilicon Economics market dynamic:

. Incorporating Technology ChangesGiven the rapid rate of improvement in opticadl dnternet Protocol technologies, those
communications service providers that are mostétfe at rapidly deploying new technologies wilMeaan inherent cost and
service advantage over companies that are lesstigéfeat deploying these new technolog



. Capital Intensity. The rapid improvements in these technologiestaeaeed to move to new technologies more quickly
results in shortened economic lives of underlyisgess. To achieve the rapid unit cost reductiodsimprovements in service
capabilities, service providers must deploy newegations of technology sooner, resulting in a nuangital-intensive business
model. Those providers with the technical, operati@nd financial ability to take advantage of tapid advancements in the
technologies are expected to have higher absaduyti¢at requirements, shortened asset lives, rapidéyeasing unit costs and
prices, rapidly increasing unit demand and higlashdlows and profits.

. Industry Structure. As a result of the rapid innovation in the ungiaig technology, the communications industry isblhis
shifting from a utility model to a technology modéust as in the computing industry, where markeield standards and rapid
price performance improvements have existed for 80eyears, it is extremely difficult for a singtemmunications company
to be best-of-class across a wide variety of disap in a rapidly changing environment. Ratherppportunity exists for
companies to focus on areas in which they havefgignt competitive advantages and develop sigaiftanarket share in a
disaggregated industry structure.

Level 3's Communications StrategyThe Company is seeking to capitalize on theodpipities presented by significant advancements
in optical and Internet Protocol technologies bysping its Business Plan. Key elements of the Cayipastrategy include:

. Become the Low Cost Provider of Communicationsi&esyv Level 3's network has been designed to provigk buality
communications services at a lower cost. For exantbé Level 3 Network is constructed using mudtipbnduits to allow the
Company to cost-effectively deploy future generagiof optical networking components (both fiber &raghsmission
electronics and optronics) and thereby expand déypatd reduce unit costs. In addition, the Compmeirategy is to maximi:
the use of open, non-proprietary interfaces indigign of its network software and hardware. Thgraach is intended to
provide Level 3 with the ability to purchase thesinecosteffective network equipment from multiple vendonslallow Level :
to deploy new technology more rapidly and effedtive
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. Combine Latest Generations of Fiber and Opticalhfetogies. In order to achieve unit cost reductions for $rarssion
capacity, Level 3 has designed its network withtiplé conduits to deploy successive generatiorfibef to exploit
improvements in optical transmission technologyti®jzing optical transmission systems to exploiafic generations of
fiber optic technology currently provides transrigascapacity on the new fiber more cost effectivibign deploying new
optical transmission systems on previous genersitdfiiber.

. Offer a Comprehensive Range of Communications &=rviThe Company provides a comprehensive range ofregritation:
services over the Level 3 Network. The Companyffisrimg broadband transport services under thecdrame (3)LinkeM
colocation services under the brand name (3)CéNt@olocation, MPLS based private networks under taad name (3)
PacketM MPN, Internet access services under the brand 1i@)8gossroad$M, and Softswitch based services under the t
names (3)Conneé™ Modem and (3)Voic&V . The availability of these services varies by tma

. Provide Upgradeable Metropolitan Backbone Networksvel 3's significant investment in metropolitgptical networks
enables the Company to connect directly to poifiteaffic aggregation. These traffic aggregatioailities are typically
locations where Level 3's customers wish to intenect with the Level 3 Network. Level 3's metrotaii backbone networks
allow Level 3 to extend its network services tosthaggregation points at low costs. As of DecerBlheP002, the Company
had constructed metropolitan networks totaling epipnately 14,560 conduit miles and approximatel2,090 fiber miles in
the United States, and approximately 3,580 condiliés and approximately 155,000 fiber miles in EpgoThe Company
believes that these metropolitan networks are @ifgignt strategic advantage versus other intei@ityimunications companies
that must connect to customers using potentiatiy lciost, low capacity, legacy facilities providedformer local monopoly
providers. This difficult situation is sometime$enged to as the "local loop bottleneck".

. Provide Colocation Facilities. Level 3 believes that providing colocation seegion its network attracts communications
intensive customers by allowing Level 3 to offesgh customers reduced bandwidth costs, rapid pooing of additional
bandwidth, interconnection with other thiparty networks and improved network performancesr&fore, Level 3 believes tt
controlling colocation facilities in its Gatewaysopides it with a competitive advantage.

As of December 31, 2002, Level 3 had secured ajpaiely 5.0 million square feet of space for itd€weay and colocation
facilities and had completed the buildout of apjmately 3.2 million square feet of this space.

. Target Top 300 Global Bandwidth CustomerEhe Company's communications services distrilnugtoategy is to utilize a
direct sales force focused on high bandwidth gdimgrdusinesses. These businesses include incuridoahexchange carrie
established next generation carriers, internatioagiers also known as PTTs, major ISPs, broadbahb television
operators, major interexchange carriers, governsnactidemic consortia and media and entertainnoateict providers.
Providing communications services at continuallgliiéng bandwidth costs and prices is at the cdrta® Company's mark



enabling strategy since bandwidth generally reprisse substantial portion of these businessess.cost

. Pursue Consolidation OpportunitiesThe Company from time to time evaluates possbbgisition opportunities. In
evaluating potential consolidation opportunitienoag other criteria, the Company evaluates thenpeleacquisition accordir
to the transaction's ability to generate positiashcflow from high credit quality customers. In didth, the Company generally
pursues opportunities to acquire recurring revemhgscome predominantly from services the Compdrgady provides, in
geographic areas that are already served, witloress that are consistent with Level 3's existingt@mer base.
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On February 4, 2003, Level 3 announced the aconsif substantially all of the assets and opematiof Genuity Inc., a
Massachusetts-based provider of communicationscesr('Genuity"). Under the agreement, Level 3 &68 million in net
cash consideration to Genuity and assumed cedagiterm operating agreements. As part of the aetien, the Company
also paid $77 million in cash for assumed netwdrfgations to be used by Level 3 during 2003. A phthe transaction,
Level 3 assumed most of Genuity's existing custarnatracts and in addition, has signed new mulliryeistomer contracts
that together represent expected revenue in exdé&isbillion over the remaining life of the agreemts.

. Provide Seamless Interconnection to the Publicéheil Telephone Network (the "PSTN"The Company offers (3)Voicd!
long distance service, which allows the seamlessdonnection of the Level 3 Network with the PSfbiNlong distance voice
transmissions. Seamless interconnection allowsmests to use Level 3's Internet Protocol basedarwithout modifying
existing telephone equipment or dialing proced(ifest is, without the need to dial access coddslmw other similar special
procedures). The Company's (3)ConngtModem turnkey modem infrastructure service usedlairBoftswitch technology t
seamlessly interconnect to the PSTN and to theiglrikrnet.

. Develop Advanced Operational Processes and BusBgggort SystemsThe Company has developed and continues to
develop a substantial, scalable and web-enablectipeal processes and business support systeasinfcture specifically
designed to enable the Company to offer servidesesdtly to its targeted customers. The Companieles that this system
offers the Company's customer's industry leadimépp@ance standards, reduces its operating castsjtg customers direct
control over some of the services they buy fromGleenpany and allow the Company to grow rapidly ehilinimizing
redesign of its business support systems.

. Attract and Motivate High Quality Employee§.he Company has developed programs designetraotand retain employe
with the technical skills necessary to implemestBusiness Plan. The programs include the Comp@ugjserform Stock
Option program.

Competitive Advantages.The Company believes that it has the followdngpetitive advantages that, together with itsastg will
assist it in implementing the Business Plan:

. Experienced Management Tearhevel 3 has assembled a management team theiavés is well suited to implement the
Business Plan. Level 3's senior management hasasiiilas experience in leading the development aatketing of
communications and information technology prodaats services and in designing, constructing andagiag intercity,
metropolitan and international networks.

. A More Readily Upgradeable Network Infrastructurkevel 3's network design takes advantage of teeehnological
innovations, incorporating many of the featured #va not present in older communication netwoaksl provides Level 3
flexibility to take advantage of future developnseand innovations. Level 3 has designed the trasssam network to optimize
all aspects of fiber and optronics simultaneousla aystem to deliver the lowest unit cost toltstamers. As fiber and optical
transmission technology changes, Level 3 expeatsaiize new unit cost improvements by deployinglttest fiber in
available empty or spare conduits in the multipeduit Level 3 Network. Each new generation of fibrables associated
optical transmission equipment to be spaced fudbart and carry more traffic than the same equipeployed on older
generations of fiber. The Company believes thasfgiege conduit design of the Level 3 Network wilhble Level 3 to lower
costs and prices while enjoying higher margins ftenompetitors.

6

. Integrated End-to-End Network PlatformLevel 3's strategy is to deploy network infrastame in major metropolitan areas
to link these networks with significant intercitgtworks in North America and Europe. The Compariiebes that the
integration of its metropolitan and intercity netk® with its colocation facilities will expand tlseope and reach of its on-net
customer coverage, facilitate the uniform deployhwériechnological innovations as the Company masatg future upgrade
paths and allow the Company to grow or scale it¢ice offerings rapidly. Level 3 believes thatstthe only global
communications service provider with the unique boration of large fibe-count, mult-conduit metropolitan network



uniformly deployed multi-conduit intercity networksd substantial colocation facilities.

. On-Net Transport Activation Process ("ONTAP"). Level 3 has developed ONTAP—an automated pracesignificantly
shorten the time period between receipt of a custsnorder and the installation of that order. Mpdustry participants install
a customer's order over a several week and ofte@ralenonth process. Through the use of ONTAP, L&ve able to reduce
that installation time interval significantly. Le\v@&is able to provision or install a customer'pagity order in a matter of days
rather than the industry standard of weeks or enenths. In general, using ONTAP, Level 3 is ablenstall a customer's
private line or wavelength service that is on tlesdl 3 network within 10 calendar days. In additi@NTAP provides a
customer with immediate verification that the resfed capacity is available on the Level 3 netwartt a confirmed delivery
date. As a result, a customer can more closelysteapacity purchases to its actual demand raitizer having to forecast futu
demand in advance to meet a competitor's much tdngtllation interval.

. Online Customer Service Centet.evel 3 provides its customers with access teh-enabled, self service application—the
Online Customer Service Center or Online CSC. Thkn® CSC provides Level 3's customers with ondirect access to the
same internal systems used by Level 3's staff.Gileme CSC features include: ability to request mevadditional services,
review order status, review and modify the custésreanofile and review the most up to date Levet@pct information. The
Online CSC also provides various reports for L&/gl(3)Crossroad®, (3)Connect ModermiM and (3)PacketM Usage
reports. In addition, through the Online CSC, a@uer is able to create new repair tickets, viewrogepair tickets and view a
90-day history of closed repair tickets.

. Fully Funded Business PlanLevel 3 believes that its Business Plan is fidlyded through free cash flow breakeven. The
Company expects to reach free cash flow breakeugngithe second quarter 2004. As a result, LeusI®ves that it has
lower financial risk relative to certain other commmications service providers.

The Level 3 Network.

The Level 3 Network is an advanced, intéomal, facilities based communications networkdayp, the Company provides its services
over its own facilities. Through 2000, the Companiynarily offered its communications services udiocal and intercity facilities that had
been leased from third parties. This enabled thapg2my to develop and offer certain of its servidesng the construction of its own
facilities. At December 31, 2002, the Company'svoek encompasses:

. an intercity network covering nearly 16,000 miledNorth America;
. leased or owned local networks in 57 North Amerigaarkets;
. an intercity network covering approximately 3,600es across Europe;
. leased or owned local networks in 16 European ntsirke
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. approximately 5.0 million square feet of Gatewag tmansmission facilities in North America and Bagpand
. a 1.28 Thps transatlantic cable system.

Intercity Networks. The Company's nearly 16,000 mile fiber optieroity network in North America consists of thddaing:

. Multiple conduits connecting approximately 200 Noftmerican cities. In general, Level 3 has insthtieoups of 10 to 12
conduits in its intercity network. The Company beés that the availability of spare conduit wilbal it to deploy future
technological innovations in optical networking qoonents as well as providing Level 3 with the fbéldy to offer conduit to
other entities.

. Initial installation of optical fiber strands des&d to accommodate dense wave division multipletiagsmission technology.
In addition, the Company believes that the instialfaof newer optical fibers will allow a combinati of greater wavelengths
light per strand, higher transmission speeds angidophysical spacing between network electrofibe. Company also
believes that each new generation of optical filsérallow increases in the performance of thegeeats network design and
will therefore enable lower unit costs.

. High speed SONET transmission equipment employétigh&aling protection switching and designed fighhquality and
reliable transmission. The Company expects that tiwee, SONET equipped networks will be replacethwietwork designs
that employ a "mesh" architecture made possibladwances in optical technologies. A mesh architecllows carriers to
establish alternative protection schemes that mthe amount of capacity required to be reservegrmection purposes.



. A design that maximizes the use of open,-proprietary hardware and software interfaces tmalkss costly upgrades
hardware and software technology improves.

North America. During the first quarter of 2001, the Companynpleted its construction activities relating ®Morth American
intercity network. Also during 2001, the Companyngeted the migration of customer traffic fromatsginal leased capacity network to the
Company's completed North America intercity netwdkring 2000, the Company had substantially coiegl¢he construction of this
intercity network. Deployment of the North Americiaercity network was accomplished through simé#taus construction efforts in
multiple locations, with different portions beingrapleted at different times. The Company has cotagleonstruction of 15,889 route miles
of its North American intercity network. All routailes of the North American intercity network aggeoational.

Europe. In Europe, the Company has completed construat, its approximately 3,600 route mile fiberiophtercity network with
characteristics similar to those of the North Aroeni intercity network in a two Ring architecturairdg 2000, the Company completed the
construction of both Ring 1 and Ring 2 of its Ewgap network. Ring 1, which is approximately 1,808 connects the major European
cities of Paris, Frankfurt, Amsterdam, Brussels Boddon and was operational at December 31, 200@ R which is approximately 1,600
miles, connects the major German cities of Befliologne, Dusseldorf, Frankfurt, Hamburg, Munich &tdttgart. Ring 2 became operatic
during the first quarter of 2001.

During 2002, the Company completed an esioanof its European operations to 7 additionaésitThe additional European cities
include: Karlsruhe and Cologne, Germany; MilanlyttZurich and Geneva, Switzerland; Madrid, Spaing Stockholm, Sweden. The
Company's expansion to these additional locaticss facilitated through the acquisition of availatdgacity from other carriers in the regi
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Level 3's European network is linked to ttlesel 3 North American intercity network by theued 3 transatlantic 1.28 Tbps cable sys!
which was also completed and placed into servicend2000. The transatlantic cable system—refetoday the Company as the Yellow
system—has an initial capacity of 320 Gbps angpradeable to 1.28 Thps. The deployment of Yellawg wompleted pursuant to a co-build
agreement announced in February 2000, whereby Gliybasing Ltd. participated in the constructionanid obtained a 50% ownership
interest in, Yellow. Under the co-build agreemémyel 3 and Global Crossing Ltd. each now separateh and operate two of the four fiber
pairs on Yellow. Level 3 also acquired additionapacity on Global Crossing Ltd.'s transatlanticleahtlantic Crossing 1, during 2000 to
serve as redundant capacity for its fiber pairy efow.

Asia. The Company established an Asia Pacific heatiensain Hong Kong in 1999, and during 2000 the @any completed and
opened Gateway facilities in Tokyo and Hong KomgJanuary 2000, Level 3 announced its intentiatheteelop and construct a Northern
Asia undersea cable system initially connecting ¢gikiong and Japan. The Hong Kong-Japan cable waisdatl to be the first stage of the
Company's construction of an undersea networkamnehion. At that time, the Company indicatedntemtion to share construction and
operating expenses of the system with one or nmahesiry partners. In December 2000, the Compamesign agreement to collaborate with
FLAG Telecom on the development of the NortherreAgidersea cable system connecting Hong Kong, JEpasa and Taiwan.

During the fourth quarter of 2001 the Compannounced the disposition of its Asian operationa sale transaction with Reach, Ltd.
Although the Company believed that Asia represeatedttractive longer-term investment opporturgiyen current volatile market and
economic conditions the Company determined that# necessary to focus its resources, both capithianagerial on the immediate
opportunities provided by the Company's operatiasakts in North America and Europe. This transaatiosed on January 18, 2002.

As part of the agreement, Reach and thepgaomagreed that Level 3 will provide capacity apdvices to Reach over Level 3's North
American intercity network, and Level 3 will buypzecity and services from Reach in Asia each oneabupon terms and conditions. This
arrangement will allow Level 3 to continue to seevits customer base with capacity needs in Agilgpeovide Reach access to a the Level
intercity networks in North America and Europe.

Local Market Infrastructure. The Company's local facilities include fibetiometworks connecting Level 3's intercity network
Gateway sites to ILEC and CLEC central officesglalistance carrier points-of-presence ("POPs")dngs housing communication-
intensive end users and Internet peering and triawsiities. Level 3's high fiber count metropalit networks allow the Company to extend its
services directly to its customers' locations at tmsts, because the availability of this netwarfkastructure does not require extensive
multiplexing equipment to reach a customer locatwnich is required in ordinary fiber constrainedtropolitan networks.

The Company had secured approximately Sllibmsquare feet of space for its Gateway andgnaission facilities as of December 31,
2002 and had completed the buildout of approxime8e2 million square feet of this space. The Conyfsaimitial Gateway facilities were
designed to house local sales staff, operation#f] she Company's transmission and Internet Pobtauting and Softswitch facilities and
technical space to accommodate (3)Cete€olocation services—that is, the colocation of pqént by high-volume Level 3 customers, in
an environmentally controlled, secure site wittediraccess to the Level 3 Network generally throdigdd, fault tolerant connections. The
Company's newer facilities are typically largerthhe Company's initial facilities and were desjt@include a smaller percentage of total
square feet for the Company's transmission andnetérotocol routing/Softswitch facilities andamder percentage of total square feet fo
provision of (3)CenteSM Colocation services. The Company is offering itd i SM Transport services, (3)Cen®M Colocation



services, (3)Crossroad¥ services, (3)Packét’, (3)ConnecBM Modem services and (3)Voi¥ services at its Gateway sites. The
availability of these services varies by location.

As of December 31, 2002, the Company haaijpnal, facilities based local metropolitan natks in 27 U.S. markets and nine
European markets. Also as of December 31, 2002Ztimepany had entered into interconnection agreesreaviering 120 North American
markets.

The Company has negotiated master leaghsseseral CLECs and ILECs to obtain leased capé&cin those providers so that the
Company can provide its customers with local traesion capabilities before its own local networks eomplete and in locations not dire
accessed by the Company's owned facilities.

At March 10, 2003, the Company had a total3 markets in service: 57 in the United States$ 6 in Europe. In the United States, the
Company markets in service include:

Albany Hartford New York Salt Lake City
Atlanta Houston Newark San Antonic
Austin Indianapolis Oakland San Diegc
Baltimore Jacksonville Omahs San Francisc
Boston Jersey City Orlando San Josi
Buffalo Kansas City Orange Count San Luis Obisps
Charlotte Las Vegas Philadelphie Seattle

Chicago Long Island Phoenix St. Louis
Cincinnati Los Angeles Pittsburgt Stamford
Cleveland Louisville Portland Tampa

Dallas Mancheste Princeton Washington, D.C
Denver Memphis Providence Wilmington
Detroit Miami Raleigh

El Pasc Nashville Richmond

Fort Worth New Orlean: Sacramentt

In Europe, the markets in service include:

Amsterdarr Geneve Munich
Berlin Hamburg Paris
Brussels Karlsruhe Stockholm
Cologne London Zurich
Dusseldori Madrid

Frankfurt Milan

Products and Services
Level 3 offers a comprehensive range of momications services, which currently includesftilwing:

. Transport Services.The Company's transport services are brandeting@f#M " and consist of (3)LinkM Global
Wavelengths, (3)LinEM Private Line services, and (3)Lifk! Dark Fiber.

. (3)Link SMGlobal Wavelength. Level 3 is offering (3)Link Global Wavelengths—paint-to-point connection of a fixed amount of
bandwidth on a particular wavelength or color ghti Currently,(3)Link Global Wavelength is avait 2.5GBps and 10GBps. T
product is targeted to those customers that redpaitle significant amounts of bandwidth and desirprbvide their own traffic
protection schemes. The approach enables custaémieuiid and manage a network by deploying thein &@NET, ATM or IP
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equipment at the end points where the wavelengikligered. (3)Link Global Wavelength services typgcally offered through short
term, annual and long-term pre-paid agreements.



(3)Link SMPrivate Line services.(3)Link Private Line services consist of a fixaount of dedicated bandwidth between fixed
locations for the exclusive use of the customeesEhservices are offered with committed levelsuafity and with network protection
schemes included. (3)Link Private Line servicescameently priced at a fixed rate depending upandistance between end points
the amount of bandwidth required. These servicesygically offered through short term, annual &mh-term prepaid contracts. Tt
Company is offering the following types of privditge services:

. (3)Link SMPrivate Line—U.S. Intercity Serviced.evel 3 provides this transport service oveNitsth American intercity network.
Available transmission speeds include DS-3, OCG;12 and OC-48. In addition, on a selective basisel 3 also offers DS-1
speeds.

. (3)Link SMPrivate Line—Metro ServicesLevel 3 provides this service within a metropiitarea. This service is provided in three

categories: Metro Access Stand-alone—a metro tiigunstalled from a customer site to a colocatiabinet in a Level 3 Gateway in
that city; Metro Point to Point—a circuit is ind&ad between two of a customers' sites by passiryitin the Level 3 Gateway in that
city; and Metro Access—a circuit is installed froine customer's location to access backbone serviaeare located within the Level
3 Gateway. Available transmission speeds include8PSC-3, OC-12 and OC-48.

. (3)Link SMPrivate Line—International ServicesLevel 3 provides this private line service betaégo locations on a point to point
basis that cross an international boundary. Thigice can be installed between two customer paifisresence where each point is
located within a Level 3 Gateway facility. The seevis available between mainland Europe and thieediKingdom and the United
States. Available transmission speeds dependsthparountry locations, but range from DS-1 to OC-48

. (3)Link SMUnprotected Private Line.Level 3 provides this private line service betwégo locations on a point to point basis on an
unprotected basis—that is, without any networkgetibn scheme. As this product is offered as amatapted service, (3)Link
Unprotected Private Line provides a customer witst @advantages when a customer desires to purphiaate line capacity without a
network protection scheme for purposes of creaingeshed network or for adding additional capamitgrotection to the customer's
existing network. Available transmission speedstiis product are either OC-3/STM-1 or OC-12/STM-4.

. (3)Link SMDark Fiber. Level 3 offers leases of dark fiber and condldging its local and intercity networks on a longatebasis.
Customers can lease dark fiber and conduit in ambination of three ways: (1) segment by segmentull ring or (3) the entire
Level 3 Network. Level 3 offers colocation spacétsnGateway and intercity re-transmission fa@htio these customers for their
transmission electronics.

. Colocation and Gateway Services.

. (3)Center"MColocation. The Company offers high quality, data center grsgice where customers can locate servers, content
storage devices and communications network equipinensafe and secure technical operating enviesiim

At its colocation sites, the Company offers hgpeed, reliable connectivity to the Level 3 Netwarkl to other networks, including both lo
and wide area networks, the PSTN and
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Internet. Level 3 also offers customers AC/DC pqweenergency backp generator power, HVAC, fire protection and sgguihese sites a
monitored and maintained 24 hours a day, sevenalayeek.

As of December 31, 2002, Level 3 offered (3)Ceftelocation in 73 facilities in 66 markets locatadhie United States and Europe. Level 3
believes that its ability to offer both metropatitand intercity communications services to its @)@r Colocation customers provides it with
an advantage over its competitors, because(3)CEwnlecation customers often spend a substantigiopoof their operating expenses on
communications services. This service is typicaffgred through annual and long-term contracts.

. Internet Protocol (IP) Services

. (3)CrossRoads$M. (3)CrossRoads is a high quality, high speed hateaccess product offering. The service is offémealvariety of
capacities—100BaseT, GigE, DS-1, DS-3, OC-3 andlQ&-using a variety of interfaces including Etheraiel SONET. A unique
feature of the service is Destination Sensitivdigjlor DSB. Through DSB, (3)CrossRoads customassfpr bandwidth based on the
destination of their traffic. DSB customers pay éither "Sent" or "Received" bandwidth, but notthot

Level 3 believes that the combination of Destinat&ensitive Billing with metropolitan and intercitgtworks and significant colocation sp
is a competitive advantage and that this accoamtthé rapid market acceptance of (3)CrossRoadate These services are typically offered
through sho-term and annual contrac



. (3)PacketMMPN. (3)Packet MPN or (3)Packet MPLS Private Netwdskan MPLS-based data transport service that oEérernet
access into Level 3's managed wide area network Cldmpany is currently developing (3)Packet MPIdltow for ATM and Frame
Relay access as well. Customers can purchaseip@my of Level 3's markets in North America or &pe to build virtual connectiol
between ports and create a customized networkisolB)Packet MPN, which is a product that isddlbased on a customer's usage,
is designed to allow communications-intensive cnslis to deploy and manage traffic over a virtualgie network, enabling them to
access capacity as usage demand dictates. Thisilftgxcan decrease network costs and is a higleBleable alternative to traditional
transport services. These services are typicafred through short-term or annual contracts.

. DSL Backbone AggregationLevel 3's digital subscriber line ("DSL") accassvice provides ISPs with reliable connectivityvmzen
the ILEC's Local Access and Transport Areas ("LASTAand Level 3's Internet backbone. This servaresists of inter- and intra-
LATA interconnects, aggregation equipment, backbtoaesport, and network management control. Thigiee also provides ISPs
with prejprovisioned capacity from which capacity can beawoted during end user provisioning. Level 3's [iRipacity Manageme
System enables ISPs to self-manage the provisiandgcapacity management process. Level 3 alsada®\P address assignment
and management.

. Softswitch ServicesLevel 3 has pioneered and developed the Softewitc distributed computer system that emulates the
functions performed by traditional circuit switchesabling Level 3 to control and process telephzalis over an Internet
Protocol network. Currently, Level 3 is offeringav@oftswitch based services: (3)ConnédéModem and (3)Voic€M . These
services are typically offered through short-teampual and long-term contracts.

. (3)ConnecBMModem. The Company is offering to its (3)Connect Modamtomers an outsourced, turn-key infrastructuretgoi
for the management of dial up access to eitheptitdic Internet or a corporate data network. (3)@mt Modem was the first service
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offered by the Company that used Softswitch teabmpoto seamlessly interconnect to the PSTN. ISRpcise a majority of the
customer base for (3)Connect Modem and are provadetly managed dial up network infrastructure docess to the public Internet.
Corporate customers that purchase (3)Connect Magewices receive connectivity for remote usersufipsrt data applications such
as telecommuting, e-mail retrieval, and client/sempplications.

As part of this service, Level 3 arranges for thevjsion of local network coverage, dedicated Idetdphone numbers (which the (3)Connect
Modem customer distributes to its customers incese of an ISP or to its employees in the casecoff@orate customer), racks and modems
as well as dedicated connectivity from the custdsriecation to the Level 3 Gateway facility. Le@ehlso provides monitoring of this
infrastructure 24 hours a day, seven days a wegkr®viding a turn-key infrastructure modem solatibevel 3 believes that this product
allows its customers to save both capital and dipgraosts associated with maintaining the infrattire.

Currently, the Company's (3)Connect Modem produatg@sses approximately 20 billion minutes per meamith is available to address
approximately 93% of the U.S. population.

. (3)VoiceSMServices. The Company also offers (3)Voice, an Internet®ol based long distance service, which uses Bibdts
technology. This long distance service is curreatigilable for originating long distance calls i rdarkets and is generally targete:
carriers. The end users of the Company's (3)Vaicaes customers place a long distance call byguskisting telephone equipment
and dialing procedures. The local service providarsfers the call to the Level 3 Softswitch whieis converted to Internet Protocol
format. The call is then transmitted along the LL&/Betwork to another Level 3 Gateway facility 4t to the receiving city where it
is sent to the called party in whatever formatdsiced, including a standard telephone call. Gailthe Level 3 Softswitch network ¢
be terminated or completed anywhere in North Angerithe (3)Voice long distance service is offered qtality level equal to that of
the traditional telephone network.

. Managed Services.Through the acquisition of Genuity assets andaifmns in February 2003, Level 3 now offers thioitg
wholly owned subsidiary, Genuity Managed Servit®eb hosting and value-added eBusiness servicasihle enterprises
and application service providers to outsourcenth@agement of their Web servers to the Companyts Misting facilities.

. Dedicated Accesslevel 3 now offers Internet Advantage™ and ISREE™ services that connect enterprises and sepvmeaders
directly to the Internet through an end-to-end,ickted high-speed connection. Level 3 offers adgmectrum of dedicated
connection types with flexible pricing structuras,well as comprehensive service level agreemBetdicated Internet access is
offered at speeds ranging from DS-1, includingtfoaal DS-1, up to DS-3.

. Content Delivery and High Availability Service$:or customers with high traffic Web sites, thex@@any also offers optional, high
availability services that can increase Web sifgaciéty and performance.

. Storage. The Company's storage service is a suite of géosalutions that enables companies to continu@gigss critical dal



during planned and unplanned outages. The suigostgbusiness continuity by combining storage ckevsand management, Internet
access services, and optional managed Web hostiniges. Storage, which is the first end-to-end agaad storage solution run over
IP offered by a service provider, consists of a
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number of services including Remote Data Replicatidn-Demand Capacity and Remote Site Failover.

. Virtual Private Networks. With the Company's VPN service, the Company arsahh enterprise and its employees, customers,
suppliers and business partners to securely sahcearive information to and from each other viergpted dial-up, dedicated, DSL
or cable-modem Internet connections. The Compariid Advantage™ service is a managed VPN servidentlakes it possible to
communicate securely over Level 3's Internet bawkltamd over the Internet from virtually anywhere¢hiea world. With VPN
Advantage, customers benefit from the capabilivies large, shared IP-based network infrastrucithide maintaining the look and
feel of their own private corporate network.

. Managed Security ServicesThe Company's managed security services areldeand can be customized to a customers' needs and
provides a high level of protection for their corgi® networks. Level 3's managed security seniicdsde monitoring the network
perimeters of enterprise customers, 24 hours asgayen days a week, and using firewall managemmaititenance and proactive
response techniques to ensure the security of apo@sts into their computing infrastructure. Thentbany's Site Patrol™ for
FireWall-1 and Genuity Security Advantage™ are fimé¢ security services that help to significandguice exposure to Internet
security threats and firewall breaches. In addjtlavel 3 offers a vulnerability assessment sepv@enuity Site Scan™, that helps
enterprises strengthen their network perimeterritgday periodically testing for potential weaknessand generating
recommendations for correcting them.

. eServices. The Company's eServices offering provides a cehmgsive suite of value-added eBusiness serviga®gpective
customers, installed customers and ePartners. Beegiees encompass all aspects of planning, degigmd implementing an
effective eBusiness infrastructure solution, inahgd program and project management services, tiigraervices, security services,
performance services, network optimization serviaesl eBusiness continuity services. This portfofigervices is delivered by a
combination technical consultants working in cowjion with the Company's highly-skilled internal 8l practitioners" utilizing a
structured methodology called "Mission Planning."

. Managed Web Hosting.The Company's managed Web hosting service previdly managed, secure and reliable Web hosting
capabilities for businesses operating in Window@®26r UNIX environments that want to use the Comyfsexpertise to implement
and manage their Web environment. Level 3 mandgesytstems and platforms and generally retains @hipeof certain equipment
and software.

. Customer Managed Web Hostind.evel 3's customer managed Web hosting servidesgned for enterprises that desire
administrative control of their Web sites but preafepartner with an experienced, reliable Web inggprovider. This service provides
the customer with pre-configured server hardwarksaiftware, Internet access and the benefit ofreesud continuously monitored
data centers. The Company's customers for thisceerstain full responsibility for the content aadiministration of their Web sites.

Level 3 management continues to reviewxisting lines of business to determine how thowslof business assist with the Company's
focus on delivery of communications and informats@mvices and reaching consolidated free cashiil@akeven. To the extent that certain
lines of business are not considered to be conmpaiiith the delivery of communication and infornmatiservices or with obtaining cash flow
objectives, Level 3 may exit those lines of bustess
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Distribution Strategy

Level 3's communications services salegegtly is to utilize a direct sales force focusedhigin bandwidth generating businesses. These
businesses include incumbent local exchange cargstablished next generation carriers, internatioarriers also known as PTTs, major
ISPs, broadband cable television operators, majeréxchange carriers, governments and media aada&nment content providers.
Providing continually declining bandwidth costsh@se companies is at the core of Level 3's mahkalbling strategy.

Beginning in 2001, Level 3 changed its caminations services customer focus to the top 30Bad users of bandwidth capacity. These
top 300 global users tend to be financially moabie than certain Internet early stage companies.Jompany has in place policies and
procedures to review the financial condition ofgutal and existing customers and concludes tHigatibility is probable prior to
commencement of services. If the financial conditidd an existing customer deteriorates to a polmtne payment for services is in doubt, the
Company will not recognize revenue attributabléht customer until cash is received. Based oretpeficies and procedures, the Company
believes its exposure to collection risk within tenmunications business and effect to the findistédements is limited. The Company



not immune from the affects of the downturn in #e@nomy and specifically the telecommunicationsigtiy; however, the Company
believes the concentration of credit risk with \egto receivables is mitigated due to the dispersf the Company's customer base among
geographic areas and remedies provided by terrogrifacts and statutes.

For the year ended December 31, 2002, appately 49% of the Company's sales were to netypookiders (which includes carriers
and broadband access providers), 43% were to sgpvaviders (which includes ISPs and web-basedcgeproviders) and 8% were from
end-users. For the year ended December 31, 2002ngle customer accounted for more than 10% oCimpany's consolidated total
revenues. For the year ended December 31, 2002dimpany's top 10 communications services custoatasunted for approximately 47%
of the Company's total communications revenueseRe&® from the Company's largest communication®omest, America Online, Inc.
("America Online") represented approximately 13%haf Company's communications revenues for 200Zapptoximately 4% of the
Company's consolidated revenues. With the acquisdf Genuity's contract with America Online andligéidnal contracts executed in the
second half of 2002, the Company expects commuaoitatervices revenue attributable to America @nlifll range from approximately
23% to 25% of total communications revenue in 2003.

Business Support Systems

In order to pursue its sales and distriustrategies, the Company has developed and isiaomg to develop and implement a set of
integrated software applications designed to autertee Company's operational processes. Througtiehelopment of a robust, scalable
business support system, the Company believed thas the opportunity to develop a competitiveadage relative to traditional
telecommunications companies. Whereas traditi@etbmmunications companies operate extensive ydysiness support systems with
compartmentalized architectures that limit theilighto scale rapidly and introduce enhanced ssrsiand features, Level 3 has developed a
business support system architecture intended xinmiee both reliability and scalability.

Key design aspects of the business suggstém development program are:

. integrated modular applications to allow the Conyptanupgrade specific applications as new prodactsavailable;

. a scalable architecture that allows certain fumgithat would otherwise have to be performed byelL8wemployees to be
performed by the Company's alternative distributibannel participants;
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. phased completion of software releases designeliiow the Company to test functionality on an imaental basis;
. "web-enabled" applications so that on-line accessder entry, network operations, billing, andtouser care functions is

available to all authorized users, including Le¥slcustomers and resellers;

. use of a tiered, client/server architecture thateisigned to separate data and applications, angéected to enable continued
improvement of software functionality at minimumsgoand

. use of pre-developed or "shrink wrapped" applicetjavhere applicable, which will interface to Le@& internally developed
applications.

Interconnection and Peering

As a result of the Telecom Act, properlytifieated companies may, as a matter of law, sdenect with ILECs on terms designed to
help ensure economic, technical and administratuelity between the interconnected parties. Thecben Act provides, among other
things, that ILECs must offer competitors the seegiand facilities necessary to offer local switthervices. See "—Regulation."

As of December 31, 2002, the Company haelred into interconnection agreements coveringNl@@h American markets. The
Company may be required to negotiate new or refeggagxisting interconnection agreements as Lew{@nds its operations in current and
additional markets in the future and as existingaments expire or are terminated.

Peering agreements between the CompaniSitsdare necessary in order for the Company toaggehtraffic with those ISPs without
having to pay transit costs. The Company is comsedta Tier 1 Internet Service Provider and haseseéint free peering arrangements witk
ISPs in North America. In Europe, the Company ledesnent free peering arrangements with all ISRggt one major Tier 1ISP. The
Company is currently negotiating settlement freeripg arrangements with this ISP. The basis on lwthie large national ISPs make peering
available or impose settlement charges is evolamthe provision of Internet access and relatedcgsr has expanded.

Employee Recruiting and Retention

As of December 31, 2002, Level 3 had 2 &2fployees in the communications portion of its bess and information services |



approximately 3,550 employees, for a total of 6,28#ployees. These numbers do not include the ereoyf Genuity, since this transaction
closed on February 4, 2003. Level 3 has hired aqimiately 1,400 Genuity employees, who become fdtietransitional organization thal
assisting with the integration efforts. The Comparpects to reduce communications headcount thmugt003 as the Genuity integration
efforts are concluded. The Company believes thatlitcess depends in large part on its abilityttac and retain substantial numbers of
qualified employees.

The primary purpose of the Company's 19@6I5Plan, as amended, has been to increase the ebShares and the profitability of the
Company and its subsidiaries (i) by enabling thenGany to attract, retain, motivate and reward aegaployees, directors and service
providers and (ii) by aligning the interests ofse@mployees, directors and service providerstéhinterests of the Company and the
holders of the Company's common stock.

In order to attract and retain highly gfiati employees, the Company believes that it isortgmt to provide a work environment that
encourages each individual to perform to his orgotential and facilitates cooperation towards stigoals and a compensation program
designed to attract the kinds of individuals therpany needs and to align employees' intereststhéiCompany's stockholders.
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With respect to compensation programsCbmpany believes that short-term financial rewaldse are not sufficient to attract and
retain qualified employees, and a properly desidord-term compensation program is a necessary eoeng of employee recruitment and
retention. In this regard the Company's philosoigshy pay annual cash salary compensation thabdenately less than the annual cash si
compensation paid by competitors and an annuabpeance-based cash bonus, which, if the Companygisaeh goals are met, when added to
the annual cash salary cash compensation resuwdttobal that is moderately greater than the tmalual cash compensation paid on average
by competitors. The Company's non-cash benefitrarog (including medical and health insurance,ififeirance, disability insurance, etc.)
are designed to be comparable to those offeretslmpmpetitors.

The Company continues to believe that taified candidates it seeks, as well as the ctiesiployees it wants to retain and motivate,
place particular emphasis on equity-based long tecentive ("LTI") programs. The Company currertilys two complementary programs:
() a 401(k) Plan matching contribution in the foofnishares of Level 3 common stock up to 7% ofilelégearnings or regulatory limits for
401(k) Plan contributions; and (ii) an innovatiteck-indexed program referred to as the OutperfStatk Option ("OSQO") program. If an
employee remains employed by the Company for theees from the date of hire, the shares that aneribated by the Company to the 401
(k) Plan vest. The 401(k) Plan also provides then@any with the flexibility, subject to satisfacta@ompany performance, to make
discretionary grants to the employees' 401(k) Blznounts of shares of Level 3's common stock dabupset percentage of the employees'
compensation determined by the Compensation Coewsmitt the Board of Directors, all of which sharek west three years from the
employee's date of hire. For the year ended Decegihe2002, the Company approved a 3% grant tibédigmployees, to be deposited in
their 401(k) Plan accounts.

The Company has adopted the OSO programchvdiffers from LTI programs generally adoptedrbginy public companies in which
employees are typically eligible for conventionahrqualified stock options ("NQSOs"). NQSO progragaserally award the recipient the
right to purchase stock at a fixed price, typicaltythe price on the date the NQSO was grantedieMhilely adopted, the Company believes
such NQSO programs sometimes reward employeesifes@mpany stock price performance is inferiorngastments of similar risks, dilute
public stockholders in a manner not directly prajooral to performance and fail to provide a pregdrreturn on stockholders' invested capital
over the return to option holders. The Companyevek that the OSO program is superior to an NQ3eebprogram with respect to these
issues while, at the same time, providing employessccess-based reward balancing the associgked ri

The Company's OSO program has been theapyioomponent of Level 3's stock based LTI compémsg@rograms. The Company
designed the OSO program so that the Level 3 constamk price performance must exceed a broad-basatket stock index before OSO
holders receive any return on their options. Ireothiords, the Level 3 common stock price must pd$sirdle" of a stock index growth prior
to the OSO having any value upon exercise. Cuigthté broad-based, market stock index used i©B® program is the Standard & Poor's
500 Index, although the Compensation Committeervesehe right to select another broad-based, matkek index for use in this program.

The Company believes that an OSO-stylenaragoetter aligns employees' and stockholderg'dste by basing stock option value on the
Company's ability to outperform the market in gaheas measured by the relative performance o€thrapany's common stock to the
Standard & Poor's 500 Index. The value receivedfitions under the OSO plan is based on a forrmuialving a multiplier related to how
much the Company's common stock outperforms thed&td & Poor's 500 Index. Participants in the O%@m@mm do not realize any value
from options unless the Level 3 common stock poiggerforms the Standard & Poor's 500 Index. Teetttent that the Level 3 common
stock outperforms the Standard & Poor's 500, theevaf OSOs to an option holder may exceed theevafNQSOs issued to comparable
employees at other companies.
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In July 2000, the Company adopted a coiblerbutperform stock option program, ("C-OSO"Jamsextension of the existing OSO plan.
The program is a component of the Company's ongenmgloyee retention efforts and offers similar teas to those of an OSO, but provides
an employee with the greater of the value of alsisgare of the Company's common stock at exemidbge calculated OSO value of a sir
OSO at the time of exercise.

C-0SO0 awards were made to eligible emplsysaployed on the date of the grant. The awards weade in September 2000 and
December 2000. Each award vests over three yedofi@ss: 1/6 of each grant at the end of the firsar, a further 2/6 at the end of the
second year and the remaining 3/6 in the third.yleach award is immediately exercisable upon vgsthwvards expire four years from the
date of the grant. In September 2001, the Compeamyted Special Convertible Outperform Stock Optl@pecial COSQO") to certain
employees on the date of grant. Each Special CGS6 in equal quarterly installments over threegs/aad is immediately exercisable upon
vesting. Special COSOs expire four years from tite df grant.

As stated above, since late 1997 the Cognpdhered to a compensation philosophy that inclilde payment of annual cash
compensation, which, if the Company's annual gaadsmnet, is moderately greater than the cash cosatien paid on average by competit
and the delivery of equity based, LTI compensatiwt is based on the performance of the Level 3naomstock. In determining the levels
grants of LTI compensation, the Company has strieatkliver approximately 25 percent of the "outpenance” value of the Level 3
common stock to employees. The Compensation Coeenittfines "outperformance" as the increase iptiice of a share of Level 3
common stock from the date of grant until the adtexercise, relative to the increase in a brosgsetiamarket stock index such as the
Standard & Poor's 500 Index. In addition, the Conspdion Committee of the Board has determinedLtiatompensation grants by the
Company are to be set at levels necessary to ¢thnéroeverall amount of dilution to public stocktefs, even in the situation of extreme
common stock price appreciation, while maintairting goal of delivering on average no more than@pprately 25 percent of the
outperformance to employees.

The following modifications, affecting Augfl9, 2002 and later grants, were made to the @8@ram in August 2002:

. OSO targets will be defined in terms of number &3 rather than a target theoretical dollar value.
. The success multiplier was reduced from eight tw.fo
. Awards will continue to vest over 2 years and havkyear life. However, 50% of the award will vestla end of the first ye.

after grant, with the remaining 50% vesting over skecond year (12.5% per quarter).

. A 2-year exercise moratorium was enacted for Seviice Presidents and the senior executive teanuantgrly OSO grants
above a given threshold.

The mechanics for determining the valuarofndividual OSO is described below:

The initial strike price, as determinedtbea OSO grant date, is adjusted over time (the Ustdid Strike Price"), until the exercise date.
The adjustment is an amount equal to the percemtageciation or depreciation in the value of tk&$00 Index from the date of grant to
the date of exercise. The value of the OSO inceefigdncreasing levels of outperformance. OSOstghprior to August 19, 2002 have a
multiplier range from zero to eight depending uploe performance of Level 3 common stock relativthioS&P 500 Index as shown in the
following table. OSOs granted
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August 19, 2002 and later have a multiplier ramgenfzero to four depending upon the performandec@tl 3 common stock relative to the
S&P 500 Index as shown in the following table.

Then the Pre-multiplier Gain Is Multiplied by a Success

Multiplier of:
August 19, 2002
If Level 3 Stock Outperforms the S&P 500 Index by: Pre August 19, 2002 Grants and Later Grants
0% or Less 0.00 0.00
More than 0% but Less than 11% Outperformance percentage multipl  Outperformance percentage
by 8/11 multiplied by 4/11
11% or More 8.00 4.00

The Pr-multiplier gain is the Level 3 common stock pricenas the Adjusted Strike Price on the date of gger



Subsequent to March 31, 1998 (the effedate of the separation of the Company's formestroation business), the Company adopted
the recognition provisions of SFAS No. 123. UndEAS No. 123, the fair value of an OSO (as compuieatcordance with accepted option
valuation models) on the date of grant is amortizeetr the vesting period of the OSO. The recognitimvisions of SFAS No. 123 are
applied prospectively upon adoption. As a reshiytare applied to all stock awards granted inytfer of adoption and are not applied to
awards granted in previous years unless those aveaedmodified or settled in cash after adoptiothefrecognition provisions. The adoption
of SFAS No. 123 resulted in naash charges to continuing operations of $181 anilin 2002, $314 million in 2001 and $236 million200(
and will continue to result in non-cash chargesgerations for future periods that the Companyelvel will also be material. The amount of
the non-cash charge will be dependent upon a nuoflfactors, including the number of options granéed the fair value estimated at the
time of grant.

Competition

The communications industry is highly cotitpee. Many of the Company's existing and potdre@mpetitors in the communications
industry have financial, personnel, marketing atitoresources significantly greater than thosth@fCompany, as well as other competitive
advantages including larger customer bases. Inedeaansolidation and strategic alliances in theistiy resulting from the Telecom Act, the
opening of the U.S. market to foreign carriershtedogical advances and further deregulation cgiud rise to significant new competitors
the Company.

In recent years, competition has increasedl areas of Level 3's communications servicaskat. The increased number of competitors
and resulting investment in telecommunications net® has created a substantial oversupply of néteapacity in the industry. While the
Company believes that this oversupply conditiotemporary, the oversupply has resulted in an imlgnsompetitive environment forcing
numerous competitors to curtail their businesskamd, in a number of cases, to file for protectinder bankruptcy or protection from
creditor statutes. The Company's primary competisme IXCs, ILECs, CLECs, ISPs and other compahisprovide communications
products and services. The following informatioaritifies key competitors for each of the Compapysluct offerings.

For transport services, Level 3's key catitqrs in the United States are other facilitiesdhcommunications companies including
AT&T, WilTel Communications, Global Crossing, Qw&xmmunications, and Broadwing. In Europe, the Camyfs key competitors are
other carriers such as Telia International, Cole@em Group plc, WorldCom, and Global Crossing.
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The Company's key competitors for its (3)@ect Modem services are other providers of didhtgrnet access including WorldCom,
Sprint, Qwest, ICG and AT&T. In addition, the keynepetitors for the Company's (3)Voice service dffgrare other providers of wholesale
long distance communications services including AT&orldCom, Sprint and certain RBOCs. The RBOGssareking authorizations to
provide certain long distance services which wiltlier increase competition in the long distanceises market. See "—Regulation."

Level 3's key competitors for its (3)CerBaiocation services are other facilities basedroamications companies, and other colocation
providers such as web hosting companies and thirty polocation companies. These companies indiatde & Wireless, Equinix,
Switch & Data, Qwest Communications and Broadwing.

For the Company's (3)Crossroads Internegscservice, Level 3 competes with companiedribatde WorldCom, Sprint, AT&T,
Cable & Wireless, and Qwest.

The communications industry is subjectapid and significant changes in technology. Fotainse, recent technological advances pe
substantial increases in transmission capacitytf hew and existing fiber, and the introductiomeiv products or emergence of new
technologies may reduce the cost or increase {hg\sof certain services similar to those which @@mpany plans on providing.
Accordingly, in the future the Company's most digant competitors may be new entrants to the comeations and information services
industry, which are not burdened by an installesebaf outmoded or legacy equipment.

Regulation

The Company's communications and infornmasiervices business will be subject to varying degrof federal, state, local and
international regulation.

Federal Regulation

The FCC regulates interstate and internatitelecommunications services. The FCC impostseive regulations on common carriers
such as incumbent local exchange carriers ("ILE@&) have some degree of market power. The FC@sewless regulation on common
carriers without market power, such as the Compahg.FCC permits these nondominant carriers toigeostomestic interstate services
(including long distance and access services) withaor authorization; but it requires carriers¢geive an authorization to construct and
operate telecommunications facilities and to prewad resell telecommunications services, betweenitited States and international points.
The Company has obtained FCC approval to landdtsatlantic cable in the U.S. The Company hasmdda=CC authorization to provi



international services on a facilities and resalgiss Under the Telecommunications Act of 1996 (11896 Act"), any entity, including cable
television companies, and electric and gas uslitreay enter any telecommunications market, subjeretasonable state regulation of safety,
quality and consumer protection. Because implentiemtaf the 1996 Act is subject to numerous fedaral state policy rulemaking
proceedings and judicial review, there is still @mainty as to what impact it will have on the C@np. The 1996 Act is intended to increase
competition. The 1996 Act opens the local servibasket by requiring ILECs to permit interconnecttortheir networks and establishing
ILEC obligations with respect to:

. Reciprocal CompensatiarRequires all ILECs and CLECs to complete caliginated by competing carriers under reciprocal
arrangements at prices based on a reasonable apptimn of incremental cost or through mutual exa®eof traffic without
explicit payment.

. Resale Requires all ILECs and CLECs to permit resalthefr telecommunications services without unreablmgestrictions
or conditions. In addition, ILECs are required ffeo
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wholesale versions of all retail services to otleégcommunications carriers for resale at discalirdées, based on the costs
avoided by the ILEC in the wholesale offering.

. Interconnection Requires all ILECs and CLECs to permit their cetitprs to interconnect with their facilities. Réps all
ILECs to permit interconnection at any technicédigsible point within their networks, on nondisdnatory terms and at pric
based on cost (which may include a reasonabletpratithe option of the carrier seeking intercocti@n, colocation of the
requesting carrier's equipment in an ILEC's presimast be offered, except where the ILEC can detraiasspace limitations
or other technical impediments to colocation.

. Unbundled AccessRequires all ILECs to provide nondiscriminatocgess to specified unbundled network elementsuhict
certain network facilities, equipment, features\diions, and capabilities) at any technically felespoint within their
networks, on nondiscriminatory terms and at priz&sed on cost (which may include a reasonabletprofi

. Number Portability. Requires all ILECs and CLECs to permit, to theeaktechnically feasible, users of telecommunacei
services to retain existing telephone numbers witimpairment of quality, reliability or conveniemevhen switching from or
telecommunications carrier to another.

. Dialing Parity . Requires all ILECs and CLECs to provide "1+" dqaaxess to competing providers of telephone exghan
service and toll service, and to provide nondisoratory access to telephone numbers, operatorcgsr\ilirectory assistance,
and directory listing, with no unreasonable dialitedays.

. Access to Rights-of-Wayequires all ILECs and CLECs to permit competiagiers access to poles, ducts, conduits and
rights-of-way at regulated prices.

ILECs are required to negotiate in goothfaiith carriers requesting any or all of the abawangements. If the negotiating carriers
cannot reach agreement within a prescribed tintleeiecarrier may request binding arbitration of dieputed issues by the state regulatory
commission. Even when an agreement has not beehe@aLECs remain subject to interconnection @lans established by the FCC and
state telecommunications regulatory commissions.

In August 1996, the FCC released a deci@lmn"Local Competition Order") establishing ruleglementing the above-listed
requirements and providing guidelines for reviewndérconnection agreements by state public utdaynmissions. The United States Court
of Appeals for the Eighth Circuit (the "Eighth Qiit") vacated certain portions of the Local Comipeti Order. On January 25, 1999, the
Supreme Court reversed the Eighth Circuit with eespo the FCC's jurisdiction to issue regulatigongerning local interconnection pricing
(including regulations governing reciprocal commits). The Supreme Court also found that the F&Cduthority to promulgate a "pick
and choose" rule and upheld most of the FCC's gdesrning access to unbundled network elements.Stipreme Court, however,
remanded to the FCC the standard by which the E@atified the network elements that must be madéable on an unbundled basis.

On November 5, 1999, the FCC released derdthe "UNE Remand Order") largely retainingdligs of unbundled network elements but
eliminating the requirement that ILECs provide unthied access to local switching for customers ¥athr or more lines in the densest
portion of the top 50 Metropolitan Statistical Aseand the requirement to unbundle operator sexdnd directory assistance. In its decision,
the FCC reaffirmed that network elements shoulgrieed using a total element long-run incrementat @ricing ("“TELRIC") methodology.

A number of parties challenged the FCC's TELRIdifig.

On May 13, 2002, the United States Supr€mart inVerizon Communications v. Fd€sued an opinion that upheld the FCC's TELRIC
pricing methodology which requires state commissitnset
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the rates charged by ILECs for network elementsdédo CLECs based upon forward looking pricingeathan on the prior investment of
such incumbents. The opinion focused on the passilérpretations for the term "cost," finding tlhaorward-looking interpretation put forth
by the FCC was within the mandate for "just andoeable rates" under the 1996 Act. In addition,.Shpreme Court upheld the FCC's
authority to require ILECs who lease elements eirthetworks to bundle services for CLECs thatuarable to bundle the services
themselves.

In December 2001, the FCC initiated a cahpnsive evaluation of its network element unbungdtules. Referred to as the UNE
Review, this proceeding will consider what UNEs @€must make available to CLECs, and under whatsteind conditions.

On May 24, 2002, the United States CouAmbeals for the D.C. Circuit ("D.C. Circuit”) relsed an opinion ib/nited States Telecom
Association v. FC(that overturned two decisions of the FCC. First, @ourt remanded to the FCC for further considenatie UNE Remand
Order, which required ILECs to lease numerous UNESLECs. Second, the Court vacated and remandelditie Sharing Order, which
unbundled a portion of the spectrum of local coppeps so that data local exchange carriers (DLE@B)offer competitive advanced
services such as Digital Subscriber Line (DSL) ser.

The FCC has consolidated the issues rendamgléhe D.C. Circuit into the UNE Review proceeglinitiated in December 2001. On
February 20, 2003, the FCC addressed the decisiOi$STA vs. FCC by adopting rules concerning thégaltion of incumbent local exchange
carriers to make unbundled elements of their ndtsvarailable to new entrants. Since the FCC hatoyetiease its order or its underlying
rules, the Company has not been able to fully assbat impact, if any, they will have on its telewaunications operations.

The 1996 Act also codifies the ILECs' ecamdess and nondiscrimination obligations and ppggimconsistent state regulation. The
1996 Act contains special provisions that modifgyious court decrees that prevented BOCs from giagilong distance services and
engaging in telecommunications equipment manufamjumhese provisions permit a BOC to enter thgldistance market in its traditional
service area if it satisfies several procedural sutzbtantive requirements, including obtaining FEpProval upon a showing that the BOC has
entered into interconnection agreements (or, usodere circumstances, has offered to enter into agofements) in those states in which it
seeks long distance relief, the interconnectioeaments satisfy a 14-point "checklist” of compegitiequirements, and the FCC is satisfied
that the BOC's entry into long distance markets the public interest. To date, the FCC has apgulquetitions to provide long distance
service by Verizon in New York, Massachusetts, @Gmticut, Pennsylvania, Rhode Island, Vermont, Nexgely, Virginia, New Hampshire,
Maine, Delaware, Maryland, West Virginia, and thstBct of Columbia. SBC has received approvalTexkas, Oklahoma Kansas, Arkansas,
Missouri, and California, and it has applicatiomnging for Michigan and Nevada. BellSouth has rembapproval for its entire region of
Georgia, Louisiana, Alabama, Kentucky, Mississiyorth Carolina, South Carolina, Florida, and Tessae. Qwest has received approva
Colorado, Idaho, lowa, Montana, Nebraska, NorthddakUtah, Washington, and Wyoming. It has appghbcet pending for New Mexico,
Oregon, and South Dakota. The 1996 Act permittedB®Cs to enter the out-of-region long distanceketammediately upon its enactment.

In October 1996, the FCC adopted an orderich it eliminated the requirement that non-daanit carriers such as the Company
maintain tariffs on file with the FCC for domesiinterstate services. On February 13, 1997, the Diuit stayed implementation of the F
order. On April 28, 2000, all litigation with resgdo the FCC's order was resolved in favor ofRl€C. As a result, a deadline of August 1,
2001 was established for non-dominant carrierd) ssche Company, to eliminate tariffs for intetestand user services. In March 2001, the
FCC also ordered that all nondominant interexchaageers detariff international interexchange gsgs by January 28, 2002.
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Pursuant to these orders, the Company cancelléarisSfor domestic interstate and internationabate line services effective July 31, 2001.
The Company's state tariffs remain in place. Wtaitéfs provided a means of providing notice ofces as well as terms and conditions fol
provision of service, the Company has historicedlyed primarily on its sales force and marketigtj\aties to provide information to its
customers regarding these matters and expectsitimge to do so. Further, in accordance with th€B®rders the Company maintains a
schedule of its rates, terms and conditions foddasiestic and international private line servicest® website atvww.level3.com

In 2001, the FCC adopted its CLEC acceasgehorder adopting a benchmark rate for CLEC acclearges. The order became effective
in June 2001. The rules establish a conclusiveupmption that CLEC access rates at or below thelraadk are just and reasonable. The |
adopted a three-year transition period until thesaeach the rates charged by the ILEC in the sag® In addition, the FCC clarified that an
interexchange carrier's refusal to serve custowfeasCLEC that tariffs access rates at or belowbgrechmark rate, when the interexchange
carrier serves ILEC end users in the same arearai@nconstitutes a violation of their duty to pide service upon reasonable request. The
CLEC access charge order is subject to both pesitior reconsideration at the FCC and appealseiuts. Court of Appeals. In addition,
CLEC access charges are among the intercarrier@osagion issues addressed in the FCC's NoticeopbBed Rulemaking regarding a
unified intercarrier compensation regime. The Conyfmlong standing policy has been to mirror theeas rates charged by the ILECs.
Because the rates established by the FCC in theCGldeess charge order are consistent with the S, the Company is not required to
change the manner in which access charges aresadsascollected.

Beginning in June 1997, every BOC advise&Cs that they did not consider calls in the sancall calling area from their customers



CLEC customers, who are ISPs, to be local calleutite interconnection agreements between the BlD@she CLECs. The BOCs claim
that these calls are exchange access calls fohvexichange access charges would be owed. The B@@sd, however, that the FCC
exempted these calls from access charges so tltatnmpensation is owed to the CLECs for transpouwing terminating such calls. As a
result, the BOCs threatened to withhold, and inyr@ases did withhold, reciprocal compensation lierttansport and termination of such
calls. To date, thirty-six state commissions haied on this issue in the context of state commisarbitration proceedings or enforcement
proceedings. In thirty three states, to date, thie £ommission has determined that reciprocal emsgtion is owed for such calls. Several of
these cases are presently on appeal. Reviewingsdoave upheld the state commissions in eleversidasi rendered to date on appeal.
Decisions in the Third, Fourth, Fifth and Sevent® \Circuit Courts of Appeal have affirmed the ewing courts and upheld state
determinations that reciprocal compensation is ofeedSP bound traffic. On February 25, 1999, ti@CHssued a Declaratory Ruling on the
issue of inter-carrier compensation for calls botmtSPs. The FCC ruled that the calls are largefgdictionally interstate calls, not local
calls. The FCC, however, determined that this issa® not dispositive of whether inter-carrier comgaion is owed.

The FCC noted a number of factors which ld@liow the state commissions to leave their densrequiring the payment of
compensation undisturbed. That decision was appéaldhe D.C. Circuit which held on appeal that E@C had failed to adequately support
its conclusions under the requirements of the 1®&60n April 18, 2001, the FCC adopted a new ordgarding intercarrier compensation
for ISP-bound traffic. In that Order, the Commissg®t out to address the issues raised by the@i€lit and established a new intercarrier
compensation mechanism for ISP-bound traffic witblahing rates over a three year period. In additiestablishing a new rate structure,
the Commission capped the amount of ISP bounddridifat would be "compensable" and prohibited payiaer ISP-bound traffic to carriers
entering new markets. The April 2001 order was afggkto the D.C. Circuit. On May 3, 2002, the CanfrAppeals released its decision,
finding that the FCC had failed to justify its maiice on Section 251(g) of the Communications Aeidiopting its new

23

intercarrier compensation regime. The court fourad the FCC had not provided an adequate legas basits ruling, and therefore remanded
the matter to the FCC for further explanation athlegal theory supporting the FCC's rules. mittterim, the court let the FCC's rules st
on the ground that the FCC may likely have authanit other legal grounds to adopt those rules. Uiniclear when the FCC will issue revised
findings in response to the latest remand.

Although there is a fair amount of uncertgisurrounding the regulatory and economic treatmé&ISP-bound traffic, the Company has
over the past several years entered into agreem#tht¥erizon that provides for payment for ISP-und traffic in the former Bell Atlantic
territory, with SBC Corporation for the 13-statesogiting territory that includes its affiliates FfacBell, Southwestern Bell, Ameritech and
Southern New England Telephone, and with BellSauits nine-state operating territory. The Compaayg also entered into interconnection
agreements with Qwest, Cincinnati Bell Telephomel Sprint that reflect the intercarrier compensatmtes adopted by the FCC in its most
recent order. Given the general uncertainty suidmgithe effect of these decisions, appeals, amdemand, the Company may have to
change how it treats the compensation it receioetefminating calls bound for ISP- bound traffithie agreements under which
compensation is paid provides for the incorporatibohanges in FCC rules and regulations.

The FCC has to date treated ISPs as "eplagarvice providers," exempt from federal andestagulations governing common carriers,
including the obligation to pay access chargescamdribute to the universal service fund. Neveghs] regulations governing disclosure of
confidential communications, copyright, excise taxd other requirements may apply to the Compammg\@sion of Internet access services.
The Company cannot predict the likelihood thatesttderal or foreign governments will impose addil regulation on the Company's
Internet business, nor can it predict the impaat thture regulation will have on the Company'srapens.

In December 1996, the FCC initiated a Not€ Inquiry regarding whether to impose regulagion surcharges upon providers of Inte
access and information services (the "Internet Ndlhe Internet NOI sought public comment upon \aketo impose or continue to foreb:
from regulation of Internet and other packet-swéttimetwork service providers. The Internet NOI #jmadly identifies Internet telephony as
a subject for FCC consideration. On April 10, 19%&, FCC issued a Report to Congress on its impiéatien of the universal service
provisions of the 1996 Act. In that Report, the F&&ted, among other things, that the provisiomasfsmission capacity to ISPs constitutes
the provision of telecommunications and is, themfsubject to common carrier regulations. The k@iitated that it would reexamine its
policy of not requiring an ISP to contribute to tngiversal service mechanisms when the ISP providesvn transmission facilities and
engages in data transport over those facilitiegdier to provide an information service. Any suohtcibution by a facilities based ISP would
be related to the ISP's provision of the underlygigcommunications services. In the Report, th€ o indicated that it would examine
guestion of whether certain forms of "phone-to-ghonternet Protocol telephony" are information g&s or telecommunications services. It
noted that the FCC did not have an adequate rexowhich to make any definitive pronouncementshat issue at this time, but that the
record the FCC had reviewed suggests that cexainsf of phone-to-phone Internet Protocol telephapyyear to have similar functionality to
non-{nternet Protocol telecommunications services acll the characteristics that would render thenrinégion services. If the FCC were
determine that certain Internet Protocol telepheenyices are subject to FCC regulations as teleaoizations services, the FCC noted it
may find it reasonable that the ISPs pay accesgiehand make universal service contributions aind non-Internet Protocol based
telecommunications service providers. The FCC atted that other forms of Internet Protocol telephappear to be information services.
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On October 18, 2002, AT&T Corporation filaghetition for declaratory ruling with the FCC lwitespect to phone-to-phone Internet
Protocol telephony. The petition requested thaRGE affirm that such services are exempt fromeiteess charges applicable to circuit
switched interexchange calls and that it is lawdubrovide such service through local end userisesy Comments were filed with the FCC
response to the AT&T petition, and it is unclearewtthe FCC might rule on the question presented.ddmpany cannot predict the outcome
of these proceedings or other FCC or state prongedhat may affect the Company's operations ooga@dditional requirements,
regulations or charges upon the Company's provisionternet access and related Internet Protoaskt telephony services.

The Communications Act requires that etelgcommunications carrier contribute, on an etpletand non-discriminatory basis, to
federal universal service mechanisms establishaté¥¥CC, and the FCC also requires providers nfgmnmon carrier telecommunications
to contribute to universal service, subject to s@xausions and limitations. At present, these itbuations are calculated based on
contributors' interstate and international reverdex$ved from U.S. domestic end users for telecomioations or telecommunications
services, as those terms are defined under FCCatems. The Company, pursuant to federal reguiatipays these contributions. The
amount of the Company's contributions can vary thagp®n the total amount of federal universal sergigpport being provided under the
FCC's federal mechanisms and associated administexpenses, the methodology used by the FCCl¢alage each carrier's contributions,
and, at present, the proportion of the Compangessable interstate and international revenuesgeatkfiom its domestic end users for
telecommunications or telecommunications serviogfot all contributors, the total amount of asséés interstate and international revenues
derived from domestic end users for telecommuroaoator telecommunications services. The extenticimthe Company's services are
viewed as telecommunications/ telecommunicationgices or as information services will also affée Company's contributions. On
December 13, 2002, the FCC adopted a Report aner @rddifying the current method of carrier conttibos to the universal service fund.
The revised revenue-based methodology will impaseeusal service contributions on the basis ofgetgd, collected end-user interstate
revenues, in lieu of the current system of basomgributions on historical, gross-billed revenugsis revised methodology is intended to
operate as an interim solution only, subject téhier revision following the comments in responsthtoCommission's Second Further Notice
of Proposed Rulemaking included in this Order. F also increased the wireless safe harbor frovh tt528.5% to address concerns that
the current interim safe harbor for mobile wirelpssviders is inappropriate in light of changingriket conditions. The interim changes
adopted by the FCC will not have a material immarcthe amount of the Company's contributions. é®@Skcond Further Notice, the FCC
seeks comment on how to further reform the mamerich the FCC assesses carrier contributionseahiversal service fund. The
Company is unable to predict the changes, if dmyRCC will adopt and the cumulative effect of angh changes on the Company's total
universal service contribution payments. In 1988,ECC strengthened its existing colocation rudesnicourage competitive deployment of
high-speed data services. The order, among othgsthrestricted the ability of ILECs to preventtaé types of equipment from being
colocated and required ILECs to offer alternatigbcation arrangements that will be less costlylyda 2000, the D.C. Circuit struck down
several aspects of the colocation order and renthidback to the FCC for further considerationrésponse to the remand, the FCC released
an order in August 2001. In that order, the FCGtbthat multifunctional equipment could be coll@thbnly if the primary purpose and
function of the equipment is for the CLEC to obtaqual in quality" interconnection or nondiscriratary access to UNEs. The FCC also
eliminated its rules that gave CLECs the optiopioking their physical collocation space. Followitings remand order, several ILECs filed
petitions for review with the D.C. Circuit. In JuB802, the D.C. Circuit issued its decisionVierizon Telephone Companies v. FQaholding
the FCC's colocation rules in their entirety andydleg the ILEC petitions for review.
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In 2001 and 2002, the FCC initiated a nundfgroceedings that may have an effect on howHD€ regulates local competition and
broadband services as well as how it assessesrsaligervice contribution requirements. Becausd-@€ has not released orders adopting
new regulations governing these issues,the Comisaimnyable to assess the potential effect at tims.ti

State Regulation

The 1996 Act is intended to increase coitipptin the telecommunications industry, espeyiallthe local exchange market. With
respect to local services, ILECs are requiredltmainterconnection to their networks and to pravichbundled access to network facilities
well as a number of other procompetitive measuBesause the implementation of the 1996 Act is sultgenumerous state rulemaking
proceedings on these issues, it is currently dilfito predict how quickly full competition for lat services, including local dial tone, will be
introduced.

State regulatory agencies have jurisdictitien Company facilities and services are useddwvige intrastate telecommunications
services. A portion of the Company's traffic maychksssified as intrastate telecommunications aacefbre subject to state regulation. The
Company expects that it will offer more intrasteiecommunications services (including intrastatgched services) as its business and
product lines expand. To provide intrastate sesyittee Company generally must obtain a certifichgublic convenience and necessity from
the state regulatory agency and comply with stg@irements for telecommunications utilities, imthg state tariffing requirements. The
Company currently is authorized to provide telecamivations services in all fifty states and thetiés of Columbia. In addition, the
Company will be required to obtain and maintaiinbnnection agreements with ILECs where it wishgwovide service. The Company |
approximately 150 interconnection agreements, nodinyhich have terms that expire during 2003. Thenfany expects that it should be ¢
to negotiate or otherwise obtain renewals or sismesgreements over the course of 2003 throughtiadiopf others' contracts or arbitration
proceedings, although the rates, terms, and conditipplicable to interconnection and the exchafgeffic with certain ILECs could
change significantly in certain cases. The degreehich the rates, terms, and conditions may chavilyeepend not only upon tr



negotiation and arbitration process and availabdftother interconnection agreements, but wilbalepend in significant part upon state
commission proceedings during 2003 that either lgpbomodify the current regimes governing intencection and the exchange of certain
kinds of traffic between carriers.

States also often require prior approvalsatifications for certain transfers of assetstomers or ownership of certificated carriers and
for issuances by certified carriers of equity dbtde

Local Regulation

The Company's networks will be subjectiuaerous local regulations such as building codediaansing. Such regulations vary on a
city-by-city, county- by-county and state-by-sthgesis. To install its own fiber optic transmissfanilities, the Company will need to obtain
rights-of-way over privately and publicly owned tarRights-of-way that are not already secured nwybe available to the Company on
economically reasonable or advantageous terms.

Canadian Regulation

The Canadian Radtelevision and Telecommunications Commission (fBRTC") generally regulates long distance telecomuoations
services in Canada. Regulatory developments oegpdist several years have terminated the hist@iopolies of the regional telephone
companies, bringing significant competition to timdustry for both domestic and international latistance services, but also lessening
regulation of domestic long distance companieselRs, which, as well as facilities-based carriasv have interconnection rights, but
which are not obligated to file tariffs, may notyn
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provide transborder services to the U.S. by rewgliie services provided by the regional compaaneksother entities but also may resell the
services of the former monopoly international @trireleglobe Canada ("Teleglobe"), including affgrinternational switched services
provisioned over leased lines. Although the CRTnferly restricted the practice of "switched hubBinger leased lines through
intermediate countries to or from a third countheg CRTC recently lifted this restriction. The TgZbe monopoly on international services
and undersea cable landing rights terminated &ctdber 1, 1998, although the provision of Canadigrnational transmission facilities-
based services remains restricted to "Canadiarecsirwith majority ownership by Canadians. Owngyssf non-international transmission
facilities are limited to Canadian carriers but @@mpany can own international undersea cablesrgrid Canada. The Company cannot,
under current law, enter the Canadian market asader of transmission facilities-based domesticviees. In February 2003, the Canadian
House of Commons began holding hearings on whéshét the foreign ownership restrictions that pifoit carriers like the Company from
owning intra-Canadian transmission facilities hé townership restrictions are repealed, the Compatigipates that it will be able to expand
its operations and service offerings in CanadaeReCRTC rulings address issues such as the frarkdainternational contribution
charges payable to the local exchange carrierffsetsome of the capital and operating costs @fattovision of switched local access
services of the incumbent regional telephone coregain their capacity as ILECs, and the new entEArECs.

While competition is permitted in virtual}l other Canadian telecommunications market se¢ggnéhe Company believes that the
regional companies continue to retain a substamtégbrity of the local and calling card marketsgBming in May 1997, the CRTC release
number of decisions opening to competition the @amalocal telecommunications services market, tvliecisions were made applicable in
the territories of all of the regional telephonenp@nies except SaskTel (although Saskatchewarubascuently allowed local service
competition in that province). As a result, netwsodperated by CLECs may now be interconnected théhmetworks of the ILECs.
Transmission facilities-based CLECs are subjethéosame majority Canadian ownership "Canadiarietanequirements as transmission
facilities-based long distance carriers. CLECs hheesame status as ILECs, but they do not hawersal service or customer tariff-filing
obligations. CLECs are subject to certain consypnetection safeguards and other CRTC regulatorysiylet requirements. CLECs must file
interconnection tariffs for services to interexcharservice providers and wireless service provideestain ILEC services must be provided
to CLECs on an unbundled basis and subject to marydgaricing, including central office codes, sutiser listings, and local loops in small
urban and rural areas. For a five-year periodagedther important CLEC services must be proviole@n unbundled basis at mandated
prices, notably unbundled local loops in largeamlreas. ILECs, which, unlike CLECs, remained/frélgulated, will be subject to price cap
regulation in respect of their utility services for initial four-year period beginning May 1, 19and these services must not be priced below
cost. Interexchange contribution payments are noolgal and distributed among ILECs and CLECs acagrth a formula based on their
respective proportions of residential lines, withexplicit contribution payable from local businesshange or directory revenues. CLECs
must pay an annual telecommunications fee baséledmproportion of total CLEC operating revenuil bundled and unbundled local
services (including residential lines and otheklmdrvices) may now be resold, but ILECs need notige these services to resellers at
wholesale prices. Transmission facilities-basedllaod long distance carriers (but not resellems)eatitled to colocate equipment in ILEC
central offices pursuant to terms and conditiontoffs and intercarrier agreements. Certain lacahpetition issues are still to be resolved.
The CRTC has ruled that resellers cannot be cledsis CLECs, and thus are not entitled to CLEE€raunnection terms and conditions.
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Information Services Business
Software Spectrum

In connection with the Company's beliett th& communications price-performance improves,eanications services are direct
substitutes for existing modes of information diition, during 2002, the Company completed thauaitipn of CorpSoft, Inc., which
conducted its business under the name Corporate&@ef?™, a major distributor, marketer and reseller ofibess software. In addition,
during 2002, the Company completed the acquisitiocBoftware Spectrum, Inc., a global business-tsifirss software services provider. At
December 31, 2002, CorpSoft, Inc. was merged withiato Software Spectrum, Inc., with Software Speu as the surviving entity.

The Company believes that communicatioieerformance will improve more rapidly than caripg and data storage price
performance and, as a result, companies will, tuez, seek information technology operating efficig by purchasing software functionality
and data storage as commercial services procumertbosadband networks such as the Level 3 Network.

Level 3 believes that the combination oféle3's network infrastructure, and Software Speuts expertise in software lifecycle
management and marketing, as well as strong cust@taionships, will position Level 3 to benefd aompanies change the manner in w
they buy and use software capability.

Through its Software Spectrum subsidiafi€sftware Spectrum"), the Company is a global hess-to-business software services
provider with sales locations, operations and atirdanters located in North America, Europe and/scific. Software Spectrum primarily
sells software through volume licensing and maiatee ("VLM") agreements, or right-to-copy arrangateeand full-packaged software
products. In addition, Software Spectrum providastact center solutions to software publishergrivét service providers, original
equipment manufacturers and other organizationdw8ce Spectrum has established supply arrangemstitsnajor software publishers,
including Microsoft, IBM/Lotus, Adobe Systems, Symtac, Novell and McAfee. Software Spectrum markefsware titles for all major
operating systems such as Windows NT, Windows 200Adows XP, Linux and Novell Netware.

Software Spectrum's strategy is to leveitmglobal infrastructure to provide a high leeélcustomer service, to maintain a cefficient
operating structure and to grow its product ses/lmgsinesses. Software Spectrum controls its bgstentralizing its administrative,
customer service and contact services operatiofile wiilizing a geographically dispersed field saferce strategically located in major
business markets worldwide. The majority of Sofev@pectrum's revenues are derived from salesge ganizations, including Fortune
500 and Global 500 companies, as well as thousainigéd-sized customers from many industries.

The largest component of Software Specsumsiness is providing third-party software, leemand related services to large
organizations, including companies in the Fortud@ &nd Global 500. Software Spectrum concentratdsidding and expanding these
relationships through personal sales contacts niedaghout major global computing markets. Softw@pectrum maintains a sales force
which focuses on the software licensing and distidim needs of its larger customers and servessmitl customers through a combined 1
sales and outbound telephone-based sales effadugh its strategically located, centralized operest centers in North America, Europe and
Asia/Pacific, Software Spectrum supports the globatketing efforts of its sales force.

Software Spectrum's Internet Web siteyw.softwarespectrum.conmcludes an e-commerce business center, "My Aticou
Center" ("Account Center"), which helps customeeetrtheir total procurement, asset managementtiegostandards management and
order tracking needs. The Account Center also pes/customers the option of obtaining their sofenglectronically. In addition, Software
Spectrum partners with its customers on e-procunéipiatform implementations
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with providers such as Ariba and Commerce Oneohjunction with its electronic business-to-businé&h tool, Software Spectrum
maintains headquarters-based sales representttifaslitate purchases and self-help services dfynire Spectrum's customers over the
Internet. See "Sales and Marketing."

Software Spectrum provides outsourced tieahsupport and customer service through its atrgenters located in the United States
Ireland. These services are utilized by softwatdiphers, Internet service providers, original @guént manufacturers and other businesses
that desire to outsource their various forms oftadnservices. Software Spectrum employed overQli&€hnical support analysts and other
contact services personnel as of December 31, 20€l8ding a dedicated sales force.

Software Spectrum adapts its product-rdlaggvices to specific customer requests, consiitscustomers on developing strategies to
efficiently acquire and manage the customer's invest in distributed computing software and mandgesiccurate and timely delivery of
products. Software Spectrum provides its customérsinformation, advice and assistance througlmigsketing, sales and technical staff on
the wide range of software procurement choicedawai For customers electing to standardize desktdtware applications or otherwise
take advantage of right-to-copy arrangements, Soé&v@pectrum provides volume licensing and maimesagreement services and support.
Under VLM agreements, Software Spectrum acts asmydated service provider to sell software licegsights that permit customers



make copies of a publisher's software program faomaster disk and distribute this software withtuatomer's organization for a fee per
copy made. Maintenance agreements entitle custametsupdates and upgrades of covered productagithe term of the Agreement,
typically three years following the software pursbaBy utilizing VLM agreements, customers are ébleonsolidate their worldwide
purchases and acquire software under a single naggteement for a given publisher from a globalpdiep such as Software Spectrum.
Increasingly, customers are electing to use eriggrvide licensing agreements, which give the austathe right to use a particular suite of
products offered by a publisher on all desktopssxits enterprise. Software Spectrum's licensimgultants can assist customers in sele:
the most advantageous form of licensing availabked on specific needs or constraints. Among litsratervices, Software Spectrum offers
on-site consultants for large corporations, soferselection assistance, software asset managentedetermination of price and availability
of hard-to-find software products.

Software Spectrum serves an importantirotbe software industry by providing a serviceeated and costffective means for softwa
publishers to market, sell, distribute and proédpport for their products. The services providedbftware Spectrum assist publishers by
building product awareness, marketing productsctliren behalf of publishers to businesses andraihganizations, and providing additio
technical support related to those software prad@bftware Spectrum is also instrumental in thecsien, design and implementation of
VLM programs for its customers. Software Spectrigtidves that maintaining its relationships with argjublishers is important to Software
Spectrum's future growth and profitability. Soft@&pectrum will often coordinate product introdant and marketing programs with
publishers, which may involve joint regional protleeminars and cross-selling of selected compleamgiproducts. By providing presales
services and marketing support, Software Spectamobtain competitive discounts from many softwarklishers, avail itself of marketing
funds provided by major publishers and work closeith publisher personnel on various marketing seling matters such as the
introduction of new products, programs and rela@vice opportunities.

Software Spectrum continues to sell mo&tswe to its customers through VLM agreementsiuidiag enterprise-wide licensing
arrangements. For the year ended December 31, 2al@3, through VLM agreements represented over&0$éftware sales of Software
Spectrum. Since individual software packages amdiehentation may not be provided to each user, ardavolume pricing incentives and
lower distribution costs, customers utilizing VLMraements can purchase licenses for
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software at a lower cost than by purchasing indiglgshrink-wrapped software packages. In geneodtpw@re Spectrum receives lower gross
margins, as a percent of sales, on sales madegthiluM agreements. Lower gross margins are paytifiset by lower operating costs
associated with such agreements.

Under VLM agreements, multinational custosnean consolidate their worldwide volume softwamechases under a single master
agreement for a given publisher. Software Spectatility to sell software globally through thesegrams is a key factor in its global
expansion.

Software Spectrum's North American operetiare based in Dallas, Texas. Software Spectrgnmiagor product centers located in
Dallas, Texas; Spokane, Washington; and BostonsMdmisetts and contact services centers in D@kass; Spokane, Washington; Eugene,
Oregon and Tampa, Florida. Software Spectrum's mtajoopean offices are located in Munich, Germdtafis, France; and Dublin, Ireland.
In addition, Software Spectrum has offices in ThedHérlands, the United Kingdom, Switzerland, Awstlialy, Sweden, Belgium and Spain.
Software Spectrum's Asia/Pacific headquartersdatld in Sydney, Australia. Software Spectrum hiooffices in Australia, New Zealand,
Singapore and Hong Kong. In Japan, Software Speobperates through a joint venture named Uchidai8pma, Inc.).

With centralized operations centers in N&mmerica, Europe and Asia/Pacific, Software Speutrs able to serve the major computing
technology markets around the world. Today, Sofewgpectrum provides software or fulfillment sersite customers located in over 100
countries, provides contact services in eight laiggs, invoices customers in many local currenaidspaovides consolidated worldwide
reporting for its customers.

Product Services

Licensing, Procurement and Deployment $ebsri  Software Spectrum's customers can purchaseaefiapplications in a number of
different ways. VLM agreements, or right-to-copyegments, allow a customer either to purchaseeadie for each user in a transaction-
based process or track and periodically repoddtsvare copies, paying a license fee for each coagle. Software Spectrum sells, supports
and services the various VLM arrangements curraritlized by software publishers. For customers,dlierall cost of using one of these
methods of acquiring software may be substantiafig than purchasing shrink-wrapped, full-packaggtivare products.

Since each software publisher has choshffement set of procedures for implementing VLMegments, businesses are faced with a
significant challenge to sort through all the aitgives and procedures to ensure that they aieingilthe appropriate agreements, complying
with the publishers' licensing terms and propeelyarting and paying for their software licensest&e publishers offer licensing programs
that reduce the reporting burden of customers afiivGre Spectrum by requiring annual payments avgvo to three year term, provided the
customer agrees to standardize certain applicatiithin its organization. In order to address thidewange of procurement choices available
to its customers, Software Spectrum provides infdrom, analysis, advice and assistance to its m&t®relating to their procurement
decisions and negotiations through its team ohkagg consultants as well as by means of SoftwpeetBum's marketing and sales staff



through its publications. See "Publications" andl&S and Marketing."

Increasingly, large corporate customersetgeting to standardize desktop applications amddinate their enterprise-wide computer
management responsibilities. In response to taigdirpublishers have developed enterprise-wide \dgkéements, which simplify the terms,
conditions and administration of VLM arrangememid arovide the customer with more predictable ahoosts. Software Spectrum works
closely with its customers to educate them regarthie options available under VLM agreements arsddexeloped the systems needed to
provide the global integration and reporting regdiunder these programs.
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New Microsoft enterprise-wide licensingargements are priced, billed and collected dirdnflivlicrosoft. Software Spectrum provides
sales and support services related to these tt@msscand earns a service fee directly from Miofofor these activities.

Software Spectrum's licensing consultargssaftware managers certified by the Softwarelafatmation Industry Association, and are
trained to provide customers with advice in thel@aton of the various VLM programs offered by psbérs. In addition to Software
Spectrum's extensive experience in dealing with Vgdfleements, it has continued to invest in teclgyshlmsed systems to support the spi
requirements necessary to service VLM agreemenissfoustomers. Software Spectrum has developrast@m, client/server-based system
which provides individualized customer contract agement data, assists customers in complying witt ¥greements and provides
customers with necessary reporting mechanisms.

To help customers develop or improve theftware management programs, Software Spectruelajed a software management
process and corresponding implementation serviesatlow customers to effectively utilize the bftiseassociated with VLM programs.
Software Spectrum provides its customers with ehodlogy for evaluating the individual customedftiware management process and
analyzing issues in implementing the VLM prograrffered by various publishers. The service optioralable from Software Spectrum are
designed to assist the customer in implementingofsvare management plan, including internal digtion services, communicating with
end-users, reporting and compliance under VLM ages#s.

Most of Software Spectrum's products aded by the customer's procurement or informatimtiems department and may be billed to
the department of the end-user, which may be ldcata different site than the procurement or imi@tion systems department. Software
Spectrum provides customers, upon request, opesr-status and purchase activity reports formatiezghth customer's specifications.
Software Spectrum has also enabled its customeistéin this information directly from Software $pem's Web site. The majority of
Software Spectrum's customers now determine tiesstéd their orders via this Internet tool. Alsastomers can submit orders or other data
to Software Spectrum from their computer systerasSaftware Spectrum's electronic data interchatigel) capabilities. EDI and online
Web order placement improve order accuracy andceeddministrative costs for corporate customersSuoftivare Spectrum.

The majority of customers who have elettepurchase software licenses through VLM agreesieave also purchased software
maintenance, which allows customers to receive vexaions, upgrades or updates of software prodaltased during the maintenance
period in exchange for a specified annual fee, whiay be paid in monthly, quarterly or annual ilistants. Upgrades and updates are
revisions to previously published software thatioye or enhance certain features of the softwadéoarcorrect errors found in previous
versions. Customers that have elected not to paectraintenance agreements are still able to upgnattgple units of specific products
through Software Spectrum for a separate fee.

Electronic Software Distribution. Electronic software distribution ("ESD") supfsothe fast, convenient delivery of software prdduc
between businesses via electronic links such aktbmet. Software Spectrum currently deliversrated amount of software in this manner
and intends to continue to participate in this rodtbf distribution as demand for this service bgéaorganizations emerges and as
communication technology improvements enable thisfof ESD to become more widely used.

E-procurement. Software Spectrum participates in the electr@ndocurement arena in two primary ways: througfoitline Account
Center and through its Electronic Business-to-BessrPartner Program ("e-B2B Partner Program") iiclwBoftware Spectrum partners with
e-procurement providers, such as Ariba and Comn@nee
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Software Spectrum's online Account Centartains an Internet-based suite of tools that enaltomers to manage their software
procurement. For most of its larger customers v&of Spectrum creates customized electronic praziatogs containing product
information and pricing. These catalogs are acckegseugh search engine functionality, which ensioiestomers to quickly locate products
they need. Customers are also able to determingtdhgs of open orders and obtain certain real-sitaedard reports online. The Account
Center also provides tools which allow customengstrict purchasing only to pre-approved prodoctallow an administrator at a customer
location to give users within that organizationesscto the Account Center, but restrict the le¥¢heir activity and the features and options
available to them. Thes-procurement tools help customers control costspatentially eliminate the need for enterp-wide e-procuremen



systems.

Under the e-B2B Partner Program, Softwarec8um supports customers' implementations oféneus e-procurement platforms in an
effort to streamline procurement processes andawgoperational efficiencies. Software Spectrum thadfirst among its competitors to
achieve the "Ariba Ready" distinction, an award tteatifies an organization's e-commerce experéisd,has served as an advisor to the
leading e-procurement organizations.

Publications. Software Spectrum's customer magazine, In Tquavides new product information and case stulaas existing
customers who are implementing the latest prodamatistechnologies from the leading software pubtsherldwide and offers the latest
news and commentary on industry trends and Comgpogsored seminars and other technology-relatatteve

Software Spectrum prepares and distribamegnnual publication, which includes in-depth gsialof various product offerings, called
the Licensing and Software Management Guide. Thidigation provides comprehensive information om thany facets of software
licensing. The Licensing and Software Managemendé&provides the purchasing requirements and geatiibn restrictions of the numerous
VLM publisher programs. Issues such as concurieahs$ing and copying software on home or laptopmaers are identified. Because of
potential savings a corporation can realize byzirify alternative procurement methods, customevs leapressed a significant amount of
interest in this publication and it has been madsglable online.

Software Spectrum's web site contains camyp@ws and information designed to educate cuswat®ut Software Spectrum's areas of
expertise, its products (including third-party ews) and services, the publishers represented tw&e Spectrum and the latest trends in the
industry. Software Spectrum also provides infororathrough various Company publications. A portdithe marketing funds provided to
Software Spectrum by publishers is used to offséiwfaire Spectrum's cost of producing these pulitinat Software Spectrum publishes
newsletters, service and product brochures anduptadtalogs and also provides other timely infdramacoincident with major product
releases.

Contact Services. Software Spectrum provides telephone and Ietdoased contact services on behalf of softwardighdss, Internet
service providers, original equipment manufactueerd other organizations. Services are providezutjir Software Spectrum's facilities in
Dallas, Texas; Spokane, Washington; Tampa, FloEdaene, Oregon and Dublin, Ireland. Software $pacts commitment to management
strength, technology and service is critical in timggthe needs of its clients.

Software Spectrum's technical support ses/cover a number of technologies, including dgskpplications and operating systems and
network operating systems. The staff in SoftwarecBpm's contact centers are experienced in oftgmfiajor software applications and can
provide support for software products running orstmoajor operating systems and environments, ifmfud/indows 2000, Windows 98,
Macintosh, Microsoft Windows NT, Novell NetWare aoither network operating systems.

Software Spectrum provides services usavgial different media including telephone, e-raaitl the Internet. Software Spectrum's
contact centers employ advanced technology thaides digital
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switching and skill-based call routing. This teclogy enables Software Spectrum to optimize its lcalidling and personnel scheduling,
thereby increasing its efficiency and enhancingagihality of the services it provides to its clieatsd their customers. Software Spectrum
maintains a series of online knowledge bases thgi@t the contact services representatives. Iitiaddcontact services representatives are
typically able to access knowledge bases ownedraidtained by Software Spectrum's clients. Theamirdenters include large capacity file
servers, multiple CD ROM databases and other ressuhat enable Software Spectrum's contact serpeesonnel to recreate a customer's
individual problem, develop a solution, and guide tustomer through the solution on a step-bystesgs.

Software Spectrum focuses on creating coigied solutions that meet each client's specialiwstls while minimizing their total support
costs. Each account has a dedicated account maeag@am, including an operations manager and esuat manager. The operations
manager takes full responsibility for tactical ag@rns and is responsible for effective, ongoingoanication with the client. The account
manager is responsible for facilitating all finaalaliscussions, completing monthly and quarterlgibess reviews and assisting clients with
account growth and development. The account managet@am works together to explore ways to increaséomer satisfaction and provide
additional value to the client.

Software Spectrum's contact services reptatives are monitored by a team of professionality specialists located at each domestic
contact center. Using criteria mutually developg®bftware Spectrum and the client, the qualityieessce professionals monitor, evaluate
and provide feedback to the representatives oguaebasis. The quality assurance team analyzagygtrends, reports potential areas of
concern, identifies improvement opportunities assisis management in capitalizing on these oppitiganin addition, Software Spectrum'’s
major clients also survey a statistically significpercentage of customers to gain feedback on ¢hstomer service experiences. The results
of these surveys are reviewed regularly and useghance training and development initiatives.

Software Spectrum's ability to provide highality technical support and customer servicatsmis depends upon its succes



recruiting, hiring and training large numbers oflek employees. Each contact services represeategitrained and certified internally for
customer service skills and knowledge of the clespecific product and/or service offerings ptmmteracting with the client's customers.
Software Spectrum also provides ongoing on-sitecamdputer-based training to allow representatiedsitther enhance their skills.

Software Spectrum management, along witreL® management, continue to review Software 3pets existing lines of business to
determine how those lines of business assist WelCiompany's focus on delivery of communicatiordsiaformation services and reaching
consolidated free cash flow breakeven. To the éxbe certain lines of business are not considerduek compatible with the delivery of
communication and information services or with afiteg cash flow objectives, Software Spectrum msy those lines of businesses.

Sales and Marketing

Software Spectrum sells and markets itslgpets and services to existing and potential latggomers through its account executives,
customer service representatives and its markeatidgsupport staff, as well as its Internet sitétv@re Spectrum organizes account
management teams to serve and support each afitsnsers' needs. Generally, each team consistsech@count executive, supported by
technical, marketing, customer service and salpp@tipersonnel at Software Spectrum's operatientecs, as well as Web-based self-
service capabilities. Software Spectrum's contatices offerings are marketed and sold by a déstic'zam of account executives that focus
exclusively on custom contact services solutiompfiential customers.
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In its product business, Software Spectassigns to account executives specific account®andpecific territory, which generally
includes major metropolitan areas in one or motries, states or provinces. Account executivesketdhe overall services and advantages
of using Software Spectrum as the customer's pegfesoftware and services supplier, and they cdretenon generating new customer
relationships, maintaining and improving existingstomer relationships and increasing the volurmsotifvare and services provided to
corporate customers. For national and global adspsaveral account executives may work with thetaraer in different parts of North
America, Europe and Asia/Pacific, coordinated ldesignated national or global account manager niineber of accounts handled by each
account executive depends on the relative sizekeohtcounts and the level of service required bk eastomer within the assigned territory.

Account executives work directly with semémd mid-level procurement managers, IT manageiscamputer support managers of
existing and potential customers to identify thecific needs of each customer and to facilitatepiivehase of software products and services
by the customer's organization. Account executimastain close contact with customers in orderrtivjgle them with timely
communications and assistance with any specidtategic requests. Account executives are resplenfibproviding customers with useful
and relevant product information to assist theamst in its selection of software available for thesired application, providing customers
with information and guidance on software procurehoptions including VLM agreements, implementatiord deployment of software
under VLM agreements and planning product presentaand seminars by representatives of Softwaeet8pm and publishers.

Software Spectrum's licensing consultaraskwvith its customers to provide advice and cotadigin on VLM programs and to produce
detailed customer account analysis and reportioffiw@re Spectrum also assigns a team of customeéiceaepresentatives to each product
account. Customer service representatives, whbased primarily at Software Spectrum's operatieméers, handle all aspects of the day-to-
day customer account servicing, including comma@sale questions, customer order placement, oraissnquiries, requests for
demonstration products for evaluation and searfdrdsard-to-find products. They also help custongndorm many of these functions
directly by guiding them through the variety of iopts available on Software Spectrum's Web sites $tructure enables customer service
representatives to develop close relationships iwidlviduals within the customer's organization amdbetter serve them by being familiar
with their account. By assigning a specific teancustomer service representatives to specific austs, Software Spectrum adds additional
direct contacts that reinforce customer relatigoshi

To solicit software business from mid-sizedanizations, Software Spectrum utilizes a cowtgid effort from field sales and outbound
telephone-based sales representatives as welietsvark of business partners who provide techrgeafices to mid-sized customers. While
product price and delivery terms are key factonsid-sized organizations, Software Spectrum also prevéderoad range of VLM agreem:
support and services to this category of custonheitsal contact and sales are made typically tigtotield sales, telephone inquiries or
business partner referrals. Software Spectrumfates with smaller customers via outbound telepliogeiries as well as Web-based self-
service offerings.

Software Spectrum has established reldtipasvith many of the leading electronic procuretremmpanies including Ariba and
Commerce One. These e-procurement companies séroad base of businesses in many markets and 8itdtware Spectrum to expand its
customer base by opening new customer relationstithdittle added expense.

Software Spectrum sells its telephone atelhet-based contact services through a dedisaled force, which focuses on the types of
organizations who most often require such servi8efiware publishers typically outsource some bofaheir telephone support on some
portion of their product offerings, which allowsf&eare Spectrum to leverage its existing relatigpshvith software publishers.
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Software Spectrum's market for contact services edsends to a number of other organizations, dioly Internet service providers and
original equipment manufacturers.

Support Systems

Software Spectrum has developed certaiprftary support systems that facilitate the deliva products and services to its customers
and has invested in technology-based systems fmsihe special requirements necessary to sewlité agreements for its customers.
iICARE, a custom, web-based system written in MiofoASP.NEt, provides individualized contract maeamgpnt data, assists customers in
complying with the terms of their VLM agreementsigmovides customers with necessary reporting nréshes. Using individualized data
iCARE, in conjunction with Software Spectrum'’s gant management database, Software Spectrum'sespadives can guide a customer
through the various purchasing options and assistiministering VLM agreements. iCARE also proviSe$tware Spectrum's customer
service representatives with a customer profilepant status, order status and product pricingeaadlability details.

Products and Distribution

The software products offered by Softwgpe@rum include all major business programs fordibektop and server environment
including strategic product categories for secwsttyrage and Web infrastructure. For the year edm@mber 31, 2002, the top 10 software
titles sold by Software Spectrum represented apprabely 90% of Software Spectrum's net softwaressal

In North America, Software Spectrum hasoutced substantially all of the fulfillment of stie-wrapped software for its customers to
Ingram Micro, Inc., a leading technology distributdnder this arrangement, Ingram Micro providestriddution services for product
purchased directly from Ingram Micro as well asddd and hard to find product purchased elsewhg®@dftware Spectrum. The agreement
with Ingram Micro extends through December 2003.

Outside of North America, Software Spectuses the services of distributors or publisheghip shrink-wrapped products directly to
its customers, usually the same day Software Speateceives the order. As of December 31, 2002waoé Spectrum did not have a
significant order backlog.

Customers

In 2002, Software Spectrum handled mora 000 active customer accounts. Software Spattrcustomer base includes
corporations, government agencies, educationatutisns, non-profit organizations and other busmentities. Sales contracts with large
customers for the procurement of products genecalxer a one to three year period subject to tiséoouers' rights to terminate the contract
upon notice. These contracts usually include piongsregarding price, availability, payment terms aeturn policies. Standard payment
terms with Software Spectrum's customers are nea$6 from the date of invoice or net 10 days éndase of summary periodic billings to
customers. In 2002, no single customer represented than 5% of Software Spectrum's revenues, aft@&e Spectrum's customer base
included approximately 350 of the calendar year22B0rtune 500 companies and approximately 250ef-tirtune Global 500 companies.
Software Spectrum does not believe that the losspfsingle customer would have a material adveiffeet on its revenues.

Software Spectrum's contact services basiigecurrently concentrated among three key custarhoss of any of these customers could
have a material adverse effect on Software Spetrprofitability, but will not have a material adse effect on Level 3's consolidated
revenues or profitability.
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Vendors

Software Spectrum's software sales areel@from products purchased from publishers anuilbligors. The decision whether to buy
products directly from publishers or through dlatitors is determined on a vendor-by-vendor basiedan publisher requirements, cost,
availability, return privileges and demand for atjgalar product. For 2002, approximately 89% oft&are Spectrum's product sales, based
on revenues, represented products purchased fsaeniargest publishers. For the year ended DeeeB1h 2002, products from Microsoft
and IBM/Lotus accounted for approximately 68% af@olof net software sales, respectively.

Software Spectrum has contractual relatignsswith all its major vendors covering price, pnt terms and return privileges. These
contracts are non-exclusive and are generally texbié by either party without cause upon 30 to ®@sdhotice. Software Spectrum's
contracts with its major vendors are generallydioe or two-year terms, and the majority contaipravision for automatic renewal.

Publisher contracts generally permit Sofen@pectrum to submit adjustment reports for licenand maintenance transactions within a
certain time period after the transaction is regahrSuch contracts do not typically require Sofen@pectrum to ensure e-user complianc



with its publishers' licensing and copyright orguatright protection provisions. Certain of Softe/@pectrum's contracts with vendors pro
for early payment discounts. Under the terms ofdéisdor contracts, Software Spectrum is not gelyereduired to meet any minimum
purchase or sales requirements, except to thetdki@nSoftware Spectrum's level of purchases lessaay affect the amount or availability
of financial incentives, advertising allowances amarketing funds. The reduction in amount, disecargnce of, or Software Spectrum's
inability to meet requirements established by vesdior achieving financial incentives, advertisatpwances and marketing funds could
have an adverse effect on Software Spectrum's éssind financial results, and may have an adeéfiesget on Level 3's consolidated
financial results.

Competition

The software market is intensely compaetitiwith respect to its product services businesin@re Spectrum faces competition from a
wide variety of sources, including "software-ontgsellers, hardware resellers and manufacturersage systems integrators. Current
competitors from the software-only reseller catggmould include ASAP Software and Softwarehouserimitional. Software Spectrum
believes that its global presence and capabilitiés) expertise, services and systems that suppafttv@re Spectrum's business, including
Internet services, and knowledgeable, industry-egpeed personnel serve to distinguish it frontdmpetitors.

Competitors also include hardware reselexs manufacturers. These companies compete iartieeand mid-size organization markets
with marketing efforts to provide customers wittita@re and hardware services. Such competitorsidecDell Computer Corporation and
Hewlett Packard Corporation, hardware manufactutasalso sell software, and systems integratoch as Compucom Systems, Inc. Many
of these companies do have a global presence. &eftdpectrum believes its VLM expertise and sesyiseftware-focused solutions, custom
computing systems specifically designed to supBoftware Spectrum's business and knowledgeabletinydexperienced personnel are
differentiating factors in this group of competgor

In the global contact services market, \Baffe Spectrum competes with a variety of companigdading Convergys Corporation,
TeleTech Holdings, Inc., SITEL Corporation, Strelternational, Inc. and Sykes Enterprises IncongataSoftware Spectrum competes in
this market based primarily on the quality of seegi provided and cost. Many of Software Spectraonspetitors have significantly greater
financial resources than Software Spectrum. Howeseftware Spectrum believes that its emphasisainihg and quality programs, and its
focus on high customer satisfaction at a reasor@ise allow Software Spectrum to compete effebtiirethis highly competitive market. In
order to compete effectively in the contact servibasiness, it will be necessary to continue to
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invest in new technologies that increase customutisfaction and allow integrated telephone, selphehat and e-mail solutions. In addition,
businesses wishing to outsource their customemlacband support operations are increasingly examginiays to reduce labor costs by
outsourcing such services outside of the UniteteSta

The manner in which software products as&itduted and sold is continually changing and meethods of distribution may emerge or
expand. Software publishers may intensify theioe$fto sell their products directly to end-usérsluding current and potential customers of
Software Spectrum, without utilizing services sashthose provided by Software Spectrum. In the pastct sales from software publishers
to end-users have not been significant, althoughuemers have traditionally been able to purchageadies directly from publishers. From
time to time, some publishers have instituted paoge for the direct sale of large order quantitiesoftware to major corporate accounts, and
Software Spectrum anticipates that these typesngactions will continue to be used by varioudlipbbrs in the future. Software Spectrum
could be adversely affected if major software mhers successfully implement or expand programghéodirect sale of software through
volume purchase agreements or other arrangemeatgled to exclude the resale channel. Softwaret@pedelieves that the total range of
services it provides to its customers cannot bayemshstituted by publishers, particularly becapsblishers do not offer the scope of serv
or product offerings required by most of Softwape&rum's customers. However, there can be noasseithat publishers will not increase
their efforts to sell substantial quantities oftaafre directly to end-users without engaging Sofen@pectrum to provide valadded service
In addition, the use of VLM agreements by organizet as a method to purchase software has becodedyveiccepted. Should publishers
permit others to sell VLM agreements, or shouldigmital competitors develop the capabilities reqdito service and support large licensing
programs, Software Spectrum's competitive advartagl be negatively impacted. If the resale chBsiparticipation in VLM agreements
reduced or eliminated, or if other methods of distion of software become common, Software Spetslusiness and financial results
could be materially adversely affected. Softwarecdmum currently delivers a limited amount of safterthrough electronic software
distribution and intends to continue to participatéhis method of software distribution as demé#mdhis service by large organizations
emerges and as communications technology improvesnpenmit electronic software distribution to bedma@ecurely and efficiently.

Software Spectrum's continuing investment in e-prement reflects Software Spectrum's commitmenteeting the changing needs of its
customers.

(i) Structure

Level 3 currently offers, through its suhiary (i )Structure, Inc. (formerly PKS Information Serviclksc.), computer operations
outsourcing customers located primarily in the EaiStates.

(i) Structure is an information technology, or IT, adtructure outsourcing company that provides mahagmputer infrastructul



services across 0S/390, AS/400 and NT/UNIX platioimits data centers located in Omaha, Nebrasttaampe, Arizona. The company
enables businesses to outsource costly IT opesadind benefit from secure, cost-effective, managedces that scale to meet changing
needs.

Services

The computer outsourcing services offengthle Company include networking and computing ises/necessary for older mainframe-
based systems and newer client/server-based systbm&ompany provides its outsourcing servicediémts that want to focus their
resources on core businesses, rather than exppitdl @nd incur overhead costs to operate their c@mputing environmentsi (Structure
believes that it is able to utilize its expertisel @xperience, as well as operating efficiencieprovide its outsourcing customers with levels
of service equal to or better than those achieviapline customers themselves, while at the sameritucing the customers' cost for
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such services. This service is particularly uséfuthose customers moving from older computindfptans to more modern client/server
platforms.

(i) Structure offers reengineering services that alompanies to convert older legacy software systemsodern networked computi
systems, with a focus on reengineering softwaentble older software application and data reposgdo be accessed by web browsers
the Internet or over private or limited accessnm¢ Protocol networks.i()Structure also provides customers with a combbmaaif
workbench tools and methodologies that provideraptete strategy for converting mainframe-basediaatibn systems to client/server
architecture.

(i) Structure management, along with Level 3 managensentinue to review i()Structure's existing lines of business to deteentiow
those lines of business assist with the Compangissfon delivery of communications and informasernvices and reaching consolidated
cash flow breakeven. To the extent that certaiesliof business are not considered to be compatitiiehe delivery of communication and
information services or with obtaining cash flowjatives, (i )Structure may exit those lines of businesses.

Sales and Marketing

(i) Structure's outsourcing sales are relationshipjtetband { )Structure has a team of ten Sales Directors withenUnited States.
Sales activities are focused on new sales in gebgraerritories, major accounts, sales to existingtomers and channel sales. To support
outsourcing sales,i()Structure partners with companies that providegrdation and application services. The marketiriyities of the
company include: collateral, web marketing, indgstinferences and direct marketing programs.

Competition

The information technology infrastructurgsourcing market is highly competitive. There fene barriers to entry for new entrants with
access to capital. Companies compete on relialofitheir data centers, knowledge and competentgabinical staff, quality of service and
price. Large competitors have many resources dlaita them including longer operating history, maracognition, greater financial
resources, large installed customer base and ss$tadlindustry relationships. These competitors alsg be able to provide services outside
of the data center, which can be used in pricirgptiations. (i )Structure prices competitively, but larger comganiay be able to more
effectively compete on price to obtain the potdriesstomer's business.

At present, i()Structure's competitors in the information tecloggl infrastructure outsourcing market include:

. larger established computer outsourcing compauiels 8s ACS, IBM Global Services, EDS, and Comp8téences
Corporation (CSC);

. midsize companies or divisions of larger compasigsh as ACS, Acxiom, and Lockheed; and

. enterprises that maintain their computer processimgronments in-house.

In addition, ()Structure offers certain application software &y to customers primarily in Europe. The markettiese application
services is highly competitive and there are fewibis to entry. Companies are competing on théulreess of their intellectual property,
knowledge and competency of technical staff, qualitservice and price. Large competitors have nrasgurces available to them including
longer operating history, name recognition, grefitemncial resources, large installed customer laaskestablished industry relationships. At
present, { )Structure's competitors in the application sofevservices market include European software dewsop businesses and IT
service companies such as S1 Inc., Bottomline Taolgres, Inc. and Eontec.
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The Company's Other Businesses

The Company was incorporated as Peter Kiams', Inc. in Delaware in 1941 to continue astiaretion business founded in Omaha,
Nebraska in 1884. In subsequent years, the Comipaagted a portion of the cash flow generated gdinstruction activities in a variety
other businesses. The Company entered the coahgninisiness in 1943, the telecommunications busifeemsisting of MFS and, more
recently, an investment in C-TEC Corporation asasitccessors RCN Corporation, Commonwealth TelepRaterprises, Inc. and Cable
Michigan, Inc.) in 1988, the information servicassimess in 1990 and the alternative energy busittesgigh an investment in MidAmerican
Energy Holdings Company, in 1991. Level 3 alsoinasle investments in several development-stage rentu

In 1995, the Company distributed to thedkod of Class D Stock all of its shares of MFShiseven years from 1988 to 1995, the
Company invested approximately $500 million in ME@Sthe time of the distribution to stockholderd #95, the Company's holdings in MFS
had a market value of approximately $1.75 billisnDecember 1996, MFS was purchased by WorldCoantransaction valued at
$14.3 billion. In December 1997, the Company'sidiotders ratified the decision of the Board to effihe split-off separating the
Construction Group. As a result of the split-offhieh was completed on March 31, 1998, the Companipmger owns any interest in the
Construction Group. In conjunction with the sgft; the Company changed its name to "Level 3 Cominations, Inc.," and the Constructi

Group changed its name to "Peter Kiewit Sons','Inc.

In January 1998, the Company completedaie to MidAmerican of its energy investments, ¢stitey primarily of a 24% equity intere
in MidAmerican. The Company received proceeds pfraximately $1.16 billion from this sale, and agsault recognized an after-tax gain of
approximately $324 million in 1998. In November 898valon Cable of Michigan, Inc. acquired all tngstanding stock of Cable Michige
Level 3 received approximately $129 million in cdshits interest in Cable Michigan and recognizepre-tax gain of approximately
$90 million.

The Company's other businesses includavisstment in the G-EC Companies (as defined), coal mining, the SR8Ikdad (as definec
and certain other assets. In 1998, the Company letetpthe sale of its interests in United Infrastimue Company, MidAmerican and Kiewit
Investment Management Corp.

C-TEC Companies

On September 30, 1997, C-TEC completea-drée restructuring, which divided C-TEC Corpooatinto three public companies (the
"C-TEC Companies"): C-TEC, which changed its nam€ommonwealth Telephone Enterprises, Inc. ("Conwmatth Telephone"), RCN
Corporation ("RCN") and Cable Michigan, Inc. ("Calllichigan"). The Company's interests in the C-TE&snpanies are held through a
holding company (the "C-TEC Holding Company"). T®@mpany owns 100% of the capital stock of the C-Heling Company. Prior to
February 2002, a portion of the common stock ofGREEC Holding Company, that is, 10%, was held lavid C. McCourt, a director of the
Company who was formerly the Chairman of C-TECEéfruary 2002, Mr. McCourt sold his interest in @& EC Holding Company to a
subsidiary of the Company for a total of $15 miilio

Commonwealth Telephone.Commonwealth Telephone is a Pennsylvania puiblity providing local telephone service to a d8unty,
5,191 square mile service territory in Pennsylva@iammonwealth Telephone also provides networksscaad long distance services to
IXCs. Commonwealth Telephone's business custonser isadiverse in size as well as industry, withy\yigtle concentration. A subsidiary,
Commonwealth Communications Inc. provides telecominaiions engineering and technical services telaorporate clients, hospitals and
universities in the northeastern United States.tAeosubsidiary, Commonwealth Long Distance opsrpticipally in
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Pennsylvania, providing switched services and eesibeveral types of services, using the netwoflsgeveral long distance providers on a
wholesale basis.

During 2002, the Company sold all of itatgs of common stock of Commonwealth Telephone/aunderwritten public offerings. The
Company has retained, however, approximately 1ll@omishares of Class B Common Stock of CommonweBdtlephone, which represents
approximately 50% of the outstanding Class B Com#®imtk, representing approximately 29% of the tetding power.

RCN. RCN's primary business is delivering bundlethowinications services to residential customers sdmroadband network,
which is predominantly owned by RCN, including thgh joint ventures and majority owned subsidiatied, of the 10 most densely
populated areas of the country. RCN is currentlgrapng in Boston, including 18 surrounding comntiesi New York City, Philadelphia
suburbs, Washington D.C., and certain suburbs,&@bicSan Francisco, and certain suburbs and cedaimunities in Los Angeles. RCN
also serves the Lehigh Valley in Pennsylvania. RieNeves that it is the first company in many efrtarkets to offer one-stop shopping for
Phone, Cable TV and High-Speed cable modem Inteereices to residential customers. As of DecerBeR002, the C-TEC Holding
Company owned approximately 24% of the outstandoargmon stock of RCM



Cable Michigan. Cable Michigan was a cable television operatdne State of Michigan. On June 4, 1998, Cablehigian announce
that it had agreed to be acquired by Avalon Cadls#egel 3 received approximately $129 million in caglhen the transaction closed on
November 6, 199¢

Coal Mining

The Company is engaged in coal mining thhois subsidiary, KCP, Inc. ("KCP"). KCP has a 5bf&rest in two mines, which are
operated by a subsidiary of Peter Kiewit Sons', (fidew PKS"). Decker Coal Company ("Decker") ipamt venture with Western
Minerals, Inc., a subsidiary of The RTZ CorporatRInC. Black Butte Coal Company ("Black Butte") ifoat venture with Western
Minerals, Inc., a subsidiary of The RTZ CorporatRInC. The Decker mine is located in southeasterntitta and the Black Butte mine is in
southwestern Wyoming. The coal mines use the sairfaining method.

In September 2000, the Company sold itseeB0% ownership interest in the Walnut Creek MgCompany to a subsidiary of Peter
Kiewit Sons', Inc. for cash of $37 million.

The coal produced from the KCP mines id goimarily to electric utilities, which burn col order to produce steam to generate
electricity. Approximately 92% of sales are maddemong-term contracts, and the remainder are raadhe spot market. Approximately
62%, 60% and 75% of KCP's revenues in 2002, 20812800, respectively, were derived from long-teontcacts with Commonwealth
Edison Company (with Decker and Black Butte) ané Dietroit Edison Company (with Decker). KCP alse bther sales commitments,
including those with Sierra Pacific, Idaho Poweslv@y Minerals, Pacific Power & Light and Minnes®awer, that provide for the delivery
of approximately 11 million tons through 2009. Teeel of cash flows generated in recent periodtheyCompany's coal operations will not
continue after the year 2000 because the delivyirements under the Company's current long-temracts decline significantly. Under a
mine management agreement, KCP pays a subsididtgwfPKS an annual fee equal to 30% of KCP's agljusperating income. The fee "
2002 was $7 million.

The coal industry is highly competitive. R€ompetes not only with other domestic and foreiggl suppliers, some of whom are larger
and have greater capital resources than KCP, botvéth alternative methods of generating eledyriand alternative energy sources. In 2
the most recent year for which information is aadalié, KCP's production represented 1.2% of tot&l. doal production. Demand for KCP's
coal is affected by economic, political and regatgtfactors. For example, recent "clean air" lavas/matimulate demand for low sulfur coal.
KCP's western coal reserves
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generally have a low sulfur content (less thanmereent) and are currently useful principally aa for coal-fired, steam-electric generating
units.

KCP's sales of its western coal, like salesther western coal producers, typically provimtedelivery to customers at the mine. A
significant portion of the customer's deliveredtafscoal is attributable to transportation codest of the coal sold from KCP's western
mines is currently shipped by rail to utilities sidie Montana and Wyoming. The Decker and BlackéBntines are each served by a single
railroad. Many of their western coal competitors served by two railroads and such competitorsbousrs often benefit from lower
transportation costs because of competition betwai@oads for coal hauling business. Other westeal producers, particularly those in the
Powder River Basin of Wyoming, have lower strippmagos (that is, the amount of overburden thattrbesremoved in proportion to the
amount of minable coal) than the Black Butte andk2e mines, often resulting in lower comparativets®f production. As a result, KCP's
production costs per ton of coal at the Black Battid Decker mines can be as much as four andifiastgreater than production costs of
certain competitors. KCP's production cost disathge has contributed to its agreement to amendnitsterm contract with Commonwealth
Edison Company to provide for delivery of coal fraiternate source mines rather than from BlackeBlBecause of these cost disadvant:
KCP does not expect that it will be able to ento iong-term coal purchase contracts for Black@&and Decker production as the current
long-term contracts expire. In addition, these disadvantages may adversely affect KCP's abiityompete for spot sales in the future.

The Company is required to comply with gas federal, state and local laws and regulationserning protection of the environment.
KCP's share of land reclamation expenses for the gieded December 31, 2002 was approximately #®miKCP's share of accrued
estimated reclamation costs was $93 million at Ddi=r 31, 2002. The Company did not make significapital expenditures for
environmental compliance with respect to the cogliess in 2002. The Company believes its compdiavith environmental protection and
land restoration laws will not affect its compefitiposition since its competitors in the miningustty are similarly affected by such laws.
However, failure to comply with environmental pratien and land restoration laws, or actual reclémnatosts in excess of the Company's
accruals, could have an adverse effect on the Coyghusiness, results of operations, and finarciatlition.

SR91 Tollroad

The Company has invested $13.3 milliond@5% equity interest and lent approximately $8ilan to California Private
Transportation Company L.P. ("CPTC"), which develdpfinanced, and currently operates the 91 Exprasss, a ten mile, folane tollroac
in Orange County, California (the "SR91 Tollroadrhe fully automated highway uses an electroniccilection system and variable prici



to adjust tolls to demand.

Capital costs at completion were $130 onilli$110 million of which was funded with debt tiats not guaranteed by Level 3. Revenue
collected over the 35-year franchise period is deedperating expenses, debt repayment, and mhsfiibutions. The SR91 Tollroad opened
in December 1995.

On January 3, 2003, Level 3 received apprately $46 million in cash from the sale of the $RTollroad. In addition, the Company's
long-term debt was reduced by approximately $138Bami The Orange County Transportation Authorityghased the toll road from the
CPTC, for $207.5 million in cash and assumed deabtel 3 received proceeds from the sale becaus&i65 percent owner of CPTC.
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Glossary of Terms

access

access charges

backbone

CAP

capacity

Carrier

Central Office

CLEC

common carrier

conduit

DS-3

dark fiber
dedicated line

dialing parity

equal access

Telecommunications services that permit long distatarriers to use
local exchange facilities to originate and/or tarate long distance
service.

The fees paid by long distance carriers to LEC®fa@inating and
terminating long distance calls on the LECs' lowativorks.

A high-speed network that interconnects smalletependent
networks. It is the through-portion of a transnossnetwork, as
opposed to spurs which branch off the thrc¢-portions.

Competitive Access Provider. A company that prositie customers
with an alternative to the local exchange compamydcal transport
of private line and special access telecommunioatservices

The information carrying ability of a telecommurticas facility.

A provider of communications transmission serviogdiber, wire or
radio.

Telephone company facility where subscribers' lex@sjoined to
switching equipment for connecting other subsceliereach other,
locally and long distanct

Competitive Local Exchange Carrier. A company ttahpetes with
LECs in the local services mark

A government-defined group of private companiesniffy
telecommunications services or facilities to theagal public on a
nor-discriminatory basis

A pipe, usually made of metal, ceramic or plaghet protects buried
cables

A data communications circuit capable of transmittilata at 45
Mbps.

Fiber optic strands that are not connected to tnégson equipmen
Telecommunications lines reserved for use by padfccustomers

The ability of a competing local or toll serviceopider to provide
telecommunications services in such a manner tigtbmers have tr
ability to route automatically, without the useasfy access code, th
telecommunications to the service provider of theteamers'
designation

The basis upon which customers of interexchanggecaiare able to
obtain access to their Primary Interexchange QatriEIC) long
distance telephone network by dialing "1", thusn@liating the need



facilities based carriel

dial additional digits and an authorization codeMain such acces

Carriers that own and operate their own networkeodpment
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fiber optics

Gbps

ILEC

Interconnection

InterLATA

Internet

IntraLATA

ISDN

ISPs

IXC

Kbps

LATA

leased line

LEC

A technology in which light is used to transporfbirmation from one
point to another. Fiber optic cables are thin figans of glass through
which light beams are transmitted over long distanzarrying
enormous amounts of data. Modulating light on #trands of glass
produces major benefits including high bandwidéhatively low cost
low power consumption, small space needs anditahsitivity to
electromagnetic interferenc

Gigabits per second. A transmission rate. One digajnals
1.024 billion bits of information

Incumbent Local Exchange Carrier. A company histdly providing
local telephone service. Often refers to one ofRkegional Bell
Operating Companies (RBOCSs). Often referred td_ &C" (Local
Exchange Carrier

Interconnection of facilities between or amongnkeévorks of
carriers, including potential physical colocatidroae carrier's
equipment in the other carrier's premises to fatdisuch
interconnection

Telecommunications services originating in a LAT#dderminating
outside of that LATA

A global collection of interconnected computer natwg which use a
specific communications protoct

Telecommunications services originating and termgan the same
LATA.

Integrated Services Digital Network. An informatimansfer standard
for transmitting digital voice and data over teleph lines at speeds
up to 128 Kbps

Internet Service Providers. Companies formed teigemaccess to tt
Internet to consumers and business customers céh hetworks

Interexchange Carrier. A telecommunications comphay provides
telecommunications services between local exchaoiges interstate
or intrastate basi:

Kilobits per second. A transmission rate. One kileljuals 1,024 bits
of information.

Local Access and Transport Area. A geographic eosaposed of
contiguous local exchanges, usually but not alweijtsin a single
state. There are approximately 200 LATAS in thetebhiStates

An amount of telecommunications capacity dedicabeal particular
customer along predetermined rou

Local Exchange Carrier. A telecommunications coryhat provide
telecommunications services in a geographic. LECkide both
ILECs and CLECs
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local exchange

local loop

long distance carriers

Mbps

MPLS

multiplexing

NAP

OC-3

OC-12

0C-48

peering

POP

private line

A geographic area determined by the appropriate stgulatory
authority in which calls generally are transmitteithout toll charges
to the calling or called part

A circuit that connects an end user to the LEC reg¢wfffice within a
LATA.

Long distance carriers provide services betweeal lexchanges on
interstate or intrastate basis. A long distanceeramay offer services
over its own or another carrier's facilitit

Megabits per second. A transmission rate. One niegabals
1.024 million bits of informatior

MultiProtocol Label Switching. A standards-approtedhnology for
speeding up network traffic flow and making it @b manage.
MPLS involves setting up a specific path for a gigequence of
packets, identified by a label put in each padkeis saving the time
needed for a router or switch to look up the adslteshe next node
forward the packet tc

An electronic or optical process that combinesgdaumber of lowe
speed transmission lines into one high speed frephitting the total
available bandwidth into narrower bands (frequedtigision), or by
allotting a common channel to several differentsraitting devices,
one at a time in sequence (time divisic

Network Access Point. A location at which ISPs exdde traffic with
each other

A data communications circuit capable of transmiftilata at 155
Mbps.

A data communications circuit capable of transmittilata at 622
Mbps.

A data communications circuit capable of transmitilata at
approximately 2.45 Gbp

The commercial practice under which ISPs excharajéa with each
other. Although ISPs are free to make a privaternencial
arrangement, there are generally two types of pgewith a
settlement free peering arrangement the ISPs doe®at to pay each
other for the exchange of traffic. With paid pegrithe larger ISP
receives payment from the smaller ISP to carrytithigic of that
smaller ISP. Peering occurs at both public andapeiexchange
points.

Point of Presence. Telecommunications facility veher
communications provider locates network equipmeetuo connect
customers to its network backbo!

A dedicated telecommunications connection betweehuser
locations.
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PSTN

Public Switched Telephone Network. That portioradécal exchang
company's network available to all users generlilya shared basis



RBOCs

reciprocal compensation

resale

router

SONET

special access services

switch

Tbps

T-1

unbundled

(i.e., not dedicated to a particular user). Tradficng the public
switched network is generally switched at the |@alhange
company's central office

Regional Bell Operating Companies. Originally, fewen local
telephone companies (formerly part of AT&T) estslid as a result
of the AT&T Divestiture. Currently consists of folacal telephone
companies as a result of the mergers of Bell Atanith NYNEX
and SBC with Pacific Telesis and Amerite

The compensation of a CLEC for termination of alamall by the
ILEC on the CLEC's network, which is the same asdbmpensation
that the CLEC pays the ILEC for termination of Ibcalls on the
ILEC's network.

Resale by a provider of telecommunications servisesh as a LEC)
of such services to other providers or carriera @vholesale or a ret:
basis.

Equipment placed between networks that relaystdatzose network
based upon a destination address contained iratlagpdckets being
routed.

Synchronous Optical Network. An electronics andvoek
architecture for variable bandwidth products wtectables
transmission of voice, data and video (multimediayery high
speeds. SONET ring architecture provides for vilyuastantaneous
restoration of service in the event of a fiber@auequipment failure k
automatically rerouting traffic in the oppositeatition around the
ring.

The lease of private, dedicated telecommunicatioes or "circuits"
along the network of a local exchange company ©AR, which lines
or circuits run to or from the long distance carR®Ps. Examples of
special access services are telecommunicatiors limaning between
POPs of a single long distance carrier, from ong ldistance carrier
POP to the POP of another long distance carriéoar an end user
a long distance carrier PO

A device that selects the paths or circuits to $edifor transmission

of information and establishes a connection. Switgls the process
of interconnecting circuits to form a transmisspath between users
and it also captures information for billing purpss

Terabits per second. A transmission rate. One itezghals 1.024
trillion bits of information.

A data communications circuit capable of transmittilata at 1.544
Mbps.

Services, programs, software and training soldrseply from the
hardware
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unbundled access

web site

Access to unbundled elements of a telecommunicaBervices
provider's network including network facilities,.egment, features,
functions and capabilities, at any technically fiel@spoint within sucl
network.

A server connected to the Internet from which Iné¢users can
obtain information



wireless A communications system that operates without wigdlular
service is an exampl

world wide web or web A collection of computer systems supporting a comitations
protocol that permits multimedia presentation ddimation over the
Internet.

xDSL A term referring to a variety of new Digital Subiber Line

technologies. Some of these new varieties are agyrimmvith
different data rates in the downstream and upstiegations. Others
are symmetric. Downstream speeds range from 384 Kdop'SDSL")
to 1.5 to 8 Mbps ("ADSL")
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Directors and Executive Officers

Set forth below is information as of Marth, 2003, about each director and each executfi@pbf the Company. The executive
officers of the Company have been determined iom@zace with the rules of the SEC.

Name Age Position

Walter Scott, Jr 71 Chairman of the Boar

James Q. Crow 53 Chief Executive Officer and Direct

Kevin J. O'Harz 42 President, Chief Operating Officer and Direc

Charles C. Miller, IlI 5C Vice Chairman of the Board and Executive Vice
Presiden

Sureel A. Choks 30 Group Vice President and Chief Financial Offi

Thomas C. Stort 51 Group Vice President, General Counsel and Secr

John F. Waters, J 38 Group Vice President and Chief Technology Offi

Howard S. Diamon 50 Chairman of Information Services Gro

R. Douglas Bradbur 52 Vice Chairman of the Boai

Mogens C. Ba 54 Director

Richard R. Jaro 51 Director

Robert E. Juliai 63 Director

David C. McCourt 46 Director

John T. Reel 59 Director

Kenneth E. Stinso 60 Director

Colin V.K. Williams 63 Director

Michael B. Yanne) 69 Director

Other Management

Set forth below is information as of Marth, 2003, about the following members of senior agment of the Company.

Name Age Position
Linda J. Adam: 46 Group Vice Presider

Keith R. Coogar 50 Chief Executive Officer of Software Spectrt
Donald H. Gips 43 Group Vice Presider

James L. Freez 42  Group Vice Presider

John Neil Hobb: 43 Group Vice Presider

Joseph M. Howell, II 56 Group Vice Presider

Michael D. Jone 45 Chief Executive Officer i )Structure
Sunit S. Pate 41 Group Vice Presider

Brady Rafuse¢ 39 Group Vice Presider

Edward Van Macate 48 Group Vice Presider

Ronald J. Vida 42 Group Vice Presider

Walter Scott, Jr. has been the ChairmaheBoard of the Company since September 1979aatickctor of the Company since
April 1964. Mr. Scott has been Chairman EmerituBefer Kiewit Sons', Inc. ("PKS") since the spfit-tr. Scott is also a director of PKS,
Berkshire Hathaway Inc., Burlington Resources IMidAmerican, Commonwealth Telephone Enterprises, ("Commonwealth
Telephone™), RCN Corporation ("RCN") and Valmondstries, Inc



James Q. Crowe has been the Chief ExecQtifreer of the Company since August 1997, andraator of the Company since
June 1993. Mr. Crowe was also President of the Gompntil
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February 2000. Mr. Crowe was President and Chiethtive Officer of MFS Communications Company, IfiMMFS") from June 1993 to
June 1997. Mr. Crowe also served as Chairman ddttaed of WorldCom from January 1997 until July 798nd as Chairman of the Board
of MFS from 1992 through 1996. Mr. Crowe is prefeatdirector of PKS, Commonwealth Telephone andNRC

Kevin J. O'Hara has been President of i@ @any since July 2000 and Chief Operating Offadfeahe Company since March 1998.
Mr. O'Hara was also Executive Vice President ofGloenpany from August 1997 until July 2000. Priothat, Mr. O'Hara served as Presid
and Chief Executive Officer of MFS Global Networ&r8ices, Inc. from 1995 to 1997, and as Senior Yisident of MFS and President of
MFS Development, Inc. from October 1992 to Aug23. From 1990 to 1992, he was a Vice PresideMks Telecom, Inc. ("MFS
Telecom™).

Charles C. Miller, Il has been Vice Chaammof the Board and Executive Vice President ofGbepany since February 15, 2001. Prior
to that, Mr. Miller was President of Bellsouth Imational, a subsidiary of Bellsouth Corporatioonfr 1995 until December 2000. Prior to
that, Mr. Miller held various senior level officand management position at BellSouth from 1987.

Sureel A. Choksi has been Group Vice Peggidnd Chief Financial Officer of the Company sidaly 2000. Prior to that, Mr. Choksi
was Group Vice President Corporate Developmenftlaadsurer of the Company from February 2000 unidjdst 2000. Prior to that,
Mr. Choksi served as Vice President and TreasudrdreoCompany from January 1999 to February 1, 2B0i@r to that, Mr. Choksi was a
Director of Finance at the Company from 1997 to8 %6 Associate at TeleSoft Management, LLC in 189 an Analyst at Gleacher &
Company from 1995 to 1997.

Thomas C. Stortz has been Group Vice PeasidGeneral Counsel and Secretary of the Compang &ebruary 2000. Prior to that,
Mr. Stortz served as Senior Vice President, Ger@oaihsel and Secretary of the Company from Septefr#i88 to February 1, 2000. Prior to
that, he served as Vice President and General @bahPeter Kiewit Sons', Inc. and Kiewit ConstiantGroup, Inc. from April 1991 to
September 1998. He has served as a director aof Rieteit Sons', Inc., RCN, C-TEC, Kiewit DiversifiecGroup Inc. and CCL Industries, Inc.

John F. Waters, Jr. has been Group VicsitRret and Chief Technology Officer of the Compamgce February 2000. Prior to that,
Mr. Waters was Vice President, Engineering of tkenPany from November 1997 until February 1, 20GtrRo that, Mr. Waters was an
executive staff member of MCI Communications fro8®4 to November 1997.

Howard Diamond has been Chairman of the j@amy's information services group since June 2B@@r to that, Mr. Diamond was Ch
Executive Officer of CorpSoft, Inc., which the Coamy acquired in March 2002. Mr. Diamond joined GRufi, Inc. in 1996.

R. Douglas Bradbury has been Vice Chairofahe Board since February 2000. Mr. Bradburyreetifrom his position of Executive
Vice President at December 31, 2002, which postiemad held since August 1997. Mr. Bradbury was &lhief Financial Officer of the
Company from August 1997 until July 2000. Mr. Bradphas been a director of the Company since Ma8&8. Mr. Bradbury served as
Chief Financial Officer of MFS from 1992 to 199&rtor Vice President of MFS from 1992 to 1995, &xdcutive Vice President of MFS
from 1995 to 1996. Mr. Bradbury is also a direabtodgeNet Entertainment Corporation.

Mogens C. Bay has been a director of the@my since November 2000. Since January 1997B&r.has been the Chairman and C
Executive Officer of Valmont Industries, Inc., angpany engaged in the infrastructure and irrigakiogsinesses. Prior to that, Mr. Bay was
President and Chief Executive Officer of Valmordustries from August 1993 to December 1996 as aged director of Valmont since
October 1993. Mr. Bay is also a director of PKS @mhAgra Foods, Inc.

Richard R. Jaros has been a director o€thrapany since June 1993 and served as Presidde Gompany from 1996 to 1997.
Mr. Jaros served as Executive Vice President oCthimpany from
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1993 to 1996 and Chief Financial Officer of the Quamy from 1995 to 1996. He also served as Presa@hChief Operating Officer of
CalEnergy from 1992 to 1993, and is presently aalar of MidAmerican, Commonwealth Telephone andNRC

Robert E. Julian has been a director ofdbmpany since March 31, 1998. Mr. Julian was &lsairman of the Board ofi ()Structure
from 1995 until 2000. From 1992 to 1995 Mr. Julgmved as Executive Vice President and Chief Fiah@ificer of the Company.
Mr. Julian is the Chairman of the Audit Committdele Board of Directors



David C. McCourt has been a director of@mmpany since March 31, 1998. Mr. McCourt has atswed as Chairman of
Commonwealth Telephone and RCN since October 18%ddition, Mr. McCourt has been the Chief ExeoritOfficer of RCN since 1997
and Chief Executive Officer of Commonwealth Telepddrom October 1997 until November 1998. From 1@98997 Mr. McCourt served
as Chairman of the Board and Chief Executive OffafeC-TEC.

John T. Reed has been a director of thepg@omsince March 2003. Mr. Reed has been Chairrhbib& Properties, the real estate
investment banking joint venture of McCarthy Grolng,. since 2000. Prior to that, he was ChairmaMo€arthy & Co., the investment
banking affiliate of McCarthy Group. Mr. Reed is@la director of McCarthy Group. Prior to joining®arthy Group in 1997, Mr. Reed
spent 32 years with Arthur Andersen, LLP.

Kenneth E. Stinson has been a directoh@Qompany since January 1987. Mr. Stinson has Gkaimman of the Board and Chief
Executive Officer of Peter Kiewit Sons', Inc. sirthe Split-Off. Prior to the Split-Off, Mr. Stinsomas Executive Vice President of the
Company for more than the last five years. Mr. Stimis also a director of ConAgra Foods, Inc. aatmént Industries, Inc.

Colin V.K. Williams has been a directortbé Company since August 2000. From July 1998 ir@dember 31, 2000, Mr. Williams was
Executive Vice President of the Company and PresioELevel 3 International, Inc. Prior to joinitige company, Mr. Williams was
Chairman of WorldCom International, Inc., wherewss responsible for the international communicationsiness and the development and
operation of WorldCom's fiber networks overseasl983 Mr. Williams initiated and built the interiatal operations of MFS. Prior to joini
MFS, Mr. Williams was Corporate Director, Busin&esvelopment at British Telecom from 1988 until 1982. Williams is a director of
Focal Communications Corporation and KeyTech Lithite

Michael B. Yanney has been a director ef@ompany since March 31, 1998. He has served aisn@m of the Board, President and
Chief Executive Officer of America First Companle&.C. for more than the last five years. Mr. Yanrng also a director of Burlington
Northern Santa Fe Corporation, RCN and Forest @ipGration.

Linda J. Adams has been Group Vice Presideman Resources of the Company since Februar§. Ztor to that, Ms. Adams was
Vice President, Human Resources of the Company Morember 1998 to February 2000. Prior to that, Mams was initially Vice
President of Human Resources Rent-A-Center, adiabgiof Thorn Americas, Inc., and then Senior Vigesident of Human Resources for
Thorn Americas, Inc. from August 1995 until Auga$©8. Prior to that, Ms. Adams was Vice Presidém/orldwide Compensation &
Benefits for PepsiCo, Inc. from August 1994 to Asigli995.

Keith R. Coogan has been Chief Executiviec®f of Software Spectrum since September, 20@2veas named President in May 1998.
Mr. Coogan has been Chief Operating Officer of 8afe Spectrum since April 1996. Mr. Coogan sengetbeecutive Vice President of
Software Spectrum from April 1996 to May 1998 arad been a Vice President of Software Spectrum shateber 1990. From May 1989
until joining Software Spectrum, Mr. Coogan serasdVice President of Finance for Leather Centedidgs, Inc., a privately held
manufacturer and retailer of leather furniture. Mloogan is a Certified Public Accountant.
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Donald H. Gips has been Group Vice Presi@emporate Strategy of the Company since Janua®y .2Prior to that, Mr. Gips was Gro
Vice President, Sales and Marketing of the Comgemy February 2000. Prior to that, Mr. Gips serasdSenior Vice President, Corporate
Development of the Company from November 1998 tarary 2000. Prior to that, Mr. Gips served in ¥kite House as Chief Domestic
Policy Advisor to Vice President Gore from AprildBto April 1998. Before working at the White Houbkr. Gips was at the Federal
Communications Commission as the International Bui@hief and Director of Strategic Policy from Jaryu1994 to April 1997. Prior to his
government service, Mr. Gips was a management ttansat McKinsey and Company.

James L. Freeze has been Group Vice Pradidierketing of the Company since February 200&rRo that, Mr. Freeze was Senior
Vice President, Chief Marketing and Strategy OffiecEGenuity from May 2001. Prior to that Mr. Freemas Senior Vice President and Chief
Strategy Officer of Genuity. From August 1999 tmd2000, Mr. Freeze served as Vice President ohBss Development for Genuity. Fr
July 1998 to August 1999, Mr. Freeze served asimistelecommunications analyst at Forrester Rebeainc., an Internet research firm.
From June 1997 to June 1998, Mr. Freeze servedcasPresident of Sales and Marketing of Genuity,lao Internet service provider and
Web hosting company that was acquired by Genuitjuime 1998. In April 2000, Genuity had changeddtse from GTE Internetworking
Incorporated to Genuity Inc. Prior to 1997, Mr. &e held several positions with CompuServe Inaoddwide provider of network access
hosting and Internet services to the business anslutner markets, including Director of Marketingl &@usiness Development from
January 1995 to May 1997 and Group Manager frone 1994 to December 1994.

John Neil Hobbs has been Group Vice Prasi@éobal Sales, Distribution and Marketing Opearasi since September 2000. Prior to t
Mr. Hobbs was President, Global Accounts for Con@ejoint venture between AT&T and British Telecénom July 1999 until
September 2000. Prior to that, Mr. Hobbs was Diare€tansition and Implementation for the formatafrConcert representing British
Telecom from June 1998 until July 1999. From ApEB7 until June 1998, Mr. Hobbs was British Teleo®eneral Manager for Global
Sales & Service and from April 1994 until April 17B9Mr. Hobbs was British Telecom's General Manager fop@te Clients



Joseph M. Howell, Il has been Group Vicedtdent Corporate Marketing of the Company sirserérary 2000. Prior to that,
Mr. Howell served as Senior Vice President, CorfoMarketing of the Company from October 1997 tbriary 1, 2000. Prior to that,
Mr. Howell was a Senior Vice President of MFS/W@tin from 1993 to 1997.

Michael D. Jones has served Chief Execuiffecer of (i)Structure, Inc. since August 2000idP to that, Mr. Jones served as Group \
President and Chief Information Officer of the Canp from February 2000 to August 2000 and as Safiaa President and Chief
Information Officer of the Company from DecembeB®&30 February 1, 2000. Prior to that, Mr. Jones Wize President and Chief
Information Officer of Corporate Express, Inc. fréfay 1994 to May 1998.

Sunit S. Patel has been a Group Vice Peasidf the Company since March 13, 2003. Prioh&t, tMr. Patel was Chief Financial Officer
of Looking Glass Networks, Inc., a provider of noginlitan fiber optic networks, from April 2000 untlarch 2003. Mr. Patel was Treasurer
of WorldCom Inc. and MCIWorldcom Inc., each longtdince telephone services providers from 1997 tciva000. From 1994 to 1997,
Mr. Patel was Treasurer of MFS Communications Camgpac., a competitive local exchange carrier. prass release issued on March 13,
2003, Level 3 announced that it is anticipated khatPatel will succeed Sureel Choksi as Chief raial Officer of Level 3 in May 2003,
following the 2003 Annual Meeting of Stockholders.

Brady Rafuse has been Group Vice Presiofetite Company and President of the Company's Eampperations since August 2001
and Senior Vice President of European Sales an#té¥lag since December 2000. Prior to that, Mr. Rafserved as Head of Commercial
Operations for Concert, a joint venture between ATaad British Telecom, from September 1999 to Ddmm2000, and in a
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variety of positions with British Telecom from 198ritil December 2000. His last position was as Garidanager, Global Energy Sector
which he held from August 1998 to September 19%Dmior to that he was Deputy General Manager, Bensector from April 1997 to
August 1998.

Edward Van Macatee has served as Group Rfiesident of Global Operations of the Companyesifanuary 2001. Prior to that,
Mr. Macatee was Group Vice President of Global Gusr Operations of the Company from September 1@89January 2001. Prior to that
Mr. Macatee was Vice President, Network Operatifithe Company from April 1998 until September 199@ Vice President of Managed
Network Services for TCI Communications, i

Ronald J. Vidal has been Group Vice Pregitlevestor Relations of the Company since Febr@a®000. Prior to that, Mr. Vidal served
as Senior Vice President, New Ventures of the Comjfimm October 1997 to February 1, 2000. Priahtt, Mr. Vidal was a Vice President
of MFS/WorldCom from September 1992 to October 1987 Vidal joined the Company in construction e management in July 1983.

The Board is divided into three classesijgiaated Class I, Class Il and Class Ill, eachsatassisting, as nearly as may be possible, of
one-third of the total number of directors constitg the Board. The Class | Directors consist ofltéfeScott, Jr., James Q. Crowe, Charles C.
Miller, 11l and Colin V.K. Williams; the Class Il Dectors consist of Mogens C. Bay, Richard R. JaRabert E. Julian and David C.

McCourt; and the Class Il Directors consist offliuglas Bradbury, Kevin J. O'Hara, John T. Reedyrté¢h E. Stinson and Michael B.
Yanney. The term of the Class | Directors will témate on the date of the 2004 annual meeting aksimders; the term of the Class I
Directors will terminate on the date of the 2005w@ad meeting of stockholders; and the term of tles€lIIl Directors will terminate on the
date of the 2003 annual meeting of stockholdergath annual meeting of stockholders, successading tdass of directors whose term
expires at that annual meeting will be electedliore-year terms. The Company's officers are eleant@ually to serve until each successor is
elected and qualified or until his death, resigmatr removal.

Employees

As of December 31, 2002, Level 3 had 2 &2fployees in the communications portion of its bess and information services had
approximately 3,550 employees, for a total of 6,8@ployees. These numbers do not include the ermefogf Genuity, since this transaction
closed on February 4, 2003. Level 3 has hired aqimately 1,400 Genuity employees, who become fdtietransitional organization thal
assisting with the integration efforts. The Comparpects to reduce communications headcount thmudt003 as the Genuity integration
efforts are concluded. The Company believes teailitcess depends in large part on its abilityttact and retain substantial numbers of
qualified employees.

Forward Looking Statements

The Company, or its representatives, frione to time may make or may have made certain fabd@oking statements, whether orally
or in writing, including without limitation statem&s made or to be made in this Annual Report omFt0-K, the Company's Quarterly
Reports on Form 10-Q, information contained in offiemgs with the Securities and Exchange Comnoisspress releases and other public
documents or statements. In addition, represee&tf the Company, from time to time, participatspeeches and calls with market anal
conferences with investors or potential investorhe Company's securities and other meetings amigiences. Some of the information
presented at such speeches, calls, meetings afet@ores may include forwe-looking statements. The Company uses words likpéets,"



"anticipates" or "believes" to identify forward-lkiog statements.

The Company wishes to ensure that all fodwaoking statements are accompanied by meanimgiutionary statements, so as to ensure
to the fullest extent possible the protectionshefsafe harbor established in the Private Secsitifiegation Reform Act of 1995. Accordingl
all forward-looking
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statements are qualified in their entirety by refiee to, and are accompanied by, the followingudision of certain important factors that
could cause actual results to differ materiallynfrthose projected in such forward-looking statemeRihe Company cautions the reader that
this list of important factors may not be exhaustivhe Company operates in rapidly changing busegsand new risk factors emerge from
time to time. Management cannot predict every faskor, nor can it assess the impact, if any, lidath risk factors on the Company's
business or the extent to which any factor, or doatipn of factors, may cause actual results tfedihaterially from those projected in any
forward-looking statements. Accordingly, forwardking statements should not be relied upon asdigtien of actual results. Further, the
Company undertakes no obligation to update forwaolting statements after the date they are maderitorm the statements to actual
results or changes in the Company's expectations.

Communications Group
Continuing softness in the economy is having ardprtionate effect on the telecommunications itigus

The downturn in general economic conditjgrasticularly in the telecommunications serviagduistry, has forced several of the
Company's competitors and customers to file fotqmtion from creditors under existing bankruptoydaand others to reconfigure their
capital structure. These companies had signifidabt servicing requirements and were unable torgémeufficient cash from operations to
both service their debt and maintain their netwotlevel 3 has changed its customer base in ordieictes on global users of bandwidth
capacity, which tend to be more financially viatilan certain of the Company's Internet start-upacusers, and Level 3 has implemented
policies and procedures designed to enable the @oynje make determinations regarding the finaraaldition of potential and existing
customers. However, there can be no assurancaliegdhe financial viability of Level 3's customensthat these policies and procedures
will be effective. If general economic conditiomsthe United States remain at current levels foex@ended period of time or worsen, Level 3
could be materially adversely affected.

The Company's continued growth depends upon itesstul integration of the recently acquired Genbitsiness

On February 4, 2003, Level 3 acquired suiisdlly all the assets and operations of Genuity, la Tier 1 Internet Protocol (IP)
communications company based in Woburn, Massadisu3éte integration of Genuity involves a numberisis, including, but not limited
to:

. demands on management related to the significargéase in size after the acquisition;

. the diversion of management's attention from thaagament of daily operations to the integrationprations;

. difficulties in the assimilation and retention afployees;

. difficulties in the assimilation of different cules and practices, as well as in the assimilatfdoraad and geographically

dispersed personnel and operations; and

. difficulties in the integration of departments, tgyss, including accounting systems, technologieskbé and records and
procedures, as well as in maintaining uniform séadsl, controls, including internal accounting colsrprocedures and
policies.

If Level 3 cannot successfully integratenGigy's operations, Level 3 may experience mateeglative consequences to its business,
financial condition or results of operations. Swstel integration of Genuity's operations will degeon the Company's ability to manage
these operations, realize opportunities for revagroavth presented by strengthened product offeramgsexpanded geographic market
coverage and, to some degree, to eliminate redtiaa@nexcess costs. Because of difficulties
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in combining geographically distant operations, i€ may not be able to achieve the benefits ttmtompany hopes to achieve as a result
of the acquisition



In addition, investors should not rely be historical financial and operating performant&enuity Inc. as a indication of the future
performance of Level 3 as a result of the Genuign$action to Level 3.

Concentration of Revenue in a Limited Number oft@usrs

A significant portion of Level 3's commuaimns services revenue is concentrated amongitedmumber of customers. If the Comp.
lost one or more of these major customers, oréf @nmore major customers significantly decreatedriders of the Company's products,
Level 3's communications business would be matg@aid adversely affected. Revenue from the Comjgdaggest communications
customer, America Online, Inc. ("America Online€presented approximately 12% of the Company's canwations revenues for 2002 and
approximately 4% of the Company's consolidatedmaes. Level 3's future communications operatingltesvill depend on the success of
these customers and other customers and our suncgsting products to them.

If Level 3 was to lose a significant portiof its communications services revenues from Acagdnline, Level 3 would not be able to
replace those revenues in the short term and é@gatipg losses would increase, which increase raasignificant.

Level 3 needs to increase the volume of traffigonetwork or its network will not generate pre

The Company must substantially increasetiieent volume of Internet, data, voice and vittansmission on the Level 3 Network in
order to realize the anticipated cash flow, opetpéfficiencies and cost benefits of its netwofltdvel 3 does not develop new large-volume
customers and maintain its relationship with cureerstomers, Level 3 may not be able to signifilgainicrease traffic on the Level 3
Network, which would adversely affect the Compampyitability.

During its limited operating history, Level 3 hasngrated losses which the Company expects to ca

The development of Level 3's communicatiousiness required, and may continue to requigajfsiant expenditures. These
expenditures could result in substantial negatpwerating cash flow and substantial net lossed#mnear future. For 2002, Level 3 incurred a
net loss from continuing operations of approximal.1 billion. The Company expects to continuexperience losses through 2003, and
may not be able to achieve or sustain operatinfitabdity in the future. Continued operating lossmuld limit the Company's ability to
obtain the cash needed to expand its network, nma&eest and principal payments on its debt or fathebr business needs.

The prices that Level 3 charges for its servicegehaeen decreasing, and the Company expects #atitl continue to decrease, over time
and the Company may be unable to compensate fee thet revenues.

Level 3 expects to continue to experierserelsing prices for its services as the Compadytamwompetitors increase transmission
capacity on existing and new networks, as a resuts current agreements with customers, throeghnological advances or otherwise, and
as volume-based pricing becomes more prevalenbrélargly, Company's historical revenues are noiciiile of future revenues based on
comparable traffic volumes. If the prices for its\d8ces decrease for whatever reason and LeveliBable to offer additional services from
which it can derive additional revenues or otheewisduce its operating expenses, the Company'stomeresults will decline and its
business and financial results will suffer.
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Level 3 may need to continue to expand and adapieitwork in order to remain competitive, which meguire significant additional fundir

Future expansion and adaptations of theL®WNetwork's electronic and software componerilishe necessary in order to respond to:

. a growing number of customers;

. increased demands by customers to transmit largeuats of data;
. changes in customers' service requirements;

. technological advances by competitors; and

. governmental regulations.

Future expansion or adaptation of the Companytsar&twill require substantial additional financiaperational and managerial resources,
which may not be available at the time. If the Campis unable to expand or adapt its network tpaed to these developments on a timely
basis and at a commercially reasonable cost, gmbss will be materially adversely affected.

Level 3's need to obtain additional capacity fernetwork from other providers increases its c



The Company leases telecommunications dgpawd obtain rights to use dark fiber from bathg distance and local
telecommunications carriers in order to extendsttape of the network. Any failure by these compaieprovide timely service to Level 3
would adversely affect its ability to serve its fmmers or increase the costs of doing so. Someeo€bmpany's agreements with other
providers require the payment of amounts for ses/ighether or not those services are used. The &grgnters into interconnection
agreements with many domestic and foreign locaptebne companies' but the Company is not alwaystalilo so on favorable terms.

Costs of obtaining local service from otbarriers comprise a significant proportion of tperating expenses of long distance carriers.
Similarly, a large proportion of the costs of piing international service consists of paymentsther carriers. Changes in regulation,
particularly the regulation of local and internatib telecommunication carriers, could indirectlyt bignificantly, affect the Company's
competitive position. These changes could increaskecrease the costs of providing Level 3's sesvic

Level 3's business requires the continued developaoieffective business support systems to impiecustomer orders and to provide &
bill for services

Level 3's business depends on its abiityantinue to develop effective business suppatiesys. This is a complicated undertaking
requiring significant resources and expertise ampsrt from third-party vendors. Business suppgstems are needed for:

. implementing customer orders for services;
. provisioning, installing and delivering these sees; and
. monthly billing for these services.

Because Level 3's business provides for continapi growth in the number and volume of products services offered, there is a need to
continue to develop these business support systarasschedule sufficient to meet proposed seralteut dates. In addition, Level 3 requi
these business support systems to expand andtadeptapid growth. The failure to continue to diop effective business support systems
could materially adversely affect the Company'ditgtio implement the Business Plan.
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The Company may be unable to hire and retain sefficqualified personnel; the loss of any of ity keecutive officers could adversely affect
the Company

Level 3 believes that its future succedsdeipend in large part on its ability to attraotaretain highly skilled, knowledgeable,
sophisticated and qualified managerial, professiand technical personnel. The Company has expeiesignificant competition in
attracting and retaining personnel who possesskKifis that it is seeking. As a result of this sfgrant competition, Level 3 may experience a
shortage of qualified personnel. Level 3's busieesse managed by a small number of key execufiieeis, particularly James Q. Crowe,
Chief Executive Officer, Charles C. Miller, IIl, ¥ Chairman of the Board, and Kevin J. O'Hara, 0Bjerating Officer. The loss of any of
these key executive officers could have a matedakrse effect on the Company.

Level 3 must obtain and maintain permits and ri-of-way to operate the Level 3 Network

If Level 3 is unable, on acceptable termd an a timely basis, to obtain and maintain thadhises, permits and rights needed to expand
and operate the Level 3 Network, its business cbaldchaterially adversely affected. In addition, ¢aacellation or nonrenewal of the
franchises, permits or rights that are obtaineddcmaterially adversely affect the Company. Levéd 8 defendant in several lawsuits that the
plaintiffs have sought to have certified as clagfoas that, among other things, challenge itsaisegghts of way. It is likely that additional
suits challenging use of its rights of way will ocand that those plaintiffs also will seek clasgitication. This litigation may increase Level
3's costs and adversely affect its profitability.

Termination of relationships with key suppliers lcocause delay and costs

Level 3 is dependent on third-party supplier fiber, computers, software, optronics, traission electronics and related components
that are integrated into the Level 3 Network. I afi these relationships is terminated or a supjiédiis to provide reliable services or
equipment and the Company is unable to reach seitddernative arrangements quickly, Level 3 magezience significant additional costs.
If that happens, Level 3 could be materially adelraffected.

The communications and information services indestare highly competitive with participants thaivie greater resources and a greater
number of existing customers

The communications and information serviogsistry is highly competitive. Many of the Compganexisting and potential competitors
have financial, personnel, marketing and otheruesgs significantly greater than Level 3. Manylafde competitors have the ad



competitive advantage of a larger existing custobase. In addition, significant new competitorsidarise as a result of:

. increased consolidation and strategic alliancekerindustry resulting from the 1996 Act;
. allowing foreign carriers to compete in the U.Srke#;

. further technological advances; and

. further deregulation and other regulatory initiagv

If the Company is unable to compete successfuiyhusiness could be materially adversely affected.
Rapid technological changes can lead to further petition

The communications industry is subjectapid and significant changes in technology. In &oldj the introduction of new products or
technologies, as well as the further developmeixidting products and technologies may reducediséor increase the supply of certain
services similar to those that Level 3 providesaAssult, Level 3's most significant competitorshie future may be new entrants to the
communications and information services industtyede new entrants may not be
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burdened by an installed base of outdated equiprireiire success depends, in part, on the ahilignticipate and adapt in a timely manner
to technological changes. Technological changedtandesulting competition could have a materialease effect on Level 3.

Increased industry capacity and other factors cdalt to lower prices for the Company's productd aervices

There are currently three U.S. long distafifeer optic networks that are owned by each o&ATWorldCom and Sprint, as well as
numerous local networks. Others, including Qwesn@uinications and WilTel Communications, are deplgyor expanding additional
networks that use advanced technology similarab afithe Level 3 Network. These networks offengigantly more capacity than is
currently available in the marketplace. This addiéil capacity may cause significant decreaseiptices for services. Prices may also
decline due to capacity increases resulting frachrielogical advances and strategic alliances, aadbng distance capacity purchasing
alliances among regional Bell operating companimeseased competition has already led to a dealimates charged for various
telecommunications services.

If Level 3 does not maintain or increase its madtwre and therefore is no longer considered a Tiérternet backbone provider, it may ¢
customers and the Company's free peering relatipsshith other Tier 1 Internet backbone providdfghis occurs, the Company's revenues
and operating results may decline significantly.

Level 3 relies significantly on its stasa Tier 1 Internet backbone provider to maindgaid grow its market share and compete with
other Tier 1 Internet backbone providers, sevefraltoch have a larger market share than the Company significant loss of market share
for the Company's services could cause the logs efatus as a Tier 1 Internet backbone provigdbich would make Level 3's services
significantly less attractive to existing and pataincustomers and would likely result in a sigesfint loss of revenues. In addition, the loss of
market share or its status as a Tier 1 Interndtbmae provider would adversely affect the Compaallity to maintain its free private
peering relationships with other Tier 1 Internetidzone providers. These relationships permit they@my to have direct, cost-free exchange
of traffic with other Tier 1 Internet backbone piders and allow Level 3 to avoid congestion of pruipkering points when directing traffic to
users connected to those other Internet backbéfriesvel 3 is unable to maintain these free peerilgtionships, its operating costs will
increase and cash flow from operations will suffer.

Level 3 is subject to significant regulation thautd change in an adverse mani

Communications services are subject toifiogmt regulation at the federal, state, local artdrnational levels. These regulations affect
Level 3 and its existing and potential competit@rslays in receiving required regulatory approvetsnpleting interconnection agreements
with incumbent local exchange carriers or the anaat of new and adverse regulations or regula&guirements may have a material
adverse effect on Level 3. In addition, future &afive, judicial, and regulatory agency actionslddave a material adverse effect on the
Company.

Recent federal legislation provides foigmsicant deregulation of the U.S. telecommunioas industry, including the local exchange,
long distance and cable television industries. Tdgsslation remains subject to judicial review amtlitional FCC rulemaking. As a result,
Level 3 can not predict the legislation's effectitarfuture operations. Many regulatory actionswander way or are being contemplated by
federal and state authorities regarding importi@ms$. These actions could have a material advéfeset en Level 3's busines
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Canadian law currently does not permit Level 3 ffe@ioservices in Canada

Ownership of facilities that originate erminate traffic in Canada is currently limitedG@anadian carriers. This restriction hinders the
Company's entry into the Canadian market unleseogpipte arrangements can be made to address it.

Potential regulation of Internet service provideuld adversely affect Level 3's operati

The FCC has to date treated Internet septioviders as enhanced service providers. Enhaweite providers are currently exempt
from federal and state regulations governing comgparniers, including the obligation to pay accdsarges and contribute to the universal
service fund. The FCC is currently examining ttegist of Internet service providers and the serviceg provide. If the FCC were to
determine that Internet service providers, or #r&ises they provide, are subject to FCC regulaiioeiuding the payment of access charges
and contribution to the universal service fundspitld have a material adverse effect on Leveb3&ness.

The Company may lose customers if it experiencteryfailures that significantly disrupt the availity and quality of the services that it
provides.

Level 3's operations depend on its abititavoid and mitigate any interruptions in sernvdcgeduced capacity for customers.
Interruptions in service or performance problerosyhatever reason, could undermine confidenceewel3's services and cause the
Company to lose customers or make it more diffitukttract new ones. In addition, because marigeCompany's services are critical to
the businesses of many of its customers, any sgnifinterruption in service could result in lpsbfits or other loss to customers. Although
the Company attempts to disclaim liability in ies@ice agreements, a court might not enforce adimin on liability, which could expose the
Company to financial loss. In addition, Level 3enftprovides its customers with guaranteed sereioel commitments. If Level 3 is unable to
meet these guaranteed service level commitmergsesult of service interruptions, the Company t@ybligated to provide credits,
generally in the form of free service for a shatipd of time, to its customers, which could negglti effect its operating results.

The failure of any equipment or facility tre Level 3 Network, including the Operations @ohtenter and network data storage
locations, could result in the interruption of @mer service until necessary repairs are effeatedmacement equipment is installed.
Network failures, delays and errors could also ltdsam natural disasters, terrorist acts, powessts, security breaches and computer vir
These failures, faults or errors could cause dekstvice interruptions, expose the Company toocnst liability or require expensive
modifications that could have a material adversecebn Level 3's business.

Intellectual property and proprietary rights of @its could prevent Level 3 from using necessarynigolgy to provide Internet protocol voi
services

While Level 3 does not know of any techiyiés that are patented by others that it believesieacessary for Level 3 to provide its
services, this necessary technology may in fagtatented by other parties either now or in thertutif this technology were held under
patent by another person, Level 3 would have totigig a license for the use of that technologye Toempany may not be able to negotiate
such a license at a price that is acceptable. Xiseeace of such a patent, or the Company's ingphdinegotiate a license for any such
technology on acceptable terms, could force Level @ase using the technology and offering pradant services incorporating the
technology.
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Level 3 may be unable to successfully identify,agarand assimilate future acquisitions, investmantsstrategic alliances, which cot
adversely affect the Company results of operations

Level 3 continually evaluates potentialeatments and strategic opportunities to expandekel 3 Network, enhance connectivity and
add traffic to the network. In the future, the C@np may seek additional investments, strategiaradles or similar arrangements, which may
expose the Company to risks such as:

. the difficulty of identifying appropriate investmsn strategic allies or opportunities;
. the possibility that senior management may be redub spend considerable time negotiating agreenaemd monitoring thes
arrangements;

. the possibility that definitive agreements will et finalized;



. potential regulatory issues applicable to telecomications busines:

. the loss or reduction in value of the capital inwent;

the inability of management to capitalize on thpantunities presented by these arrangements; and

. the possibility of insolvency of a strategic ally.

There can be no assurance that the Company woctéssfully overcome these risks or any other problencountered with these
investments, strategic alliances or similar arramgyets.

Information Services
Software Spectrum relies on financial incentivedyume discounts and marketing funds from softwaldighers

As part of Software Spectrum's supply agess with certain publishers and distributors t8afe Spectrum receives substantial
incentives in the form of rebates, volume purctdiseounts, cooperative advertising funds and mat&eelopment funds. Under the new
licensing model announced by Microsoft, that becaffective in October 2001, Software Spectrum mmér receives these forms of
financial incentives on new enterprise-wide licagsagreements, but instead Software Spectrum dsfeas for services performed under
those agreements. Other publishers have basedittaicial incentives on specific market segments products. If the Software Spectrum
business model does not continue to align withothjectives established for these incentives oofifirgare publishers further change, reduc
discontinue these incentives, discounts or adwegtiallowances, Software Spectrum's business amdll3s consolidated financial results
could be materially adversely affected.

Software Spectrum is very dependent on a small euoftvendors

A large percentage of Software Spectrualsssare represented by popular business softwadeigts from a small number of vendors.
For the year ended December 31, 2002, approximagsty of Software Spectrum's net software sales defiged from products published
by Microsoft and IBM/Lotus. Most of Software Spestr's contracts with vendors are terminable by eplagty, without cause, upon 30 to
60 days notice. The loss or significant changedfiv@are Spectrum's relationship with these vendordd have a material adverse effect on
Software Spectrum's business and Level 3's cormgetidinancial results. Although Software Specthestieves the software products would
be available from other parties, the Company mas ha obtain such products on terms that wouldylikelversely affect its financial results.
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Software Spectrum's sales through volume licerammimaintenance agreements could cause increasedvaard press on margins

Software Spectrum serves as a designateitag provider for VLM agreements between manitotustomers and major publishers of
software. VLM agreements are typically used by aungrs seeking to standardize desktop softwarecgtigihs and, consequently, typically
involve significant quantities of unit sales foichacustomer. Although unit volume sales are in@édsy the use of VLM agreements,
generally lower gross margins are realized on sabks as compared to sales of full-packaged sadtprarducts. Approximately 57% of
Software Spectrum's product sales are made pursu&thtM agreements. Software Spectrum continuesfzerience an increase in the
percentage of sales made under enterprise-widesiivg agreements, which typically have lower grassgins and administrative costs than
other VLM programs. Software Spectrum may contittuexperience margin pressures due to these factors

Software Spectrum's business is sensitive to ge@esaomic conditions and its success at expanitbrigusiness geographically

Software Spectrum's business is sensitivkd spending patterns of its customers, whidhrim are subject to prevailing economic and
business conditions. Due to current economic cardif there has been a decrease in spending famation technology by both existing
and potential customers over the several past ygansstomers and potential customers continugetrease their spending in this area, the
Level 3 consolidated financial results could beaadely affected. Further, sales to large corpamatitave been important to Software
Spectrum's results, and its future results arertgo@ on its continued success with such custorBates outside of the United States
accounted for approximately 29% of Software Spessuevenues for the year ended December 31, ZifiRvare Spectrum's future growth
and success depend on continued growth and suodessrnational markets. The success and profitalwf Software Spectrum's
international operations are subject to numeraksrand uncertainties, including local economic labdr conditions, unexpected changes in
the regulatory environment, trade protection measand tax laws, currency exchange risks, politicsabbility and other risks of conducting
business abroad.

Software Spectrum's business is subject to seasbaabes in demand and resulting sales activities

Software Spectrum's software distributiosibess is subject to seasonal influences. Inqodati, net sales and profits in the United
States, Canada and Europe are typically lowererfitht and third quarters due to lower levelsrdbrmation technology purchases dur



those times. As a result, Software Spectrum's gugntesults may be materially affected during #hgsarters. Therefore, the operating re:
for any three month period are not necessarilycatilie of the results that may be achieved forsamsequent fiscal quarter or for a full fiscal
year. In addition, periods of higher sales actgtiluring certain quarters may require a greatofisorking capital to fund the Softwe
Spectrum business in the quarter that follows tgkédr levels of sales activities.

Software Spectrum operates in a highly competitiv@ness environment and it is subject to signifigaicing competition

The desktop technology marketplace is sggncompetitive. Software Spectrum faces competitiom a wide variety of sources,
including other software resellers, hardware macstufars and resellers, large system integratofsyaie publishers, contact services
providers, software suppliers, retail stores (idalg superstores), mail order, Internet and otleradint business suppliers. Many of the
Company's competitors, particularly software puidis, have substantially greater financial resautisen Software Spectrum. Because of
intense competition within the software channeimpanies that compete in this market, including\Bafe Spectrum, are characterized by
low gross and operating
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margins. Consequently, Software Spectrum'’s prolfitis highly dependent upon effective cost andmagement controls.

The market for Software Spectrum's prodants services is characterized by rapidly chantgognology, evolving industry standards
and frequent introductions of new products andisesv Software Spectrum's future success will dépepart on its ability to enhance
existing services, to continue to invest in rapiciyanging technology and to offer new services timaly basis. Additionally, the Company's
business results can be adversely affected byatiens in customer ordering patterns, the effectest product releases and changes in
licensing programs.

Software Spectrum's business is subject to significhanges in the methods of software distribution

In late 2001, Microsoft announced a chaogés licensing programs, whereby new enterpriggevicensing arrangements are priced,
billed and collected directly by Microsoft. SoftveaBpectrum continues to provide sales and supeniices related to these transactions and
will earn a service fee directly from Microsoft fthrese activities. Enterprise-wide licensing agreets in effect prior to October 1, 2001,
which generally have terms of three years fromd#ie such agreements are signed, and Microsdiigs itensing programs were not
affected by this change. The licensing program ghatave resulted in significantly lower revenwedtie Software Spectrum on the affec
transactions. For the year ended December 31, 2p@2oximately 29% of Software Spectrum's prodattswere under Microsoft
enterprise-wide licensing agreements. Software tBjats continued ability to adjust to and competdar this new model are important
factors in its future success.

The manner in which software products as&ituted and sold is continually changing, and meethods of distribution may continue to
emerge or expand. Software publishers may intetisdiy efforts to sell their products directly todeusers, including current and potential
customers of Software Spectrum. Other productsaetthodologies for distributing software to userg/rha introduced by publishers, pres
competitors or other third parties. If software jgligrs' participation in these programs is redugedliminated, or if other methods of
distribution of software, which exclude the softeaesale channel, become common, Software Spesthusiness and Level 3's consolid:
financial results could be materially adverselyaféd.

Other Operations
Environmental liabilities from the Company's histat operations could be materi

Level 3's operations and properties arg¢estibo a wide variety of laws and regulations tiafato environmental protection, human he
and safety. These laws and regulations includestboscerning the use and management of hazarddusoarhazardous substances and
wastes. The Company has made and will continuate b make significant expenditures relating$eitvironmental compliance
obligations. The Company may not at all times beampliance with all these requirements.

In connection with certain historical opgéras, Level 3 is a party to, or otherwise involiedlegal proceedings under state and federal
law involving investigation and remediation actie# at approximately 65 contaminated propertiesel8 could be held liable, jointly and
severally, and without regard to fault, for suchestigation and remediation. The discovery of gigant other environmental liabilities
related to historical operations or changes intexjsenvironmental requirements could have a natadverse effect on the Company.
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Potential liabilities and claims arising from coaperations could be significa

Level 3's coal operations are subject teresive laws and regulations that impose stringpetational, maintenance, financial assurance,
environmental compliance, reclamation, restorasiod closure requirements. These requirements iachmkse governing air and water
emissions, waste disposal, worker health and safetyefits for current and retired coal miners, atiegér general permitting and licensing
requirements. Level 3 may not at all times be impliance with all of these requirements. Liabibtier claims associated with this non-
compliance could require the Company to incur nigteosts or suspend production. Mine reclamatimststhat exceed reserves for these
matters also could require the Company to incuenmeltcosts.

General

Increased scrutiny of financial disclosure, partanly in the telecommunications industry in whickvel 3 operates, could adversely aff
investor confidence, and any restatement of eamaayld increase litigation risks and limit the Guany's ability to access the capital
markets

Congress, the SEC, other regulatory auiberand the media are intensely scrutinizing almemof financial reporting issues and
practices. Although all businesses face uncertaifitty respect to how the U.S. financial disclostggime may be impacted by this process,
particular attention has been focused recenthhertélecommunications industry and companies'pnégations of generally accepted
accounting principles.

If the Company is required to restateiitaificial statements as a result of a determindu#arit had incorrectly applied generally accef
accounting principles, that restatement could axblgraffect its ability to access the capital msslar the trading price of its securities. The
recent scrutiny regarding financial reporting his® aesulted in an increase in litigation in thee¢emmunications industry. There can be no
assurance that any such litigation against Leweb@ld not materially adverse affect the Companysifess or the trading price of Compa
securities.

If Level 3 is unable to comply with the restricsasmnd covenants in its debt agreements, there wiil default under the terms of th:
agreements, and this could result in an acceleratibpayment of funds that have been borrowed

If Level 3 was unable to comply with thetréctions and covenants in its debt agreemengsetivould be a default under the terms of
these agreements. Some of the debt agreementglsce Level 3 and certain of its subsidiariesintain specified financial ratios and
satisfy financial tests. Beginning in June 2004 ohthese tests measures Level 3's ratio of i@talage. The Company's ability to meet t
financial ratios and tests may be affected by essbayond the Company's control, including, withouttation, sales levels, the number of
customer disconnects and cancellations and potaagaisitions. As a result, there can be no assaréhat Level 3 will be able to meet these
tests. In the event of a default under these ageatanthe lenders could:

. terminate their commitments to lend;

. or accelerate the loans and declare all amountswed due and payable.

Borrowings under other debt instruments tloatain cross-acceleration or cross-default gions may also be accelerated and become
due and payable. If any of these events occurett@n be no assurance that Level 3 would be alnieake necessary payments to the lenders
or that it would be able to find alternative finarg: Even if the Company was able to obtain altévedinancing, there can be no assurance
that it would be on terms that are acceptable.
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The Company has substantial debt, which may hiitslgrowth and put it at a competitive disadvantage
Level 3 substantial debt may have importamsequences, including the following:

. the ability to obtain additional financing for aggjtions, working capital, investments and capitabther expenditure could be
impaired or financing may not be available on ataiele terms;

. a substantial portion of the Company's cash floWlvel used to make principal and interest paymentsutstanding debt,
reducing the funds that would otherwise be avadldbt operations and future business opportunities;

. a substantial decrease in net operating cash fhows increase in expenses could make it diffitutheet debt service
requirements and force modifications to operations;



. Level 3 may have more debt than its competitorschivimay place the Company at a competitive disatdggm anc

. substantial debt may make Level 3 more vulnerabiedownturn in business or the economy generally.

Level 3 had substantial deficiencies of earningsoteer fixed charges of $1.180 billion, $5.453ibilland $1.506 billion for the years ended
December 31, 2002, 2001 and 2000, respectively.

Level 3 may not be able to repay its existing digilijre to do so or refinance the debt could pravtbe Company from implementing
Business Plans and realizing anticipated pro

If Level 3 was unable to refinance its debto raise additional capital on acceptable teitasbility to operate its business would be
impaired. As of December 31, 2002, the Companydpmtoximately $6.1 billion of long-term debt ancagpximately negative $240 million
of stockholders' equity. The Company's ability take interest and principal payments on the Compatebt and borrow additional funds on
favorable terms depends on the future performahtgedusiness. If the Company does not have enoagh flow in the future to make
interest or principal payments on its debt, the Gany may be required to refinance all or a paitsodebt or to raise additional capital. Level
3 cannot assure that it will be able to refinansealébt or raise additional capital on acceptadias.

Restrictions and covenants in the Company's deleteagents limit its ability to conduct its businessl could prevent the Company fr
obtaining needed funds in the future.

Level 3's debt and financing arrangemeotgain a number of significant limitations thattres the Company's ability to, among other
things:

. borrow additional money or issue guarantees;

. pay dividends or other distributions to stockhodger
. make investments;

. create liens on assets;

. sell assets;

. enter into sale-leaseback transactions;

. enter into transactions with affiliates; and

. engage in mergers or consolidations.
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In addition, the Level 3 Senior Secured Credit lgaiurrently requires the maintenance of spedifi@ancial ratios as defined therein. These
restrictions may limit the Company ability to olstduiture financing, fund needed capital expendgurewithstand a future downturn in
business or the economy.

Terrorist attacks and other acts of violence or waay adversely affect the financial markets anceL8is business

As a result of the September 11, 2001 tistrattacks and subsequent events, there hascoeesiderable uncertainty in world financial
markets. The full effect on the financial marketsheese events, as well as concerns about futomerit attacks, is not yet known. They
could, however, adversely affect Level 3's abilitybtain financing on terms acceptable to the Gaomgpor at all.

There can be no assurance that there wtilbe further terrorist attacks against the Unéates or U.S. businesses. These attacks or
armed conflicts may directly affect Level 3's plogdifacilities or those of its customers. Thesengveould cause consumer confidence and
spending to decrease or result in increased \itfatilthe U.S. and world financial markets andremmy. Any of these occurrences could
materially adversely affect Level 3's business.

Level 3's international operations and investmeaxsose the Company to risks that could materiadlyeasely affect the busine

Level 3 has operations and investmentdaritsf the United States, as well as rights to useke cable capacity extending to other
countries, that expose the Company to risks intiénenternational operations. These include:

. general economic, social and political conditic



. the difficulty of enforcing agreements and collegtreceivables through certain foreign legal system
. tax rates in some foreign countries may exceecethothe U.S.;

. foreign currency exchange rates may fluctuate, kvbauld adversely affect the Company's resultgpefations and the value
of its international assets and investments;

. foreign earnings may be subject to withholding regaents or the imposition of tariffs, exchangetcols or other restrictions;

. difficulties and costs of compliance with foreigtwis and regulations that impose restrictions oreL8's investments and
operations, with penalties for noncompliance, idaig loss of licenses and monetary fines;

. difficulties in obtaining licenses or interconnectiarrangements on acceptable terms, if at all; and

. changes in U.S. laws and regulations relating teifm trade and investment.
Inability to manage effectively strategic investtseacquisitions or joint ventures could adversafgct the Company's operatio

If Level 3 makes additional strategic invesnts, acquisitions or joint ventures, its researand management time could be diverted anc
the Company may be unable to integrate them sutdigssith its businesses.
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Anti-takeover provisions in Level 3's charter and bydacould limit the share price and delay a chanfymanagement

Level 3's certificate of incorporation dmgllaws contain provisions that could make it maiféicult or even prevent a third party from
acquiring the Company without the approval of tlerpany's incumbent board of directors. These pimvis among other things:

. divide the board of directors into three classat) members of each class to be elected in staddhree-year terms;

. prohibit stockholder action by written consent lage of a meeting;

. limit the right of stockholders to call special rtiegs of stockholders;

. limit the right of stockholders to present propesai nominate directors for election at annual mgstof stockholders; and
. authorize the board of directors to issue prefestedk in one or more series without any actionhenpart of stockholders.

These provisions could limit the price that investmight be willing to pay in the future for shadd_evel 3's common stock and
significantly impede the ability of the holderslafvel 3's common stock to change management. litiagd_evel 3 has adopted a poison pill
rights plan, which has anti-takeover effects. Tights plan, if triggered, will cause substantidiition to a person or group that attempts to
acquire the Company on terms not approved by thedbaf directors. Provisions and agreements thmlbiinor discourage takeover attempts
could reduce the market value of Level 3's comniooks

These risk factors could cause actual results tiedmaterially from the results anticipated infaard-looking statements

The reports that Level 3 files with the S&t@l the Company's other communications may coftaivard-looking statements that
involve risks and uncertainties. Level 3 considers/ard-looking statements to be those stateméiattsdtescribe intentions, beliefs, and
current expectations with respect to future opegatierformance. The Company's actual results atitflek materially from those anticipated
in the Company's forward-looking statements asalref certain factors.

ITEM 2. PROPERTIES

The Company's headquarters are located @tres in the Northwest corner of the Interlockdranced Technology Environment
within the City of Broomfield, Colorado, and withBroomfield County, Colorado. The campus facilitsshich is owned by the Company,
encompasses over 850,000 square feet of officeespaaddition, the Company has leased approximate000 square feet of temporary
office space in the Broomfield, Colorado area. Tease, which provides for monthly rental paymeritapproximately $100,000, will expire
in May 2003 and will not be renewed. In Europe,@mmpany has approximately 211,000 square feeffiospace in the United Kingdom,
approximately 12,000 square feet of office spad8énmany, and approximately 14,000 square feeffiziospace in France. In addition, the
Company is in the process of selling 340,000 sqfeseeof owned, excess office space located irCiheof Broomfield, Coloradc



Properties relating to the Company's cdalmg segment are described under "ITEM 1. BUSINES®e Company's Other Businesses"
above. In connection with certain existing anddristl operations, the Company is subject to emvirental risks.

The Company's Gateway facilities are desiigio house local sales staff, operational stadf,Gompany's transmission and IP
routing/switching facilities and technical spacatzommodate
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colocation of equipment by high-volume Level 3 oasérs. The Company has approximately 5.0 milliaresg feet of space for its Gateway
and transmission facilities and has completed cocsbn on approximately 3.2 million square feettug space. This Gateway space is either
owned by the Company or is held pursuant to lterg: lease agreements. The Company also leasesxapptely 83,000 square feet of offi
space throughout the country for sales officesh ait aggregate annual rental expense of approXin®a25,000. The remaining term on
these leases generally range from one to six years.

The Company has announced that it is etialyés requirements for office and technical gpaod may seek to dispose of excess office
and technical space in the future.

Software Spectrum currently leases apprateiy 184,000 square feet of space in Garland, S é&xauburb in the Dallas/Forth Worth
metroplex) which houses its operational headquartdong with call centers for contact and prodctvices. The Garland leases have
aggregate current monthly payments of approxima&#85,000 and remaining terms of four to six ye8oftware Spectrum leases
approximately 108,000 square feet of office spacgdokane, Washington with current aggregate mpmpidyments of approximately
$97,000. As of April 30, 2001, the Spokane leasekremaining terms of four years. Software Spectigso has a contact services center in
Tampa, Florida. This facility consists of approxtelg 98,500 square feet of space which is leasedgproximately $134,000 per month. 1
remaining term of the lease is approximately tlyegrs. Software Spectrum leases approximately 83Q0are feet of space for an additic
contact services center in North Richland Hillsxd® (a suburb in the Dallas/Fort Worth metroplew)ich is currently unoccupied. The lease
provides for monthly rental payments of approximea$69,000 and has a remaining term of approxirgatid years.

Software Spectrum leases approximately®@Bgdajuare feet of space in Norwood, Massachugétéslease provides for monthly
payments of approximately $195,000 and has a renggtarm of approximately 3 years.

With respect to its European-based opearatiSoftware Spectrum currently leases spacedondtor operations center in Munich,
Germany; Paris, France; and Dublin, Ireland. Initéatt Software Spectrum has offices in The Nethadls, the United Kingdom, Switzerla
Austria, Italy, Sweden, Belgium and Spain. Softw@pectrum's Asia/Pacific headquarters is locateslyiiney, Australia. Software Spectrum
also has offices in Australia, New Zealand, Singa@md Hong Kong. Dublin, Ireland and its salesdnearters in The Hague, The
Netherlands. In Asia/Pacific, Software Spectrunsésaspace for its Asia/Pacific headquarters in 8ydaustralia and maintains sales offir
in six other markets.

(i )Structure also maintains its corporate headquaiteapproximately 25,000 square feet of officecgpa the Broomfield, Colorado
area. The computer outsourcing businessi §§{ructure is located at an 89,000 square foot®fpace in Omaha, Nebraska and at a 60,000
square foot computer center in Tempe, ArizoridSfructure maintains additional office space in galare, India (approximately 18,000
square feet) and several locations in the Unitedylom (approximately 21,000 square feet) for it@ys integration business.

ITEM 3. LEGAL PROCEEDINGS

In May 2001, a subsidiary of Level 3 Comiications, Inc. (the "Company") was named as a dizfieninBauer, et. al. v. Level 3
Communications, LLC, et gla purported multi-state class action, filed ia thS. District Court for the Southern Districtltifhois and in
July 2001, the Company was named as a defend&myile, et. al. v. Level 3 Communications, Inc.akt., a purported multi-state class
action filed in the U.S. District Court for the Bist of Idaho. Both of these actions involve then@pany's right to install its fiber optic cable
network in easements and right-of-ways crossingthimtiffs' land. In general, the Company obtaitigel rights to construct its network from
railroads,

65

utilities, and others, and is installing its netlwatong the rights-of-way so granted. Plaintiffstie purported class actions assert that they are
the owners of lands over which the Company's fiptic cable network passes, and that the railrasigies, and others who granted the
Company the right to construct and maintain itsvoek did not have the legal ability to do so. Thaitiff's efforts to seek class action status
for this action have been denied. The complaintsedamages on theories of trespass, unjust enrighane slander of title and property, as
well as punitive damages. The Company has alsévezt;eand may in the future receive, claims and atsis related to rights-of-way issues
similar to the issues in the these cases that redabed on similar or different legal theoriesdéte, all attempts to have class action st



granted on complaints filed against the Compargnyrof its subsidiaries involving claims and densarelated to rights-of-way issues have
been denied. Although it is too early for the Comp#o reach a conclusion as to the ultimate outcofrieese actions, management believes
that the Company and its subsidiaries have sulistaefenses to the claims asserted in all of taesens (and any similar claims which may
be named in the future), and intends to defend thigorously.

On November 19, 2002, Gary Haegle commeacdthreholder's derivative suit on behalf of then@any in the District Court of
Colorado for the City and County of Broomfield ¢ietil Haegle v. Scott, et. al(Index No. 02-CV-0196). The action is broughtiagathe
Company as a nominal defendant and against thetaliseof the Company, a former director of the Campand Peter Kiewit Sons', Inc.
("PKS"). The Complaint alleges that the directofetieants, aided and abetted by PKS, breachedfithediary duties to the Company in
connection with several transactions between thagamy and PKS including contracts under which P&Sstructed the Company's fiber
optic cable network and manages the Company's proyerties. The Complaint also alleges that inding the fiber optic cable network, the
defendants caused the Company to violate the pyopghts of landowners, thereby subjecting the @any to substantial potential liability.
In addition, the Complaint alleges that Companytswere transferred to its officers and directiothie form of personal loans, excessive
salaries and the payment of personal expensesaditom seeks both equitable and legal relief, idiclg restitution, compensatory and
punitive damages of an unspecified amount, impmsitif a constructive trust, disgorgement and injiveaelief. The defendants have not yet
responded to the Complaint. Although it is too yéat the Company to reach a conclusion as to ltimate outcome of these actions,
management believes that there are substantiaisksdo the claims asserted in this action, amhds to defend them vigorously.

The Company and its subsidiaries are gattienany other legal proceedings. Managementuadithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, wilimaderially affect the Company's financial cortiti future results of operations, or future
cash flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during the foguhrter of the fiscal year covered by this repm@ vote of security holders, through the
solicitation of proxies or otherwise.

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Market Information. The Company's common stock is traded on thel&tpblational Market under the symbol "LVLT." As of
March 14, 2003, there were approximately 6,933 érsladf record of the Company's common stock, plrevd.01 per share. The table below
sets forth, for the calendar
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quarters indicated, the high and low per sharerajosale prices of the common stock as reportetthéNasdaq National Market.

High Low

Year Ended December 31, 200

First Quartel $ 5.8t $ 2.2z2
Second Quarte 5.4¢ 2.95
Third Quartel 7.0€ 2.57
Fourth Quarte 6.1C 4.04
Year Ended December 31, 200

First Quartel $ 49.6¢ $ 15.5C
Second Quarte 18.4¢ 452
Third Quartel 5.4¢ 3.14
Fourth Quarte 7.32 1.9¢

Equity Compensation Plan Information.Level 3 has only one equity compensation plaie-1995 Stock Plan (Amended and Rest
as of July 24, 2002)—under which Level 3 may isslug@res of Common Stock to employees, officersettire and consultants. This plan has
been approved by the Company's stockholders. Tloeviag table provides information about the shasékevel 3's common stock that may
be issued upon exercise of awards under the 192% $an as of December 31, 2002.

Number of securities to

be issued upon exercise Weighted-average exercise
of outstanding options, price of outstanding Number of securities remaining
warrants and options, warrants and available for future issuance

Plan Category rightst rightst 1 under equity compensation plans



Equity compensation plans
approved by stockholde 64,645,78 $ 15.22 22,327,53

Equity compensation plans nc
approved by stockholde — — _

T Includes awards of Outperform Stock Options ("O90Sbnvertible Outperform Stock Options ("C-OSCatil Special Recognition
Outperform Stock Options ("SR-OS0s"). For purpashis table, these securities are considered¢oausingle share of Level 3
Common Stock from the total number of shares reskfor issuance under the 1995 Stock Plan.

¥ Includes weighted-average exercise price of outlatgnOSOs, C-OSOs and SR-OSOs at the date of grhatexercise price of an
0OSO, C-0S0 and SR-0OSO is subject to change basedthe performance of the Level 3 Common Stockixeddo the performance
of the Standard & Poor's 500 Index from the tim¢hefgrant of the award until the award has beencésed.

Dividend Policy. The Company's current dividend policy, in effeiace April 1, 1998, is to retain future earnifigsuse in the
Company's business. As a result, management doesiticipate paying any cash dividends on shar€oafimon Stock in the foreseeable
future. In addition, the Company is effectivelytrieged under certain debt covenants from payirghaiividends on shares of its Common
Stock.
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Camitations, Inc. and its Subsidiaries appears below

Fiscal Year Ended(1)

2002 2001 2000 1999 1998

(dollars in millions, except per share amounts)

Results of Operation:

Revenue $ 3,14¢ $ 153: $ 1,18 $ 51t $ 39z
Net loss from continuing operationsi (1,119 (5,449 (1,407%) (482) (12¢)
Net earnings (loss)(: (85¢) (4,979 (1,455 (487) 804
Per Common Shar
Earnings (loss) from continuing operations(2) (2.74) (14.59 (3.89) (1.49 (0.43)
Net earnings (loss)(: (2.1)) (13.39) (4.01) (2.4¢) 2.6€
Dividends(4) — — — — —
Financial Position
Total assets 8,96: 9,31¢ 14,91¢ 8,90¢ 5,522
Current portion of long-term debt 4 7 7 6 5
Long-term debt, less current portion(5) 6,10z 6,20¢ 7,31¢ 3,98¢ 2,641
Stockholders' equity (deficit)(6) (240 (65) 4,54¢ 3,40¢ 2,16t

(1)  The operating results of the Company's Asian ojmrafor all periods are included in discontinugei@tions in the statement of
operations due to the sale to Reach Ltd. in Jan2@0g.

The Company purchased software resellers Corpaafand Software Spectrum, Inc. in March and JUri002, respectively. The
Company recorded approximately $1.8 billion of rave attributable to these two businesses in 2002.

(2 Level 3 incurred significant expenses in conjunttigth the expansion of its communications andrimi@tion services business
beginning in 1998.

In 2000, 1999 and 1998, RCN Corporation issuedkstopublic offerings and for certain transactiofbese transactions reduced the
Company's ownership in RCN to 31%, 35% and 41%eatehber 31, 2000, 1999 and 1998, respectivelyremdted in pre-tax gains
to the Company of $95 million, $117 million and $®#lion in 2000, 1999 and 1998, respective



In 1998, Level 3 acquired XCOM Technologies, Inud &s developing telephone-to-IP network bridgshtelogy. Level 3 recorded a
$30 million nondeductible charge against earnimggHe write-off of in-process research and develept acquired in the transaction.

In 1998, Cable Michigan, Inc. was acquired by Awalable of Michigan, Inc. Level 3 received approxtely $129 million for its
shares of Cable Michigan, Inc. in the dispositiad eecognized a pre-tax gain of approximately $806an.

In 2001, Level 3 recorded a $3.2 billion impairmehérge to reflect the reduction in the carryingant of certain of its
communications assets in accordance with SFAS B .'Accounting for the Impairment or Disposal ofrigeLived Assets".

In 2002, the Company recognized approximately $h8lon of impairment and restructuring chargegan of approximately

$191 million from the sale of Commonwealth Telephd@mnterprises, Inc. common stock, $88 million afuioed conversion expenses
attributable to the repurchase of the Company'sexible debt securities and $120 million of Fedl¢aa benefits due to legislation
enacted in 2002.
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(3)

(4)

()

(6)

In 1998, Level 3 recognized a gain of $608 millemual to the difference between the carrying valués former construction group
operations and its fair value. No taxes were predidn this gain due to the tax-free nature of piie-sff of these operations to Peter
Kiewit Sons', Inc. Level 3 also recognized in 1@98after-tax gain of $324 million on the sale eféhergy segment to MidAmerican
Energy Holding Company, Inc.

In 2001, the Company recorded an impairment chaf16 million related to its discontinued Asigoeoations sold in January 20!
Losses attributable to the Asian operations wegeritlion, $48 million, $5 million and zero for fisl 2001, 2000, 1999 and 1998,
respectively.

In 2001, Level 3 also recognized an extraordinaiy @f $1.1 billion as a result of the early extilmhment of long-term debt.
In 2002, the Company recognized an extraordinaity ga$255 million as a result of the early extiigjunent of long-term debt.

The Company's current dividend policy, in effecicel April 1998, is to retain future earnings foe uis the Company's business. As a
result, management does not anticipate paying asly dividends on shares of common stock in theséma&ble future. In addition, the
Company is effectively restricted under certainatants from paying cash dividends on shares obitsmon stock.

In 1999, Level 3 received $798 million of net preds from an offering of $823 million aggregate pijpal amount of its 6%
Convertible Subordinated Notes Due 2009. In addjticevel 3 and certain Level 3 subsidiaries entémemla $1.375 billion senior
secured credit facility. Level 3 borrowed $475 maillin 1999 under the senior secured credit facilit

In 2000, Level 3 received net proceeds of approtetge3.2 billion from the offering of $863 millioim convertible subordinated
notes, $1.4 billion in three tranches of U.S. dallanominated senior debt securities, $780 milfrom two tranches of Euro
denominated senior debt securities and $233 miftiom mortgage financings.

In 2001, the Company negotiated an increase itotaéamount available under its senior secureditfacility to $1.775 billion and
borrowed $650 million under the facility. Also i@@1, a subsidiary of the Company and Level 3 rdased, using cash and common
stock, approximately $1.9 billion face amount @ tbompany's long-term debt and recognized an exlirery gain of approximately
$1.1 billion as a result of the early extinguishineihdebt.

In 2002, the Company received net proceeds of $i8®n from the issuance of $500 million of 9% JomConvertible Subordinated
Notes due 2012. Also in 2002, the Company repuszhassing cash and common stock, approximately $10@®n face amount of it
long-term debt and recognized an extraordinary ghapproximately $255 million as a result of tlalg extinguishment of debt.

In 1999, the Company received approximately $lll®hbiof net proceeds from the sale of 28.75 millghares of its common stock.
In 2000, the Company received approximately $2libbiof net proceeds from the sale of 23 millidrages of its common stock.

In 2001, the Company issued approximately 15.9anilshares of common stock, valued at approxima&@B/million, to repurchase
long-term debt.

In 2002, the Company issued approximately 47 nmilBbares of common stock, valued at approxima@hg$nillion, to repurchase
long-term debt
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking esta¢nts and information that are based on the balfefnanagement as well as assumptions
made by and information currently available to Le&€ommunications, Inc. and its subsidiaries (‘&le¥' or the "Company"). When used in
this document, the words "anticipate”, "believgdlahs”, "estimate" and "expect" and similar expmess as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksedamties and assumptions. Should one or moreesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatsults may vary materially from those descrilvetthis document. See "Cautionary

Factors That May Affect Future Results."

The following discussion and analysis of financial condition and results of operations should beread in conjunction with the Consolidated
Financial Statements and accompanying notes beginning on page F-1 of thisannual report.

Critical Accounting Policies

The Company has identified the policieobess critical to its business operations and tiaetstanding of its results of operations. The
effect and any associated risks related to thebeigmon the Company's business operations isigész throughout Management's
Discussion and Analysis of Financial Condition &w®bults of Operations where these policies affecGompany's reported and expected
financial results.

Revenue

Revenue for communications services, inaggrivate line, wavelengths, colocation, Interaetess, managed modem and dark fiber
revenue from contracts entered into after Jund 899, is recognized monthly as the services areigied based on contractual amounts
expected to be collected. Reciprocal compensagivanue is recognized only when an interconnectipaeanent is in place with another
carrier, and the relevant regulatory authoritiegeh@pproved the terms of the agreement. Periogjdak Company will receive payment for
reciprocal compensation services before the reguylatuthorities approve the agreement. These ars@uatincluded in Other Current
Liabilities on the Consolidated Balance Sheet th&lCompany receives the necessary regulatorypaalst Revenue attributable to leases of
dark fiber pursuant to indefeasible rights-of-ugeeaments ("IRUs") that qualify for salgge lease accounting, and were entered into (o
June 30, 1999, were recognized at the time of @sjiand acceptance of the fiber by the customeataesale and long-term IRU agreements
of dark fiber and capacity entered into after J80e£1999 are required to be accounted for in theesmanner as sales of real estate with
property improvements or integral equipment whigsuits in the deferral of revenue recognition dlierterm of the agreement (currently up
to 20 years).

It is the Company's policy to recognizertieration revenue when certain conditions have lmeeh These conditions include: 1) the
customer has accepted all or partial delivery efdbset or service; 2) Level 3 has received corside for the asset or service provided; and
3) Level 3 is not legally obligated to provide aéuhal product or services to the customer or teeacessor under the original contract.
Termination revenue is typically recognized in attans where a customer and Level 3 mutually agréerminate all or a portion of the
service provided, or the customer and/or its agaét® emerge from bankruptcy, and therefore L&vis not obligated to provide additional
service to the customer or its successor. If thalitimns described above are met, the Companyregibgnize termination revenue equal tc
fair value of consideration received, less any am®previously recognized.
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Level 3 entered into joint build arrangeisesiuring the construction of its North Americam d&uropean networks in which it was the
sponsoring partner. These arrangements are ganehaltacterized as fixed fee or cost sharing asarants. For fixed-fee joint build
arrangements in which Level 3 is the sponsor, thia@any assumes the cost risk of completing the Vimrk fixed price agreed upon at the
inception of the arrangement between the partiegel.3 recognizes revenue equal to the value ofdhéract when construction is complete
and payment is received from the joint build partf®r cost sharing arrangements each of the [piiddl parties shares the cost risk of
completing the work. These contracts typically ulg provisions in which the sponsoring partnerivesea management fee for construction
services provided. Level 3 recognizes this managéfee as revenue in the period when the contsambinpleted and payment is received
from the joint build partner.

Software Spectrum is a reseller of busise$svare. Accounting literature provides guidateenable companies to determine whether
revenue from the reselling of goods and serviceslshbe recorded on a "gross” or "net" basis. Tom@any believes that the facts and
circumstances, particularly those involving pricared credit risk indicate that the majority of S¢dte Spectrum's sales should be recorde



a "gross" basis. The latitude and ability of Soflv8pectrum to establish the selling price to tngamer is a clear indication of "gross"
revenue reporting. The assumption of credit risknisther important factor in determining "grossfsus "net" reporting. Software Spectrum
has the responsibility to pay suppliers for allqarots ordered, regardless of when, or if, it céfidom its customers. Software Spectrum is
also solely responsible for determining the credithiness of its customers.

Microsoft Corporation, a significant sugplbf software to the Company, has changed cditansing programs whereby new
enterprise-wide licensing arrangements will beettidilled and collected directly by Microsoft. TBempany will continue to provide sales
and support services related to these transaaiothsvill earn a service fee directly from Microsfuft these activities. The Company only
recognizes the service fee as revenue and notthre galue of the software for sales under thegpam. If Microsoft is able to successfully
implement and sell a significant amount of softwameer this program, or it is determined that tbeoanting for reselling of the software
should be recorded on a "net" basis, the Comparyyaxperience a significant decline in informati@msces revenue. This potential decre
in revenue is not expected to affect the Compasreings, as it should experience a correspondiating in cost of revenue for these
transactions.

Microsoft is the primary provider of busasesoftware to the Company's information serviaesness. If Microsoft should successfully
implement programs for the direct sale of softwthreugh volume purchase agreements or other amagnys intended to exclude the
distribution or resale channel, the Company's teifloperation would be materially affected.

Accounting practice and guidance with respe the accounting treatment of the above traiwais evolving. Any changes in the
accounting treatment could affect the manner irctvitihe Company accounts for revenue and expensesiated with these agreements ir
future.

NonCash Compensation

The Company applies the expense recognitiovisions of SFAS No. 123, "Accounting for Stdg@ased Compensation” ("SFAS
No. 123"). Most companies do not follow the experemgnition provisions of SFAS No. 123: rathegythlisclose the information only or
pro-forma basis. As a result, these pro-forma d&ales must be considered when comparing the Corispasults of operations to that
reported by other companies. Under SFAS No. 123fdin value of an option or other stock-based cemsption (as computed in accordance
with accepted option valuation models) on the déigrant is amortized over the vesting periodshefaptions in accordance with FASB
Interpretation No. 28 "Accounting for Stock Appratiidon Rights and Other Variable Stock Option or AdvBlans” ("FIN 28"). Although the
recognition of the value of the instruments resilts
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compensation or professional expenses in an enfitincial statements, the expense differs framerotompensation and professional
expenses in that these charges, though permittieel settled in cash, are generally settled thrasgirance of common stock, which would
have a dilutive impact upon per share net incornless, if and when such shares are exercised.

LongLived Assets

Property and equipment is stated at cedtjged by provisions to recognize economic impaitrirevalue when management determines
that events have occurred that require an analysistential impairment. Costs associated direeith the uncompleted network and the
development of business support systems, primanigloyee related costs, and interest expense attduring the construction period, are
capitalized. The Company capitalized $66 million 150 million of operating expenses, primarilyedirlabor and related employee bene
in 2002 and 2001, respectively, and $58 milliomndérest expense in 2001. Intercity network segsegateway facilities, local networks and
operating equipment that have been placed in seare being depreciated over their estimated ubedd, primarily ranging from 25 years
The total cost of a business support system is tiwadrover a useful life of three years. When asast sold, retired or otherwise disposed of,
the cost and related accumulated depreciationlanéated from the accounts and the gain or lossésgnized.

The Company evaluates the carrying valuert-lived assets, including property and equipmehenever events or changes in
circumstances indicate that the carrying amouminodisset may not be recoverable. An impairmentdrisss when estimated undiscounted
cash flows attributable to the assets are lessttie@ncarrying amount. If an asset is deemed tonpaired, the amount of the impairment loss
recognized represents the excess of the asseyigaralue as compared to its estimated fair vahased on management's assumptions and
projections. The Company recorded impairment claof&182 million and $3.2 billion in 2002 and 2Q@dspectively, to write down the
carrying amount of its North American and Europeanduits, its colocation assets and its transocezatbile systems to their estimated fair
value as these telecommunications assets werefiddras being excess, obsolete or carried at gathugt may not be recoverable due to an
adverse change in the extent in which these assetsbeing utilized in the business, which was edusy the unfavorable business climate
within the telecommunications industry.

Recently Issued Accounting Pronouncements

In June 2001, the FASB also issued SFASIMA, "Goodwill and Other Intangible Assets" ("SFANS. 142"). SFAS No. 142 is effecti



for fiscal years beginning January 1, 2002. SFASIN@ requires companies to segregate identifiatdagible assets acquired in a business
combination from goodwill. The remaining goodwslmo longer subject to amortization over its estédaiseful life. However, the carrying
amount of the goodwill must be assessed at leastadlly for impairment using a fair value based.t€siodwill attributable to equity method
investments is no longer amortized but is stilljeabto impairment analysis using existing guidaforeequity method investments. For the
goodwill and intangible assets in place as of Ddzar31, 2001, the adoption of SFAS No. 142 didhzate a material effect on the
Company's results of operations or its financidifion. The effect of SFAS No. 142 on the Compafigancial statements in the future will
be dependent upon the fair value of the net assejisired in a transaction versus the total purcpase.

In June 2001, the FASB also approved SFASIM3, "Accounting for Asset Retirement Obligab'SFAS No. 143"). SFAS No. 143
establishes accounting standards for recognitichnaeasurement of a liability for an asset retirenadrigation and the associated asset
retirement cost. The fair value of a liability fan asset retirement obligation is to be recognizéde period in which it is incurred if a
reasonable estimate of fair value can be madea$beciated retirement costs are capitalized ardded as part of the carrying value of the
long-lived asset and amortized over the usefuldffthe asset. SFAS No. 143 will be effective foe Company beginning on January 1, 2003.
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The Company expects that its coal mining busineb®®&affected by this standard as the Companyes; as a component of cost of
revenue, an estimate of future reclamation ligbilthe reclamation liability will be adjusted and@responding asset established to comply
with this new standard. The net effect of the aopdf SFAS No. 143 to the Company was a decragasericurrent liabilities of
approximately $6 million (which will be amortized éxpense in future years) and will be reflected aamulative-effect adjustment in the
Consolidated Statement of Operations. The commtioitabusiness has entered in to certain colocé&t@mses whereby it is required upon
termination of the lease, to remove the leasehofitovements and return the leased space to itsaligondition. The Company has also
entered in to right-of-way agreements for its ioitgrand metropolitan networks which may require tamoval of the conduit or fiber upon
termination of the agreement. The Company recootidigations and corresponding assets of approxij&eL million upon adoption of
SFAS No. 143 related to these lease and right gfagaeements.

In April 2002, the FASB issued SFAS No. 1#Bescission of FASB Statements No. 4, 44, and\édendment of FASB Statement
No. 13, and Technical Corrections" ("SFAS No. 145FAS No. 145 is effective for fiscal years bedignand certain transactions ente
into after May 15, 2002. SFAS No. 145 requires gaind losses from the extinguishment of debt k&siflad as extraordinary items only if
they meet the criteria in APB Opinion No. 30. Poasly, FASB Statement No. 4 generally requiredjaihs and losses from debt
extinguished prior to maturity to be classifiedaasextraordinary item in the statement of operatié&PB Opinion No. 30 requires that to
qualify as an extraordinary item, the underlyingmvor transaction should possess a high degrakenairmality and be of a type clearly
unrelated to, or only incidentally related to, thrdinary activities of the Company, and would redsonably be expected to recur in the
foreseeable future. Any gain or loss on extinguishtof debt classified as an extraordinary iterprior periods presented that does not meet
the criteria in APB Opinion No. 30 shall be reclfisd. The Company believes that due to the rengrnature of its debt repurchases and
exchanges, the adoption of SFAS No. 145 in 200Bresult in the reclassification of the relatedreatdinary gains and losses in the
statement of operations to other non-operatingnreo

SFAS No. 145 also addresses other issgkgling amending certain provisions of SFAS No."B&;counting for Leases" ("SFAS
No. 13"). SFAS No. 145 requires that capital ledbasare modified so that the resulting leaseagsnt is classified as an operating leas
accounted for under sales-leaseback provisions. dthendment and the other issues addressed in SBABI5 are not expected to have a
material effect on the financial position or resuif operations of the Company.

In June 2002, the FASB issued SFAS No. 14écounting for Costs Associated with Exit or Disal Activities" ("SFAS No. 146").
SFAS No. 146 addresses financial accounting anattiag for costs associated with exit or dispogaivities (excluding an entity newly
acquired in a business combination), often refetoems "restructuring costs", and nullifies priecaunting guidance with respect to such
costs. This Statement will spread out the repomihexpenses related to restructurings initiatéer&002, because commitment to a plan to
exit an activity or dispose of long-lived assetd mo longer be enough to record a liability foethanticipated costs. Under previous guidance,
a liability for an exit cost was recognized at ttade of an entity's commitment to an exit plantdad, exit and disposal costs will be recorded
when a liability has been incurred and can be nredsat fair value, and related liabilities will bebsequently adjusted for changes in
estimated cash flows. The provisions of SFAS N&. di4all be effective for exit or disposal activdti@itiated after December 31, 2002, with
no retroactive restatement allowed. Early applacais permitted. Level 3's management continuesutiew portions of its communications
business and other businesses to determine hoe Businesses will assist with the Company's focudadivery of communications and
information services and reaching free cash flogakeven. If the Company elects to exit these basew the costs required to exit or disf
of these businesses will not be recorded until Breyactually incurred. Level 3 is
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unable to determine at this time whether thesesamitbe incurred or whether they will be matetialits results of operations or financial
position.



In December 2002, the FASB issued SFASIM8, "Accounting for Stock-Based Compensation—Titaorsand Disclosure”. SFAS
No. 148 amends SFAS No. 123 "Accounting for S-Based Compensation" to provide alternative metlddsansition for a voluntary
change to the fair value based method of accoufftingtockbased employee compensation. In addition, SFASLN®.amends the disclosi
requirements of SFAS No. 123 to require prominéstldsures in both annual and interim financialesteents about the method of accoun
for stock-based compensation and the effect ofrteihod used on reported results. The Company aditipedisclosure requirements of
SFAS No. 148 in 2002.

In September 2002, the Emerging Issues Faste ("EITF") addressed the accounting for cotilverdebt for equity exchanges in Issue
02-15: "Determining Whether Certain Conversion€ohvertible Debt to Equity Securities Are withiretBcope of FASB Statement No. 84",
The EITF concluded in EITF 02-15 that these tyfasamsactions should be accounted for as induoedarsions in accordance with FASB
No. 84, "Induced Conversions of Convertible DeB8RAS No. 84"). SFAS No. 84 requires a -cash charge to earnings for the implied
value of an inducement to convert from convertiédt to common equity securities of the issuer. ddwunting is to be applied
prospectively for those convertible debt for eqeixghanges completed after September 11, 2002 atleeof the EITF's consensus. The
Company applied the provisions of SFAS No. 84 te@hvertible debt for equity exchange transactiomspleted after June 30, 2002.

In November 2002, the EITF addressed ticewtting for revenue arrangements with multiplevéeables in Issue 00-21: "Accounting
for Revenue Arrangements with Multiple DeliveraBIE€ITF 00-21"). EITF 00-21 provides guidance amwhthe arrangement consideration
should be measured, whether the arrangement sheuldided into separate units of accounting, and the arrangement consideration
should be allocated among the separate units ouating. EITF 00-21 shall be effective for revermmmngements entered into in fiscal
periods beginning after June 15, 2003. The Complaeyg not expect the potential effect of EITF 00a2llbe significant to its results of
operations and financial position.

In November 2002, the FASB issued FASBrimtetation No. 45, "Guarantor's Accounting and isare Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness tie@t'. FASB Interpretation No. 45 elaborates ondilselosures to be made by a guarantor
in its interim and annual financial statements aliisiobligations under certain guarantees thiaa issued. It also clarifies that a guarantor is
required to recognize, at the inception of a gusema liability for the fair value of the obligai undertaken in issuing the guarantee. The
initial recognition and initial measurement proweiss of the interpretation are applicable on a pFospe basis to guarantees issued or
modified after December 31, 2002. The disclosugeiirements are effective for financial statemeffitsit@rim or annual periods ending after
December 15, 2002. The Company has not enteredarrdangements or guarantees that meet the critetigs interpretation and does not
expect the adoption of this interpretation will bav material effect on its results of operationd famancial position.

In January 2003, the FASB issued FASB prietation No. 46, "Consolidation of Variable Intstr&ntities an interpretation of ARB
No. 51" ("FIN 46"). FIN 46 addresses consolidatignbusiness enterprises of variable interest estith variable interest entity is defined
an entity in which the total equity investmentiakiis not sufficient to permit the entity to finanits activities without additional subordina
financial support from other parties or as a grtheholders of the equity investment at risk laci ane of the following three characteristics
of a controlling financial interest: The directiodirect ability to make decisions about an ergipttivities through voting rights or similar
rights, the obligation to absorb the expected kwsdehe entity if they occur and, lastly, the
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right to receive the expected residual returnfiefentity if they occur. FIN 46 applies immediatilyariable interest entities created after
January 31, 2003, and to variable interest entiti@ghich an enterprise obtains an interest aftat tlate. It applies in the first fiscal year or
interim period beginning after June 15, 2003, toalde interest entities in which an enterprisedsa variable interest that it acquired before
February 1, 2003. The Company does not expect BIt dave a material effect on its results of ofi@na or financial position.

Results of Operations 2002 vs. 2001

The operating results of the Company's isigerations are included in discontinued operatfonall periods presented due to their sale
to Reach Ltd. in January 2002. Certain prior yeaoants have been reclassified to conform to curyeat presentation.

Revenuefor 2002 and 2001 is summarized as follows:

2002 2001

(dollars in millions)

Communication: $ 1,101 $ 1,29¢
Information Service: 1,93: 12z
Coal Mining 84 87
Other 30 25

$ 314 $ 153t



Communications revenue of $1.101 billior2602 was comprised of $979 million of serviceserawe, which includes private line,
wavelengths, colocation, Internet access, managettm, joint build management fees, voice and azexttdark fiber revenue, and
$122 million attributable to reciprocal compensati@ommunications revenue for 2001 was comprisekB8@6 million of services revenue,
$288 million of non-recurring revenue from darkeitzontracts entered into before June 30, 199@Hich sales-type lease accounting was
applied, and $134 million of reciprocal compengatibhe increase in services revenue from 2001 wiagply due to growth from existing
customers and new customer contracts, and a $li®nriiicrease in termination revenue. Due to thentil in the telecommunications
industry, the Company experienced a significantgase in the number of customers disconnectingrorimating service and believed that as
much as 25% of its recurring revenue base as ofber 31, 2001 consisted of financially weaketapirisk" customers. As of
December 31, 2002, the Company believes that gditaquality of its customer base has improvediw stabilized at, a level where
recurring revenue from at-risk customers now cosgwiess than 15% of total recurring revenue. &oresof these at-risk customers, Level 3
is able to negotiate and collect termination péesli_evel 3 recognized $76 million and $57 milliwinservices revenue in 2002 and 2001,
respectively, for fees or penalties associated ®aitly termination of services. Level 3 recordedawices revenue $14 million and
$35 million of revenue in 2002 and 2001, respettivier joint build management services providedtbher communications companies. The
Company also recognized approximately $20 millibreoenue from one-time or non-recurring items@®2. This revenue is primarily
attributable to contract settlements and metrogolitetwork conduit sales in which title was transf@. The decrease in dark fiber revenue
reflects the completion of the intercity network?@01. The Company did not recognize dark fibeenexe under sales-type lease accounting
in 2002 as the last remaining segments sold pridube 30, 1999 were delivered to and acceptedstpmers in the fourth quarter of 2001.

The decrease in reciprocal compensatioema in 2002 is attributable to the Company rengivegulatory approval from several states
regarding its agreements with SBC Communicationsand BellSouth during the first half of 2001. $aegreements established a rate
structure for transmission and switching serviaewiged by one carrier to complete or carry traffiigginating on another
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carrier's network. It is the Company's policy notécognize revenue from these agreements untietbeant regulatory authorities approve
the agreements. The Company reached an agreenthra wiajor carrier in the fourth quarter of 2002ahtresulted in the recognition of
approximately $12 million of reciprocal compensatievenue for services provided in prior periodsrt&n interconnection agreements with
carriers either expired in the second half of 2060are scheduled to expire in 2003. In situatioheng interconnection agreements are not
renewed, the Federal Communications CommissionC'FGas stated that the parties involved must #lleCC rules with respect to
reciprocal compensation for traffic destined faiehnet Service Providers ("ISPs"). These rules limaiy the amount of, and growth in, annt
billable minutes, and may also require the usadgeG rates with respect to ISP-bound traffic. Theant of billable minutes allowed by the
FCC have historically been below those billed by @ompany, and the rates and compensation strusdoed by the FCC may result in
reduced per-minute-of-use compensation. To thenetat the Company is unable to sign new intereotian agreements or signs new
agreements containing lower rates, reciprocal cowg#on revenue may decline significantly over time

Level 3 was a party to seven non-monetachange transactions in 2001 whereby it sold irakglde rights of use or IRUs, other
capacity, or other services to a company from whiebel 3 received communications assets or seriicasontemporaneous transaction. In
total these exchanges accounted for $24 millickess than 2% of total communications revenue ($Ramiof additional revenue was
recognized within the loss from discontinued operet as the transaction was completed by the Coygdiscontinued Asian operations) in
2001 and in each case, provided network capacitgdundancy on unprotected transmission routed thatl 3's engineers determined was
required. The fair value of these non-monetarysaations was determined using similar transactionehich cash consideration was
received. Level 3 recognized no revenue from nometary exchange transactions prior to 2001. Thé Gavenue (a non-GAAP metric
defined later) from these exchanges was $81 milltbich was 4% of total Cash Revenue of $2.097dmillieported in 2001. No Cash
Revenue was reported for these transactions in.2002

Level 3 recognized $6 million of amortizedenue in 2002 pursuant to the above-describeghseon-monetary exchange transactions
completed in 2001. No additional non-monetary ergeatransactions were executed in 2002.

In August 2002, the staff of the Securiiesl Exchange Commission (the "SEC") indicatedttiaiSEC staff had concluded that all non-
monetary exchange transactions for telecommunitaiiapacity should be accounted for as an exchafragsets, irrespective of whether the
transaction involved the lease of assets. The asimi was based on the SEC staff's view that fig to use an asset (that is, a lease) is in
fact an asset and not a service contract, irresjeeat whether such asset is characterized assat an the balance sheet. This conclusion
would require that non-monetary exchange transaefior telecommunications capacity involving theleange of one or more operating
leases be recognized based on the carrying valire @fssets exchanged, rather than at fair vadsealting in no recognition of revenue for-
transactions. Prior to the SEC's communicatiorhimissue, Level 3's accounting for these transastiwhich resulted in Level 3 recognizing
revenue, had been consistent with industry guidémcinese types of transactions. In addition,rhenue recognition approach for these
transactions that the Company followed was an dabéppractice in not only the communications ingdubut other industries as well. The
SEC has indicated that it expected affected conagatoi retroactively apply this guidance to hist@lriton-monetary exchange capacity
transactions that occurred in prior years andpjifrapriate, restate their financial statements.

Of the seven n-monetary transactions described above, three dfdahsactions involved the use of operating leémesapacity. The



revenue recognized in 2001 from these transacti@ss$21 million and $2 million has been recogniirethe first six months of 2002 from
these transactions. The Cash Revenue from thesattions was $62 million, or 3% of total Cash Rewxeof $2.097 billion reported in 20(
No Cash Revenue was reported for these transadti@g2.
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Taking into account the SEC's guidance glL8wloes not believe that it is appropriate téatesits previously issued financial statements
for this issue involving non-monetary transacticasthe amount of revenue recognized was not ggnifto Level 3's reported revenue, and
Level 3 has previously disclosed the nature anduatnof these transactions in its previous peridilitgs with the SEC and in a press release
issued on February 13, 2002. However, Level 3 bas&d recognizing communications revenue fromhifettransactions involving
operating leases as of June 30, 2002.

The accounting guidance for non-monetagharge transactions continues to be subject teweand modification. The Company
continues to follow these developments. While thenBany is not aware of any specific informatioratedl to this issue, the Company
believes there is some risk that regulators or @aiog standards setting bodies, such as the SEhancial Accounting Standards Board,
may, at a later date, interpret accounting guidémeeway that concludes that one or more of tieairing four non-monetary exchange
transactions completed by Level 3 do not qualifyrevenue recognition. In any event, the Compargsdwt believe that any accounting
change related to non-monetary exchange transactionld have a material effect on Level 3's histdrfinancial statements.

The communications business generated Rasbnue of $1,200 million during 2002. The Compdefines Cash Revenue as
communications GAAP revenue plus changes in cafhred revenue during the respective period. Coniaations Cash Revenue reflects
upfront cash received for dark fiber and other cépaales that are recognized over the term ottirgract under GAAP, but it is not
intended to represent revenue or cash flows aretbfiy GAAP. Communications Cash Revenue was $2y0lian for 2001. This decrease
in Cash Revenue is a result of the substantial éetiop of the intercity network in 2001. Dark fibevenue for 2002 was less than 2001 as
the last remaining segments were delivered to andmed by customers in the fourth quarter of 200&ddition, the Company experience
decline in dark fiber and capacity indefeasiblétsgof use or IRU sales, particularly during theogwl and third quarters of 2002.

2002 2001

(dollars in millions)

Communications Revent $ 1,101 $ 1,29¢
Increase (Decrease) in Communications Deferred e 5 73¢
Decrease (Increase) in Deferred Revenue not Cetli 94 60

Communications Cash Revenue $ 1,20 $ 2,09

In February 2003, Level 3 and XO Commuriacet ("XO") completed the amendment of their 1988tsharing and IRU agreement. As
part of the 1998 agreement, XO purchased 24 filbetsone empty conduit along Level 3's North Amaericeercity network. The
amendment, among other things, requires XO tometix fibers and the empty conduit to Level 3.aturn Level 3 will 1) reduce the annual
operations and maintenance ("O&M") charges XO veagiired to pay under the original agreement, 2yigeoXO an option, expiring in
July 2007, to acquire a 20 year IRU for a singledtat within or along Level 3's intercity networkda3) provide XO an option to purchase
to 25% of the fiber installed in the next conduithin or along each segment of the intercity networ

As individual segments were delivered, L&deferred and amortized the revenue attributabte conduit over the term of the origi
agreement. As result of the amended agreement) Bavill have no further obligation with respectttee original conduit, and thus expect:
recognize as revenue during the first quarter 632¢he remaining unamortized deferred revenus,thes fair values of the other separable
elements that meet the relevant accounting crit@nandependent valuation firm has been engageldelvgl 3 to determine the fair value of
these obligations. The valuation firm has not catgd its assessment at the time of this filing; énmv, Level 3 expects to
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recognize a significant amount of revenue and ireanthe first quarter of 2003 as a result of thasisaction. This transaction will not result
in additional Cash Revenue for the Company.

Also in February 2003, the Company compléte acquisition of substantially all the asseis aperations of Genuity, Inc ("Genuity").
The Company expects communications revenue toaserby $600 million to $700 million in 2003 as aulé of this acquisition and modest
growth in its existing communications business. Tiagority of this incremental revenue is expectetie attributable to contracts with
Verizon and America Online. Communications servipewided to America Online comprised approximate®9o of the Company's tot



communications revenue for the year ended DeceBhe2002. With the acquisition of Genuity's contnaith America Online and addition
contracts executed in the second half of 2002Cr@pany expects communications services revenubuttble to America Online will
range from approximately 23% to 25% of total comroations revenue in 2003.

Information services revenue, which is casgal of the businesses aof §Structure, and Software Spectrum (including CofgSo
increased from $123 million in 2001 to $1,933 miflifor 2002. This increase is primarily attributabd the inclusion of $1,837 million of
revenue in 2002 reflecting activity subsequenhtdcquisitions of CorpSoft and Software Spectmhich occurred late in the first and
second quarter of this year, respectively. Thenso# reseller industry is highly seasonal, witheraye and profits typically being higher in
second and fourth quarters of the Company's figeat. However, due to Microsoft's special upgragenmtions that accelerated sales intc
third quarter of 2002 that likely would have oceatduring the fourth quarter, the Company did eetthe pronounced effects of the usual
seasonality during the fourth quarter of 2002)Structure's revenue declined in 2002 primarilyassult of lower systems integration
revenue. Revenue attributable to the systems miegrbusiness of $18 million was below last yelevel of $38 million, due to certain
contracts expiring andi ()Structure continuing to focus on its outsourcingibess. Information services revenue is expectéittease in
2003 primarily as a result of the inclusion of 8 jiear of operations of Software Spectrum and Gofi partially offset by an anticipated
increase in sales under Microsoft's new licensimgmam.

Coal mining revenue was $84 million for 2G®mpared to $87 million for 2001. The declinggmenue is attributable to scheduled
reductions in contracted tonnage for a number sfazuers in 2002 partially offset by an increassgat coal sales.

Other revenue for the 2002 periods was @raige to 2001 and is primarily attributable toifdahia Private Transportation Company,
L.P ("CPTC"), the owner-operator of the SR91 tablan southern California. Other revenue is expktdedecline in 2003 as the Company
completed the sale of the SR91 tollroad in Jan@ana.

Cost of Revenudor 2002 for the communications business was $2{0®m representing a 65% decrease over 2001 afostvenue of
$593 million. This decrease is a result of the latkosts in 2002 associated with pre-June 30, 129R fiber sales and the migration of
customer traffic from a leased network to the Conyfsmown operational network. Overall, the costesfenue for the communications
business, as a percentage of communications reydaaeased significantly from 46% in 2001 to 199y 2002. Level 3 expects that for
its existing communications business, cost of reegas a percentage of communications revenueremil&in at approximately 20% in 2003.
As a result of the Genuity acquisition, this rai@xpected to increase to 30-35% in the first ggwaof 2003 but then trend towards 25-30% by
the end of the year. Overall, the cost of revermuetfe information services businesses, as a pagemnf its revenue, was 91% for 2002 up
from 73% in 2001. The margins of the informatiornvézes' outsourcing and systems integration busgges 2001 and 2002 were compar.
at 29%. Margins, as a percentage of revenue wgn@amately 8% for Software Spectrum, which managenibelieves is typical of the
software reseller industry. The cost of revenueliercoal mining business, as a percentage of uevemas 68% for 2002 and 2001,
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respectively. The release of $4 million in certagalty accruals for which the matter was favoratelyolved in 2002 were partially offset by
the increase in lower margin spot coal sales.

The Company expects cost of revenue focttmemunications business to increase in 2003 asudtrof the Genuity acquisition and
information services cost of revenue to increase @sult of including a full year of results favf&vare Spectrum and Corpsoft. This increase
in costs for the information services business trapartially offset by a decline in costs due wéased sales under the Microsoft licensing
program under which the Company only recognizesrace fee as revenue.

Depreciation and Amortization expenses for 2002 were $802 million, a 29% decriFase depreciation and amortization expenses of
$1,122 million recorded in 2001. This decreaseimarily attributable to the reduced basis of tl@rpany's communications assets resulting
from the $3.2 billion impairment charge recordedhie fourth quarter of 2001 and a $35 million cleargcorded in the second quarter of 2001
for the write down of certain corporate facilitifie Company also amortized $22 million of goodwaitributable to the 1998 acquisition of
XCOM Technologies, Inc. in 2001. Goodwill attribbta to this investment has not been amortized 0228 a result of the adoption of SF
No. 142. In addition, certain assets with two amee-year depreciable lives became fully depreciatddtie 2001 and during 2002. Partially
offsetting these declines was $25 million of anmation expense attributable to the intangible assequired in the McLeod, CorpSoft and
Software Spectrum transactions completed in 2002.

Selling, General and Administrativeexpenses decreased from $1,297 million in 2000t $nillion in 2002. Excluding non-cash
compensation, selling, general and administratiyeerses were $763 million in 2002, a 22% decrease2001. This decrease reflects the
Company's efforts to reduce and tightly controlragiag expenses. The Company has reduced its gtolbanunications workforce by
approximately 2,700 employees since the beginnirgp01. Reductions in employee related costs, @linly compensation, facilities costs,
recruiting and training, as well as lower professigtravel and bad debt expenses contributedetadicline in selling, general and
administrative costs. The Company was also abdetite certain matters for amounts less than pusiyaecorded and release compensation
and other accruals for which the original purposéomger exists. These items resulted in a declieaggerating expenses of $28 million in
2002. These reductions were partially offset by#tfllion of selling, general and administrativeperses attributable to Software Spectrum.
Included in operating expenses for 2002 and 20@te$181 million and $314 million, respectively,main-cash compensation expenses
recognized under SFAS No. 123 related to granssank options, warrants and other s-based compensation programs. The decline i



cash compensation is a result of decreased headaodra decline in the value of equity based corsgion awards distributed to employee-
owners and consultants.

The Company expects selling, general amdirsidtrative expenses to increase in 2003 primasiya result of the additional employees
hired and costs incurred in conjunction with thguasition and integration of the Genuity operations

Restructuring and Impairment Chargesof $181 million and $3.35 billion were recorded2®02 and 2001, respectively. In 2002,
Level 3 recorded restructuring charges of $8 millior costs associated with workforce reductionghe second quarter of 2002, a $3 million
restructuring charge was recorded for costs aseaolciwith a workforce reduction of approximately 28@ployees in the communications
business in North America and Europe. In the thirdrter the Company recorded a restructuring chafr§® million primarily for severance
and employee related costs associated with thgratien of CorpSoft and Software Spectrum. Appraadisly 100 employees, primarily in
Boston, were affected by the workforce reductiodme Tompany was able to record benefits of $13anilior the year ending December 31,
2002, due to the successful termination of leageke$s than had originally been estimated andided it as a reduction in Restructuring and
Impairment Charges in the Consolidated Statemdr®perations in 2002.
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The Company recorded impairment chargekl 64 million related to a colocation facility in Bon, as well as certain corporate facili
in Colorado and excess communications inventorychvare classified as held for sale in other noment assets. As a result of the
completion of additional colocation space in Bodtgrother providers, the soft demand for officecgpm the metropolitan Denver area and
the continued overabundance of communications ewgiip in the secondary markets, the Company belighatghese assets are obsolete and
that the estimated future undiscounted cash fldwtbatable to these assets are insufficient tovec their current carrying value. The new
carrying values of these assets are based on offees/ed from third parties for the real estatgpprties or actual sales of similar
communications assets.

In December 2002, Level 3 entered in tala kaseback transaction for one of its New Yailbcation facilities and sold the colocation
facility near Boston. The Company recognized a tosthese transactions of approximately $81 millighich is included in Restructuring
and Impairment Charges on the Consolidated Statsnoéi®perations.

In addition to the New York sale leasebtaksaction, the Company also entered into a saeback transaction for a colocation fac
in London. These two transactions will initialliciease annual rent expense by approximately $&mihowever, the Company will only be
obligated to pay for its share of the maintenarostscwhich is expected to result in annual savafggpproximately $9 million.

In 2001, the Company announced that dilegaluration and severity of the slowdown in theneeny and the telecommunications
industry, it would be necessary to reduce operatikpgenses as well as reduce and reprioritize dapipenditures in an effort to be in a
position to benefit when the economy recovers. Aasalt of these actions, the Company reduceddtsagywork force, primarily in the
communications business in the United States amdewby approximately 2,700 employees. Restruajueirarges of approximately
$10 million, $40 million and $58 million were reclked in the first, second and fourth quarters ofl208spectively, of which $66 million
related to staff reduction and related costs artirfidlion to real estate lease termination costs.

In the fourth quarter of 2001, in lighttbe continued economic uncertainty, continued eustadisconnections at higher rates than
expected, increased difficulty in obtaining newarue, and the overall slow down in the communicatiodustry, the Company again
reviewed the carrying value of its lotiged assets for possible impairment in accordamitie SFAS No. 144. The Company determined b
upon its projections, giving effect to the contimyiieconomic slowdown and continued over-capaciteitain areas of the
telecommunications industry, the estimated futuréiscounted cash flows attributable to certaintasseassets groups would not exceed the
current carrying value of the assets. The Compteyefore, recorded an impairment charge of $3ldtiin the fourth quarter of 2001 to
reflect the difference between the estimated falue of the assets on a discounted cash flow basigheir current carrying value as further
described below.

The impairments primarily related to colii@a assets, excess conduits in North America amdiean intercity and metropolitan
networks, and certain transoceanic assets. Geagedlghapproximately 74% of the charges were bittable to North America, 17% were
attributable to Europe and 9% attributable to tatlastic assets.

The financial problems of many of the "domns", emerging carriers and competitors, a weake@tonomy, and changing customer
focus, led to an over-capacity of colocation spacseveral U.S. and European markets. Level 3 atieato sell or sublease its excess
colocation space; however, market rates at the fatmmuch of the space were below its carrying gallAs a result, the 2001 impairment
charge included approximately $1.6 billion relatedts colocation assets, which included ownedlif&s, leasehold improvements and reli
equipment.
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Level 3 constructed its networks in Nortimérica and Europe in such a way that they coulddm¢inuously upgraded to the most curi
technology without affecting its existing customersvel 3 also installed additional conduits witle intention of selling them to other
carriers. As of December 31, 2001, the Companysleddione conduit in its North American network adde to the economic environment
and decreasing capital expenditure budgets of fiatdtuyers, did not expect additional sales infreseeable future. For this reason the
impairment charge in the fourth quarter of 2001uded approximately $1.2 billion for the conduitsit were previously determined to be
available for sale to third parties based on eg@haash flows from the disposition of the conduits

The completion of several transoceanicealstems in the second half of 2001 and the esgextmpletion of additional systems in
2002, resulted in an over abundance of transoceapiacity. This excess capacity, combined withtéchidemand, adversely affected the
transoceanic capacity markets. At current pricengels at December 31, 2001, the Company did nggJeit would recover its investment in
transoceanic capacity from the future cash flowthe$e assets. As a result, the impairment charteeifourth quarter of 2001 included
approximately $320 million for its transatlantidsoarine assets.

The Company's 2001 impairment chargesialdaded approximately $126 million for spare egqunént write-downs and abandoned
lateral fiber builds.

As a result of the continued weakness éncthbmmunications industry, the Company again resikthe carrying value of its network
assets at December 31, 2002 for possible impairmeatcordance with SFAS No. 144. The Company detexd based upon its projections,
which assumes significant increases in revenue aveent levels, that the estimated future undiatedi cash flows attributable to the
network assets would exceed the carrying valubasd assets, and therefore, an adjustment to théncavalue of those assets was not
necessary. However, there is no assurance thatdhid not happen in the future if these projedtiare not realized.

EBITDA , as defined by the Company, consists of earnilogs€s) before interest, income taxes, depreciaimortization, non-cash
operating expenses (including stock-based compensad impairments) and other non-operating incomexpenses. The Company
excludes non-cash compensation due to its adopfitre expense recognition provisions of SFAS N&8. EBITDA improved to positive
$354 million in 2002 from losses of $300 million2001. A restructuring benefit of $1 million in ZD(due to the reversal of lease termina
charges that were settled for less than origimaitprded) and restructuring charges of $108 mililo2001 are included in EBITDA. This
improvement was predominantly due to the highemginarearned by the communications business, rexhscih selling, general and
administrative expenses and the results of Soft@aectrum.

Adjusted EBITDA , as defined by the Company, is EBITDA as definkeova plus the change in cash deferred revenuexarhacing
the non-cash cost of goods sold associated withinerapacity sales and dark fiber contracts. B&22 Adjusted EBITDA was $457 million
compared to $659 million for 2001. The decreas&djusted EBITDA can be attributed to the decline€Ciash Communications Revenue,
partially offset by the significant improvementagammunications operating earnings and the earmtigbutable to Software Spectrum.

2002 2001

(dollars in millions)

EBITDA $ 354 $ (300
Increase (Decrease) in Communications Deferred iea 5 73¢
Decrease (Increase) in Deferred Revenue not Cetli 94 60
Non-cash Cost of Goods Sc 4 16C

Adjusted EBITDA $ 457 % 65¢
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EBITDA and Adjusted EBITDA are not intendedrepresent operating cash flow or profitabifity the periods indicated and are not
defined under GAAP. See Consolidated StatemerBpefations and Consolidated Statements of CashsFlow

Interest Incomewas $29 million for 2002 compared to $161 million2001. The decrease is primarily attributablentodecline in the
average cash and marketable security portfolionoal@nd a reduction in the weighted average irtesgs earned on the portfolio. The
Company's average return on its portfolio decrefssd 4.6% in 2001 to 1.6% in 2002. Pending utiiiza of the cash and cash equivalents,
the Company invests the funds primarily in governt@d government agency securities and money infkds. The investment strategy
generally provides lower yields on the funds tharalternative investments, but reduces the rigkitacipal in the short term prior to using
funds in the Company's business.

Interest Expense, netlecreased from 2001 by $86 million to $560 millior2002. Interest expense declined as a resuifteoéliebt
repurchased during the second half of 2001 anchg®©02, and lower interest rates on the Seniour@ddCredit Facility and commerc



mortgages during 2002. The declines were partédfiset by the interest attributable to the addiiomorrowings under the Senior Secured
Credit Facility in the first quarter of 2001, tresiiance of the 9% Junior Convertible SubordinatedNdue 2012 in the third quarter of 2002,
and a decline in the amount of capitalized interBise Company substantially completed the consbtmcif its network in 2001, therefore
reducing the amount of interest capitalization. i@diged interest was $58 million for 2001 and zar@002. Excluding fluctuations in inter:
rates and debt outstanding, interest expense ecteghto increase as a result of the 50 basis patimincrease on borrowings under the
amended Senior Secured Credit Facility that waecgffe in August 2002.

Equity in Earnings of Unconsolidated Subsidiariess primarily attributable to the Company's investin@ Commonwealth
Telephone. The decline in equity earnings in 2@02 iiesult of the sale of Commonwealth Telephoaeeshby the Company in the second
fourth quarters of 2002. The Company's proportierstitare of Commonwealth Telephone's earnings @ecfiom 45% at December 31, 2(
to 4% at December 31, 2002.

Other, netincreased to $94 million in 2002 from $2 million2001. In 2002, the Company realized a gain of $18tlon on the sale of
the Commonwealth Telephone shares, $88 milliomdficed conversion expenses resulting from the Coypaepurchase of convertible
debt securities and realized losses of $14 millesulting from the sale of foreign denominated ency. In 2001, Other, net includes a
$37 million charge for an other than temporary thecin the value of investments, $27 million ofante recognized when Level 3 settled and
was released from an obligation to provide servioem investee, a $17 million gain on the salfodign denominated securities and
$19 million of losses associated with the dispasalertain fixed assets.

Income Tax Benefitfor 2002 was $121 million compared to zero in 20MHis benefit was primarily a result of Federaliséation
enacted in the first quarter of 2002 which enalfedCompany to carryback its 2001 Federal income¢h operating losses to 1996. In
accordance with SFAS No. 109 "Accounting for Incohaes", the Company recorded the benefit in tm@g@én which the legislation was
enacted. The Company does not expect to recogdiitanal benefits in 2003, as it is unable to dade that it is more likely than not that
the tax benefits attributable to the net operalisges will be realizable. The income tax beneéiswero in 2001 as a result of the Company
exhausting the taxable income in the carrybackogdias previously defined) in 2000.

Extraordinary Gain on Debt Extinguishment for 2002 was $255 million. In the first and secaprters of 2002, the Company
purchased $171 million aggregate principal amotiits@onvertible debt in exchange for the issuasfcapproximately 12 million shares of
its common stock with a market value of approxiya$62 million. The transactions were accounteda®extinguishments of debt, in
accordance with APB No. 26 "Early ExtinguishmenDafbt." The net gain on the early
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extinguishments of the debt, including transacticosts and unamortized debt issuance costs, wasrillion.

For the year ended December 31, 2002, thepany purchased $12 million of its senior notes $h75 million face value ($141 million
carrying value) of its senior discount notes. Tlmnpany issued approximately 15 million shareso€dmmon stock worth approximately
$70 million in exchange for these notes. The tratias were accounted for as extinguishments of. ddte net gain on the early
extinguishments of the debt, including transactiosts and unamortized debt issuance costs, was#igih.

In February 2002, the Company repurcha8&dndillion aggregate principal amount of debt fasls of $31 million. The net gain on the
extinguishments of the debt, including transactosts, realized foreign currency gains and unazesttdebt issuance costs, was
approximately $59 million.

In August 2002, the SEC staff notified aértpublic companies and accounting firms thatasweviewing the accounting treatment for
certain transactions involving the conversion afvartible debt pursuant to inducements made to ptawonversion of the debt to equity
securities of the issuer. The SEC staff acknowlddbat there was diversity in accounting practicé asked the Emerging Issues Task Force
of the Financial Accounting Standards Board to edslthe issue as part of its September 2002 agenda.

In September 2002, the EITF published 142445 which addressed the accounting for conMertibbt for equity exchanges. The EITF
concluded that these types of transactions shaitbounted for as induced conversions in accoedaith SFAS No. 84. SFAS No. 84
requires a non-cash charge to earnings for thei@éehphlue of an inducement to convert from contgtdebt to common equity securities of
the issuer. In addition, under SFAS No. 84, anaaxttinary gain or loss, as applicable, is not r@edrupon the conversion of convertible d
The accounting is to be applied prospectively fimse convertible debt for equity exchanges comglefeer September 11, 2002, the date of
the EITF's consensus. The Company has appliedrtivisipns of SFAS No. 84 to all convertible deht éguity exchange transactions
completed subsequent to June 30, 2002.

In the third and fourth quarters of 2002 Company purchased $258 million aggregate p@hemount of convertible debt in exchange
for the issuance of approximately 20 million shasEds common stock with a market value of appneiely $102 million. The value of
securities issuable pursuant to original convergidvileges was approximately $14 million. Therefppursuant to the provisions of SFAS
No. 84, a debt conversion expense of $88 millios vexorded and included in Other, net on the Catesteld Statement of Operatiol



The extraordinary gain on debt extinguishtaevas $1.075 billion for 2001. The Company puseltb$194 million of its convertible
subordinated notes in 2001 by issuing approximé&tBl9 million shares of its common stock worth apgmately $72 million in exchange f
the debt. The net gain on the extinguishment ofiat, including transaction costs and unamortdzdat issuance costs, was $117 million.

Also in 2001, the Company commenced a "MediDutch Auction" tender offer for a portion ¢fet Company's senior debt and
convertible debt securities. Under the "Modifiedt@uAuction" procedure, the Company accepted texttieotes in each offer in the order of
the lowest to the highest tender prices specifiethb tendering holders within the applicable primege for the applicable series of notes.
Company purchased debt with a face value of appratdly $1.7 billion, plus accrued interest, footat purchase price of approximately
$731 million. The net gain on the repurchase, idicig transaction costs, foreign currency gainswamamortized debt issuance costs, was
approximately $967 million and was recorded asxraerdinary item in the consolidated statementspefration.
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Offsetting these gains in 2001 were $9iamillof prepayment expenses CPTC incurred to refieds development and construction d
Results of Operations 2001 vs. 2000

Revenuefor 2001 and 2000 is summarized as follows (iniomk):

2001 2000
Communication: $ 1,29 % 857
Information Service: 122 11&
Coal Mining 87 19C
Other 25 22

$ 153 $ 1,18

Communications revenue increased in 200818g compared to 2000. Included in total commuiacatrevenue of $1.298 billion for
2001 was $876 million of services revenue whicliuded private line, wavelengths, colocation, madagedem and amortized dark fiber
revenue, $288 million of non-recurring revenue frdank fiber contracts entered into before Junel999 for which sales-type lease
accounting was used and $134 million attributableetiprocal compensation. Communications reveau2300 was comprised of
$593 million of services revenue, $209 million aihArecurring revenue from dark fiber and $55 milliwf reciprocal compensation. The
increase in services revenue from 2000 was prigndué to growth in both existing customers as aglhew customer contracts. Services
revenue in 2000 included revenue of $105 millidatexl to submarine systems, primarily from the clatign of the Company's transatlantic
submarine cable and subsequent sale to Viatelnii¢ovember of 2000. Due to the current economiwdétions of the telecommunications
industry, the Company had experienced a significamrease in the number of customers disconnectirigrminating service and believed
that as much as 25% of its recurring revenue bsieé Becember 31, 2001, consisted of financiallpker customers. Approximately 80% of
these customers were expected to disconnect semiseng the first six months of 2002. These teations, if they occurred, would have
resulted in slower growth of services revenue fil2 For some of these customers, Level 3 wastalsiegotiate and collect termination
penalties. Level 3 recognized $57 million of reverm 2001 for early termination of services. LeSekcorded in services revenue in 2001,
$35 million of revenue for construction managensices provided to other communications compaiiies dark fiber revenue reflected
the substantial completion of the intercity netwadrke increase in reciprocal compensation in 2084 aresult of increased managed modem
usage and the Company receiving regulatory appfoval several states regarding its agreements SB8& Communications Inc. and
BellSouth.

The communications business generated Ragbnue of $2.097 billion during 2001 comparedt®61 billion in 2000. This increase
was a result of growth in services revenue provigeskisting customers, new customer contractscastl collections from those customers.
At December 31, 2001, deferred revenue increasegppyoximately 103% to $1.459 billion from $720 Iinih at December 31, 2000. The
amount of deferred revenue billed, but not colléas of the end of the year decreased from $20®mih 2000 to $145 million in 2001. For
fiscal 2000, deferred revenue increased by
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$585 million and the amount not collected incredse&181 million. Communications Cash Revenue tsimended to represent revenue
under GAAP.

2001 2000




Communications Revent $ 1,29 $ 857

Change in Deferred Reven 73¢ 58t
Change in Deferred Revenue Billed but not Colle: 60 (181)
Communications Cash Revenue $ 209 $ 1,261

Information services revenue, which was posed of systems integration and outsourcing tassies, increased from $115 million in
2000 to $123 million in 2001. The increase was prity attributable to outsourcing revenue whichreased to $85 million for the year enc
December 31, 2001 compared to $65 million for e period in 2000. The increase in outsourcingmree is primarily due to new long-
term contracts signed in the second half of 20@¥eRue attributable to the systems integrationnassi declined due to the expiration of
certain contracts.

Coal mining revenue decreased $103 millio2001 compared to 2000. The decrease in reveasewmarily attributable to the
expiration of longterm coal contracts with Commonwealth Edison Corgga@ommonwealth Edison") and the sale of the Camyfsainteres
in Walnut Creek Mining Company in September 2000.

Other revenue for 2001 was comparable 6®20hd is primarily attributable to California Pate Transportation Company, L.P.

Cost of Revenudor 2001 was $742 million, representing a 6% desgeaver 2000 cost of revenue of $792 million. Tasrease as a
result of the continued migration of customersaiffeased capacity to the Company's network anecaegse in the costs associated with
transoceanic sales, specifically costs attributbtbe Viatel transaction in 2000. Cost of reveimatuded costs attributable to dark fiber and
transoceanic sales and leased capacity, right-gfeeats, access charges and other third party dostgly attributable to the network.
Overall the cost of revenue for the communicationsiness, as a percentage of revenue, decreaséitaitly from 73% during 2000 to 46
during 2001. The decrease can again be attribatdtetmigration of customer traffic from a leasetwork to the Company's owned network
and increased margins resulting from recent sdéfeg®focused on "on-net" services.

The cost of revenue for the informatiornvaass businesses, as a percentage of its reveng6pil was 73% and approximated the 2000
figure of 77%. The cost of revenue for the coalingrbusiness, as a percentage of revenue, was @82001 up from 40% in 2000. The
increase related to coal mining is attributabléhexpiration of high margin long-term coal contsan 2000.

Depreciation and Amortization expenses were $1.122 billion in 2001, a 94% inerdasn 2000 depreciation and amortization
expenses of $579 million. The majority of the irage was a direct result of the communications siptated in service in the latter part of
2000 and 2001, including gateways, local networlgiatercity segments. In addition, included in 2@@preciation expense was $45 million
for the impairment charge on a corporate facility Company designated as held-for-sale in Juné@i.2

Selling, General and Administrativeexpenses were $1.297 hillion in 2001, a 17% ine@ea®r 2000. Excluding non-cash
compensation expenses of $314 million and $236anifor 2001 and 2000, respectively, operating esps increased 12% from the prior
year. This increase was attributable to higher gagxpenses, professional fees, facilities relatests, and systems maintenance expe
partially offset by declines in travel, mine managat services and recruiting expenses. The inciease
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non-cash compensation was predominantly due todheertible outperform stock options granted in@@aéd 2001.

Restructuring and Impairment Chargeswere $3.35 billion in 2001. The Company announted tlue to the duration and severity of
the economic slowdown for the telecommunicatiomiigiry, it would be necessary to reduce operatipgrses as well as reduce and
reprioritize capital expenditures in an effort ®ih a position to benefit when the economy recavés a result of these actions, the Comg
reduced its global work force by approximately B &mployees in 2001, primarily in the communicasitiisiness in the United States and
Europe. Restructuring charges of approximately ®ilBon, $40 million and $58 million were recordédthe first, second and fourth quarters
of 2001, respectively, of which $66 million relatedstaff reduction and related costs and $42 onilto real estate lease termination costs. In
total, the Company has paid $49 million in seveeasied related fringe benefit costs and $1 milliofease termination costs as of
December 31, 2001 for these actions. The remafbilirgmillion of expenditures for workforce reductioprimarily relate to approximately
350 European employees terminated in the firsttquaf 2002.

The economic slowdown and the related eapiprioritization discussed above resulted inagertelecommunications assets being
identified as excess, obsolete or carried at vaheismay not be recoverable due to an adversggeharthe extent in which the
telecommunication assets were being utilized cabgetie unfavorable business climate within thedemmunications industry. As a result,
in the second quarter of 2001 the Company recaadssh-cash impairment charge of $61 million, repnéiag the excess of the carrying
value over the fair value of these assets. Thevédire of the spare equipment was based on reashtsales of similar equipment. The
impaired assets were writ-off, as the Company does not expect to utilize thegenerate future cash flov



In the fourth quarter of 2001, in lighttbe continued economic uncertainty, continued eustadisconnections at higher rates than
expected, increased difficulty in obtaining newarue, and the overall slow down in the communicatiodustry, the Company again
reviewed the carrying value of its lotiged assets for possible impairment in accordamitie SFAS No. 144. The Company determined b
upon its projections, giving effect to the contimyiieconomic slowdown and continued over-capaciteitain areas of the
telecommunications industry, the estimated futuréiscounted cash flows attributable to certaintasseassets groups would not exceed the
current carrying value of the assets. The Comptueyefore, recorded an impairment charge of $3l@mito reflect the difference between
the estimated fair value of the assets on a digedurash flow basis and their current carrying ®als further described below. The
impairments primarily related to colocation as¢&ts6 billion), conduits in North America and Eueagm intercity and metropolitan networks
($1.2 billion), and certain transoceanic assetQ$gillion).

The Company also recorded an impairmentgehaf approximately $65 million for spare equiprenite-downs and abandoned lateral
builds in the fourth quarter of 2001.

EBITDA improved to a loss of $300 million in 2001 fromoad of $482 million in 2000. Excluding the $108lmi of restructuring
charges recorded in 2001, EBITDA would have bekrss of $192 million for 2001. The improvement iBIEDA was predominantly due to
revenue growth and higher margins earned by theraomtations business.
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Adjusted EBITDA was $659 million compared to $118 million for 200®e increase, in addition to the higher marginedabove,
was attributed to up-front cash payments receiveah customers for contracts that required revealmetrecognized over the term of the
contract.

2001 2000
EBITDA $ (300 $ (482
Change in Deferred Reven 73¢ 58t
Change in Deferred Revenue Billed but not Colle 60 (187)
Non-cash Cost of Goods Sc 16C 19¢

Adjusted EBITDA $ 65¢ $ 11€

EBITDA and Adjusted EBITDA are not intendedrepresent operating cash flow or profitabifity the periods indicated and are not
calculated in accordance with GAAP. See Consoldi&matements of Operations and Consolidated StatsméCash Flows.

Interest Income declined from $328 million in 2000 to $161 milliam2001. The decrease was primarily attributablth&average ca:
and marketable securities balance declining frorid $8lion during 2000 to $3.1 billion for 2001. February 2000, the Company raised
approximately $5.5 billion in cash through debt aqdity offerings. The Company subsequently utiliteese proceeds to fund its business
plan and repurchase outstanding debt. In additienyeighted average interest rate earned on thfolim decreased by approximately 120
basis points for 2001 versus 2000.

Interest Expense, netncreased to $646 million from $282 million in 206dmpared to 2000. The interest expense and aratiotizof
debt issuance costs associated with the debt raidate February 2000, the commercial mortgagésred into during the latter half of 2000,
and the increase in the size of the Senior SedDredit Facility in the first quarter of 2001 allrtabuted to the increase in interest expense.
Additionally, the increase can be attributed taeardase in the amount of interest capitalized 0285 compared to 2000. The Company
completed a significant portion of the network aridler communications related facilities during 20erefore reducing the amount of
interest capitalized. Capitalized interest was $fi8on in 2001 versus $353 million in 2000. Palfiaoffsetting these increases was the
retirement of approximately $1.9 billion face ambahdebt in the third and fourth quarters of 2@0H lower variable interest rates
attributable to the senior secured credit facaitd GMAC mortgage.

Equity in Earnings (Losses) of Unconsolidated Subdiaries was earnings of $16 million in 2001, compared tosz of $284 million
in 2000. The equity losses in 2000 were predomipattributable to RCN Corporation ("RCN"). RCNadacilities-based provider of
communications services to the residential mangetsarily on the East and West coasts as well &higago. RCN is also the largest
regional Internet service provider in the NortheB&EN was incurring significant costs in developitsgbusiness plan. The Company's
proportionate share of RCN's losses exceeded thaiméng carrying value of Level 3's investment i@¥Rduring the fourth quarter of 2000.
Level 3 does not have additional financial commitisgo RCN; therefore it only recognized equityskes equal to its investment in RCN. ~
Company will not record any equity in RCN's futyrefits, until unrecorded equity losses have beéset The Company did not recognize
$249 million and $20 million of equity losses ditriable to RCN in 2001 and 2000, respectively. L8uecorded equity losses attributable
RCN of $260 million for the twelve months ended Bader 31, 2000.

Equity in earnings/losses of Commonweaklephone Commonwealth Telephone were earningséfiitlion in 2001 and losses



$24 million in 2000. In 2000, Commonwealth Telephoacognized losses primarily due to a chargeh®réstructuring of its CTCI
subsidiary. As a result, Level 3 recorded a $2Tionilcharge, in equity in earnings (losses) of ursmdidated subsidiaries, for its proportior
share of this charge. In 2001, Commonwealth Telephm addition to improved
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operating results, was also able to recognize diorebenefit related to the settlement of certastructuring liabilities recorded in 2000.

Gain on Equity Investee Stock Transactionsvas $100 million for the twelve months ended Decen@i, 2000. Specifically, RCN
issued stock for certain transactions, which ddutee Company's ownership interest. The pre-tamsgaasulted from the increase in the
Company's proportionate share of RCN's net asskti®d to these transactions. The Company didenatrd any gains on equity investee
stock transactions during 2001 due to the suspeegeity losses attributable to RCN.

Other, netincreased from a loss of $21 million for 2000 tgeaén of $2 million for 2001. In 2001, Other, netlides a charge for an
other-than temporary decline in the value of innesits of $37 million and $27 million of gains whdimine, inc. agreed to release Level 3
from a deferred revenue obligation. Additionallye tCompany recorded losses of $19 million in 2@04ted to losses on certain fixed asset
disposals and $31 million of other items, primafif7 million of realized gains from the sale of &denominated marketable securities. In
2000, Other, net is primarily comprised of a $28iom gain from the sale of the Company's 50% owhgr interest in the Walnut Creek
Mining Company and a loss of $37 million from thteer-than temporary decline in the value of invesits.

Income Tax Benefitfor 2001 was zero as a result of the Company eximguthe taxable income in the carryback period®00. As of
December 31, 2001, Level 3 had approximately $illi8ib of net operating loss carryforwards avaikald offset future taxable income. At
December 31, 2001, the Company was unable to deternvhen it would have taxable income to offsetltdss carryforwards. The tax bene
for 2000 differs from the statutory rate due to lidted availability of taxable income in the cgoack period for which current year losses
can be offset.

Discontinued Operationsincludes the results of operations and the estinates on the disposal of Level 3's Asian asseats. O
December 19, 2001, Level 3 announced that it hagkegigto sell its Asian telecommunications busited®each Ltd. for no cash
consideration. The agreement covers subsidiarasdriblude the Asian network operations, asseibiliiies and future financial obligations.
This included Level 3's share of the Northern Asiahle system, capacity on the Japan-US cablersystgital and operational expenses
related to these two systems, gateways in Hong KmlgTokyo, and existing customers on Level 3'aAsietwork. Level 3 estimated that
this transaction would reduce its future fundinguieements by approximately $300 million througboanbination of reductions in capital
expenditures, network and operating expenses, sma@svorking capital.

The transaction closed on January 18, 2882f December 31, 2001, the net carrying valukesel 3's Asian assets was approximately
$465 million. In accordance with SFAS No. 144, LUe¥eecorded an impairment loss, within discontohoperations, equal to the difference
between the carrying value of the assets and flueivalue. Based upon the terms of the sale ageaerthe Company also paid $49 million in
certain remaining capital obligations it assumedliie two submarine systems to be sold to Reachfransaction costs. The losses from the
discontinued Asian operating activities in 2001 2060 were $89 million and $48 million, respectivélhe higher losses were primarily
attributable to increases in depreciation expenseselling, general and administrative expenses.

Extraordinary Gain on Debt Extinguishment was $1.1 billion for the twelve months ended Decendi, 2001. The Company
recognized gains of approximately $117 millioneatransaction and debt issuance costs, wheniaeged approximately 15.9 million
shares of common stock, valued at approximatelyriflion, for $194 million of its convertible subdinated notes in several private
transactions. The Company also recognized gaiapmfoximately $967 million when it repurchased agpnately $1.7 billion of debt for
approximately $731 million in cash, including aadunterest, through the Modified Dutch Auction qaeted in October of 2001. Offsetting
these gains were losses
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of $9 million from the write-off of debt issuancests and prepayment expenses CPTC incurred t@nefnits long-term debt.
Financial Condition—December 31, 2002

The Company's working capital decreaseoh 642 million at December 31, 2001 to $581 millarbDecember 31, 2002 due primarily
to the increase in noncurrent restricted securitfesuse of available funds for operating expeasekinterest payments, and the net liabilities
assumed in the acquisitions of CorpSoft, SoftwarecBum and McLeod's wholesale dial-up access bssinmhese uses of working capital
were partially offset by the proceeds received fthmsale of the 9% Junior Convertible Notes inttiwel quarter



Cash provided by operations decreased &awurce of $141 million in 2002 to a use of $424lfion in 2002. Changes in components of
working capital, primarily deferred revenue, wegsponsible for the fluctuation in cash providedbpegrations. In addition, the Company
made a $21 million payment in full settlement ofcartstanding litigation matter that did not reladgghe Company's core businesses.

Investing activities primarily include thequisitions of CorpSoft for $93 million, net ofstaereceived, Software Spectrum for
$94 million, net of cash received, the purchasklofeod's wholesale dial-up business for approxiigeB1 million and capital expenditures
of $218 million before the release of capital aatsuln 2002, Level 3 was able to finalize negatia and claims on several of its large multi-
year network construction projects. As a result, flompany was able to release approximately $2lliwmof capital accruals previous
reported as property, plant and equipment whiclevaecrued as property, plant and equipment basau egntractors' estimates of final
completion costs. The Company continues to resmiistanding claims for other network constructioojgcts. If these claims are settled
favorably, additional capital expenditure accruaald be released in the future. In the ordinamyrse of business, as construction projects
come to a close, the Company reviews the final artsodue and settles any outstanding amounts reatbese contracts. In the context of
the multi-billion cost incurred in constructing thevel 3 network, the construction cost accrua¢sraarmal and not significant to the financial
statements. The Company received $200 million o€@eds from the sale of marketable securities, $3@®n from the sale of
Commonwealth Telephone shares and $130 million flwersale of property, plant and equipment andrathsets. The Company entered into
two sale leaseback transactions whereby it receippdoximately $91 million in proceeds from theesal communications facilities in
Europe and North America. The Company was alsoiredjto pledge $400 million as restricted cashhlenders of the Senior Secured
Credit Facility in the third quarter as part of arding the credit facility.

Financing activities in 2002 consisted @ity of the repurchase for cash of the Comparyigiterm debt for $31 million by Level 3
Finance, LLC, a reduction in the iStar mortgag8&1if2 million and the payment of $12 million of dafized leases. Level 3 received
$488 million of net proceeds from the issuancenef3% Junior Convertible Subordinated Notes irthirel quarter of 2002.

Liquidity and Capital Resources

The Company provides a broad range of nateg communications services as a facilities-basedder (that is, a provider that owns or
leases a substantial portion of the property, @adt equipment necessary to provide its servidém)Company has created, through a
combination of construction, purchase and, to seleextent, leasing of facilities and other asseisadvanced, international, end-to-end,
facilities-based communications network. The Conypaas designed its network based on optical aretriat Protocol technologies in order
to leverage the efficiencies of these technolotfiggrovide lower cost communications services.
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The further development of the communiagibusiness will continue to require significanpexditures. These expenditures may result
in negative operating cash flow and net operatisgés for the Company in the near future. The Cagipaxpenditures will be primarily
attributable to operating expenses, capital expereli, integration costs associated with the Ggradguisition and interest payments. The
Company's capital expenditures declined by appratety $2.3 billion for the twelve months of 2002sés the same period in 2001 prima
due to the completion of initial construction reldto the North American and European network€i2 The Company expects base capital
expenditures, (capital required to keep the netveperating efficiently,) to be approximately $100lion in 2003. The Company's remaining
capital expenditures are expected to be successtbasstied to incremental revenue.

Level 3 has approximately $1.14 billioncash and marketable securities on hand at Dece3db@002, excluding $400 million of cash
that was pledged to the banks participating inGbenpany's amended Senior Secured Credit Facilitis dash is reflected as Restricted Cash
within the noncurrent portion of the balance shBased on information available at this time, mamagnt of the Company believes that the
Company's current liquidity and anticipated futaash flows from operations will be sufficient tafiliits business plan through free cash
breakeven, which is expected to occur during tlcerse quarter of 2004. The Company defines free ftashas Adjusted EBITDA minus
capital expenditures, working capital requiremeantd net cash interest expense. In addition, thegaaghas undrawn commitments of
approximately $150 million under its amended SeBiecured Credit Facility. There are certain restns on the availability of these
undrawn amounts.

The Company currently estimates that itsrapons will reach free cash flow breakeven withevequirement for additional financing.
The actual timing of free cash flow breakeven Wwéla function of revenue growth, the Company's mament of network, selling, general
and administrative, and capital expenditures, Ardrttegration of Genuity's operations. The Comfspsevious debt and equity offerings
have given the Company the ability to implementlibsiness plan. However, if additional investmegartunities should present themsel
the Company may be required to secure additionahfiing in the future. In order to pursue thesesibts opportunities and provide
additional flexibility to fund its business plareti@ompany, in January 2001, filed a "universal'lfsiegistration statement for an additional
$3 billion of common stock, preferred stock, dedtigities, warrants, stock purchase agreementsigmakitory shares. In July 2002, the
Company sold $500 million of 9% Junior ConvertiBlebordinated Notes due in July 2012 under this sbgistration statement. The
remaining availability under this registration staent and under a previously existing registrasiatement would allow Level 3 to offer an
aggregate of up to $2.7 billion of additional sétes to fund its business plan.

In addition to raising capital through thebt and equity markets, the Company may sellspadie of existing businesses, investments or
other nor-core assets to fund portions of the business ple2002, the Company completed the sale of apprateim 9.6 million shares ¢



Commonwealth Telephone for net proceeds of appratdiy $326 million. The Company also announcedamudry 2003 that it had received
approximately $46 million of proceeds for its irgstrin CPTC. In addition, the Company has annoutteadt will seek to sell or sublease
excess real estate and may enter into sale ledstthasactions for required communications faeiitiin 2002, Level 3 was able to generate
approximately $97 million of proceeds from thegeety of transactions. With the sale of CommonweEBdlephone shares, CPTC and certain
real estate transactions in 2002, management leslitat the Company has now sold the substantjakityaof its valuable non-core assets.

The Company may not be successful in priondusufficient cash flow, raising sufficient debtequity capital on terms that it will
consider acceptable, or selling or leasing fibercogapacity or access to its conduits. In addjtfmoceeds from dispositions of the Compa
assets may not reflect the assets' intrinsic vakgher, expenses may exceed the Company's ¢éstimad the financing needed may be
higher than estimated. Failure to generate suffidiends may require the Company to
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delay or abandon some of its future expansion peweditures, which could have a material adversecetin the implementation of the
business plan and could result in additional impaint charges on network assets.

In connection with the implementation of iompany's business plan, management continuesiéw the existing businesses to
determine how those businesses will assist wittCthimpany's focus on delivery of communications iafarmation services and reaching
free cash flow breakeven. To the extent that aetiasinesses are not considered to be compatilietivg delivery of communication and
information services or with obtaining cash flowetives, the Company may exit those businessésplissible that the decision to exit
these businesses could result in the Company noveeing its investment in the businesses, anblaeé cases, a significant charge to
earnings could result. For example, the Company is®lAsian operations to Reach Ltd. in January228@d incurred a loss of $516 million.

In July 2001, Level 3 announced that it hatended its Senior Secured Credit Facility to [iteime Company to acquire certain of its
outstanding indebtedness in exchange for sharesnofmon stock. In 2001 and 2002 various issuancesa#l 3's outstanding senior notes,
senior discount notes and convertible subordinatgds traded at discounts to their respective da@ecreted amounts. Through
December 31, 2002, the Company had exchangedivat@transactions, approximately $776 million (ganrg value) of its debt for shares of
its common stock valued at approximately $538 onilli

In October 2001, the Company completeduhaits first tier, wholly owned subsidiary, Le&Finance, LLC, a "Modified Dutch
Auction" tender offer for a portion of the Compangénior notes and convertible subordinate nogeIL3 Finance repurchased debt with a
face value of approximately $1.7 billion, plus ammt interest, if applicable, for a total cash pasghprice of approximately $731 million.
Level 3 retired an additional $89 million face ambaf debt securities using approximately $31 willof cash during the second quarter of
2002.

Level 3 is aware that the various issuainddts outstanding senior notes, senior discowtés and convertible subordinated notes
continue to trade at discounts to their respedtice or accreted amounts. In order to continuedoce future cash interest payments, as well
as future amounts due at maturity, Level 3 orfiiiates may, from time to time, purchase theséstanding debt securities for cash or
exchange shares of Level 3 common stock for thetstamding debt securities pursuant to the exempiovided by Section 3(a)(9) of the
Securities Act of 1933, as amended, in open mankptivately negotiated transactions. Level 3 wilaluate any such transactions in light of
then existing market conditions. The amounts ingdlin any such transactions, individually or in #ygregate, may be material.

The Company has a $1.275 billion Senionugst Credit Facility. As of December 30, 2002, 5.billion of the $1.275 billion Senior
Secured Credit Facility was drawn. The balanceasgnts the approximately $150 million revolvingdiréacility, which contains certain
limitations on availability.

In August 2002, Level 3 amended the terfrth® Senior Secured Credit Facility. The most iggint modifications to the Credit Facili
include the following:

. Increased flexibility for the Company to pursue isiions for cash consideration;

. Removal of two revenue-based financial covenants;

. Modification of an Adjusted EBITDA-based covenant;

. Red_lucgilqn of the $650 million undrawn revolvingditefacility by $500 million to $150 million, witlmestrictions on
availability;
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. Maintenance of minimum cash balance, generally legugb25 million, of which $400 million is pledged the banks; an

. Increase of 0.5% per year to the cost of borrowing

The remaining financial covenants contaiimetthe credit agreement will now be calculatecaasonsolidated basis, but those calculat
will exclude the Company's toll road operationsehhivere sold in January 2003. Certain modificatiwese also made to the Total Leverage
Ratio covenant (which is defined in the agreemertha ratio of Total Debt to Adjusted EBITDA) incacdance with the Company's current
business plan. In addition, this covenant will nesvtested on a trailing twelve-month basis begigimin June 30, 2004, with a maximum
allowable level of 11.5x, versus the original maximallowable level of 6.0x beginning on DecemberZ104. Certain other covenants have
also been modified.

The Company is required to maintain a mimmcash balance, generally equal to $525 milliom disfault under the Senior Secured
Credit Facility shall be deemed to have occurreith waéspect to the minimum cash balance test ifiwia six month period following the date
on which the cash balance falls below $525 millitve, Company again attains a cash balance gréateior equal to $525 million.
Additionally, the Company pledged to the lenderdanthe Senior Secured Credit Facility $400 milladrihe minimum cash balance, which
is reflected as restricted cash within the noneursection of the Consolidated Balance Sheet. Taregany shall be deemed to be in default
under the Senior Secured Credit Facility if thehdaalance falls below $450 million, including th&0® million pledged to lenders.

Interest varies with the one month, two thothree month, or six month LIBOR, at the Compsjection, plus 325 basis points for the
revolving credit facility and tranche A term loaacility, 425 basis points for the tranche B termndacility and 450 basis points for the
tranche C term loan facility. The Company may aset, with lender approval, the nine month or teahonth LIBOR.

The Senior Secured Credit Facility, as afieenhas customary covenants, or requirementstht@@ompany and certain of its
subsidiaries must meet to remain in compliance thighcontract. If the Company does not remain mltance with the covenants, it could
be in default under the terms of the Senior SecQredlit Facility. In this event, the lenders cotdlle actions to require repayment.

In the amendment, the Company agreed taceethe amount of the undrawn senior secured ranghbredit facility portion from
$650 million to $150 million. Of the $150 millio§50 million is available immediately for lettersakdit and the full $150 million becomes
available after August 30, 2003 provided that tlenpany has satisfied an incurrence test thatata@lto a pro forma fixed charge coverage
ratio. As of December 31, 2002, the Company hathi#i®on in letters of credit outstanding under thigreement.

As of December 31, 2002, Level 3 had notdwed any funds under the $150 million revolvimgdit facility other than the letters of
credit outlined above. The availability of fundslaany requirement to repay previously borrowed fuisccontingent upon the continued
compliance with the relevant debt covenants. Thea@any believes, based upon management's revieve @rhended covenants and other
provisions of the Senior Secured Credit Facilifwttit is in full compliance with all the termsthie Senior Secured Credit Facility as of
December 31, 2002 and will be for at least the hegtve months.

Current economic conditions of the telecamioations and information services industry, cambdiwith Level 3's financial position a
significant liquidity, have created potential opjmities for Level 3 to acquire companies or paorsi@of companies at attractive prices. Level
3, in addition to the Genuity acquisition descrilidiow, continues to evaluate these opportunitiescauld make additional acquisitions in
2003.
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On February 4, 2003, Level 3 announcedatinpiisition of substantially all of the assets apdrations of Genuity, Inc., a Massachusetts-
based provider of communications services. Undeatireement, Level 3 paid $60 million in net cashstderation to Genuity and assumed
certain long-term operating agreements. As pati@transaction, the Company also paid $77 miliocash for assumed network obligations
to be used by Level 3 during 2003. The Company ekg@cts to incur one-time integration costs ofrapipately $75 to $100 million during
2003. As part of the transaction, Level 3 assumestof Genuity's existing customer contracts anaddition, has signed new multi-year
customer contracts that together represent expeetetue in excess of $1 billion over the remainifegof the agreements. The majority of
Genuity's future revenue is expected to be attitletto contracts with Verizon and America Onlifike Company believes that the
transaction will significantly improve Level 3'sifincial position through the addition of substdmtéw revenue from high-quality customers
and the potential for significant network and opiegacost synergies, and reduced capital experaditior the combined communications
business.

As of the acquisition date, Level 3 had agring $76 million of unamortized deferred revemtteibutable to cash received from Genuity
for IRU and dark fiber transactions completed iiwipperiods. Due to the acquisition of Genuity, eS8 will not be able to recognize this
deferred revenue in future periods. As a resudt 16 million of deferred revenue will be includesian offset in computing the net purchase
price used to determine the fair value of assejsiesd.

The following tables summarize the conwratbbligations and commercial commitments of tleenpany at December 31, 2002, as
further described in the notes to the financiatestents



Payments Due by Period

Less than
Total 1 Year 1-3Years 4-5Years  After5 Years
Contractual Obligations
Long-Term Debt, including current portion $ 6,106 $ 4 % 28¢ % 80t $  5,00¢
Reclamation 94 2 5 9 78
Operating Leases 754 76 147 14z 38¢
Purchase Orders 76 76 — — —
Other Commercial Commitments
Letters of Credit 47 45 — 1 1

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

Level 3 is subject to market risks arisirgm changes in interest rates, equity prices aneidn exchange rates. As of December 31,
2002, the Company had borrowed $1.125 billion utiderSenior Secured Credit Facility and $120 nmllimder a commercial mortgage.
Amounts drawn on the debt instruments bear intertetfte alternate base rate or LIBOR rate plusiegiple margins. As the alternate base
and LIBOR rate fluctuate, so too will the interespense on amounts borrowed under the credittiaeitid mortgages. The weighted average
interest rate based on outstanding amounts undse tvariable rate instruments of $1.245 billioBatember 31, 2002, was approximately
5.3%. A hypothetical increase in the variable mortdf the weighted average rate by 1% (i.e. a viejaverage rate of 6.3%) would increase
annual interest expense of the Company by apprdaglyn$12.5 million. At December 31, 2002, the Comphad $4.86 billion of fixed rate
debt bearing a weighted average interest rate38b9A decline in interest rates in the future wit benefit the Company due to the terms
conditions of the loan agreements that requireCtimpany to repurchase the debt at specified premiliinee Company has been able to
reduce its exposure to interest rate risk by agmgirertain outstanding indebtedness in exchangstfares of common stock and cash. The
Company continues to evaluate other alternativdisnibinterest rate risk.
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Level 3 continues to hold positions in aertpublicly traded entities, primarily Commonwéaltelephone and RCN. The Company
accounts for these two investments using the equéthod. In 2002, the Company sold approximatebp @@ its holdings in Commonwealth
Telephone for net proceeds of approximately $326ami The market value of the Company's holding&RICN and Commonwealth
Telephone was approximately $51 million at Decen#ier2002, which is higher than their carrying eabf $16 million. The Company may
seek to sell all or a portion of its shares in R&N Commonwealth Telephone over time. The valugived for the remaining investments
would be affected by the market value of the unyegl stock at the time of any such transaction 0&2decrease in the price of
Commonwealth Telephone and RCN stock would reaswdpproximately a $10 million decrease in fair eadd these investments. The
Company does not currently utilize financial instents to minimize its exposure to price fluctuasiam equity securities.

The Company's business plan includes dpireicand operating a telecommunications netwoikurope. As of December 31, 2002, the
Company had invested significant amounts of capitéthat region. The Company issued €800 millioh2f& million outstanding at
December 31, 2002) in Senior Euro Notes in Febr@a00 as an economic hedge against its net invesimés European subsidiaries at the
time. Due to the historically low exchange ratesiming the U.S. Dollar and the Euro, during therib quarter of 2000, Level 3 elected to
aside the remaining Euros received from the ddbktiafys. During the third quarter of 2001, Levetldcted to start funding its current
European investing and operating activities with Buros that had previously been set aside. AssoEBber 31, 2002, the Company held
only enough Euro denominated cash and cash eqgnotedte fund its immediate working capital obligatio Other than the issuance of the
Euro denominated debt and the holding of the EuhesCompany has not made significant use of firgirtstruments to minimize its
exposure to foreign currency fluctuations. Foredgnhange rate fluctuations in 2002 did not haveatenral effect on Level 3's results of
operations and financial position. The Company ioomts to analyze risk management strategies taeefiuieign currency exchange risk.

The change in interest rates and equityréigqorices is based on hypothetical movementsaarcot necessarily indicative of the actual
results that may occur. Future earnings and losgkle affected by actual fluctuations in intereates, equity prices and foreign currency
rates.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementarynéishinformation for Level 3 Communications, Irand Subsidiaries begin on page F-1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE



Effective June 14, 2002, Level 3 Commurndre, Inc. (the "Registrant") determined not toenerthe engagement of its independent
accountants, Arthur Andersen LLP ("Andersen") appainted KPMG LLP ("KPMG") as its new independeat@untants, effective
immediately. This determination followed the Regist's decision to seek proposals from indepenaigstduntants to audit its financial
statements for the fiscal year ending Decembe2B02. The decision not to renew the engagemenndelsen and to retain KPMG was
approved by the Audit Committee of the RegistraBtiard of Directors.

Andersen's report dated January 29, 2002 with respect to matters discussed in Notw 1fie financial statements, as to which the
date is March 13, 2002) on the Registrant's 20@dnitial statements was issued on March 13, 206@rijunction with the filing of the
Registrant's Annual Report on Form 10-K for theryaraded December 31, 2001.
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During Level 3's two most recent fiscal sgeanded December 31, 2001, and the subsequentringeriod through June 14, 2002, there
were no disagreements between the Registrant addré@n on any matter of accounting principles acfizes, financial statement disclos!
or auditing scope or procedure, which disagreeménts resolved to Andersen's satisfaction wowddércaused them to make reference to
the subject matter of the disagreement in conneetith their reports. None of the reportable evelgscribed under Item 304(a)(1)(v) of
Regulation S-K occurred within the Registrant's twast recent fiscal years and the subsequentimigeriod through June 14, 2002. The
audit reports of Andersen on the consolidated fir@rstatements of the Registrant and subsidiaisesf and for the fiscal years ended
December 31, 2001 and 2000 do not contain any aeaginion or disclaimer of opinion, nor were tlygplified or modified as to
uncertainty, audit scope, or accounting principles.

The Registrant provided Andersen with aycofithe foregoing disclosures. Andersen providéetter, dated June 19, 2002, to the
Registrant stating that it has found no basis feagfeement with such statements.

During the Registrant's two most recerddigears ended December 31, 2001, and the subdeqtexim period through June 14, 2002,
the Registrant did not consult with KPMG regardamy of the matters or events set forth in Item 802((i) and (ii) of Regulation S-K.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information required by this Item 10nesorporated by reference to the Company's daefejproxy statement for the 2002 Annual
Meeting of Stockholders to be filed with the Setesiand Exchange Commission, however certainiimition is included in Iltem 1. Busine
above under the caption "Directors and Executiviic®."

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 1insorporated by reference to the Company's déefenjiroxy statement for the 2003 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this Item 12risorporated by reference to the Company's défenjiroxy statement for the 2003 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item 13nesorporated by reference to the Company's daeferjproxy statement for the 2003 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 14. CONTROLS AND PROCEDURES

(a) Disclosure controls and procedures.The Company's Chief Executive Officer and Chifancial Officer have evaluated the
effectiveness of the Company's disclosure conamtsprocedures within the 90 days prior to the défding of this Annual Report on
Form 10-K. Based upon such review, the Chief Exeeudfficer and Chief Financial Officer have corohdl that the Company has in place
appropriate controls and procedures designed taretisat information required to be disclosed key@ompany in the reports it files or
submits under the Securities Exchange Act of 1884mended, and the rules there under, is recqudeckssed, summarized and reported
within the
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time periods specified in the Commission's rules fanms. Disclosure controls and procedures includgnout limitation, controls and
procedures designed to ensure that informationimegjto be disclosed by an issuer in reportsésfibr submits under the Securities Exchange
Act is accumulated and communicated to the Companghagement, including its principal executivéceff and principal financial officer,

as appropriate to allow timely decisions regardaiquired disclosure.

(b) Internal controls. Since the date of the evaluation described @bitnvere have not been any significant changesriingernal
controls or in other factors that could signifidgrgffect those controls.

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K

(a) Financial statements and financigksteent schedules required to be filed for the teayi$ under Items 8 or 14 are set forth follow
the index page at page F-l. Exhibits filed as & phthis report are listed below. Exhibits incorated by reference are indicated in
parentheses.

3.1 Restated Certificate of Incorporation dated Marth1®98 (Exhibit 1 to Registrant's Fori-A filed on April 1,1998).

3.2 Certificate of Amendment of Restated Certificaténmiorporation of Level 3 Communications, Inc. (ibih3.1 to the
Registrant's Current Report on For-K dated June 3, 199¢

3.3 Specimen Stock Certificate of Common Stock, pane&.01 per share (Exhibit 3 to the RegistranttenFR@-A filed on
March 31, 1998)

3.4 Amended and Restated By-laws as of May 23, 200hifi#b3 to Registrant's Quarterly Report on FormQ@or the three
months ended June 30, 20C

3.5 Rights Agreement, dated as of May 29, 1998, betvleefRegistrant and Wells Fargo Bank Minnesota,(fé&a Norwest
Bank Minnesota, N.A.), as Rights Agent, which irte#e the Form of Certificate of Designation, Prafees, and Rights of
Series A. Junior Participating Preferred Stockhef Registrant, as Exhibit A, the Form of Rightstifieate as Exhibit B and
the Summary of Rights to Purchase Preferred SaxcExhibit C (Exhibit 1 to the Registrant's FormA &mendment No. 1
filed on June 10, 1998

3.6 Amendment No. 1 to Rights Agreement, dated JuB052, between the Registrant and Wells Fargo Baimkésota, NA, as
Rights Agent (Exhibit 1.5 to the Registrant's Catrieeport on Form-K filed on July 8, 2002

3.7 Form of Certificate of Designations, Number, Votidgwers, Preferences and Rights of Series B CadhieeRreferred Stock
(Exhibit 1.3 to the Registrant's Current Reporfomm &K filed on July 8, 2002

4.1 Indenture, dated as of April 28, 1998, betweerRhgistrant and IBJ Schroder Bank & Trust Companyrastee relating to
the Registrant's 9/ s %Senior Notes due 2008 (Exhibit 4.1 to the Regi¢seRegistration Statement on Form S-4 File
No. 33:-56399).

4.2 Indenture, dated as of December 2, 1998, betweeRégistrant and IBJ Schroder Bank & Trust Commnyrustee relating
to the Registrant's 1% 2% Senior Discount Notes due 2008 (Exhibit 4.1 ®Registrant's Registration Statement on Form S
4 File No. 33-71687).

4.3.1 Form of Senior Indenture (incorporated by refereiacExhibit 4.1 to Amendment 1 to the RegistraRegjistration Statement
on Form &3 (File No. 33-68887) filed with the Securities and Exchange Cossion on February 3, 199¢
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4.3.2 First Supplemental Indenture, dated as of Septe2hd®99, between the Registrant and IBJ WhiteBeatlk & Trust
Company as Trustee relating to the Registrant'€é%vertible Subordinated Notes due 2009 (Exhilittd.the Registrant's
Current Report on Formr-K dated September 20, 199

4.3.3 Second Supplemental Indenture, dated as of FebR9ar3000, between the Registrant and The Banke@f Mork as Trustee
relating to the Registrant's 6% Convertible Submathd Notes due 2010 (Exhibit 4.1 to the Regissa&irrent Report on



4.3.4

4.4

4.5

4.6

4.7

4.8

10.1

10.2

10.3

10.4

Form ¢-K dated February 29, 200(

Third Supplemental Indenture, dated as of July0822 between the Registrant and The Bank of Nevk derTrustee relating
to the Registrant's 9% Junior Convertible SuborgitidNotes due 2012 (Exhibit 1.2 to the Registrabtierent Report on
Form &K filed on July 8, 2002)

Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as Truséaing to the
Registrant's 11% Senior Notes due 2008 (Exhibitdthe Registrant's Registration Statement on FnFile No. 333-
37362).

Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as Trustating to the
Registrant's 11/ 4% Senior Notes due 2010 (Exhibit 4.2 to the Regjigts Registration Statement on Form S-4 File 188- 3
37362).

Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as Truséaging to the

Registrant's 12/ 8% Senior Discount Notes due 2010 (Exhibit 4.3 ®Registrant's Registration Statement on Form $e4 F
No. 33:-37362).

Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as Truséaing to the

Registrant's 18/ 4% Senior Euro Notes due 2008 (Exhibit 4.1 to thgi&eant's Registration Statement on Form S-4 File
No. 33:-37364).

Indenture, dated as of February 29, 2000, betweeRegistrant and The Bank of New York as Truséaing to the

Registrant's 11/ 4% Senior Euro Notes due 2010 (Exhibit 4.2 to thgi&eant's Registration Statement on Form S-4 File
No. 33:-37364).

Separation Agreement, dated December 8, 1997, thamuong Peter Kiewit Sons', Inc., Kiewit Diversifi&roup Inc., PKS
Holdings, Inc. and Kiewit Construction Group InExfibit 10.1 to the Registrant's Form-K for 1997).

Amendment No. 1 to Separation Agreement, dated Ma8; 1997, by and among Peter Kiewit Sons', Kiewit Diversified
Group Inc., PKS Holdings, Inc. and Kiewit ConstiantGroup Inc. (Exhibit 10.1 to the Registrant'srad.(-K for 1997).

Amendment and Restatement Agreement, dated asgfsA23, 2002, among Level 3 Communications, lnevel 3
Communications, LLC, Level 3 International Servides., Level 3 International, Inc., BTE Equipmebt,C (collectively, the
"Borrowers"), Eldorado Funding LLC and JPMorgan &h8ank, as Administrative Agent (including the Aded and
Restated Credit Agreement dated September 30, 8888ng Level 3 Communications, Inc., the otherdwears and lenders
referred to therein and JPMorgan Chase Bank, astp¢exhibit 99.2 to the Registrant's Current Repor Form 8-K, filed on
August 23, 2002)

Stock Purchase Agreement dated as of February0®2, Detween Level 3 Holdings, Inc. and David CQdart (Exhibit 10.4
to the Registrant's Annual Report on Forn-K for the year ended December 31, 20(
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10.5

10.6

10.7

10.8.1

10.8.2

10.8.3

Warrant Agreement, dated as of March 11, 2002 batwiee Registrant and William L. Grewcock (Exhibix5 to the
Registrant's Annual Report on Formr-K for the year ended December 31, 20t

Form of Promissory Note with certain officers oé tRegistrant. (Exhibit 10.6 to the Registrant's dadrReport on Form 10-K
for the year ended December 31, 20!

Form of Aircraft Time-Share Agreement (Exhibit 1@othe Registrant's Annual Report on Form 10-Ktifer year ended
December 31, 2001

Asset Purchase Agreement by and among Level 3 Carngations, Inc., Level 3 Communications, LLC, Gépudinc., and the
subsidiaries of Genuity Inc. listed on the signatpage thereto, dated as of November 27, 2002 IfExif.1 to the
Registrant's Current Report on For-K filed on December 2, 2002

Amendment, Consent and Waiver to the Asset Purchgeesement, dated as of December 30, 2002, effeeatsvof
November 27, 2002, by and among the Registran®tinehasers and the Sellers (Exhibit 10.1 to thgagdRant's current repc
on Form K dated January 3, 200:

Second Amendment and Waiver to the Asset Purchgesefent, dated as of January 24, 2003, by and@therRegistrant,



the Purchasers and the Sellers (Exhibit 10.2 tdRégistrant's Current Report on For-K dated February 4, 200:

10.8.4 Third Amendment and Waiver to the Asset Purchasedmgent, dated as of January 31, 2003, by and atherigegistrant,
the Purchasers and the Sellers (Exhibit 10.3 tdRéngistrant's Current Report on For-K dated February 4, 200:

10.8.5 Transition Services Agreement, dated as of Febrdia®p03, by and among the Purchasers and theSgiehibit 10.4 to the
Registrant's Current Report on For-K dated February 4, 200:

10.9 Warrant Agreement, dated as of April 15, 2002, leetwthe Registrant and Walter Scott

21 List of subsidiaries of the Compa

23.1 Consent of KPMG LLF

23.2 Information Regarding Consent of Arthur Anderserl

(b) Reports on Form 8-K filed by the Reégist during the fourth quarter of 2003.

On October 4, 2002, the Registrant fil&duarent Report on Form 8-K relating to the identfion of the members of the Registrant's
Audit Committee of the Board of Directors

On November 8, 2002, the Registrant fil&cuarent Report on Form 8-K relating to the deteation of the Registrant's Board of

Directors to eliminate the Registrant's "pre-anro@ament"” policy and to clarify the number of shayethe Registrant's common stock, par
value $.01 per share Colin V.K. Williams is ableptarchase upon exercise of certain vested outparétock options.

On December 2, 2002, the Registrant fil&lerent Report on Form 8-K relating to the exemutf the Asset Purchase Agreement by
and among the Registrant, Level 3 Communicatioh€,[Genuity Inc., and the subsidiaries of Genuitg. llisted on the signature page
thereto.

On January 1, 2003, the Registrant fil&larent Report on Form 8-K relating to the exequtiban amendment to the Asset Purchase
Agreement by and among the Registrant, Level 3 Conications, LLC, Genuity Inc., and the subsidiané§enuity Inc. listed on the
signature page thereto on December 30, 2002.

On October 31, 2002, the Registrant fureisto the Commission pursuant to Iltem 9 of Form, &Kurrent Report on Form 8-K relating
to a press release announcing the Registranttsdbarter 2002 financial results.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Independent Auditors' Repc

Report of Independent Public Accounta

Financial Statements as of December 31, 2002 addl 20d for each of the three years ended
December 31, 200:.

Consolidated Statements of Operati

Consolidated Balance She

Consolidated Statements of Cash Flc

Consolidated Statements of Changes in StockholHqtsty (Deficit)
Consolidated Statements of Comprehensive

Notes to Consolidated Financial Statem

Schedules not indicated above have beetteahfiecause of the absence of the conditions waldieh they are required or because the
information called for is shown in the consolidafedncial statements or in the notes thereto.

F-1




INDEPENDENT AUDITORS' REPORT

To the Stockholders and Board of
Directors of Level 3 Communications, Inc.:

We have audited the consolidated balaneetaf Level 3 Communications, Inc. (a Delawargoaation) and subsidiaries as of
December 31, 2002, and the related consolidatéenséents of operations, cash flows, changes in bdkrs' equity (deficit) and
comprehensive loss for the year then ended. Thessotidated financial statements are the respditgibf the Company's management. Our
responsibility is to express an opinion on thesarftial statements based on our audit. The 2002@®@ consolidated financial statement:
Level 3 Communications, Inc. as listed in the agganying index were audited by other auditors wheeh@meased operations. Those auditors
expressed an unqualified opinion on those condelitifinancial statements in their report dated danad9, 2002.

We conducted our audit in accordance wiidittng standards generally accepted in the Urfittedes of America. Those standards re«
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsnaea free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asairgj the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the 2002 financial statetseeferred to above present fairly, in all mategspects, the consolidated financial positio
Level 3 Communications, Inc. and subsidiaries aBaxfember 31, 2002, and the consolidated resuttseaf operations and their cash flows
for the year then ended in conformity with accongtprinciples generally accepted in the Unitedestaf America.

As discussed in Note 1 to the consolidéiteathcial statements, Level 3 Communications, &nd subsidiaries adopted the provisions of
Statement of Financial Accounting Standards No, 1@dodwill and Other Intangible Assets," effectdenuary 1, 2002.

As discussed above, the 2001 and 2000 tdaszd financial statements of Level 3 Communamadi Inc. and subsidiaries were audited
by other auditors who have ceased operations. saritbed in Note 9, these consolidated financidkstents have been revised to include the
transitional disclosures required by Statementioéficial Accounting Standards No. 142, "Goodwilll@ther Intangible Assets," which was
adopted by the Company as of January 1, 2002.dminion, the disclosures for 2001 and 2000 ineNbare appropriate. However, we were
not engaged to audit, review, or apply any procesitw the 2001 and 2000 consolidated financiadistants of Level 3 Communications, Inc.
and subsidiaries other than with respect to sustiaiures, and, accordingly, we do not expresgariom or any other form of assurance on
the 2001 and 2000 consolidated financial statermteken as a whole.

/s KPMG LLP

Denver, Colorado
February 11, 200

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Stockholders and Board of
Directors of Level 3 Communications, Inc.:

We have audited the consolidated balaneetstof Level 3 Communications, Inc. (a Delawampation) and subsidiaries as of
December 31, 2001 and 2000, and the related cdiasedl statements of operations, cash flows, chang#eckholders' equity (deficit) and
comprehensive income (loss) for each of the themgg/in the period ended December 31, 2001. Thesolidated financial statements are
the responsibility of the Company's management.r@sponsibility is to express an opinion on thésarfcial statements based on our audits.

We conducted our audits in accordance aiitliting standards generally accepted in the UrStates. Those standards require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgghe amounts and disclosures in the finarsteements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statementieneed to above present fairly, in all materialpests, the consolidated financial position of
Level 3 Communications, Inc. and subsidiaries aBaxfember 31, 2001 and 2000, and the consolidatedts of their operations and th



cash flows for each of the three years in the plezinded December 31, 2001 in conformity with actiogrprinciples generally accepted in
the United States.

/SI ARTHUR ANDERSEN LLF

Denver, Colorado

January 29, 2002, except with respect to the
matters discussed in Note 17, as to which the
date is March 13, 200.

This report is a copy of a previously issued ArthurAndersen LLP report included in the Company's 200JAnnual Report on Form 10-
K filed with the Securities and Exchange Commissioand has not been reissued by Arthur Andersen LLP.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
For each of the three years ended December 31, 2002

2002 2001 2000

(dollars in millions, except per share data)

Revenue
Communication: $ 1,101 $ 1,29¢ $ 857
Information Service: 1,93¢ 125 11t
Coal Mining 84 87 19C
Other 30 25 22
Total revenue 3,14¢ 1,53: 1,18¢

Costs and Expense
Cost of revenue

Communication: 20¢ 592 62¢
Information Service 1,76¢€ aC 88
Coal Mining 57 58 76
Total cost of revenu 2,032 742 792
Depreciation and amortizatio 80z 1,122 57¢
Selling, general and administratiy 944 1,29 1,11(C
Restructuring and impairment char 181 3,35¢ —
Total costs and expens 3,95¢ 6,51¢ 2,481
Loss from Operation (811) (4,98)) (2,299
Other Income (Expense
Interest incom 29 161 32¢
Interest expense, n (560 (64€) (282)
Equity in earnings (losses) of unconsolidated slibses, ne 14 16 (289
Gain on equity investee stock transacti — — 10C
Other, ne 94 2 (22)

Total other income (expens (423 (467) (159



Loss from Continuing Operations Before Income (1,239 (5,44%) (1,45¢€)
Income Tax Benefi 121 — 49
Net Loss from Continuing Operatio (1,119 (5,44%) (2,407
Loss from Discontinued Operatio — (60% (48)
Extraordinary Gains on Debt Extinguishments, 258 1,07t —
Net Loss $ (85¢) $ (4,979 $ (1,45
I I I
Earnings (Loss) Per Share of Level 3 Common StBelsic and Diluted)
Continuing operation $ 2749 $ (1459 $ (3.8¢)
.| .| .|
Discontinued operatior $ — % (1.62) $ (0.19)
.| .| .|
Extraordinary gains on debt extinguishments, $ 0.6 $ 28t % —
I I
Net loss $ 21)) $ (133) $ (4.09)
.| .| .|
See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2002 and 2001
2002 2001
(dollars in millions, except per
share data)
Assets
Current Assets
Cash and cash equivalel $ 1,14z $ 1,297
Marketable securitie — 20¢€
Restricted cas 99 15&
Receivables, less allowances for doubtful accooh$29 and $46, respective 53¢ 23¢
Current assets of discontinued Asian operat — 74
Other 154 63
Total Current Asset 1,93¢ 2,03¢
Net Property, Plant and Equipme 6,01( 6,89(
Restricted cas 467 —
Goodwill and Intangibles, ni 38C 28
Other Assets, n¢ 172 364
$ 8,96: $ 9,31¢€
I I

Liabilities and Stockholders' Defic
Current Liabilities:



Accounts payabl $ 691 $ 714
Current portion of lon-term debr 4 7
Accrued payroll and employee bene 15€ 162
Accrued interes 92 86
Deferred revenu 19¢ 124
Current liabilities of discontinued Asian operat — 74
Other 211 22F
Total Current Liabilities 1,35:¢ 1,392
Long-Term Debt, less current portit 6,10z 6,20¢
Deferred Revenu 1,26/ 1,33t
Accrued Reclamation Cos 92 92
Other Liabilities 392 358
Commitments and Contingenci
Stockholders' Deficit
Preferred stock, $.01 par value, authorized 100@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@shares: 443,556,864
outstanding in 2002 and 384,703,922 outstandir&DOiL 4 4
Class R, $.01 par value, authorized 8,500,000 shateshares outstandi — —
Additional paic-in capital 6,27¢ 5,60z
Accumulated other comprehensive |i (132 (144)
Accumulated defici (6,385) (5,527%)
Total Stockholders' Defic (240 (65)
$ 8,96: $ 9,31¢
I I
See accompanying notes to consolidated finanassients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the three years ended December 31, 2002
2002 2001 2000
(dollars in millions)
Cash Flows from Operating Activitie
Net Loss $ (858) $ (4,979 $ (1,459
Loss from discontinued operatio — 60% 48
Extraordinary gain on debt extinguishments, (255) (1,07%) —
Loss from continuing operatiol (1,119 (5,44%) (1,407)
Adjustments to reconcile loss from continuing ogieres to net cash
provided by (used in) continuing operatio
Equity (earnings) losses, r (%)) (26) 284
Depreciation and amortizatic 802 1,122 57¢
Induced conversion expense on convertible 88 — —

Gain on equity investee stock transacti —

(100)



Dark fiber and submarine cable I-cash cost of revent 4 16C 19¢
Loss on impairments and asset s: 182 3,24t —
(Gain) loss on sale of property, plant and equiptm@ammonwealth
shares and other ass (189 3 (29
Non-cash compensation expense attributable to stockda 181 314 23€
Deferred revenu 49 70€ 58€
Amortization of debt issuance co: 40 27 21
Accreted interest on discount d« 11C 11€ 10C
Accrued interest on loi-term debr 9 (37 76
Change in working capital items net of amounts aequ
Receivable! (26) 27t (3849
Other current asse (77) 4 a7e)
Payables (340 (66€) 644
Other liabilities (11¢) 11t 157
Other @a7n 22¢ 242
Net Cash Provided by (Used in) Continuing Operat (427) 141 1,03¢
Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketalolersies 20C 3,67( 7,82
Purchases of marketable securi — (1,162) (8,28¢)
Decrease (increase) in restricted secur (410) 56 (150)
Capital expenditure (218) (2,325 (5,57¢)
Release of capital accrus 21t — —
Purchase of assets held for sale, — (110 (52
Investments and acquisitio (16) — (34)
McLeod acquisitior (572) — —
CorpSoft acquisition, net of cash acquired of (93 — —
Software Spectrum acquisition, net of cash acquofe®ft0 (94) — —
Proceeds from sale of Commonwealth sh 32¢ — —
Proceeds from sale of property, plant and equipnzem other investmen 13C 67 99
Net Cash Provided by (Used in) Investing Activil $ 11) $ 19¢ (6,175)
(continued)
See accompanying notes to consolidated finanassients.
F-6
2002 2001 2000
(dollars in millions)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance costs $ 49C $ 761 $  3,19¢
Payments and repurchases of long-term debt, inaudlirrent portion (159 (812) (22)
Issuances of common stock, net of issuance costs — — 2,40¢
Stock options exercised 1 2 16
Net Cash Provided by (Used in) Financing Activi 332 (49 5,59¢
Net Cash Used in Discontinued Operati (49 (22€) (35§)
Effect of Exchange Rates on Cash and Cash Equis — (20 (56)
Net Change in Cash and Cash Equival: (155) 42 43
Cash and Cash Equivalents at Beginning of ® 1,297 1,25¢ 1,217




Cash and Cash Equivalents at End of Y

Supplemental Disclosure of Cash Flow Informati
Income taxes paid

Interest paid

Noncash Investing and Financing Activitir
Common stock issued in exchange for long term debt

Long term debt principal retired by issuing comnstock
Warrants issued in exchange for construction sesvic
Equity securities received in exchange for services
Issuances of stock for Businessnet acquisition

$ 1142 $ 1297 $ 1,25¢
W& | .|
$ — 3 — $ 2
414 59¢ 461

$ 46€ $ 72 % —
582 194 —

— 32 —

— — 43

— — 3

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

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)

For the three years ended December 31, 2002

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

Balances at December 31, 1¢ $ 3 % 2,501 $ 5) $ 90€ $ 3,40t
Common Stock

Issuances, net of offering costs 1 2,40¢ — — 2,41(C

Stock options exercised — 15 — — 15

Stock plan grants — 237 — — 237

Shareworks plan — 5 — — 5
Net Loss — — — (1,455 (1,45
Other Comprehensive Lo — — (68) — (68)
Balances at December 31, 2( 4 5,167 (73) (549 4,54¢
Common Stock

Issued to extinguish longgrm dek — 72 — — 72

Warrants issued for capital asse — 32 — — 32

Stock options exercised — — — 2

Stock plan grants — 312 — — 312

Shareworks plan — 17 — — 17
Net Loss — — — (4,979 (4,97¢)
Other Comprehensive Lo — — (72) — (7)
Balances at December 31, 2( 4 5,60z (1449 (5,527 (65)
Common Stock

Issued to extinguish lontgrm dek — 46€ — — 46€

Stock options exercised — 1 — — 1

Stock plan grants — 16¢ — — 16¢

Shareworks plan — 36 — — 36
Net Loss — — — (85¢) (85¢)
Other Comprehensive Incor — — 12 — 12



Balances at December 31, 2( $ 4 $ 627 % (132 $ (6,385 $ (240

See accompanying notes to consolidated financitdsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
For the three years ended December 31, 2002

2002 2001 2000

(dollars in millions)

Net Loss $ (858 $ (4,979 $ (1,45
Other Comprehensive Income (Loss) Before 1
Foreign currency translation adjustme 24 (22) (82)
Unrealized holding gains (losses) and other aridimgng perioc (22) 4 5
Reclassification adjustment for (gains) lossesudet in net los 9 (46) 8
Other Comprehensive Income (Loss), Before 12 (72) (68)

Income Tax Benefit Related to Items of Other Corhpresive Income (Los! — — —

Other Comprehensive Income (Loss) Net of Te 12 (72) (68)

Comprehensive Los $ (846) $ (5,049 $ (1,529

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Summary of Significant Accounting Policies
Principles of Consolidation

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

In 2001, the Company agreed to sell itaAdelecommunications business to Reach Ltd. ("R@a€herefore, the assets, liabilities,
results of operations and cash flows for this bessrhave been classified as discontinued operatidhe consolidated financial statements
(See note 3]



Communications

The Company's communications business gesva broad range of integrated communicationscesrprimarily in the United States ¢
Europe as a facilitiebased provider (that is, a provider that owns asés a substantial portion of the property, pladtegquipment necesse
to provide its services). The Company has credhedugh a combination of construction, purchaselaasing of facilities and other assets
advanced international, end-to-end, facilities-bdasemmunications network. The Company has built@rdinues to upgrade the network
based on optical and Internet Protocol technoloigiesder to leverage the efficiencies of thesémetogies to provide lower cost
communications services.

Revenue for communications services, inaggrivate line, wavelengths, colocation, Interaetess, managed modem, voice and dark
fiber revenue from contracts entered into afteleJ8®, 1999, is recognized monthly as the servicep@vided based on contractual amounts
expected to be collected. Reciprocal compensagivanue is recognized only when an interconnectipaeanent is in place with another
carrier, and the relevant regulatory authoritiegeh@pproved the terms of the agreement. Reventileusdtble to leases of dark fiber pursuant
to indefeasible rights-of-use agreements ("IRUs&} gualify for sales-type lease accounting, anceveatered into prior to June 30, 1999, are
recognized at the time of delivery and acceptarfitkeofiber by the customer.

It is the Company's policy to recognizentiration revenue when certain conditions have lmeen These conditions include: 1) the
customer has accepted all or partial delivery efdbset or service; 2) Level 3 has received corside for the asset or service provided; and
3) Level 3 is not legally obligated to provide aétial product or services to the customer or teeacessor under the original contract.
Termination revenue is typically recognized in attans where a customer and Level 3 mutually agréerminate all or a portion of the
service provided, or the customer and/or its agaét® emerge from bankruptcy, and therefore L&vis not obligated to provide additional
service to the customer or its successor. If thalitimns described above are met, the Companyregibgnize termination revenue equal tc
fair value of consideration received, less any am®previously recognized. Termination revenuerted in the same manner as the
original product or service provided, and amourite$i76 million in 2002.

Level 3 entered into joint build arrangeitsesiuring the construction of its North Americam d&uropean networks in which it was the
sponsoring partner. These arrangements are ggnerall
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characterized as fixed fee or cost sharing arraegé&nFor fixed-fee joint build arrangements inathievel 3 is the sponsor, the Company
assumes the cost risk of completing the work flixed price agreed upon at the inception of tharmgement between the parties. Level 3
recognizes revenue equal to the value of the ccintrhen construction is complete and payment isived from the joint build partner. For
cost sharing arrangements each of the joint builtigs shares the cost risk of completing the wdhese contracts typically include
provisions in which the sponsoring partner receav@sanagement fee for construction services prdvidevel 3 recognizes this management
fee as revenue in the period when the contraarngpteted and payment is received from the joinkdbp@rtner. In 2002, most of the

$14 million of revenue recognized from joint buddangements resulted from management fees.

Level 3 was party to seven non-monetanharge transactions in 2001 whereby it sold IRUsgiotapacity, or other services to a
company from which Level 3 received communicatiassets or services. In each case, the transactoiied Level 3 needed network
capacity or redundancy on unprotected transmigsiotes. The fair value of these non-monetary treticsas was determined using similar
transactions for which cash consideration was veckiLevel 3 recognized no revenue from non-mogetachange transactions prior to
2001.

In August 2002, the staff of the Securiiesl Exchange Commission (the "SEC") indicated ttiaiSEC staff had concluded that all non-
monetary exchange transactions for telecommunitaiiapacity should be accounted for as an exchafragsets, irrespective of whether the
transaction involved the lease of assets. The osiwei was based on the SEC staff's view that gie td use an asset (that is, a lease), is in
fact an asset and not a service contract, irreisgect whether such asset is characterized assat an the balance sheet. This conclusion
requires that non-monetary exchange transactiangf@communications capacity involving the exchenfjone or more operating leases be
recognized based on the carrying value of the sagsehanged, rather than at fair value, resultingpi recognition of revenue for the
transactions. Prior to the SEC's communicatiorhimissue, Level 3's accounting for these transastiwhich resulted in Level 3 recognizing
revenue, had been consistent with industry guidémcinese types of transactions. In addition,rhenue recognition approach for these
transactions that the Company followed was an dabéppractice in not only the communications indubut other industries as well. The
SEC indicated that it expects affected companigsttoactively apply this guidance to historicahraonetary exchange capacity transact
that occurred in prior years and, if appropriag¢state their financial statements.

Level 3 was a party to three transactitias involved the use of operating leases for capathe revenue recognized in 2001 from these
transactions was $21 million. For the first six rtienof 2002, $2 million was recognized from thesasactions.

Taking into account the SEC's guidance elL8woes not believe that it is appropriate téatesits previously issued financial statements
for this issue involving non-monetary transacticasthe amount of revenue recognized was not &gnifto Level 3's reported revenue, and
Level 3 has previously disclosed the nature anduatnof these transactions in its previous filinggwthe SEC and in a press release issued
on February 13, 2002. However, Level 3 ceased rezimgy communications revenue from the three treisas involving operating lease



estimated to be approximately $1 million per quaitethe third quarter of 2002.

The Company is obligated under dark fillld$ and other capacity agreements to maintaireitsark in efficient working order and in
accordance with industry standards. Customerstaigated for the term of the agreement to pay lieirtallocable share of the costs for
operating and maintaining the network. The Compaepgnizes this revenue monthly as services angédeo.

Level 3's customer contracts require they@any to provide certain service level commitmelitsevel 3 does not meet the required
service levels, it may be obligated to provide éegdisually in the
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form of free service for a short period of timenBees provided under these credits are not indudeevenue and to date, have not been
material.

Cost of revenue for the communications mess includes leased capacity, right-of-way castsess charges and other third party circuit
costs directly attributable to the network, as \aslicosts of assets sold pursuant to sales-typede@he cost of revenue associated with sales
type leases of dark fiber agreements entered o {@ June 30, 1999, was determined based ofi@a#on of the total estimated costs of
the network to the dark fiber provided to the costes. The allocation takes into account the semégecity of the specific dark fiber
provided to customers relative to the total expctEpacity of the network. Changes to total esthabsts and network capacity are inclu
in the allocation in the period in which they be@kmown. Cost of revenue associated with the dal@soceanic capacity that previously
met the accounting requirements as sales-typedeasee also determined based on taking into a¢®mimice capacity and costs incurred by
Level 3 and its contractors to construct such asset

Accounting practice and guidance with respe the treatment of submarine dark fiber satebstarrestrial IRU agreements continue to
evolve. Any changes in the accounting treatmenldcafiect the way the Company accounts for reveangexpenses associated with these
transactions in the future.

Liquidity and Capital Resources

The communications industry is highly coitpes. Additionally, the communications industiy ¢urrently operating in a difficult
economic environment. Many of the Company's exgséind potential competitors in the communicatioistry have financial, personnel,
marketing and other resources significantly gretiten those of the Company, as well as other catiygeadvantages including larger
customer bases. Increased consolidation and dtrattignces in the industry resulting from the d@mmunications Act of 1996, the open
of the U.S. market to foreign carriers, technolagadvances and further deregulation could givetassignificant new competitors to the
Company. Furthermore, as discussed in Note 11Ctimpany has certain covenants under its debt andrssecured credit facility
agreements that could affect the future liquidityhe Company if such covenants are not met. Mamage believes it will be able to take
appropriate actions to ensure that the Companyoaiitinue as a going concern for the foreseeallegubeyond one year.

Concentration of Credit Risk

The Company provides telecommunicationgices to a wide range of customers, ranging fror eapitalized national carriers to
smaller, early stage companies. Beginning in 20@%el 3 changed its customer focus to the top 36Baj users of bandwidth capacity.
These top 300 global users tend to be financialyawiable than smaller, early stage companies.ddrapany has in place policies and
procedures to review the financial condition ofguital and existing customers and concludes tHgatibility of revenue and other out-of-
pocket expenses are probable prior to commenceofisetvices. If the financial condition of an ekist customer deteriorates to a point
where payment for services is in doubt, the Compeifiynot recognize revenue attributable to thagtomer until cash is received. Based on
these policies and procedures, the Company's cestoase has decreased from approximately 3,008glthe first quarter of 2001 to
approximately 1,350 during the fourth quarter 002@nd it's exposure to credit risk within the commiations business and the related el
on the financial statements has been reduced bggyast year. The Company is not immune from tfextsf of the downturn in the economy
and specifically the telecommunications industigyvbver, management believes the concentrationeglitaisk with respect to receivables is
mitigated due to the dispersion of the Company&tarner base among geographic areas and remedigdqatdy terms of contracts and
statutes.
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Information Services

The Company's information services busimessmprised of two operating units: }Structure, a provider of computer outsourcing and
systems integration services, and Software Spectinon("Software Spectrum™), a distributor, mageeand reseller of business softwari )



Structure provides outsourcing services, typicdihpugh contracts ranging from3years, to firms that desire to focus their resesion thei
core businesses. Under these contra¢tsStfucture recognizes revenue in the month thdeeis provided, generally equal to the contract
value amortized on a straight-line basis. Additlynd i )Structure provides systems integration servicashiblp customers define, develop
and implement cost-effective information systemsvéhue from the existing contracts is generallpge&zed on a straight-line basis and in
the month the service is provided. Cost of revanakides costs of consultants' salaries and ofinectccosts for ()Structure's businesses.

Software Spectrum, which includes the opena of CorpSoft, Inc. ("CorpSoft"), is a reseltdrbusiness software. Accounting literature
provides guidance to enable companies to determinmather revenues from the reselling of goods andcss should be recorded on a "grc
or "net" basis. The Company believes that the fastscircumstances, particularly those involvinigipg and credit risk indicate that the
majority of Software Spectrum's sales should berdEd on a "gross" basis. The latitude and ahilitoftware Spectrum to establish the
selling price to the customer is a clear indicatibfigross"” revenue reporting. The assumption eflitrrisk is another important factor in
determining "gross"” versus "net" reporting. Softev8pectrum has the responsibility to pay suppf@rall products ordered, regardless of
when, or if, it collects from its customers. Softe&pectrum is also solely responsible for deteimgithe creditworthiness of its customers.

Microsoft Corporation, a significant sugplpf software to the Company, changed certaimséicgy programs in 2001 whereby new
enterprise-wide licensing arrangements will begatjdilled and collected directly by Microsoft. TBempany will continue to provide sales
and support services related to these transaaiothsvill earn a service fee directly from Microsfuft these activities. The Company only
recognizes the service fee as revenue and nonthre galue of the software for sales under thigpam. The Company continues to sell
Microsoft products under the old licensing prograthMicrosoft is able to successfully implementdasell a significant amount of software
under this program, or it is determined that thepaating for reselling of the software should beoréed on a "net" basis, the Company may
experience a significant decline in informationvéegs revenue and the corresponding cost of revenue

Software Spectrum recognizes revenue froitware sales at the time of product shipmentnadcordance with terms of licensing
contracts, when the price to the customer is figad, collectibility is reasonably assured. Reveno maintenance contracts is recognized
when invoiced, the license period has commencednvite price to the customer is fixed, and coltéldtly is reasonably assured, as Software
Spectrum has no future obligations associated futtire performance under these maintenance costradtvance billings are recorded as
deferred revenue until services are provided. G@bstvenues includes direct costs of the licensictiyity and costs to purchase and distribute
software. The costs directly attributable to adeabitlings are deferred and included in Other Quir&sssets on the Consolidated Balance
Sheet. Rebate income received from software pubisis recognized in the period in which the relmt@arned and reflected as a reductic
cost of revenue.

The information services industry is hightympetitive. Many of the Company's competitorthimindustry have financial, marketing ¢
other resources significantly greater than thosh®Company. In addition, the Company's softwaselting business could be adversely
affected if major software publishers successfutiplement or expand programs for the direct salsoftfvare through volume purchase
agreements or other arrangements intended to exttheddistribution or resale channel.
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Coal Mining

Historically, coal sold by Level 3 or itstssidiaries has been sold primarily under long-teomtracts with electric utilities, which burn
coal in order to generate steam to produce el@gtris substantial portion of Level 3's coal revenwas earned from long-term contracts
during 2002, 2001, and 2000. The remainder of L8i&etales are made on the spot market where @iieesibstantially lower than those in
the long-term contracts. Beginning in 2001, a higiteportion of Level 3's sales occurred on thet sparket as long-term contracts began to
expire. Costs of revenue related to coal salesidectosts of mining and processing, estimatedmetian costs, royalties and production
taxes.

The coal industry is highly competitive ved 3 competes with other domestic and foreign sogbliers, some of whom are larger and
have greater capital resources than Level 3, atidalternative methods of generating electricity afternative energy sources. Many of
Level 3's competitors are served by two railroauts @ue to the competition, often benefit from lowansportation costs than Level 3 which
is served by a single railroad. Additionally, mampmpetitors have more favorable geological conditithan Level 3, often resulting in lower
comparative costs of production.

Level 3 is also required to comply withieais federal, state and local laws concerning ptimte of the environment. Level 3 believes its
compliance with environmental protection and laestaration laws will not affect its competitive i@ since its competitors are similarly
affected by these laws.

Level 3's coal sales contracts are conatadrwith several electric utility and industriahepanies. In the event that these customers do
not fulfill contractual responsibilities, Level ®uld pursue the available legal remedies.

Selling, General and Administrative Expense



Selling, general and administrative expengelude salaries, wages and related benefittuiimg charges primarily for stock based
compensation), property taxes, travel, insurarexg, contract maintenance, advertising and otheirgidtrative expenses.

Advertising Costs

Level 3 expenses the cost of advertisingeasred. Advertising expense is included as amament of selling, general and administra
expenses in the accompanying consolidated statsroéoperations.

Stock-Based Employee Compensation

The Company has accounted for stock-basgdogee compensation using the fair value basetiadgbursuant to SFAS No. 123
"Accounting for Stock-Based Compensation” since8Ll9%e Company recognizes expense using the aataderesting methodology of FIN
28. (See Note 12)
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Depreciation and Amortization

Property, plant and equipment are recoedexst. Depreciation and amortization for the Canys property, plant and equipment are
computed on accelerated and straight-line methadsdon the following useful lives:

Facility and Leasehold Improvemei 10- 40 year
Network Infrastructure (including fibe 7 - 25 year
Operating Equipmer 3-7 year
Network Construction Equipme 5-7 year
Furniture, Fixtures and Office Equipme 2-7year

Depletion of mineral properties is providesing the units-of-extraction method based orréingaining tons of coal committed under
sales contracts.

Investee Stock Activity

The Company recognizes gains and lossestihe sale, issuance and repurchase of stock bguiity method investees in the statements
of operations, unless the Company has unrecorddgitydgsses attributable to the investee due tdablk of future financial commitments to
the investee.

Earnings Per Share

Basic earnings per share have been compsiag the weighted average number of shares dednp period. Diluted earnings per share
is computed by including the dilutive effect of caommn stock that would be issued assuming convermi@xercise of outstanding convertible
subordinated notes, stock options, stock based ensgpion awards and other dilutive securities.

Restricted Cash

The Company classifies any cash or otheuritées that collateralize the amended Senior BetCredit Facility, outstanding letters of
credit or certain operating obligations of the Campas restricted cash. The Company also classé#igis or other securities restricted to fund
certain reclamation liabilities or purchase nonentrassets as restricted cash. The classificafimstricted cash on the consolidated balance
sheet as current or noncurrent is dependent odutagion of the restriction and the purpose forahitthe restriction exists.

Goodwill and Intangible Assets

The Company segregates identifiable intalegassets acquired in an acquisition from goodw#l of January 1, 2002, (upon adoption of
SFAS No. 142)) the remaining goodwill is no longerortized, but is evaluated for impairment at l@astually (beginning with the first
anniversary of the acquisition date) based ondhresalue of the reporting unit to which the gooliwélates.

Intangible assets primarily include customntracts and customer relationships acquirdniginess combinations. These assets are
amortized on a straight-line basis over the expkptriod of benefit which ranges from 30 month&Qoyears.

Long-Lived Assets



The Company reviews the carrying amourbog-lived assets or groups of assets, excludiraylgill, for impairment whenever events
or changes in circumstances indicate that the iceramount may not be recoverable. The determinatiany impairment includes a
comparison of estimated undiscounted future opegatash flows anticipated to be generated duriagemaining life of the asset to the net
carrying value of the asset.
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Reserves for Coal Reclamation

The Company follows the policy of providiag accrual for reclamation of mined propertiesedolaon the estimated total cost of
restoration of such properties to meet complianitke laws governing strip mining, by applying per reclamation rates to coal mined. Th
reclamation rates are determined using the renmestimated reclamation costs and tons of coal dttedrunder sales contracts. The
Company reviews its reclamation cost estimates ahnand revises the reclamation rates on a prdisgeloasis, as necessary.

Income Taxes

Deferred income taxes are provided fortémeporary differences between the financial repgréind tax basis of the Company's assets
and liabilities using enacted tax rates in effectthe year in which the differences are expeate@verse. Net operating losses not utilized
be carried forward for 20 years to offset futureatale income. A valuation allowance has been resmbadainst deferred tax assets, as the
Company is unable to conclude under relevant adoauatandards that it is more likely than not theterred tax assets will be realizable.
Federal legislation enacted in 2002 permitted thm@any to apply unutilized net operating lossesrafjd 996 taxable income. As a result,
the Company recognized a federal income tax bearfitreceived a refund of $120 million in 2002.

Comprehensive Income (Loss)

Comprehensive income (loss) includes netiegs (loss) and other non-owner related changesuity not included in net earnings
(loss), such as unrealized gains and losses onetadike securities classified as available for dalejgn currency translation adjustments
related to foreign subsidiaries, and other adjustme

Foreign Currencies

Generally, local currencies of foreign ddlesies are the functional currencies for finahoggporting purposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue, expenses and cash flows are texhsising average exchange rates
prevailing during the year. Gains or losses resglffom currency translation are recorded as a corapt of accumulated other
comprehensive income (loss) in stockholders' eddigficit) and in the statements of comprehensieeine (loss).

Use of Estimates

The preparation of financial statementsdnformity with generally accepted accounting piptes requires management to make
estimates and assumptions that affect the repartemints of assets and liabilities and disclosuieafingent assets and liabilities at the date
of the financial statements and the reported ansoofntevenues and expenses during the reportingdoérhe most critical estimates include
accounts receivable reserves, impairment charge$yllives of fixed assets and reclamation reserietual results could differ from those
estimates.

Derivatives

In June 1998, the FASB issued Statemehtrancial Accounting Standards ("SFAS") No. 133¢tAunting for Derivative Instruments
and Hedging Activities". SFAS No. 133 as amende&BAS Nos. 137 and 138, is effective for fiscalrgdaeginning January 1, 2001.
SFAS No. 133 requires that all derivative instrutedye recorded on the balance sheet at fair v&lnanges in the fair value of derivatives
recorded each period in current earnings or otbemprehensive income, depending on whether a derivest designated as part of a hedge
transaction, the type of hedge, and the extenedgh ineffectiveness. The Company currently doésisederivative instruments as defined

by
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SFAS No. 133, so the adoption of SFAS No. 133 id128id not have a material effect on the Compamgslts of operations or its financial
position.



Recently Issued Accounting Pronouncements

In June 2001, the FASB also issued SFASIME, "Goodwill and Other Intangible Assets" ("SFAB. 142"). SFAS No. 142 is effecti
for fiscal years beginning January 1, 2002. SFASIN@ requires companies to segregate identifiatdagible assets acquired in a business
combination from goodwill. The remaining goodwslmo longer subject to amortization over its estédaiseful life. However, the carrying
amount of the goodwill must be assessed at leastadly for impairment using a fair value based.t€giodwill attributable to equity method
investments is no longer amortized but is stilljsabto impairment analysis using existing guidafereequity method investments. For the
goodwill and intangible assets in place as of Ddzam31, 2001, the adoption of SFAS No. 142 didhaate a material impact on the
Company's results of operations or its financiaifon.

In June 2001, the FASB also approved SFASIM3, "Accounting for Asset Retirement Obligabd('SFAS No. 143"). SFAS No. 143
establishes accounting standards for recogniticdhna@asurement of a liability for an asset retirenadrigation and the associated asset
retirement cost. The fair value of a liability fan asset retirement obligation is to be recognizéde period in which it is incurred if a
reasonable estimate of fair value can be madea$beciated retirement costs are capitalized ardded as part of the carrying value of the
long-lived asset and amortized over the usefuldifthe asset. SFAS No. 143 will be effective foe Company beginning on January 1, 2003.
The Company expects that its coal mining busineb®®&affected by this standard as the Companywes; as a component of cost of
revenue, an estimate of future reclamation ligbillthe reclamation liability will be adjusted and@responding asset established to comply
with this new standard. The net effect of the adopof SFAS No. 143 to the Company was a decreasencurrent liabilities of
approximately $6 million (which will be amortized éxpense in future years) and will be reflected aamulative-effect adjustment in the
Consolidated Statement of Operations. The commtioitabusiness has entered in to certain colocét@mses whereby it is required upon
termination of the lease, to remove the leasehofatdvements and return the leased space to itsakigondition. The Company has also
entered in to right-of-way agreements for its ioitgrand metropolitan networks which may require temoval of the conduit upon
termination of the agreement. The Company recooiidigations and corresponding assets of approxim&eL million upon adoption of
SFAS No. 143 related to these lease and right gfagaeements.

In April 2002, the FASB issued SFAS No. 1%Bescission of FASB Statements No. 4, 44, and\édendment of FASB Statement
No. 13, and Technical Corrections" ("SFAS No. 145FAS No. 145 is effective for fiscal years begiignand certain transactions ente
into after May 15, 2002. SFAS No. 145 requires gaind losses from the extinguishment of debt k&siflad as extraordinary items only if
they meet the criteria in APB Opinion No. 30. Poasly, FASB Statement No. 4 generally requiredjaihs and losses from debt
extinguished prior to maturity to be classifiedaasextraordinary item in the statement of operatié®B Opinion No. 30 requires that to
qualify as an extraordinary item, the underlyingmvor transaction should possess a high degrakenairmality and be of a type clearly
unrelated to, or only incidentally related to, tirdinary activities of the Company, and would redsonably be expected to recur in the
foreseeable future. Any gain or loss on extinguishtof debt classified as an extraordinary iterprior periods presented that does not meet
the criteria in APB Opinion No. 30 shall be reclied. The Company believes that due to the rengrnature of its debt repurchases and
exchanges, the adoption of SFAS No. 145 in 200Bresult in the reclassification of the relatedreatdinary gains and losses in the
statement of operations to other non-operatingnreo

SFAS No. 145 also addresses other issgkgling amending certain provisions of SFAS No."B&;counting for Leases". SFAS
No. 145 requires that capital leases that are rneado that th
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resulting lease agreement is classified as an tipgri@ase be accounted for under sale-leasebaskspyns. This amendment and the other
issues addressed in SFAS No. 145 are not expexte/e a material effect on the financial positmmesults of operations of the Company.

In June 2002, the FASB issued SFAS No. 146écounting for Costs Associated with Exit or Disal Activities”, ("SFAS No. 146").
SFAS No. 146 addresses financial accounting anattiag for costs associated with exit or disposaivities (excluding an entity newly
acquired in a business combination), often refetoess"restructuring costs", and nullifies priocaenting guidance with respect to such ct
SFAS No. 146 will spread out the reporting of exgenrelated to restructurings initiated after 2@@2ause commitment to a plan to exit an
activity or dispose of long-lived assets will nader be enough to record a liability for the aptted costs. Under previous guidance, a
liability for an exit cost was recognized at theéedaf an entity's commitment to an exit plan. Iasteexit and disposal costs will be recorded
when they are incurred and can be measured atdtie, and related liabilities will be subsequettijusted for changes in estimated cash
flows. The provisions of SFAS No. 146 shall be effifee for exit or disposal activities initiated eftDecember 31, 2002, with no retroactive
restatement allowed. Early application is permittezlsel 3's management continues to review portafrits communications business and
other businesses to determine how those businedisassist with the Company's focus on deliverycolmmunications and information
services and reaching free cash flow breakevehelfCompany elects to exit these businesses, #ie muired to exit or dispose of these
businesses will not be recorded until they arealstincurred. Level 3 is unable to determine & thme whether these costs will be incurred
or whether they will be material to its resultsopierations or financial position.

In December 2002, the FASB issued SFASIMS8, "Accounting for Stock-Based Compensation—Titamsand Disclosure." SFAS
No. 148 amends SFAS No. 123 "Accounting for S-Based Compensation" to provide alternative metlddsansition for a voluntary
change to the fair value based method of accoufbingtockbased employee compensation. In addition, SFASLH®.amends the disclosi
requirements of SFAS No. 123 to require promindsitldsures in both annual and interim financiatesteents about the method of accoun



for stock-based compensation and the effect ofrtehnod used on reported results. The Company aditipedisclosure requirements of
SFAS No. 148 in 2002.

In September 2002, the Emerging Issues Faste ("EITF") addressed the accounting for cotitverdebt for equity exchanges in Issue
02-15: "Determining Whether Certain Conversion€ohvertible Debt to Equity Securities Are withiretScope of FASB Statement
No. 84" ("EITF 0:-15"). The EITF concluded in EITF 02-15 that thggees of transactions should be accounted fordigcied conversions in
accordance with FASB No. 84, "Induced ConversidnSanvertible Debt" ("SFAS No. 84"). SFAS No. 84juéres a non-cash charge to
earnings for the implied value of an inducementdovert from convertible debt to common equity sii@s of the issuer. The accounting is
to be applied prospectively for those convertildbtdor equity exchanges completed after Septerhbe?002, the date of the EITF's
consensus. The Company applied the provisions ASI¥o. 84 to all convertible debt for equity excharransactions completed after
June 30, 2002.

In November 2002, the EITF addressed tlsewntting for revenue arrangements with multipléevéebbles in Issue 00-21: "Accounting
for Revenue Arrangements with Multiple DeliveraBI€€ITF 00-21"). EITF 00-21 provides guidance amwhthe arrangement consideration
should be measured, whether the arrangement sheudd/ided into separate units of accounting, and the arrangement consideration
should be allocated among the separate units oluating. EITF 00-21 shall be effective for reveraneangements entered into in fiscal
periods beginning after June 15, 2003. The Complaeyg not expect the potential effect of EITF 00a2llbe significant to its results of
operations and financial position.
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In November 2002, the FASB issued FASBrpmgtation No. 45, "Guarantor's Accounting and isare Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness be@t'. FASB Interpretation No. 45 elaborates ondiselosures to be made by a guarantor
in its interim and annual financial statements alitswobligations under certain guarantees thiaag issued. It also clarifies that a guarantor is
required to recognize, at the inception of a gusem liability for the fair value of the obligati undertaken in issuing the guarantee. The
initial recognition and initial measurement prowis$ of the interpretation are applicable on a pFoBpe basis to guarantees issued or
modified after December 31, 2002. The disclosugairements are effective for financial statemeifitsi@rim or annual periods ending after
December 15, 2002. The Company has not enteredarrangements or guarantees that meet the critetiés interpretation and does not
expect the adoption of this interpretation will bavmaterial effect on its results of operations famancial position.

In January 2003, the FASB issued FASB pritation No. 46, "Consolidation of Variable Intetr&ntities an interpretation of ARB
No. 51" ("FIN 46"). FIN 46 addresses consolidatignbusiness enterprises of variable interest esti#\ variable interest entity is defined
an entity in which the total equity investmentiakiis not sufficient to permit the entity to finamits activities without additional subordina
financial support from other parties or as a grtheholders of the equity investment at risk laai ane of the following three characteristics
of a controlling financial interest: The directindirect ability to make decisions about an ergipttivities through voting rights or similar
rights, the obligation to absorb the expected kwsd¢he entity if they occur and, lastly, the tig receive the expected residual returns of the
entity if they occur. FIN 46 applies immediatelyMariable interest entities created after Janu&n2803, and to variable interest entities in
which an enterprise obtains an interest afterdags. It applies in the first fiscal year or interperiod beginning after June 15, 2003, to
variable interest entities in which an enterprisklh a variable interest that it acquired beforeriary 1, 2003. The Company does not expect
FIN 46 to have a material effect on its resultejpérations or financial position.

Reclassifications
Certain prior year amounts may have beelassified to conform to the current year preséomat
(2) Acquisitions

On January 24, 2002, Level 3 completedattiuisition of the wholesale dial-up access busioéd/cLeodUSA Incorporated for
approximately $51 million in cash consideration #mel assumption of certain operating liabilitielated to that business. The acquisition
included customer contracts, approximately 350 P@Bgits of Presence) and related facilities actiosd).S., equipment, underlying circt
and certain employees. The acquisition enabledILZt@ provide managed modem services in all 5testaith a coverage area that includes
approximately 80 percent of the United States patpri, up from 37 states, and approximately 57 grarof the United States population.
allocation of the purchase price resulted in trghamnsideration plus assumed liabilities exceetlindair value of the identifiable tangible
and intangible assets acquired by approximatelyrfi#bn, which was recorded as goodwill. Subseduerthe acquisition, the Company
reevaluated excess equipment acquired in this sitigni and as a result decreased property, plahegqoipment by $7 million to reflect the
current carrying value of the assets. As a regabidwill was increased to $41 million. In accordamith SFAS No. 142, the goodwill will be
assessed annually for impairment and will not beréimed. The results of operations attributabléh®dMcLeod assets and liabilities are
included in the consolidated statements from the dhacquisition.

On March 13, 2002, the Company acquiredapely held CorpSoft, Inc., a global provider, netek and reseller of business software.
Level 3 agreed to pay approximately $89 milliorcash and retire approximately $37 million in debatquire CorpSoft. The transaction was
valued a
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approximately $95 million, adjusted for CorpSo$34 million cash position on the acquisition ddtee $129 million cash purchase price,
including transaction costs, exceeded the fairevalithe net tangible and intangible assets byaqmately $131 million based on an
independent formal valuation of the value of theets, and the Company's estimate of liabilitiesimed. Subsequent to the initial valuation,
the Company has made immaterial changes to théaseqrice allocation.

On June 18, 2002, the Company completeddhaisition of Software Spectrum, Inc., a globaver, marketer and reseller of busir
software. Software Spectrum shareholders recei@@drcash from Level 3 for each share of Softwgpectrum common stock. The total
cash consideration, including outstanding optiams$ expected transaction costs, was approximate3$ #iillion. The transaction was valued
at approximately $95 million, adjusted for Softw&eectrum's $40 million cash position on the adtjaisdate. The $135 million purchase
price, including transaction costs, exceeded thievédue of the net tangible and intangible asbgtapproximately $79 million based on an
independent formal valuation of the value of theets, and the Company's estimate of liabilitiesised. Subsequent to the initial valuation,
the Company has made immaterial changes to théaseqrice allocation.

The results of CorpSoft and Software Speets operations are included in the consolidatet@stents from the dates of acquisition.
Level 3 expects these acquisitions will enablénfisrmation services business to leverage Corp&uftSoftware Spectrum's customer base,
worldwide presence and relationships to expanpattfolio of services. The Company believes thahpanies will, over time seek to gain
information technology operating efficiency by acig software functionality and data storage cdltstas commercial services purchased
and then delivered over broadband networks suthealsevel 3 network. As a result, Level 3 expeotstilize its network infrastructure to
facilitate the deployment of software to CorpSaitl &oftware Spectrum's customers.

Effective on December 31, 2002, CorpSof$ weerged with and into Software Spectrum, with\Bafe Spectrum being the surviving
company.

The following is unaudited pforma financial information of the Company assumiing acquisitions of McLeod, CorpSoft and Softw
Spectrum had occurred at the beginning of 2001:

Pro-Forma
Years ended December 31,

2002 2001

(dollars in millions, except per
share data)

Revenue $ 3,770 $ 4,01t
Loss from Continuing Operatiol (1,119 (5,579
Net Loss (864) (5,109
Net Loss per Shai (2.12) (13.67)

Included in the actual results and unaddie-forma financial information for the year edd@ecember 31, 2002, are $181 million
impairment and restructuring charges, a gain of@pmately $191 million from the sale of Commonwhalelephone Enterprises, Inc.
common stock ("Commonwealth Telephone"), $88 millid induced conversion expenses attributablegaepurchase of a portion of the
Company's convertible debt securities, extraordigains of $255 million as a result of the earlyirguishments of certain long-term debt,
and $120 million of Federal tax benefits due tadkdion enacted in 2002.

Included in the actual result and unauditemiforma financial information for the year end@ecember 31, 2001, are a $3.2 billion
impairment charge to reflect the reduction in therying value amount of certain of its communicasi@assets, an impairment charge of
$516 million related to the
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discontinued Asian operations sold in January 2868,extraordinary gains of $1.1 billion as a restithe early extinguishments of certain
long-term debt.

The following are the assets and liab#itiequired in the McLeod, CorpSoft and Softwarec8pen transactions as of their respective
acquisition dates:

Software
McLeod CorpSoft Spectrum



(dollars in millions)

Assets:
Cash and cash equivalents $ — 8 34 $ 40
Accounts receivable — 134 13C
Other current assets — 18 3
Property, plant and equipment, net 12 6 13
Identifiable intangibles 49 26 49
Goodwill 41 131 79
Other assets — 6 1
Total Assets 10z 35¢E 31t
Liabilities:
Accounts payable — 183 13¢€
Accrued payroll — 19 19
Other current liabilities 43 7 23
Current portion of long-term debt 8 — —
Other liabilities — 17 —
Total Liabilities 51 22¢ 18C
Purchase Pric $ 51 $ 12¢ 3 13t

(3) Discontinued Asian Operations

In December 2001, Level 3 announced thzadt agreed to sell its Asian telecommunicatiorsirimss to Reach Ltd. for no cash
consideration. The agreement covered subsididrégsricluded the Asian network operations, assatslities and future financial
obligations. This included Level 3's share of tt@tNern Asian cable system, capacity on the Japamdble system, capital and operational
expenses related to these two systems, gatew#jenig Kong and Tokyo, and existing customers on L8\geAsian network.

The transaction closed on January 18, 2882f December 31, 2001, the net carrying valukesel 3's Asian assets was approximately
$465 million. In accordance with SFAS No. 144 ,he fourth quarter of 2001, Level 3 recorded an immpant loss on these assets held for
sale within discontinued operations, equal to tifferénce between the carrying value of the assedistheir fair value. Based upon the terms
of the agreement, the Company was required to ppsoaimately $49 million for certain capital obliigans for the two submarine systems to
be sold to Reach, and estimated transaction cBsts$49 million was included in Current Liabilitie§ Discontinued Asian Operations in the
Consolidated Balance Sheet as of December 31, 2001.
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The 2002 operating results through thestation date were not significant. The followinghie summarized results of operations for the
two years ended December 31, 2001 for the disaeedifisian operations:

Years Ended December 31,

2001 2000

(dollars in millions)

Revenue $ 13 8 1
Costs and Expense
Cost of revenue 17) @)
Depreciation and amortization 27 (5)
Selling, general and administrative (58) (42
Total costs and expenses (102 (49
Loss from Operation $ 89 $ (48)

Loss on Impairment of Asian Asse¢ (51¢€) —



Loss from Discontinued Operatio $ (605 $ (48)

SFAS No. 144 requires that long-lived as#eat have met relevant criteria should be clizskds "held for sale” and shall be identified
separately in the asset and liability sectiondeflialance sheet. The assets and liabilities of#ien operations met these criteria as of
December 31, 2001 and were classified as currentaltheir sale to Reach in January of 2002.

The following is summarized financial infieation for the discontinued Asian operations aB@fember 31, 2001 (dollars in millions):

Financial Positior

Current Assets

Cash and cash equivalents $ 3H
Restricted securities 17
Receivables 21
Other 2
Total Current Asset $ 74

Current Liabilities:
Accounts payable and accrued liabilities $ 58

Current portion of long-term debt 8
Deferred revenue 6
Other 2
Total Current Liabilities 74
Net Asset: $ —
|

(4) Restructuring and Impairment Charges

In 2001, the Company announced that ddlegaluration and severity of the slowdown in theneeny and the telecommunications
industry, it would be necessary to reduce operaimenses as well as reduce and reprioritize dapitenditures in an effort to be in a
position to benefit when the economy recovers. Aasalt of these actions, the Company reducedatsagjwork force, primarily in the
communications business in the United States amd@ewby approximately 2,700 employees.
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Restructuring charges of $108 million were recorte2001 of which $66 million related to staff resion and related costs and $42 million
to real estate lease termination costs. The Compasyable to record benefits of $13 million for tlear ending December 31, 2002, due to
the successful termination of leases for less Hahoriginally been estimated and included the ¢tdn of expense in Restructuring and
Impairment Charges in the 2002 Consolidated Statésradf Operations.

In the second and third quarters of 20@dl 3 in two separate actions recorded restrugjurharges of $3 million and $5 million for
costs associated with workforce reductions. Then#Bon restructuring charge in the second quartas attributable to the costs associated
with a workforce reduction of approximately 200 doyees in the communications business in North Acaesind Europe. In the third quar
of 2002, the Company recorded a restructuring eafd@5 million primarily for severance and empleyelated costs associated with the
integration of CorpSoft and Software Spectrum. Agpnately 100 employees, primarily in Boston, wafiected by the workforce reductic
As of December 31, 2002, the Company had paid $®&min costs associated with these workforce midms. A summary of the
restructuring charges and related activity follows:

Severance and Related Facilities Related
Number of Amount Amount
Employees (in millions) (in millions)
2001 Charge 2,70C $ 66 $ 42

2001 Payment (2,34¢) (49) D




Balance December 31, 20 354 17 41

2002 Charge 30C 8 —
2002 Reductions of 2001 Char¢ — — (13
2002 Payment (599 (22 (18)
Balance December 31, 20 5 $ 3 % 10

Lease termination obligations of $10 milliare expected to be paid over the terms of thairag leases, which extend to 2015, if the
Company is unable to negotiate a buyout of theeleas

Impairments

The Company recorded impairment chargé&dfmillion and $57 million in the second and fbuguarters of 2002 related to a
colocation facility in Boston, as well as abandotadral fiber builds, certain corporate facilitiesColorado and excess communications
inventory, which are classified as held for saletimer non-current assets. As a result of the cetigpl of additional colocation space in
Boston by other providers, the continued overabooea@f communications equipment in the secondamnkets;, and the soft demand for
office space in the metropolitan Denver area, thm@any believes that these assets are obsolethamnthe estimated future undiscounted
cash flows attributable to these assets will baffigent to recover their current carrying valdde new carrying values of these assets are
based on offers received from third parties forrred estate properties or actual sales of simdanmunications assets.

In December 2002, Level 3 sold one of iesM\York colocation facilities and the colocatiowifiy near Boston. The Company leased
back 3 of 10 floors of the New York colocation fégi The Company recognized a loss on these tcimss of approximately $81 million,
which is included in Restructuring and Impairmeha@jes on the Consolidated Statements of Operations

In the fourth quarter of 2001, in lighttbE continued economic uncertainty, continued custadisconnections at higher rates than
expected, increased difficulty in obtaining newearue, and the overall slow down in the communicatiodustry, the Company again
reviewed the carrying value of its long-lived asder possible impairment in accordance with SFAS M4. The Company
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determined based upon its projections, giving ¢ff@the continuing economic slowdown and continaeer-capacity in certain areas of the
telecommunications industry, the estimated futuréiscounted cash flows attributable to certaintasseassets groups would not exceed the
current carrying value of the assets. The Compidugyefore, recorded an impairment charge of $3ldihj in the fourth quarter of 2001, to
reflect the difference between the estimated falue of the assets on a discounted cash flow basigheir current carrying value as further
described below.

The 2001 impairments primarily related ébocation assets, excess conduits in North AmennchEuropean intercity and metropolitan
networks, and certain transoceanic assets. Geagedlghapproximately 74% of the charges were bittable to North America, 17% were
attributable to Europe and 9% attributable to tatlastic assets.

The financial problems of many of the "domns", emerging carriers and competitors, a weake@tonomy, and changing customer
focus, led to an over-capacity of colocation spgacgeveral U.S. and European markets. Level 3 atieato sell or sublease its excess
colocation space; however, market rates at the, fionenuch of the space were below its carryingigal As a result, the 2001 impairment
charge included approximately $1.6 billion, in 20fdlated to its colocation assets, which includedied facilities, leasehold improvements
and related equipment.

Level 3 constructed its networks in Nortimérica and Europe in such a way that they coulddm¢inuously upgraded to the most curi
technology without affecting its existing customére upgrade ability of the network is based otttigle conduits available to the Company
to install new generations of fiber. Level 3 alsstalled additional conduits with the intentiorsefling them to other carriers. As of
December 31, 2001, the Company has sold one caindtstNorth American network and, due to the exuit environment and decreasing
capital expenditure budgets of potential buyerd,mdit expect additional sales in the foreseeahigduFor this reason, the Company's 2001
impairment charge included approximately $1.2 dwillfor the conduits that were previously determiteede available for sale to third parties
based on estimated cash flows from the dispositfdhe conduits.

The completion of several transoceanicesastems in the second half of 2001 and the egexdmpletion of additional systems in
2002, resulted in an over abundance of transoceapiacity. This excess capacity, combined withtéchidemand, adversely affected the
transoceanic capacity markets. At current pricengels at December 31, 2001, the Company did nggJeit would recover its investment in
transoceanic capacity from the future cash flowthe$e assets. As a result, the Company's 200Irimgat charge included approximately
$320 million for its transatlantic submarine assets

The Company's 2001 impairment charge alslmuded approximately $126 million for spare equimtnwrite-downs and abandont



lateral builds in 2001.

Level 3 continues to conduct a comprehengdview of its communications assets, specificadiyets deployed along its intercity
network and in its gateway facilities. It is podsithat additional communications equipment maydeetified as obsolete or excess and
additional impairment charges recorded to refleetrealizable value of these assets in future gsrio

(5) Loss Per Share

The Company had a loss from continuing afi@ns for the three years ended December 31, Z0@2efore, the dilutive effect of the
approximately 156 million, 15 million and 19 millicshares issuable pursuant to the three seriemekdible subordinated notes at
December 31, 2002, 2001, and 2000 respectivelye havbeen included in the computation of diluesklper share because their inclusion
would have been anti-dilutive to the computationatidition, the dilutive effect of the approximgtéé million, 53 million and 21 million
options and warrants outstanding at December 31,
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2002, 2001 and 2000 respectively, have not beduded in the computation of diluted loss per shmeause their inclusion would have been
anti-dilutive to the computation.

The following details the earnings (lossj phare calculations for the Level 3 Common Stock.

Year Ended
2002 2001 2000

Loss from Continuing Operations (in millior $ (1,119 $ (5,44 $ (1,407
Discontinued Operatior — (605) (48)
Extraordinary Gain on Debt Extinguishment, 258 1,07¢ —
Net Loss $ (85¢) $ (4,979 $ (1,45¢
I I I

Total Number of Weighted Average Shares Outstandgegl to Compute
Basic and Dilutive Earnings Per Share (in thoush 407,31 373,79: 362,53¢

Earnings (Loss) per Share (Basic and Dilut

Continuing operation $ .74 $ (14.5¢ $ (3.89)
I I I
Discontinued operatior $ — $ (1.62) $ (0.19)
I I I
Extraordinary gain on debt extinguishment, $ 0.6: $ 28t $ —
I I
Net loss $ 211y 3 (13.39) $ (4.0))
I I I

(6) Disclosures about Fair Value of Financial Ingiments

The following methods and assumptions wsed to determine classification and fair valuenancial instruments:

Cash and Cash Equivalents

Cash equivalents generally consist of fundested in highly liquid instruments purchasethvén original maturity of three months or

less. The securities are stated at cost, whichoappates fair value.

Marketable and Restricted Securities

Level 3 has classified all marketable sitiegras available-for-sale. Restricted Securiti€#+ent primarily includes cash investments
that serve to collateralize outstanding lettersretlit and certain operating obligations of the @any. The cost of the securities used in
computing unrealized and realized gains and lossgstermined by specific identification. Fair vieduare estimated based on quoted market
prices for the securities on hand or for similareistments. Net unrealized holding gains and loaseimcluded in accumulated other
comprehensive loss within stockholders' def
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At December 31, 2002, the company did dd lany marketable securities. At December 31, 2@ cost, unrealized holding gains .
losses, and estimated fair values of marketableestdcted securities were as follows:

2001
Marketable Securitie:
U.S. Treasury securities

Restricted Securitie:
Cash and cash equivalents

Wilmington Trust:
Intermediate term bond fund
Equity fund

Unrealized Unrealized
Holding Holding Fair
Cost Gains Losses Value

(dollars in millions)

$ 206 3 — 8 — $ 20€
| | | |
$ 128 3 — 8 — $ 12¢
15 — — 15
11 1 — 12
$ 154 $ 1 3 — $ 15F
| | |

For debt securities, costs do not varyifigantly from principal amounts. The Company recizgd $14 million of losses in 2002 and
$17 million of gains in 2001 from the sale of maelts#e securities; all of which were attributable€doeign currency gains and losses on
securities denominated in Euros. The Company dideumgnize any realized gains and losses on ehlesrketable and equity securities in

2000.

Maturities for the restricted securitieyéaot been presented, as the types of securitesither cash or money market mutual funds

which do not have a single date.

Long-Term Debt

The fair value of long-term debt was estedausing the December 31, 2002 and 2001 averathe @iid and ask price, as provided by a
major financial institution, for the publicly tradelebt instruments. The fair value of the 9% Juflionvertible Subordinated Notes was
determined based on convertible bond valuationnigcies which incorporate the use of the Black-Sehahodel. The GMAC Commercial
Mortgage is not traded in an organized public manflee fair value of this instrument is assumedgproximate its carrying value at
December 31, 2002 as it is secured by underlyisgtasand is at variable interest rates thus mimigizredit and interest rate risks.

The carrying amount and estimated fair @alaf Level 3's financial instruments are as foow

Cash and Cash Equivalel

Marketable Securitie

Restricted Securiti—Current

Restricted Securiti—Noncurrent

Investments (Note 1(

Long-term Debt, including current portion (Not
11)

2002 2001
Carrying Fair Carrying Fair
Amount Value Amount Value
(dollars in millions)
$ 1,142 $ 1,142 $ 1,297 $ 1,29i
— — 20€ 20€
99 99 154 15¢%
467 467 — —
21 62 127 56¢
6,10¢ 4,247 6,21¢ 3,02¢
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(7) Receivables



Receivables at December 31, 2002 and 2@b#& as follows:

Information
Communications Services Coal Other Total

(dollars in millions)

2002
Accounts Receivab—Trade:

Services and Software Sales $ 58 $ 48¢ $ 10 $ 1 3 55¢
Joint Build Cost: 1 — — — 1
Other Receivable 9 — — — 9
Allowance for Doubtful Account (29 (5) — — (29
Total $ 4 3% 484 $ 10 $ 1 3 53¢

| | | | |
2001
Accounts Receivab—Trade:

Services $ 171 $ 21 $ 11 $ 1 % 204

Upfront Dark Fiber 23 — — — 23
Joint Build Cost: 33 — — — 33
Other Receivable 25 — — — 25
Allowance for Doubtful Account 43 3 — — (46)
Total $ 20¢ % 18 $ 11 $ 1 3 23¢

Joint build receivables primarily relatectusts incurred by the Company for constructionetfvork assets in which Level 3 is partnering
with other companies. Generally, under these tgpegreements, the sponsoring partner will incud%®f the construction costs and bill the
other party as certain construction milestonesasacemplished.

Other receivables primarily include nonvées related receivables including European VATI(MaAdded Taxes), sales tax refunds,
equipment sales and other miscellaneous items.

The Company recognized bad debt expenselling, general and administrative expenses ahifiton, $42 million and $31 million in
2002, 2001 and 2000, respectively. The Companyedsed accounts receivable and allowance for ddwdntéwunts by approximately
$23 million, $29 million and $7 million in 2002, A0 and 2000, respectively, for previously reserfieecdamounts the Company deemed as
uncollectible.

(8) Property, Plant and Equipment

The Company has substantially completecttimstruction of its communications network. Cestsociated directly with the
uncompleted network, including employee relateds;dsave been capitalized, and interest expensergtt during construction was
capitalized based on the weighted average accueltainstruction expenditures and the interest ratated to borrowings associated with
the construction (Note 11). The Company generalpjitalizes operating expenses associated with meteamstruction, provisioning of
services and software development. Capitalizedrlabhd related expenses associated with employeksaantract labor working on capital
projects were approximately $66 million, $150 moillj and $162 million, for the years ended Decer8tie2002, 2001 and 2000, respectiv
Included in capitalized labor and related expenges $7 million, $49 million and $12 million of caglized non-cash compensation expense
related to options and warrants for the years e mber 31, 2002, 2001 and 2000, respectivelgrdity segments, gateway facilities,
local networks and operating equipment that haws idaced in service are being depreciated ovarésgmated useful lives, primarily
ranging from 3-25 years.
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The Company continues to develop businegp@t systems required for its business plan.éiternal direct costs of software, matei
and services, payroll and payroll related expefaesmployees directly associated with the projant interest costs incurred when
developing the business support systems are dapdalUpon completion of a project, the total aofsthe business support system is
amortized over a useful life of three years.

In 2002, Level 3 either sold or entered isdle leaseback transactions for colocation feslin London, Boston and New York City. 1
carrying value of these assets at the time of tirassactions was approximately $167 million arel@ompany received approximately
$91 million in gross proceeds. The Company repaidtgage debt, including accrued interest, totati6@ million associated with the sale



the New York City facility.

During 2002, Level 3 was able to finalizgntiations and claims on several of its large Rya@ar network construction projects. As a
result, the Company was able to release approxiynd245 million of capital accruals for the yeaided December 31, 2002 that had
previously been reported as property, plant andbagent. In the ordinary course of business, astcoction projects come to a close, the
Company reviews the final amounts due and settigatstanding amounts related to these contragishacan result in changes to estime
costs of the construction projects.

In 2001, the Company recorded a chargdestatement of operations for impairment of ceréaisets. The impairments primarily
related to colocation assets ($1.6 billion), cotslin North America and European intercity and wgttitan networks ($1.2 billion), and
certain transoceanic assets ($320 million).
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Capitalized business support systems atwidomnke construction costs that have not been placegrvice have been classified as
construction-in-progress within Property, Plant §uipment below.

Accumulated Book
Cost Depreciation Value

(dollars in millions)

2002
Land and Mineral Propertie $ 17¢  $ (13 $ 16&
Facility and Leasehold Improvemel
Communications 1,26( (125) 1,13¢
Information Services 28 5) 23
Coal Mining 65 (63 2
CPTC 92 (%) 75
Network Infrastructurt 4,10¢ (449 3,66z
Operating Equipmer
Communications 1,38¢ (619 767
Information Services 81 (55) 26
Coal Mining 78 (70 8
CPTC 19 23 6
Network Construction Equipme 34 (12 22
Furniture, Fixtures and Office Equipme 13z (87 46
Constructior-in-Progres: 73 — 73
$ 753 $ (1,529 $ 6,01C
I N
Accumulated Book
Cost Depreciation Value
(dollars in millions)
2001
Land and Mineral Propertie $ 20 % (16) $ 187
Facility and Leasehold Improvemel
Communications 1,42: (22 1,401
Information Services 26 5) 21
Coal Mining 65 (62 3
CPTC 92 (24) 78
Network Infrastructurt 4,111 (107) 4,004
Operating Equipmer
Communications 1,15¢ (390 76¢
Information Services 69 (42) 28

Coal Mining 82 (72 10



CPTC 18 11) 7

Network Construction Equipme 67 (@) 50
Furniture, Fixtures and Office Equipme 172 (82) 92
Constructiorin-Progres: 24C — 24C

$ 7,728 $ (83¢) $ 6,89

Depreciation expense was $777 million i0231,082 million in 2001 and $529 million in 2000
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(9) Goodwill and Intangibles, Net

As of December 31, 2002, $72 million, $18ilion and $125 million of goodwill and intangitdenet of amortization of intangibles, are
attributable to the McLeod, CorpSoft and Softwape@rum acquisitions, respectively.

Level 3 completed the acquisition of McL&sodholesale dial-up business on January 24, 282 Company has attributed
approximately $49 million of the purchase pricetstomer contracts with an amortization period étputhe term of the primary contract or
approximately 30 months. The purchase price in €xoéthe fair value allocated to identifiable tduhg and intangible assets resulted in
goodwill of $41 million.

The acquisition of CorpSoft was completadvarch 13, 2002. The $129 million cash purchagsepmcluding transaction costs,
exceeded the fair value of the net assets by appadely $131 million based on a third party formaluation of the assets, and the Comp:
estimate of the liabilities acquired. The Compaay httributed approximately $26 million of the phase price to a customer relationship
intangible asset with an amortization period eqodén years.

On June 18, 2002, the Company completeddhaisition of Software Spectrum, Inc. The $138iom purchase price, including
transaction costs, exceeded the fair value of gt@ssets by approximately $79 million based diird party formal valuation of the assets,
and the Company's estimate of the liabilities asgliiThe Company has attributed approximately $#i8omof the purchase price to a
customer relationship intangible asset with an dizetion period equal to ten years.

Goodwill attributable to these acquisitiavii be assessed at least annually for impairnreaccordance with SFAS No. 142, beginning
with the first anniversary of the acquisition andd@mber 31 of each year thereafter.

Goodwill and intangible asset amortizatiqpense, including amortization expense attribetédblequity method investees, was
$25 million, $41 million and $52 million for the ges ended December 31, 2002, 2001 and 2000, resggct

The following is a reconciliation of finaatinformation of the Company assuming that SFAS M2 had been in effect in 2001 and
2000 and goodwill amortization expense had not veeorded:

Adjusted
Goodwill Net
As Reported Amortization Income
(dollars in millions)
Year Ended December 31, 200
Net Loss Before Extraordinary Iter $ (6,059 $ 41 $ (6,017)
Net Loss. (4,979 41 (4,937%)
Per Share
Net Loss Before Extraordinary Iter (16.20 (16.09)
Net Loss. (13.39) (13.2))
Year Ended December 31, 2000
Net Loss Before Extraordinary Iten $ (1,455 $ 52 % (1,407%)

Net Loss. (1,455 52 (1,409



Per Share
Net Loss Before Extraordinary Iter (4.07) (3.87)

Net Loss 4.0]) (3.87)
(
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The amortization expense related to infaleghssets currently recorded on the Company'sdfooleach of the five succeeding years is
estimated to be the following for the years endeddmnber 31: 2003—%$27 million; 2004—%$19 million; 866$8 million; 2006—3$8 million
and 2007—$8 million.

(10) Other Assets, Net

At December 31, 2002 and 2001 other assetsisted of the following:

2002 2001

(dollars in millions)

Investments $ 21 $ 127
Debt Issuance Costs, r 93 113
Prepaid Network Asse 11 21
CPTC Deferred Development and Financing C 19 20
Assets Held for Sal 10 62
Employee and Officer Notes Receiva 3 10
Other 15 11

$ 17z $ 364

The Company holds equity positions in twblgcly traded companies: RCN Corporation ("RCNigladCommonwealth Telephone
Enterprises, Inc. RCN is a facilities-based prowifebundled local and long distance phone, cadllvision and Internet services to
residential markets primarily on the East and Wesists as well as Chicago. Commonwealth Telephans €ommonwealth Telephone
Company, an incumbent local exchange carrier ojpgrat various rural Pennsylvania markets, and CTri&l. a competitive local exchange
carrier.

On February 22, 2002, Level 3 Holdings, Jacwholly owned subsidiary of the Company, agreeacquire from Mr. David C. McCou
a director of the Company, his 10% interest in L&/&elecom Holdings, Inc., the Company's subsjdibat indirectly holds the Company's
ownership interests in RCN and Commonwealth Telaph®he total cash consideration paid to Mr. Mc€outhis transaction was
$15 million and was accounted for as goodwill htitable to the RCN and Commonwealth Telephone tmessts.

On December 31, 2002, Level 3 owned appnately 24% and 4% of the outstanding shares of R@INCommonwealth Telephone,
respectively, and accounts for it's investmentacheentity using the equity method. The marketevalithe Company's investment in RCN
and Commonwealth Telephone was $14 million andrBifon, respectively, on December 31, 2002.

On April 2, 2002, Eldorado Equity Holdingsg., an indirect, wholly owned subsidiary of L&8e completed the sale of 4,898,000 sh
of common stock of Commonwealth Telephone in arenndtten public offering. The 4,898,000 sharesespnted approximately 46% of
Level 3's economic ownership of Commonwealth Tebegh Eldorado Equity Holdings received net proceddgpproximately $166 million
and recognized a gain on the sale of approxim&®02 million in the second quarter of 2002, whiglinicluded in Other, net on the
Consolidated Statement of Operations.

On December 12, 2002, Eldorado Equity Hajdisold 4,741,326 shares of common stock of Comraalth Telephone. Gross proceeds
for this sale were approximately $166 million, ared proceeds were approximately $159 million. Thel4,326 shares represented
approximately 82% of Level 3's economic ownersHigommonwealth Telephone at the time. A gain of §8%ion was recognized on the
sale, which is included in Other, net on the Codstéd Statements of Operations.

As a result of these transactions, the Gompwns approximately 4% of the total Commonwea#itephone shares outstanding as of
December 31, 2002 through its ownership of
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1,017,061 shares of Class B common stock as ofBleee31, 2002. Class B common shareholders artegintib 15 votes for every share
held. Therefore, the Company held a 29% voting@stiein Commonwealth Telephone at December 31,.2D02 primarily to the Company's
significant voting interest in Commonwealth Telepbapthe Company will continue to account for theestment using the equity method.

The Company's investment in Commonwealtledrene, including goodwill, was $15 million and2#1million at December 31, 2002
and 2001, respectively.

During 2000, Level 3's proportionate shafrRCN's losses exceeded the remaining carryingeval Level 3's investment in RCN. Level
3 does not have additional financial commitmentR@&N; therefore it recognized equity losses onltheextent of its investment in RCN. If
RCN becomes profitable, Level 3 will not recordetsuity in RCN's profits until unrecorded equitylasses has been offset. The Company's
investment in RCN, including goodwill, was zerdacember 31, 2002 and 2001. The Company did nogreze approximately
$394 million, $249 million and $20 million of suspied equity losses attributable to RCN for the yesided December 31, 2002, 2001 and
2000, respectively, bringing the total amount afpnded equity losses to approximately $663 milliobDecember 31, 2002. The Company
recorded equity losses attributable to RCN of $2di0on for the year ended December 31, 2000.

The Company recognizes gains from the ssdaance and repurchase of stock by its equithodenvestees in its statements of
operations. During 2000, RCN issued stock for ttgusition of 215'Century Telecom Group, Inc., completed in Aprilp2pand for certain
transactions which diluted the Company's ownershiRCN from 35% at December 31, 1999 to 31% at bduer 31, 2000. The increase in
the Company's proportionate share of RCN's netsasasea result of these transactions resultecie-dax gain of $95 million for the
Company for the year ended December 31, 2000. Dingp@ny did not recognize any gains for the yeageeébecember 31, 2002 or 2001
and does not expect to recognize future gains oN RGck activity until the suspended equity losaesrecognized by the Company.
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The following is summarized financial infeation of RCN for the years ended December 31, 200@1 and 2000, and as of
December 31, 2002 and 2001 (dollars in millions).

Year Ended December 31,

2002 2001 2000
Operations
RCN Corporation
Revenue $ 457  $ 40€ $ 33¢
Net loss available to common shareholc (1,570 (83€) (897)
Level 3's Share
Net loss $ — $ — $ (260
Goodwill amortization — — (€N}
$ — 3 — $ (26))

December 31,

2002 2001
Financial Position
Current Asset $ 40 $ 95€
Other Asset: 1,581 2,647
Total assets 1,99( 3,60¢
Current Liabilities 31¢ 35¢€
Other Liabilities 1,711 1,88¢
Minority Interest 1 51
Preferred Stoc 2,30¢ 2,142

Total liabilities and preferred stock 4,33¢ 4,43¢




Common shareholders' deficit $ (2,349 % (832

The Company previously made investmenteitain public and private companies in connectiith those entities agreeing to purchase
various services from the Company. The Companyiraily recorded these transactions as investmeriglaferred revenue on the balance
sheet. The value of the investment and deferreghtey is equal to the estimated fair value of tiseserities at the time of the transaction or
the value of the services to be provided, whichewaes more readily determinable. Level 3 closely itooa the success of these investees in
executing their business plans. For those compamétsare publicly traded, Level 3 also monitorerent and historical market values of the
investee as it compares to the carrying value efrikestment. The Company recorded a charge ofr§ién during 2001, for an other-than
temporary decline in the value of such investmantsch is included in Other, net on the Consolida®atements of Operations. Future
appreciation will be recognized only upon sale thieo disposition of these securities. The carngngunt of the investments was zero at
December 31, 2002 and 2001. The Company recognexethue of approximately $3 million, $13 milliondaless than $1 million for actual
services provided to other entities involved in phegram for the twelve months ended December 30222001 and 2000, respectively. As
of December 31, 2002, the Company had deferrechtevebligations of $4 million with respect to théismsactions.

In August 2001, The Company and divine,,inacompany included in those described aboveretinto an agreement whereby divine
would repurchase shares of common stock issuedusell3 and absolve Level 3 of any further obligadiovith respect to the deferred reve
recorded at the time of the original transactios.aXesult, Level 3 recorded a $27 million gai®ither, net on the Consolidated Statemen
Operations in 2001.
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Assets held for sale primarily includestaier telecommunications equipment identified aseeg@and which management expects to sell
due to the Company's decision in June 2001 togepze its capital expenditures. The Company rdedrimpairment charges of $101 milli
in 2002 to reflect the current market value of thassets as well as certain corporate facilitiaswiere previously classified as held for sale
and impaired.

Loans outstanding from certain employeekddficers of the Company totaled $3 million at Bether 31, 2002. The loans were taken
out in 2001 and are secured by Level 3 common stodkther personal assets of the borrower andibtsest at 4.75%.

(11) Long-Term Debt

At December 31 2002 and 2001, long-ternt dets as follows:

2002 2001

(dollars in millions)

Senior Secured Credit Facilit
Term Loan Facility

Tranche A (4.65% due 2007) $ 45C $ 45C
Tranche B (5.65% due 2008) 27¢ 27¢
Tranche C (6.26% due 2008) 40C 40C
Senior Notes (9.125% due 20( 1,38¢ 1,43(C
Senior Notes (11% due 20C 432 442
Senior Discount Notes (10.5% due 20 56€ 583
Senior Euro Notes (10.75% due 20 33t 307
Senior Discount Notes (12.875% due 20 371 38¢€
Senior Euro Notes (11.25% due 20 10¢ 93
Senior Notes (11.25% due 20! 124 12¢
Convertible Subordinated Notes (6.0% due 2( 364 612
Convertible Subordinated Notes (6.0% due 2( 52t 72¢
Junior Convertible Subordinated Notes (9% due 2! 50C —
Commercial Mortgage:
GMAC (3.84% due 2003-2005) 12C 12C
iStar — 112
CPTC Lon¢-term Debt (with recourse only to CPT(
(7.63% due 2004-2028) 13¢ 14C
Other 7 9

6,10¢ 6,21¢



Less current portion 4 (7

$ 6102 $ 6,20¢

In July 2001, Level 3 amended its Seniaused Credit Facility to permit the Company to dogeertain of its outstanding indebtedness
in exchange for shares of common stock. Variousaisses of Level 3's outstanding senior notes, séisoount notes and convertible
subordinated notes have traded at discounts torgspective face or accreted amounts.

In August 2002, the SEC staff notified aértpublic companies and accounting firms thatasweviewing the accounting treatment for
certain transactions involving the conversion afvartible debt pursuant to inducements made to ptawonversion of the debt to equity
securities of the issuer. The SEC staff acknowlddbat there was diversity in accounting practice asked the Emerging Issues
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Task Force of the Financial Accounting StandardarBdo address the issue as part of its Septen@ii® &yenda.

In September 2002, the EITF issued 02-D&términing Whether Certain Conversions of ConbétDebt to Equity Securities Are
within the Scope of FASB Statement No. 84". TheFEtbncluded that these types of transactions sHmilsccounted for as induced
conversions in accordance with SFAS No. 84. SFAS@4aequires a non-cash charge to earnings fanthked value of an inducement to
convert from convertible debt to common equity sities of the issuer. In addition, under SFAS Né, 81 extraordinary gain or loss, as
applicable, is not recorded upon the conversiotoof/ertible debt. The accounting is to be appliedpectively for those convertible debt for
equity exchanges completed after September 11, 2002late of the EITF's consensus. The Companljedpe provisions of SFAS No. 84
to all convertible debt for equity exchange tratisaxs completed subsequent to the second quaraGs.

In the third and fourth quarter of 200%& tompany purchased $99 million aggregate prin@paunt of its 6% Convertible
Subordinated Notes due 2009 and $159 million agdeegrincipal amount of its 6% Convertible Suboatién Notes due 2010 in exchange
the issuance of approximately 20 million sharegéso€ommon stock with a market value of approxirya#102 million. The value of
securities issuable pursuant to original converpiavileges was approximately $14 million. Therefppursuant to the provisions of SFAS
No. 84, a debt conversion expense of $88 millios rexzorded and is included in Other income (expeingbe Consolidated Statements
Operations.

In the first and second quarter of 2008, @mmpany purchased $136 million aggregate priheipaunt of its 6% Convertible
Subordinated Notes due 2009 and $35 million aggeagiéncipal amount of its 6% Convertible SubordatbNotes due 2010. The Company
issued approximately 12 million shares of its commatock with a market value of approximately $538iam. The transactions were
accounted for as extinguishments of debt, in acmard with APB No. 26 "Early Extinguishment of Debithe net gain on the early
extinguishments of the debt, including transactiosts and unamortized debt issuance costs, wasrillieh and was recorded as an
extraordinary item in the Consolidated StatemehSperations.

For the year ended December 31, 2002, tepany purchased $12 million aggregate principaamhof its 9.125% Senior Notes due
2008, $87 million face value ($62 million carryimglue) of its 12.875% Senior Discount Notes due2@hd $88 million face value
($79 million carrying value) of its 10.5% Seniorsbount Notes due 2008. The Company issued apprtedyrib million shares of its
common stock worth approximately $70 million in baage for these senior notes. The transactions aseunted for as extinguishments of
debt, in accordance with APB No. 26, "Early Extirgfument of Debt". The net gain on the early extisgment of the debt, including
transaction costs and unamortized debt issuands, eeass $82 million and was recorded as an extnaarglitem in the Consolidated
Statements of Operations.

In February 2002, the Company's first-tienplly owned subsidiary, Level 3 Finance, LLC phased $89 million aggregate principal
amount of Company debt for cash of $31 million. Tle¢ gain on the extinguishments of the debt, iicly transaction costs, realized foreign
currency gains and unamortized debt issuance agassapproximately $59 million and was recordedraextraordinary item in the
Consolidated Statements of Operations.
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The following information summarizes thelecaepurchases of long-term debt:

Principal Amount Actual Weighted
at Maturity Average Purchase
Repurchased Price/$1,000




($ millions)

Senior Notes (9.125% $ 30 % 381
Senior Notes (11% 8 427
Senior Euro Notes (10.759 23 422
Senior Euro Notes (11.259 1 40E
Senior Notes (11.25% 5 41F
Convertible Subordinated Notes (due 20 8 184
Convertible Subordinated Notes (due 20 14 19t
$ 89

Assumes 1€ = .87 USD

Level 3 will continue to evaluate theseng@ctions in the future. The amounts involved in such transactions, individually or in the
aggregate, may be material.

In 2001, the Company purchased $130 millibits 6% Convertible Subordinated Notes due i@28nd $64 million of its 6%
Convertible Subordinated Notes due in 2010. The @y issued approximately 15.9 million sharestdmmon stock worth
approximately $72 million in exchange for the déliite net gain on the early extinguishments of #iet,dncluding transaction costs and
unamortized debt issuance costs, was $117 millohisiclassified as an extraordinary item in thesdidated Statements of Operations.

In 2001, the Company's first-tier, whollmed subsidiary, Level 3 Finance, LLC commencelladified Dutch Auction” tender offer
for a portion of the Company's senior debt and editie debt securities. Under the "Modified Duginction” procedure, Level 3 Finance
accepted tendered notes in each offer in the aftie lowest to the highest tender prices speatiiig the tendering holders within the
applicable price range for the applicable seriesatés. Level 3 Finance purchased debt with a¥atiee of approximately $1.7 billion, plus
accrued interest, for a total purchase price of@pmately $731 million. The net gain on the reghase, including transaction costs, foreign
currency gains and unamortized debt issuance agassapproximately $967 million and was recordedraextraordinary item in the
Consolidated Statements of Operation.

Senior Secured Credit Facility

In September 1999, Level 3 and certain L8wabsidiaries entered into a $1.375 billion sedicredit facility (“Senior Secured Credit
Facility"), which was amended in March 2001 to ease the borrowing capacity by $400 million, to7$5. billion.

In August 2002, Level 3 and the Lendersraaed the terms of the Senior Secured Credit Facilihe most significant modifications to
the Credit Facility include the following:

. Increased flexibility for the Company to pursuewsiions for cash consideration;

. Removal of two revenue based financial covenants;

. Modification of an Adjusted EBITDA-based covenant;

. Reduction of the $650 million undrawn revolvingditeacility by $500 million to $150 million, withestrictions on

availability;

. Maintenance of minimum cash balance, generally lequ25 million, of which $400 million is pledged the banks; and
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. Increase of 0.5% per year to the cost of borrowing

The remaining financial covenants contaiimetthe credit agreement will now be calculatecaaronsolidated basis, but those calculat
will exclude the Company's toll road operationstt@ia modifications were also made to the Totaldrage Ratio covenant (which is defined
in the agreement as the ratio of Total Debt to Ajd EBITDA) in accordance with the Company's aurtrisiness plan. In addition, this
covenant will now be tested on a trailing twelventiobasis beginning on June 30, 2004, with a maxiraliowable level of 11.5x, versus the
original maximum allowable level of 6.0x beginniag December 31, 2004. Certain other covenants alaeebeen modified.

The Company is required to maintain a miummcash balance, generally equal to $525 milliomdifault under the Senior Secured
Credit Facility shall be deemed to have occurreith waéspect to the minimum cash balance test ifiwia six month period following the date
on which the cash balance falls below $525 millitve, Company again attains a cash balance gréatewotr equal to $525 milliol



Additionally, the Company pledged to the lenderdanthe Senior Secured Credit Facility $400 milladrihe minimum cash balance, which
is shown as noncurrent restricted cash in the Dbee®il, 2002 Consolidated Balance Sheet. The Coyrgiail be deemed to be in default
under the Senior Secured Credit Facility if thehdaalance falls below $450 million, including th&0® million pledged to the lenders.

Due to the reduced borrowing capacity efravolving credit facility, existing debt issuarm®sts were written off in proportion to the
decrease in the borrowing capacity. Approximatéyndllion of the total $7 million of unamortized iskng debt issuance costs, related to the
revolving credit facility, were included in intetesxpense during the third quarter 2002. In addjtapproximately $5 million of direct costs
and bank fees incurred to amend the Senior Secnexdit Facility were included in interest expenseny the third quarter 2002.
Approximately $7 million of costs incurred to ametheé Senior Secured Credit Facility were capitaliaad will be amortized over the
remaining life of the Senior Secured Credit Fagilit

The Senior Secured Credit Facility, as aheelnis comprised of a senior secured revolvinditfacility in the amount of $150 million
and a three-tranche senior secured term loantiaatigregating $1.125 billion. The secured ternmlzility consisted of a $450 million
tranche A, a $275 million tranche B and a $400ianilkranche C term loan facility, all of which halween fully drawn and are outstanding as
of December 31, 2002 and 2001. In the amendmentCtmpany agreed to reduce the amount of the umdsanior secured revolving credit
facility portion from $650 million to $150 milliorOf the $150 million, $50 million is available imutiately for letters of credit and the full
$150 million becomes available after August 30,2Gfovided that the Company has satisfied an necize test that is related to a pro forma
fixed charge coverage ratio. As of December 3122@8e Company had approximately $8 million indestof credit outstanding under this
agreement.

Interest varies with the one month, two thothree month, or six month LIBOR, at the Compa®jection, plus 325 basis points for the
revolving credit facility and tranche A term loacility, 425 basis points for the tranche B termndacility and 450 basis points for the
tranche C term loan facility. The Company may a&set, with lender approval, the nine month or tgahonth LIBOR.

The Senior Secured Credit Facility, as afieenhas customary covenants, or requirementstht@@ompany and certain of its
subsidiaries must meet to remain in compliance thighcontract. If the Company does not remain imgiéance with the covenants, it could
be in default under the terms of the Senior SecQredlit Facility. In this event, the lenders cotdle actions to require repayment.

As of December 31, 2002, Level 3 had natdwed any funds under the $150 million revolvimgdit facility other than the letters of
credit outlined above. The availability of fundslaany requirement to repay previously borrowed fuisccontingent upon the continued
compliance with the

F-37

relevant debt covenants. The Company believesdhgsen management's review of the amended coveaadtsther provisions of the Ser
Secured Credit Facility, that it is in full complige with all the terms of the Senior Secured Crieddility as of December 31, 2002.

9.125% Senior Notes

In April 1998, Level 3 Communications, Imeceived $1.94 billion of net proceeds from arenffg of $2 billion aggregate principal
amount 9.125% Senior Notes Due 2008 ("9.125% Sé&intes"). As of December 31, 2002, a total of $61ilion aggregate principal
amount of the 9.125% Senior Notes had been repsechénterest on the notes accrues at 9.125% pelayel is payable on May 1 and
November 1 each year in ca:

The 9.125% Senior Notes are subject tomgdien at the option of Level 3 Communications,.Jmg whole or in part, at any time or frc
time to time on or after May 1, 2003, plus accraed unpaid interest thereon to the redemption dfatgeemed during the twelve months
beginning May 1, of the years indicated below:

Year Redemption Price

2003 104.56%
2004 103.04%
2005 101.52%
2006 and thereaftt 100.000%

The 9.125% Senior Notes are senior, unsecoipligations of Level 3 Communications, Inc.,kiag pari passuwith all existing and
future senior unsecured indebtedness of the ComJdmgynotes contain certain covenants, which anotimgr things, limit consolidated debt,
dividend payments, and transactions with affiliatesvel 3 Communications, Inc. used the net pros@édhe note offering in connection w
the implementation of its business plan.

Debt issuance costs of $65 million wergioally capitalized and are being amortized as@geexpense over the term of the Senior
Notes. As a result of amortization and debt repases, the capitalized debt issuance costs haverbéeced to $24 million at December .



2002.
11% Senior Notes due 2008

In February 2000, Level 3 Communications, received $779 million of net proceeds, aftansaction costs, from a private offering of
$800 million aggregate principal amount of its 18%nior Notes due 2008 ("11% Senior Notes"). As eé@nber 31, 2002, a total of
$367 million aggregate principal amount of the 1%&hior Notes had been repurchased. Interest amoties accrues at 11% per year and is
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T1% Senior Notes are senior,
unsecured obligations of Level 3 Communications,,Irankingpari passuwith all existing and future senior debt. The 11&6ni®r Notes
cannot be prepaid by Level 3 Communications, laed mature on March 15, 2008. The 11% Senior Nmiatin certain covenants, which
among other things, limit additional indebtednetgidend payments, certain investments and traimsectvith affiliates.

Debt issuance costs of $21 million wergioally capitalized and are being amortized as@geexpense over the term of the 11% Se
Notes. As a result of amortization and debt repasel, the capitalized debt issuance costs haverbagared to $7 million at December .
2002.

10.5% Senior Discount Notes due 2008

In December 1998, Level 3 Communications, sold $834 million aggregate principal amournnaturity of 10.5% Senior Discount
Notes Due 2008 ("10.5% Senior Discount Notes"). J&les
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proceeds of $500 million, excluding debt issuanusis; were recorded as long-term debt. As of Deeerdb, 2002, a total of $213 million
aggregate principal amount of the 10.5% Senior @iat Notes had been repurchased. Interest on tB&618enior Discount Notes accretes at
a rate of 10.5% per annum, compounded semianntalgn aggregate principal amount of $834 milli®6Z1 million after repurchases) by
December 1, 2003. Cash interest will not accrutherl0.5% Senior Discount Notes prior to Decemb@003; however, Level 3
Communications, Inc. may elect to commence theuataf cash interest on all outstanding 10.5% Seiscount Notes on or after
December 1, 2001, in which case the outstandimgjpal amount at maturity of each 10.5% Senior &ist Note will on the elected
commencement date be reduced to the accreted ofalhe 10.5% Senior Discount Note as of that dateaash interest shall be payable on
that Note on June 1 and December 1 thereafter. Gomimg June 1, 2004, interest on the 10.5% SerigmoDnt Notes will accrue at the rate
of 10.5% per annum and will be payable in cash aemially in arrears. Accrued interest expensehieryear ended December 31, 2002 on
the 10.5% Senior Discount Notes of $62 million adsled to long-term debt.

The 10.5% Senior Discount Notes will bejeabto redemption at the option of Level 3 Comneatibns, Inc., in whole or in part, at any
time or from time to time on or after December @02 at the following redemption prices (expressedexcentages of accreted value) plus
accrued and unpaid interest thereon to the redemptte, if redeemed during the twelve months beggnDecember 1, of the years indice
below:

Year Redemption Price

2003 105.2%%
2004 103.5(%
2005 101.7%%
2006 and thereaftt 100.0(%

These notes are senior unsecured obligatbhevel 3 Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatiows,The 10.5% Senior Discount Notes contain cedairenants which, among other
things, restrict or limit the Company's abilityitewur additional debt, make certain restricted pegts, pay dividends, enter into sale and
leaseback transactions, enter into transactiorsafiitliates, and sell assets or merge with anotbenpany.

Debt issuance costs of $14 million wergioally capitalized and are being amortized overtdrm of the 10.5% Senior Discount Notes.
As a result of amortization and debt repurchasescapitalized debt issuance costs have been mdu&®d million at December 31, 2002.

10.75% Senior Euro Notes due 2008

On February 29, 2000, Level 3 Communicatjdnc. received €488 million ($478 million whesugd) of net proceeds, after debt
issuance costs, from an offering of €500 millioy@gate principal amount 10.75% Senior Euro Notes2008 ("10.75% Senior Euro
Notes"). As of December 31, 2002, a tota€179 million aggregate principal amount of the B96/Senior Euro Notes had been repurchased.
Interest on the notes accrues at 10.75% per yehisgrayable in Euros semi-annually in arrears @amdid 15 and September 15 each year
beginning on September 15, 2000. The 10.75% Sé&niar Notes are not redeemable by Level 3 Commuaitstinc. prior to maturity. Debt
issuance costs €12 million ($12 million) were originally capitalieand are being amortized over the term of the5P8.8enior Euro Note:



As a result of amortization and debt repurchas$esnéet capitalized debt issuance costs have beened to  million at December 31, 200

The 10.75% Senior Euro Notes are seni@ecaured obligations of the Company, rankpagi passuwith all existing and future senior
debt. The 10.75% Senior Euro Notes contain certain
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covenants, which among other things, limit add#éidndebtedness, dividend payments, certain investsnand transactions with affiliates.

The issuance of the €500 million 10.75%i&eBuro Notes has been designated as, and igigfexs, an economic hedge against the
investment in certain of the Company's foreign glibses. Therefore, foreign currency gains anddssresulting from the translation of the
debt have been recorded in other comprehensivenia¢toss) to the extent of translation gains oségson such investment. The 10.75%
Senior Euro Notes were valued, based on curretitagge rates, at $335 million in the Company's fiirstatements at December 31, 2002.
The difference between the carrying value at De@zrth, 2002 and the value at issuance, after rbpaes, was recorded in other
comprehensive income.

12.875% Senior Discount Notes due 2010

On February 29, 2000, Level 3 Communicatjdnc. sold in a private offering $675 million aggate principal amount at maturity of its
12.875% Senior Discount Notes due 2010 ("12.875#dB®iscount Notes"). The sale proceeds of $360anj excluding debt issuance
costs, were recorded as long-term debt. As of Deeerdl, 2002, a total of $187 million aggregatagpal amount of the 12.875% Senior
Discount Notes had been repurchased, leaving $488maggregate principal amount outstanding. legt on the 12.875% Senior Discount
Notes accretes at a rate of 12.875% per year, congjeal sen-annually, to an aggregate principal amount of $##Bon by March 15, 200¢
Cash interest will not accrue on the 12.875% Sebiscount Notes prior to March 15, 2005. Howevezyél 3 Communications, Inc. may
elect to commence the accrual of cash interestl@utstanding 12.875% Senior Discount Notes oafter March 15, 2003. In that case, the
outstanding principal amount at maturity of eactBI8% Senior Discount Note will, on the elected omencement date, be reduced to the
accreted value of the 12.875% Senior Discount ldetef that date and cash interest shall be payabiee 12.875% Senior Discount Notes
on March 15 and September 15 thereafter. Commer8gpgember 15, 2005, interest on the 12.875% SBxscount Notes will accrue at the
rate of 12.875% per year and will be payable ihaasmi-annually in arrears. Accrued interest expdoisthe year ended December 31, 2002
on the 12.875% Senior Discount Notes of $47 millicas added to long-term debt.

The 12.875% Senior Discount Notes are stiltperedemption at the option of Level 3 Commuti@ss, Inc., in whole or in part, at any
time or from time to time on or after March 15, 80Qevel 3 Communications, Inc. may redeem the 1528 Senior Discount Notes at the
redemption prices set forth below, plus interdsiny, to the redemption date. The following priees for 12.875% Senior Discount Notes
redeemed during the 12-month period commencing arcM15 of the years set forth below and are esprkas percentages of principal
amount.

Year Redemption Price

2005 106.43%%
2006 104.29:%
2007 102.146%
2008 and thereaftt 100.000%

The 12.875% Senior Discount Notes are senitsecured obligations of the Company, rankiag passuwith all existing and future
senior debt. The 12.875% Senior Discount Notesaiomertain covenants, which among other thingst kdditional indebtedness, dividend
payments, certain investments and transactionsaffitrates.

Debt issuance costs of $9 million were ioadly capitalized and are being amortized as &geexpense over the term of the 12.875%
Senior Discount Notes. As a result of amortizatod debt repurchases, the capitalized debt issuarste have been reduced to $5 million at
December 31, 2002.
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11.25% Senior Euro Notes due 2010

On February 29, 2000, Level 3 Communicationc. received €293 million ($285 million whesugd) of net proceeds, after debt
issuance costs, from an offering of €300 milliog@gyate principal amount 11.25% Senior Euro Notes2010 ("11.25% Senior Euro
Notes"). As of December 31, 2002, a tota€196 million aggregate principal amount of the 1%2Senior Euro Notes had been repurcha



Interest on the notes accrues at 11.25% per yehisgrayable semi-annually in arrears in Euros @mdid 15 and September 15 each year
beginning September 15, 2000.

The 11.25% Senior Euro Notes are subjestdemption at the option of Level 3 Communicatjdns., in whole or in part, at any time
from time to time on or after March 15, 2005. THe2b% Senior Euro Notes may be redeemed at thenggden prices set forth below, plus
accrued and unpaid interest, if any, to the redemmtate. The following prices are for 11.25% Seifiaro Notes redeemed during the 12-
month period commencing on March 15 of the yearosth below, and are expressed as percentagasnaipal amount.

Year Redemption Price

2005 105.62'%
2006 103.75%
2007 101.87%
2008 and thereaftt 100.000%

Debt issuance costs of €7 million ($7 noilli were originally capitalized and are being amed over the term of the 11.25% Senior
Euro Notes. As a result of amortization and deptirehases, the capitalized debt issuance costsbegrereduced to €2 million at
December 31, 2002. The 11.25% Senior Euro Notesamer, unsecured obligations of the Company,irgnpari passuwith all existing anc
future senior debt. The 11.25% Senior Euro Notedaio certain covenants, which among other thiligst additional indebtedness, divide
payments, certain investments and transactionsaffitfates.

The issuance of the €300 million 11.25%i&eBuro Notes has been designated as, and igigdexs, an economic hedge against the
investment in certain of the Company's foreign &libses. Therefore, foreign currency gains anddssresulting from the translation of the
debt have been recorded in other comprehensivenia¢toss) to the extent of translation gains oségson such net investment. The 11.25%
Senior Euro Notes were valued, based on curretitagge rates, at $109 million in the Company's fiierstatements at December 31, 2002.

11.25% Senior Notes due 2010

In February 2000, Level 3 Communications, received $243 million of net proceeds, aftansaction costs, from a private offering of
$250 million aggregate principal amount of its BE2Senior Notes due 2010 ("11.25% Senior Notess)oDecember 31, 2002, a total of
$126 million aggregate principal amount of the 5%2Senior Notes had been repurchased. Interesieomotes accrues at 11.25% per year
and is payable semi-annually in arrears on MarchricbSeptember 15 in cash beginning Septembei0D®, 2

The 11.25% Senior Notes are subject tomgdien at the option of Level 3 Communications,.Jmg whole or in part, at any time or frc
time to time on or after March 15, 2005. Level Sr@@ounications, Inc. may redeem the 11.25% Senioefat the redemption prices set forth
below, plus accrued and unpaid interest, if anyhéoredemption date. The following prices are
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for 11.25% Senior Notes redeemed during the 12-mpatiod commencing on March 15 of the years st toelow:

Year Redemption Price

2005 105.62'%
2006 103.75%
2007 101.87%
2008 and thereaftt 100.00%

The 11.25% Senior Notes are senior, unseooiligations of the Company, rankipari passuwith all existing and future senior debt.
The 11.25% Senior Notes contain certain covenaritigh among other things, limit additional indebteds, dividend payments, certain
investments and transactions with affiliates.

Debt issuance costs of $7 million were ioadly capitalized and are being amortized as ggtexpense over the term of the 11.25%
Senior Notes. As a result of amortization and deptirchases, the capitalized debt issuance coststiegen reduced to $2 million at
December 31, 2002.

6% Convertible Subordinated Notes due 2009

On September 14, 1999, the Company rec&ivé8 million of proceeds, after transaction costsn an offering of $823 million
aggregate principal amount of its 6% Convertible@dinated Notes Due 2009 ("Subordinated Notes 'J008e Subordinated Notes 2009
are unsecured and subordinated to all existingfatade senior indebtedness of the Company. Inteneshe Subordinated Notes 2009 accrues
at 6% per year and is payable each year in casfianoh 15 and September 15. The principal amoutti@BSubordinated Notes 2009 will



due on September 15, 2009. The Subordinated NO@3 rday be converted into shares of common stotikeo€ompany at any time prior to
maturity, unless the Company has caused the caomaights to expire. The conversion rate is 15184Bares per each $1,000 principal
amount of Subordinated Notes 2009, subject to &dgst in certain circumstances. On or after Seperib, 2002, Level 3, at its option, n
cause the conversion rights to expire. Level 3 mx@rcise this option only if the current marketprexceeds approximately $91.27 (which
represents 140% of the conversion price) for 2@ingadays within any period of 30 consecutive tngdilays including the last day of that
period. As of December 31, 2002, less than $1 onilof debt had been converted into shares of comstumk. As of December 31, 2002, a
total of $459 million aggregate principal amountleé Subordinated Notes 2009 had been repurchasedioanged for common stock.

Debt issuance costs of $25 million wergioally capitalized and are being amortized as@gkeexpense over the term of the
Subordinated Notes 2009. As a result of amortinadiod debt repurchases, the capitalized debt issuzosts have been reduced to $7 million
at December 31, 2002.

6% Convertible Subordinated Notes due 2010

In February 2000, the Company received $88on of net proceeds, after transaction colstsn a public offering of $863 million
aggregate principal amount of its 6% Convertible@dinated Notes due 2010 ("Subordinated Notes20Tfie Subordinated Notes 2010
are unsecured and subordinated to all existingfande senior indebtedness of the Company. Inteneshe Subordinated Notes 2010 accrues
at 6% per year and is payable semi-annually in casiarch 15 and September 15 beginning Septenthé&0DO0. The principal amount of
the Subordinated Notes 2010 will be due on MarcH2030.

The Subordinated Notes 2010 may be coryémnte shares of common stock of Level 3 Commuinoat, Inc. at any time prior to the
close of business on the business day immediatelyeping maturity, unless previously redeemed,rekmsed or Level 3
Communications, Inc. has
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caused the conversion rights to expire. The comuerate is 7.416 shares per each $1,000 prinaipalunt of Subordinated Notes 2010,
subject to adjustment in certain events.

On or after March 18, 2003, Level 3, abitgion, may cause the conversion rights to exjhieeel 3 may exercise this option only if the
current market price exceeds approximately $18@vfch represents 140% of the conversion pricepfdeast 20 trading days within any
period of 30 consecutive trading days, including st trading day of that period. As of DecemlderZp02, no debt had been converted into
shares of common stock. As of December 31, 200&aaof $338 million aggregate principal amountité Subordinated Notes 2010 had
been repurchased or exchanged for common stock.

Debt issue costs of $27 million were orédiy capitalized and are being amortized as integrgense over the term of the Subordinated
Notes. As a result of amortization and debt repasek, the capitalized debt issuance costs haverbagared to $12 million at December !
2002.

Junior Convertible Subordinated Notes

On July 8, 2002, the Company sold $500iomlhggregate principal amount of its 9% Junior ¥&otible Subordinated Notes due 201
entities controlled by three institutions: Longl&afrtners Funds, Berkshire Hathaway, Inc., and IMaggon, Inc. Level 3 intends to use the
net proceeds of approximately $488 million, aftansactions costs of $12 million, for general coap® purposes, including potential
acquisitions relating to industry consolidation ogpnities, capital expenditures and working cdpithe notes, which mature in 10 years,
9% cash interest annually, payable quarterly bagin@ctober 15, 2002. The notes are convertibltheabption of the holders, into Level 3
common stock at any time at a conversion price3o4 3 (subject to certain customary adjustmentstivhiould, at December 31, 2002, re:
in the issuance of approximately 147 million comnsbiares. The notes are convertible at the Compaptitn into convertible preferred
stock under certain conditions and circumstanchs.cbnvertible notes rank junior to substantiallypfthe Level 3 Communications, Inc.'s
outstanding indebtedness.

Debt issuance costs of $12 million wereitediped and are being amortized as interest expewmer the term of the Junior Convertible
Subordinated Notes.

GMAC Commercial Mortgage due 2003

In June 2000, HQ Realty, Inc. (a wholly @arsubsidiary of the Company) entered into a $1@mfloating-rate loan ("GMAC
Mortgage") providing secured, non-recourse delfinemnce the Company's world headquarters. HQ Relaity is a single purpose entity
organized solely to own, hold, operate and manlagevorld headquarters which has been 100% leadeevl 3 Communications, LLC in
Broomfield Colorado. Under the terms of the loareament, HQ Realty, Inc., will not engage in angibess other than the ownership,
management, maintenance and operation of the weddquarters. The assets of HQ Realty Inc. aravaltable to satisfy any third party
obligations other than those of HQ Realty, Incaditition, the assets of the Company are not avaitabsatisfy the obligations of H



Realty, Inc. HQ Realty, Inc. received $119 milliohnet proceeds after transaction costs. Level 8nequired to place $13 million of the net
proceeds in a restricted account. The releaseesktfunds is contingent upon Level 3's debt ratingeasing to BBB by S&P and Baa2 by
Moody's which did not occur in 2002.

The initial term of the GMAC Mortgage is B®nths with two one-year no cost extension optiamgrest varies monthly with the
30 day London Interbank Offering Rate ("LIBOR") 1drS. Dollar Deposits as follows:

The Index plus:
(1) 240 basis points during the Initial Term;
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2 250 basis points during the First Extension; and

) 260 basis points during the Second Extension.
At December 31, 2002 the interest rate 3v84%.

The GMAC Mortgage may be prepaid at parfiole or in part in multiples of $100,000. The emfrincipal is due at maturity or at the
end of the elected extension period. Interest antiue during the initial thregear term. Interest and amortization are due dutiegextensio
terms based on a 30 year amortization period withllwon payment at maturity.

Existing debt issuance costs of $1 millegre capitalized and are being amortized as intesgense over the term of the GMAC
Mortgage.

iStar Commercial Mortgage due 2004

In March 2002, 85 Tenth Avenue, LLC (a whawned subsidiary of the Company) amended its3%hillion floating-rate loan,
originally provided by Lehman Brothers Holdingsg lifthe "Lehman Mortgage") that provided securem-recourse debt to finance the
purchase and renovations of the New York Gatewaiitia The amendment resulted in iStar DB SelldrC ("iStar") becoming the sole
lender for the property. Previously, iStar, alorithvether third parties, owned notes of the 85 fieltenue Trust, purchased from Lehman
Brothers Holdings, Inc. Using funds previously rese for additional renovations at the New York &veay facility, along with funds
advanced from iStar, 85 Tenth Avenue, LLC repa@dther third party holders of the notes of 85 hektenue Trust and reduced the
principal outstanding under the amended loan ageaeetn $60 million. Additionally, the amendment n&gted with iStar (the "iStar
Mortgage") extended the initial term of the loarMarch 1, 2004, with two optional one-year extensiorhere was no prepayment penalty
under the revised agreement. Interest varied mpmtth the 30 day LIBOR for U.S. Dollar Depositdyp 650 basis points. The amendment
provided a LIBOR floor of 2.00% at all times. Tli¢erest, together with principal payments based @@year amortization period, were d
monthly during the initial term of the loan.

On December 31, 2002, the New York Gatefaaility was sold. The proceeds from the transacti@re used to repay the iStar
Mortgage balance of $60 million including accruetkiest. Unamortized existing debt issuance cdsé amillion were included in interest
expense during the fourth quarter of 2002

CPTC

In July 2001, CPTC completed the refinagaihits development and construction debt. Thes®t8lion financing proceeds were used
to repay CPTC's original lenders, repay subordthdebt carried by Orange County Transportation Aty and cover refinancing and
prepayment costs. The prepayment costs and wffitef debt issuance costs on the old debt of $ianiare reflected as an extraordinary i
net of other gains, on early extinguishment of delthe 2001 statement of operations. The debtasaan interest rate of 7.63% and requires
principal payments in varying amounts through 202& debt is the obligation of CPTC and is nonreseto Level 3 Communications, Inc.
(See Note 16)

The debt instruments above contain certamfinancial covenants with which the Companyéads it is in full compliance as of
December 31, 2002.

The Company capitalized $58 million and $8aillion of interest expense and amortized debiasice costs related to network
construction and business systems developmentapsdjer the years ended December 31, 2001 and 29hterest expense or amortized
debt issuance costs were capitalized for the yedesDecember 31, 2002.
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Future Debt Maturities:

Scheduled maturities of long-term debtasdollows (in millions):
2003—$%$4; 2004—$48; 2005—%$240; 2006—$145; 2007—%660$5,009 thereafter.

Included in the 2005 lortgrm debt maturities is $117 million related to G®IAC Commercial Mortgage. The initial term of t6&MAC
Commercial Mortgage is through June 2003 with twe-gear no cost extensions. The debt maturitiesckdh assumes the Company will
exercise both of the one-year extensions.

(12) Employee Benefit Plans

The Company adopted the recognition promsiof SFAS No. 123, "Accounting for Stock Basednpensation” ("SFAS No. 123") in
1998. Under SFAS No. 123, the fair value of anaptr other stock-based compensation (as compuatadciordance with accepted option
valuation models) on the date of grant is amortiaeer the vesting periods of the options in accocdavith FASB Interpretation No. 28
"Accounting for Stock Appreciation Rights and OtMariable Stock Option or Award Plans"("FIN 28")ltllough the recognition of the val
of the instruments results in compensation or Eifmal expenses in an entity's financial statesyéin¢ expense differs from other
compensation and professional expenses in that ttferges may not be settled in cash, but ratregenerally settled through issuance of
common stock.

The adoption of SFAS No. 123 has resultethaterial non-cash charges to operations sin@aldgtion in 1998, and will continue to do
so0. The amount of the non-cash charges will be rdgo® upon a number of factors, including the nunatbgrants and the fair value of each
grant estimated at the time of its award.

The Company recognized on the statemeopefations a total of $181 million, $314 millionda$236 million of non-cash compensation
in 2002, 2001 and 2000, respectively. Includediscahtinued operations is non-cash compensatioarsgof $7 million and $5 million for
the years ended 2001 and 2000, respectively. litiaddthe Company capitalized $7 million, $49 et and $12 million in 2002, 2001 and
2000, respectively, of non-cash compensation fosé¢hemployees and contractors directly involveithéinconstruction of the network or
development of the business support systems.

The following table summarizes non-cash pgensation expense and capitalized non-cash compmn$ar the three years ended
December 31, 2002.

2002 2001 2000

(dollars in millions)

NQSO $ — % 8 $ 9
Warrants 11 42 1
0SsO 11€ 227 192
C-0SO 40 58 18
Restricted Stoc 1 2 4
Stock Issuet — — 5
Shareworks Match Ple 12 13 5
Shareworks Grant Plz 8 13 13

18¢€ 363 24¢
Capitalized Noncash Compensat @) (49 12

181 314 23€
Discontinued Asian Operatiol — 7 5

$ 181 $ 321 $ 241
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Non-qualified Stock Options and Warrants

In June 2002, the Company issued two milli@rrants to a contractor as payment for conguiervices. The warrants allow the
contractor to purchase common stock at $4.25 mmeshVarrants to purchase 640,000 shares of corstnok were vested immediately ug



grant with the remaining 1,360,000 vesting equallgr eight months. The warrants expire in Febr2&30. Pursuant to the relevant
accounting guidance, the fair value of these wasrsndetermined on their respective vesting dtes.fair value of the unvested portion of
these warrants is determined at each financialrteygodate and was $1 million at December 31, 2@@2he 340,000 unvested warrants. At
December 31, 2002, the total fair value of thesgravds was approximately $7 million and was cal@daising the Black-Scholes valuation
model with a risk free interest rate of 4.88%, ratef approximately seven years, and an expectidiMy rate of 86% over the term. As of
December 31, 2002, the Company had not reflecedtlean $1 million of unamortized compensation agpen its financial statements for
the warrants.

In 2001, the Company issued approximatedynillion fully vested warrants to Peter Kiewiti® Inc ("Kiewit") as payment for certain
construction services. The warrants, which allowwt to purchase Common Stock at $8 per share, fulyevested at issuance and will
expire on June 30, 2009. The fair value of the argg granted in 2001 was $32 million and was catedl using the Black-Scholes valuation
model with a risk free interest rate of 4.8% anckapiration date of June 30, 2009. The Company asegkpected volatility rate of 70% to
reflect the longer exercise period. Kiewit has gked these warrants as collateral to Level 3 whidettvo parties resolve outstanding claims
with regard to the North American intercity netwolkit is determined through the dispute resolntocess, that Kiewit is liable for certain
claims, it may settle, at Level 3's option, theigdtion with cash or by returning all or part oétbutstanding warrants.

As of December 31, 2002, there were appnaiely 14.6 million warrants outstanding rangingiices from $4.25 to $60.06. Of these
warrants, approximately 14.0 million were exercleadt December 31, 2002 with a weighted averageceseeprice of $10.05 per warrant.

The Company did not grant any NQSOs duttiregyear ended December 31, 2002. As of Decemhe&20BR, the company had not
reflected $1 million of unamortized expense irfiteincial statements for NQSOs and warrants presijogranted.
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Transactions involving NQSO stock optionarmged are summarized as follows:

Exercise Price Weighted Average

Units Per Unit Exercise Price

Balance December 31, 19 14,078,56 $ .12-$84.78 $ 6.64
Options granted 230,00( 21.6¢ 21.6¢
Options cancelled (228,029 12 - 61.7¢ 9.5¢
Options exercised (2,079,32) .12 -56.7¢ 8.0C
Balance December 31, 20 12,001,20 A12- 84.7¢ 6.6%
Options granted — — —
Options cancelled (348,95¢) 1.76 - 56.7¢ 10.1¢
Options exercised (460,54¢) .12 - 35.31 5.32
Balance December 31, 20 11,191,70 A2- 84.7¢ 6.5¢
Options granted — — —
Options cancelled (1,181,12) 1.76 - 56.7¢ 6.77
Options exercised (215,349 A2 - 5.4: 4.51
Balance December 31, 20 9,795,23 $ .12-$84.7F $ 6.6C
I I I

Options exercisable

December 31, 2000 7,166,63 $ .12-8B4.7F $ 6.67
December 31, 2001 9,013,91! A2 - 84.7¢ 6.7C
December 31, 2002 9,667,66: $ .12-$84.7¢ $ 6.6(
Options Outstanding
Options Exercisable
Weighted
Number Average Weighted Number Weighted
Outstanding Remaining Average Exercisable Average
as of Life Exercise as of Exercise
Range of Exercise Prices 12/31/02 (years) Price 12/31/02 Price
$ 0.12-$ 0.12 61,16¢ 5.1t $ A2 61,16¢ $ A2
1.76- 1.79 5,19¢ 5.3¢ 1.7¢€ 3,121 1.7¢
4.04- 5.43 7,285,82! 4.2¢ 5.0¢ 7,285,82! 5.0¢



6.20- 8.50 1,944,45 5.0¢ 6.97 1,818,96. 6.9¢

17.50- 25.03 230,67t 2.4¢ 21.7C 230,67¢ 21.7C
26.80- 39.13 230,64: .54 30.62 230,64 30.62
40.38- 51.88 23,661 .67 40.5¢ 23,661 40.5¢
56.00- 57.47 7,00( 1.5¢ 55.8i 7,00( 55.8i
61.75- 84.75 6,60( 1.2¢ 84.7¢ 6,60( 84.7¢

9,795,23 43C $ 6.6C 9,667,66. $ 6.6C

Outperform Stock Option Plan

In April 1998, the Company adopted an otitpen stock option ("OSO") program that was desitjre that the Company's stockholders
would receive a market return on their investmegfibte OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management's and stockinglld®erests by basing stock option value on tom@any's ability to outperform the
market in general, as measured by the Standardo&PFS&P") 500 Index. Participants in the OSOgream do not realize any value from
awards unless the Company's common stock pricedotms the S&P 500 Index during the life of thamgr When the stock price gain is
greater than the corresponding gain on the S&PIB@Ex (or less than the corresponding loss on &f@ Bdex), the value received for
awards under the OSO plan is based on a formutdvimg a
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multiplier related to the level by which the Compancommon stock outperforms the S&P 500 IndextiEoextent that Level 3's common
stock outperforms the S&P 500 Index, the value 803 to a holder may exceed the value of nonqual#ieck options.

In August 2002, the Company modified thedJ8ogram to target that no more than 25% of L&gbutperformance was delivered to
employee-owners, and that the exercise of pasfuante OSO grants does not exceed shares resawessfiance under the Company's 1995
Stock Plan, as amended. The following modificati@ffecting August 19, 2002 and later grants, weagle to the Plan:

. OSO targets will be defined in terms of number &3 rather than a target theoretical dollar value.
. The success multiplier was reduced from eight tw.fo
. Awards will continue to vest over 2 years and havkyear life. However, 50% of the award will vestla £nd of the first ye:

after grant, with the remaining 50% vesting over $kcond year (12.5% per quarter).

. A 2-year exercise moratorium was enacted for agodf OSO grants made to Senior Vice Presidendstiag senior executive
team.

The mechanics for determining the valuarofndividual OSO is described below:

The initial strike price, as determinedtba day prior to the OSO grant date, is adjustext tme (the "Adjusted Strike Price"), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéhee of the S&P 500 Index from the
date of grant to the date of exercise. The valub®fOSO increases for increasing levels of outperdnce. OSOs granted prior to August 19,
2002 have a multiplier range from zero to eightatefing upon the performance of Level 3 common steltive to the S&P 500 Index as
shown in the following table. OSOs granted Aug@st2002 and later have a multiplier range from zerfour depending upon the
performance of Level 3 common stock relative to384> 500 Index as shown in the following table.

Then the Pre-multiplier Gain Is
Multiplied by a Success Multiplier of:

If Level 3 Stock
Outperforms the
S&P 500 Index by: Pre August 19, 2002 Grants August 19, 2002 and Later Grants

0% or Lest 0.00 0.00

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

11% or More 8.00 4.00

The Pri-multiplier gain is the Level 3 common stock pricenos the Adjusted Strike Price on the date of azel



OSO awards are made quarterly to eligibiigipants on the date of the grant.

Awards granted prior to August 19, 2002twe®qual quarterly installments over two yeard have a four-year life. Awards granted
prior to March 2001 typically have a two-year moratm on exercise from the date of grant. As altesunce a participant is 100% vested in
the grant, the two-year moratorium expires. Therefmost awards granted prior to March 2001 havexancise window of two years. Level
3 granted 2.1 million OSOs to employees in Decer2B80 that vest 25% after six months with the rengi 75% vesting after 18 months.
These OSOs and all additional OSOs granted Mar20d1 and later are exercisable immediately upating and have a four-year life. One
half of OSOs granted on and after August 19, 2082 &t the end of the first year after grant, i remaining 50% vesting over the second
year (12.5% per quarte!
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The fair value of the OSOs granted in 2@@2 calculated by applying a modified Black-Schoteslel with the assumptions identified
below. The Company uses a modified Black-Scholedehdue to the additional variables required taualte the outperformance multiplier
of the OSO program. The Company consulted withooptialuation experts when the program was estaglish determine the appropriate
methodology to fair value these options.

August 19, 2002

Pre August 19, 2002 Grants and Later Grants
S&P 500 Expected Dividend Yield Re 1.8(% 1.8¢%
Expected Life 2 2
S&P 500 Expected Volatility Ra 23% 25%
Level 3 Common Stock Expected Volatility Ri 55% 100(%
Expected Correlation Fact .81 .6C
Calculated Theoretical Valu 15(% 18€%

The fair value of each OSO grant equalghberetical value multiplied by the Level 3 comnstock price on the day prior to the grant
date.

The fair value under SFAS No. 123 for theraximately five million OSOs awarded to partigipgduring the year ended December 31,
2002 was approximately $34 million. As of Decem®&y 2002, the Company had not reflected $20 milibanamortized compensation
expense in its financial statements for OSOs gdhpteviously.

Transactions involving OSO stock awardsitgd are summarized below:

Weighted
Average
Option Price Per Option
Units Unit Price
Balance December 31, 19 5,138,98' $ 29.78-$ 7851 $ 54.1¢
Options granted 5,402,55: 26.87 - 113.8° 52.9¢
Options cancelled (262,545 26.87 - 113.8 72.5¢
Options exercised (214,409 29.78 - 37.1 36.2¢
Balance December 31, 20 10,064,58 26.87- 113.8° 53.5(
Options granted 15,757,97 3.82- 25.3: 9.52
Options cancelled (1,758,72) 3.82-113.8 25.6¢
Options expired (406,38) 25.31-113.8 48.6¢
Options exercised (96,03) 3.82- 34.5( 8.4t
Balance December 31, 20 23,561,41 3.82- 113.8 26.4:
Options granted 5,435,94. 2.45- 5.5 3.92
Options cancelled (567,129 3.02-113.8 9.57
Options expired (2,955,669 3.02 - 113.8 39.5¢
Options exercised (977,51) 3.02- 5.5 4.1¢
Balance December 31, 20 24,497,005 $ 2.45-$113.8 $ 21.1¢



Options vested as c

December 31, 2000 423727 $ 29.78 -$113.8 $ 56.1¢

December 31, 2001 8,738,51! 3.82-113.8° 47.3¢

December 31, 2002 15,714,449 $ 3.02 -$113.8 $ 29.62
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0OSOs Outstanding
at December 31, 2002

0OSOs Vested
At December 31, 2002

Weighted
Average Weighted Weighted
Remaining Average Average
Number Life Option Number Option
Range of Exercise Prices Outstanding (years) Price Vested Price
$ 2.45- 3.02 2,959,93 317 $ 2.9¢ 1,007,14. $ 3.02
3.82- 5.58 9,292,32! 2.8¢ 4.8¢ 3,636,90! 4.6¢
11.20 3,713,17! 2.4z 11.2( 2,806,65 11.2C
25.31- 37.12 4,579,62! 2.01 26.3¢ 4,340,47. 26.3¢
56.00- 78.50 2,844,46! Vs 68.6¢ 2,820,25 68.6¢
87.23-113.87 1,107,52! 1.51 95.9¢ 1,103,05! 95.9(
24,497,05 237 $ 21.1¢ 15,714,49 $ 29.6-

All of the approximately 16 million OSO tsivested at December 31, 2002 are exercisablBedémber 31, 2002, based on the Level 3
stock price and post-multiplier values, the Companyld have been obligated to issue approximatglynillion shares for vested and
exercisable OSO units.

In July 2000, the Company adopted a coiblerbutperform stock option program, ("C-OSO")amsextension of the existing OSO plan.
The program is a component of the Company's ongenmgloyee retention efforts and offers similar teas to those of an OSO, but provides
an employee with the greater of the value of alsisgare of the Company's common stock at exermigége calculated OSO value of a sir
OSO at the time of exercise.

C-0OSO0 awards were made to eligible emplsyaeployed on the date of the grant. The awarde wade in September 2000,
December 2000, and September 2001. The awardedram2000 vest over three years as follows: 1/€ach grant at the end of the first
year, a further 2/6 at the end of the second yeditlze remaining 3/6 in the third year. The Septem2001 awards vest in equal quartt
installments over three years. Each award is imatelyi exercisable upon vesting. Awards expire fears from the date of the grant.
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As of December 31, 2002, the Company hadefected $18 million of unamortized compensatopense in its financial statements
C-0SO0Os awarded in 2000 and 2001.

Transactions involving C-OSO stock awandgssummarized below:

Weighted
Average
Option Price Per Option
Units Unit Price
Balance December 31, 19 — % — -3 — 3 —
Options granted 1,965,50! 26.87 - 87.2¢ 56.67
Options cancelled (25,527) 87.2¢ 87.2:
Balance December 31, 20 1,939,98 26.87 - 87.2: 56.61
Options granted 4,958,78! 3.82 3.82
Options cancelled (890,05) 3.82 - 87.2¢ 28.07
Options expired (7,822) 87.2¢ 87.2¢
Options exercised (35,36¢€) 3.82 - 87.2¢ 46.5¢€



Balance December 31, 20 5,965,522 3.82 - 87.2:¢ 16.9(C

Options cancelled (318,189 3.82 - 87.2¢ 13.0z
Options expired (76,607) 3.82 - 87.2¢ 20.4¢
Options exercised (570,759 3.82 - 87.2¢ 13.4C
Balance December 31, 20 4,999,98' $ 382 - % 872 $ 17.4¢

Options vested as c
December 31, 2000 = — —]

December 31, 2001 622,67 $ 382 -% 872 $ 24.7(C
December 31, 2002 1,957,80. $ 382 - % 872 $ 19.8:
C-0OSOs Outstanding C-0OSOs Exercisable
at December 31, 2002 at December 31, 2002
Weighted
Average Weighted Weighted
Remaining Average Average
Number Life Option Number Option
Range of Exercise Prices Outstanding (years) Price Exercisable Price
$ 3.82 3,670,28: 27 % 3.82 1,369,32. $ 3.82
26.87 705,34t 1.¢ 26.8i 294,10¢ 26.81
87.23 624,35 1.7 87.2: 294,37 87.2%
4,999,98! 244 $ 17.4¢ 1,957,80. $ 19.8:

At December 31, 2002, based on the Lewtb8k price and post-multiplier values, the Compawowuld have been obligated to issue
approximately 5 million shares for vested and egatde C-OSO units.

Restricted Stock

In 2001 and 2000, approximately 96 thousamtl 116 thousand shares, respectively, of restiistiock were granted to employees. The
restricted stock shares were granted to employte®s eost. The shares typically vest over a orteree year period; however, the employees
are restricted from selling these shares for thezes. The fair value of restricted stock granted001 and 2000 of less than $1 million and
$7 million, respectively, was calculated using ¥h&ie of the Common Stock the day prior to the gran
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Shareworks and 401(k) Plans

Level 3 has designed its compensation pragrwith particular emphasis on equity-based ineemprograms. The Company had
developed two plans under its Shareworks prograemMatch Plan and the Grant Plan. In December 280#tder to provide employees
opportunities to diversify their investments in Quany-sponsored savings and retirement plans anskethevel 3's resources as effectively as
possible, the Company decided to enhance the 4pldR)by introducing a Company match on employedrdmitions. At the same time the
Company determined that, effective January 1, 20@8Shareworks Match and Grant Plans would bedtswed and past Shareworks Gi
Plan contributions would be rolled into the 401gkgn.

Match Plan— The Match Plan allowed eligible employees to dbefween 1% and 7% of their eligible compensatiopuichase
Common Stock at the average stock price for thetgudrull time employees of the communicationsifiess and certain information servi
businesses were considered eligible on the fingtofishe calendar quarter after their hire. The @any matched the shares purchased by the
employee on a one-for-one basis. Stock purchastdpai/roll deductions was fully vested. Stock pasad with the Company's matching
contributions vests three years after the endefytarter in which it was made. Effective Januar®aD3, past contributions to the Match F
will continue to vest, however, there will be nother contributions to the Plan by either employaethe Company.

The Company's quarterly matching contrifiuis amortized to compensation expense over thingeperiod of 36 months. The
Company's matching contributions were $9 millioh¢ $nillion and $14 million under the Match Plar2d02, 2001 and 2000, respectively.

As of December 31, 2002, the Company hdgeireflected unamortized compensation expengd 6fmillion related to the Company's
matching contributions



Grant Plan— The Grant Plan enabled the Company to grant slefui@esmmon Stock to eligible employees of the Comitations
business and certain information services busisdsagsed upon a percentage of the employees' eliggitdry up to a maximum of 5%. Level
3 employees employed on December 31 of each ydarywere age 21 or older with a minimum of 1,000rkawredited service were
considered eligible. The shares granted were vatidtk fair market value as of the last busin@gsad the calendar year. All prior and future
grants vested immediately upon the employee's #@mrdversary of joining the Shareworks Plan. Albpgrants for active employees were
vested as of January 1, 2003 and were transfartedhie 401(k) plan.

Foreign subsidiaries of the Company adofieareworks programs in 2000. These programs piiniaclude a grant plan and a stock
purchase plan whereby employees may purchase Be¥eimmon Stock at 80% of the share price at thanbaw of the plan year.

401(k) Plan—The Company and its subsidiaries offer their digaliemployees the opportunity to participate hefined contribution
retirement plan qualifying under the provisionsSeiction 401(k) of the Internal Revenue Code. Eacpl@yee was eligible to contribute, on a
tax deferred basis, a portion of annual earningsmexceed $11,000 in 2002. The Company did natimemployee contributions for the
communications business and therefore did not inoyrcompensation expense related to the 401 (k)piar to January 1, 2003. Employees
of CorpSoft and Software Spectrum were eligiblesimeive matching contributions up to a certain leVbe Company recognized less than
$1 million of cash compensation expense for thismpEffective January 1, 2003, the Company willah&at00% of employee contributions up
to 7% of eligible earnings or applicable regulattmits. The Company's matching contribution wid made with Level 3 Common Stock
based on the closing stock price on each pay @iateemployees will be able to diversify the Comparatch contribution as soon as they are
made, even if they are not fully vested. The Comfsamatching contributions will be fully vested upoompletion of three years of service.
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The Company made a discretionary contrilouto the 401(k) Plan in Level 3 Common Stock aB@fember 31, 2002, equal to three
percent of eligible employees' 2002 eligible eagrinnder the Shareworks Grant Plan. The depositwaale into the employees' 401(k)
accounts during the first quarter of 2003.

Other

The Company recorded approximately $5 omliof non-cash compensation expense for stockdssuemployees during the year ended
December 31, 2000. The non-cash compensation chag®ased on the Company's stock price on th@ri@yto the grant. The Company
did not issue stock to employees in 2002 and 2001.

(13) Income Taxes

An analysis of the income tax benefit atitable to loss from continuing operations befoemime taxes for the three years ended
December 31, 2002 follows:

2002 2001 2000

(dollars in millions)

Current:
United States Federal $ 12 $ — 3 50
State 1 — (D)
121 — 49
Deferred:
United States Federal (@) 1,357 25E
State — — —
@a7n 1,351 25E
Valuation Allowance 17 (1,357%) (25%)
Income Tax Benefi $ 121 $ — 3 49

The United States and foreign componentsss from continuing operations before income saodlows:



United State:
Foreign
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2002 2001 2000

(dollars in millions)

$ (630 $ (4508 $  (99Y)
(604) (940) (461)

$ (1,239 $ (5449 $ (1,450

A reconciliation of the actual income tankefit and the tax computed by applying the U.SlefFa rate (35%) to the loss from continu
operations, before income taxes for the three yeragded December 31, 2002 follows:

Computed Tax Benefit at Statutory R

State Income Taxe

Coal Depletior

Goodwill Amortization

Taxes on Unutilized Losses of Foreign Operat
Taxes on Extinguishments of Convertible D
Other

Excess Book Net Operating Los¢

Income Tax Benefi

2002 2001 2000

(dollars in millions)

$ 43z $ 1907 $ 52¢

— — @)
1 1 2
— (13) 17
(26) (63) (35)
(83) — —
2 (90) 1)

(205) (1,749  (425)

$ 121 $ — $ 48

For federal income tax reporting purpoies,Company has approximately $2.3 billion of ne¢rating loss carryforwards, net of
previous carrybacks, available to offset futuredratitaxable income. The net operating loss canydieds expire in 2022 and are subject to

examination by the tax authorities.

The Internal Revenue Code contains prorssishich may limit the net operating loss carryfards available to be used in any given
year upon the occurrence of certain events, inotudignificant changes in ownership intere

For federal income tax reporting purposies,Company has approximately $19 million of al&re minimum tax credits available to
offset future regular federal income tax. The aedan be carried forward until fully utilized.
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The components of the net deferred taviliies for the years ended December 31, 2002 &t 2vere as follows:

Deferred Tax Asset:
Asset bases—accumulated depreciation

Compensation and related benefits

Investment in securities

Investment in subsidiaries

Provision for estimated expenses or deferred revenu
Investment in joint ventures

Unutilized tax net operating losses

Other

2002 2001

(dollars in millions)

$ 1,04¢ $ 1,10¢
307 254
1 —
2
54 18¢
54 52
79C 613

66

45




Total Deferred Tax Asse 2,31¢ 2,264

Deferred Tax Liabilities

Investments in securities — 9
Coal sales 32 32
Other 45 22
Total Deferred Tax Liabilitie 77 63
Net Deferred Tax Assets before valuation allowe 2,242 2,201

Valuation Allowance Component

Net Deferred Tax Asse (2,212 (2,152
Stockholders' Equity (primarily tax benefit fromtmm exercises) (120 (220
Net Deferred Tax Liabilities after Valuation Allowee $ (90) $ (72)
I

The current net deferred tax assets atmbee31, 2002 and 2001 are zero, after currengtialu allowances of ($70) million and ($2!
million, respectively, and the non-current defert@dliabilities are ($90) million and ($71) miltip respectively, after non-current valuation
allowance of ($2,262) million and ($2,066) millioespectively.

(14) Stockholders' Equity

During 2002, the Company issued approxitpaté million shares in exchange for $582 milliaggaegate principal amount of long-term
debt. See Note 11.

During August and December 2001, the Compissued approximately 15.9 million shares, valaedpproximately $72 million, in
exchange for $194 million in convertible subordethhotes.

In February 2000, the Company raised $Rlidy after underwriting discounts and offeringpenses, from an offering of 23 million
shares of its common stock through an underwriitgslic offering. The net proceeds from the offenmgs used for working capital, capital
expenditures, acquisitions and other general catpgrurposes in connection with the implementatioihe Company's business plan.
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Issuances of common stock, for sales, asimmes, option exercises and acquisitions for ltined years ended December 31, 2002 are
shown below. The Level 3 1995 Stock Plan permitgagholders to tender shares to the Company tercimeome taxes due on option
exercises.

December 31, 199 341,396,72
Shares Issue 23,000,00
Option and Shareworks Activity 3,202,76!
6% Convertible Notes Converted to Shares 382

December 31, 200 367,599,87
Option and Shareworks Activit 1,245,09:
Debt for Equity Exchanges 15,858,95

December 31, 20C 384,703,92
Option and Shareworks Activil 11,852,31
Debt for Equity Exchanges 46,970,43
Other 30,19(

December 31, 20C 443,556,86



(15) Industry and Geographic Data

SFAS No. 131 "Disclosures about SegmensdEnterprise and Related Information” definesajiey segments as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy €ompany's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Opesatiments are managed separately
and represent strategic business units that oiffierent products and serve different markets. Toenpany's reportable segments include:
communications; information services (including t8@fre Spectrum); and coal mining. Other primarnilglides California Private
Transportation Company, L.P. ("CPTC"), equity inwesnts, and other corporate assets and overheadtributable to a specific segment.

EBITDA, as defined by the Company, considtearnings (loss) before interest, income tadepreciation, amortization, non-cash
operating expenses (including stock-based compensatd impairments) and other non-operating incomexpense. The Company
excludes norcash compensation due to its adoption of the expertognition provisions of SFAS No. 123. EBITDAc@mmonly used in tr
communications industry to analyze companies orb#sés of operating performance. EBITDA is notiirtted to represent net income or ¢
flow for the periods presented and is not recoghimeder Generally Accepted Accounting PrincipléSAAP") but is used by management to
measure segment results.

In 2002, Level 3 was able to finalize neégtidns and claims on several of its large multiyretwork construction projects. As a result,
the Company was able to release approximately $#i6n of capital accruals for the year ended Daber 31, 2002 previously reported as
property, plant and equipment. In the ordinary sewf business, as construction projects comectosa, the Company reviews the final
amounts due and settles any outstanding amouatedeio these contracts which can result in adjgistsito the estimated costs of the
construction projects.

The information presented in the tablebfuing includes information for the twelve monthsded December 31, 2002, 2001 and 2000
for all statement of operations and cash flow infation presented, and as of December 31, 2002 @0 f2r all balance sheet information
presented. Information related to acquired busemssincluded from their respective acquisitiotedaRevenue and the related expenses are
attributed to countries based on where serviceprangded.
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Industry and geographic segment finanaifrimation follows. Certain prior year informatibas been reclassified to conform to the
2002 presentation.

Information Coal
Communications Services Mining Other Total

(dollars in millions)

2002
Revenue
North America $ 1,00C $ 1,391 $ 84 $ 30 $ 2,50¢
Europe 101 48¢ — — 58¢
Asia — 54 — — 54
$ 1,101 $ 1,93: % 84 $ 30 $  3,14¢
| | | | |
EBITDA:
North America $ 341 $ 36 $ 20 % 10 $ 407
Europe (60) 6 — — (54)
Asia — 1 — — 1

$ 281 $ 43 $ 20 $ 10 $ 354

Gross Capital Expenditure

North America $ 177 $ 15 $ 1 3 2 % 19t
Europe 23 — — — 23
Asia — — — — —

$ 20C $ 15 $ 1 3 2 $ 21¢



Depreciation and Amortizatiol

North America $ 674 $ 25 % 3 % 5 % 707
Europe 94 1 — — 95
Asia — — — — —
$ 76 % 26 $ 3 % 5 % 80z
I I I | |
2001
Revenue
North America $ 1,137 $ 11C % 87 $ 25 $ 1,35¢
Europe 161 13 — — 174
$ 1,29¢ $ 12 % 87 % 25 $ 1,53
I I I | |
EBITDA:
North America $ 139 $ 4 % 23 % 7 3 (119
Europe (183) 2 — — (181)
$ (322) $ 6 % 23 % 7 3% (300)
| | | | |
Gross Capital Expenditure
North America $ 2,131 % 17 % 5 % 1 $ 215/
Europe 171 - - — 171
$ 2,30z $ 17 $ 5 % 1 $ 232
I I I | |
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Depreciation and Amortizatiol
North America $ 894 $ 15 $ 3 % 6 % 91¢
Europe 20z 2 — — 204
$ 1,09¢ $ 17 $ 3 % 6 $ 1,12
I I I | |
2000
Revenue
North America $ 744 $ 10¢ % 19C $ 22 $ 1,05¢
Europe 11z 12 — — 12¢&
$ 857 $ 11t $ 19C $ 22 $ 1,18¢
I I I | |
EBITDA:
North America $ (407) $ 2 3% 86 $ 7 % (312
Europe 174 4 — — (170
$ (581 $ 6 $ 86 $ 7 % (482
| | | | |
Capital Expenditures
North America $ 457 $ 11 % 2 % — $ 4,58¢
Europe 98¢ 1 — — 99C




$ 556: $ 12 $ 2 % — $ 5,57¢
| | | | |
Depreciation and Amortizatiol
North America $ 43¢ $ 18 $ 5 % 6 $ 467
Europe 11C 2 — — 112
$ 548 $ 20 % 5 % 6 $ 57¢
| .| | | . |
| dentifiable Assets
December 31, 200
North America $ 529 $ 76 % 29¢ $ 153 $ 7,88¢
Europe 881 15& — 30 1,06¢
Asia — 9 — — 9
$ 6,177 $ 927 $ 29¢ $ 156 $ 8,96:
| | | | |
December 31, 20C
North America $ 6,25¢ $ 74 % 302 $ 1566 $ 8,19¢
Europe 1,001 5 — 37 1,04:
Discontinued Asian Operations 74 — — — 74
$ 7331 $ 79 $ 30 $ 1602 $ 9,31¢
| | | | |
Long-Lived Assets (excluding Goodwill)
December 31, 200
North America $ 519 $ 132 $ 15 $ 587 $ 5,92i
Europe 82( 3 — — 82:%
Asia — — — — —
$ 6,012 $ 13t % 15 3 587 $ 6,75(
| .| | | . |
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December 31, 200
North America $ 6,03¢ $ 50 $ 16 $ 23C $ 6,33«
Europe 91¢ 1 — — 92(
$ 6,957 $ 51 % 16 $ 23C $ 7,25¢
| | | | |
Goodwill
December 31, 20C
North America $ 68 $ 206 $ — 3 — 3 277
Europe — 2 — — 2
Asia — — — — —
$ 69 $ 21C $ — 3 — 3 27¢
| | | | |
December 31, 200
North America $ 28 $ — 3 — 3 — % 28

Europe




Product information for the Company's cominations segment follows:

Reciprocal Up-front
Services Compensation Dark Fiber Total
Communications Revenue
2002
North America $ 87¢ $ 122 $ — $ 1,00C
Europe 101 — — 101
$ 97¢ % 122 $ — $ 1101
| | | |
2001
North America $ 71 $ 134 $ 286 $ 1,137
Europe 161 — — 161
$ 87¢ $ 134 $ 286 $ 1,29¢
| | | |
2000
North America $ 48C $ 55 $ 20¢ $ 744
Europe 112 — — 11z

$ 59 $ 55 $ 20¢ $ 857

The majority of North American revenue dstssof services and products delivered withinWimited States. The majority of European
revenue consists of services and products delivatietarily within the United Kingdom but also Franand Germany. Transoceanic revenue
is allocated equally between North America and Raras it represents services provided between thesegions.
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Product information for the Company's imfiation services segment follows:

2002 2001 2000

(dollars in millions)

Services

()Structure:
Outsourcing $ 80 $ 8 $ 65
Systems Integration 16 38 50
Software Spectrum 54 — ]
15C 125 11F

Software Sale
Software Spectrum 1,78 — _

$ 193 $ 128 $ 11t

The following information provides a recdiation of EBITDA, as defined by the Company, ts$ from continuing operations for the
three years ended December 31, 2002:

2002 2001 2000



(dollars in millions)

EBITDA $ 354 $ (300) $ (482)
Depreciation and Amortization Exper (802) (1,129 (579
Non-Cash Compensation Exper (181) (319 (23¢€)
Non-Cash Impairment Expen: (182) (3,245 —

Loss from Operations (811) (4,98)) (1,297%)
Other Income (Expens (429 (467) (159
Income Tax Benefi 121 — 49

Net Loss from Continuing Operatio $ (1,119 $ (5449 $ (1,409

(16) Commitments and Contingencies

In May 2001, a subsidiary of Level 3 Comiications, Inc. (the "Company") was named as a dizfieninBauer, et. al. v. Level 3
Communications, LLC, et ab,purported multi-state class action, filed in th&. District Court for the Southern District olilbis and in
July 2001, the Company was named as a defend&myile, et. al. v. Level 3 Communications, Inc.,at, a purported mulstate class actic
filed in the U.S. District Court for the Districf tdaho. Both of these actions involve the Compsunight to install its fiber optic cable netw:
in easements and right-afays crossing the plaintiffs' land. In general, @@mpany obtained the rights to construct its nétvimm railroads
utilities, and others, and is installing its netiwaiong the rights-of-way so granted. Plaintiffgtie purported class actions assert that they are
the owners of lands over which the Company's fipgic cable network passes, and that the railra#dgies, and others who granted the
Company the right to construct and maintain itsvoek did not have the legal ability to do so. Thaiptiff's efforts to seek class action status
for this action have been denied. The complaintsedamages on theories of trespass, unjust enrighane slander of title and property, as
well as punitive damages. The Company has alsévext;eand may in the future receive, claims and atzs related to rights-of-way issues
similar to the issues in these cases that may sedoan similar or different legal theories. To datkattempts to have class action status
granted on complaints filed against the Compargnyrof its subsidiaries involving claims and densrelated to rights-of-way issues have
been denied. Although it is too early for the Comp#o reach a conclusion as to the ultimate outcofrieese actions, management believes
that the Company and its subsidiaries have sulstaefenses to the claims
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asserted in all of these actions (and any simi&nms which may be named in the future), and inseieddefend them vigorously.

On November 19, 2002, Gary Haegle commeacdthreholder's derivative suit on behalf of then@any in the District Court of
Colorado for the City and County of Broomfield ¢ietil Haegle v. Scott, et alindex No. 02-CV-0196). The action is brought agathe
Company as a nominal defendant and against thetaliseof the Company, a former director of the Campand Peter Kiewit Sons', Inc.
("PKS"). The Complaint alleges that the directofedieants, aided and abetted by PKS, breachedfithediary duties to the Company in
connection with several transactions between thagamy and PKS including contracts under which P&Sstructed the Company's fiber
optic cable network and manages the Company's projgerties. The Complaint also alleges that inding the fiber optic cable network, the
defendants caused the Company to violate the pgopghts of landowners, thereby subjecting the @any to substantial potential liability.
In addition, the Complaint alleges that Companytswere transferred to its officers and directiothie form of personal loans, excessive
salaries and the payment of personal expensesaditom seeks both equitable and legal relief, idiclg restitution, compensatory and
punitive damages of an unspecified amount, impmsitif a constructive trust, disgorgement and injiveaelief. The defendants have not yet
responded to the Complaint. Although it is too yéat the Company to reach a conclusion as to ltimate outcome of these actions,
management believes that there are substantiaisksdo the claims asserted in this action, amhds to defend them vigorously.

The Company and its subsidiaries are attienany other legal proceedings. Managementuadithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, wilimaderially affect the Company's financial cortiti future results of operations, or future
cash flows.

Operating Leases

The Company is leasing rights of way, comivations capacity and premises under various tipgreeases which, in addition to rental
payments, require payments for insurance, maintanaroperty taxes and other executory costs tktatthe lease. Certain leases provide
adjustments in lease cost based upon adjustmetite tonsumer price index and increases in thddeaid management costs. The lease
agreements have various expiration dates throug@.20

The Company has obligations under non-dabteoperating leases for certain facilities agdipment. Future minimum payments,
including common area maintenance, for the nex y®@ars under these leases consist of the folloati@ecember 31, 2002 (in million:



2003 $ 76

2004 74
2005 73
2006 71
2007 71
Thereaftel 38¢
Total $ 754

[ |

Rent expense, including common area maamtes, under non-cancelable lease agreements wamsifiéh in 2002, $95 million in 2001
and $63 million in 2000.

It is customary in Level 3's industriesus® various financial instruments in the normalrsewf business. These instruments include
items such as letters of credit. Letters of craditconditional commitments issued on behalf ofdl@&vin accordance with specified terms :
conditions. As of December 31, 2002, Level 3 haidtanding letters of credit of approximately $47lion. The Company does not believe it
is practicable to estimate the fair value of thteehs of credit and does not believe exposuress is likely nor material.
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(17) Related Party Transactions

Peter Kiewit Sons', Inc. ("PKS") acted las general contractor on several significant pisjéar the Company in 2002, 2001 and 2000.
These projects include thé YStructure Phoenix Data Center, the U.S. intenoitywork, certain metropolitan networks and cer@ateway
sites, the Company's corporate headquarters aed affice space in Colorado. PKS provided approxalya$9 million, $693 million, and
$1,764 million of construction services relatedhtese projects in 2002, 2001, and 2000 respectilre®001, Level 3 issued warrants, valued
at $32 million, in lieu of cash for services retaite construction of the North American intercigtwork. PKS transferred a portion of these
warrants to Walter Scott, Jr. and William L. Grewkpa director and former director, respectively.efel 3 and PKS, for consideration in
2002.

Level 3 also receives certain mine manageservices from PKS. The expense for these sexviees $7 million for 2002, $5 million fc
2001, and $29 million for 2000, and is recordedetiing, general and administrative expenses. A3agfember 31, 2002, the Company owed
approximately $2 million for fourth quarter mine naement services.

In September 2000, the Company sold itseemtterest in Walnut Creek Mining Company to PiK&cash of $37 million. The sale
resulted in a pre-tax gain of $21 million to thengmany, which is included in gain on sale of assethe accompanying Consolidated
Statement of Operations.

RCN, an equity method investee, purchasss than $1 million, $3 million and $2 million elécommunications and information
services outsourcing services from the Companyd222001 and 2000, respectively. At December B022RCN owed Level 3
approximately $3 million for costs associated vammunications joint build projects. RCN and thenany are currently negotiating a
settlement of this receivable.

On February 22, 2002, Level 3 Holdings, Jacwholly owned subsidiary of the Company, agreeacquire from Mr. David C. McCou
a director of the Company, his 10% interest in L&/&elecom Holdings, Inc., the Company's subsjdibat indirectly holds the Company's
ownership interests in RCN and Commonwealth Telaph®he total cash consideration paid to Mr. Mc€authis transaction was
$15 million and was accounted for as goodwill htitable to the RCN and Commonwealth Telephone tmests.

(18) Subsequent Events

On January 3, 2003 Level 3 received appnaiely $46 million in cash from the sale of the B4press Lanes" toll road in Orange
County, California. In addition, the Company's leiegm debt was reduced by approximately $139 millidme Orange County Transportat
Authority purchased the toll road from the Califiar®rivate Transportation Company, L.P. (CPTC)$207.5 million in cash and assumed
debt. Level 3 received proceeds from the sale Isecis a 65 percent owner of CPTC. Level 3 reedra gain on the transaction of
approximately $70 million in the first quarter dd@3.

In January 2003, in order to ensure a siwgtture appropriate for the difficult communicais market, Level 3 announced a limited
workforce reduction of approximately 120 employ&ethe communications business in North America Barbpe. In addition, the
information services business announced workfoedections related to its systems integration bssiire Ireland and Software Spectrum in
Dallas. Approximately 75 and 50 employees werecséfin Ireland and Dallas, respectively. Chargémted to these actions will be recorded
as incurred
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On February 4, 2003, Level 3 announcedatfwpiisition of substantially all of the assets apdrations of Genuity, Inc., a Massachusetts-
based provider of communications services. Undeatireement, Level 3 paid $60 million in net casisaleration to Genuity and assumed
certain long-term operating agreements. The Compésnypaid $77 million in cash for assumed netwairkgations to be used by Level 3 in
2003. As part of the transaction, Level 3 assumestmof Genuity's existing customer contracts anaddition, has signed new multi-year
customer contracts with AOL Time Warner and Verizon

In February 2003, Level 3 and XO Commuriaet ("XO") amended their 1998 cost sharing and Bjteement. As part of that
agreement, XO purchased 24 fibers and one emptuitosaong Level 3's North American intercity netkoThe amended agreement, among
other things, requires XO to return six fibers #mel empty conduit to Level 3. In return Level 3Iuil reduce the annual operations and
maintenance ("O&M") charges XO was required to pagler the original agreement, 2) provide XO anaptexpiring in July 2007, to
acquire a 20 year IRU for a single conduit withiratbng Level 3's intercity network and 3) proviXi® an option to purchase up to 25% of
the fiber installed in the next conduit within dorag each segment of the intercity network.

As individual segments were delivered, L&deferred and amortized the revenue attributabtee conduit over the term of the origi
agreement. As a result of the amended agreemevd] Bewill have no further obligation with respéctthe original conduit, and thus expects
to be able to recognize as revenue, the remaimagortized deferred revenue, less the fair valfitseoother separable elements that meet
the relevant accounting criteria. An independefuation firm has been engaged by Level 3 to detegrttie fair value of these other eleme
The valuation firm has not completed its assessiaethie time of this filing, however, Level 3 exfgeto recognize a significant amount of
revenue and income in the first quarter of 2008 eesult of this transaction.

(19) Unaudited Quarterly Financial Data

March June September December

2002 2001 2002 2001 2002 2001 2002 2001

(in millions except per share data)

Revenue $ 38€ $ 44¢ $ 75C $ 387 % 1067 $ 372 $ 94t $ 32¢
Loss from Operation (229) (413 (217) (572 (129 (39€) (24¥) (3,600
Net Loss (90) (53%) (15€) (731) (299) (437) (319 (3,27%)

Loss per Share (Basic and Dilute
Net Loss from Continuing Operatio $ (0563% (14)D$ (0593 (@1999% 0.79% (139)3% (089)% (9.70

Discontinued Operatior — (0.09 — (0.09) — (0.07) — (1.40
Extraordinary Gain on Debt

Extinguishmen 0.3¢ — 0.1¢ — 0.01 0.2t 0.1C 2.5€
Net Loss $ (029% (149H%$ (03938 (1.999% 0.79% @119D$ (©0.79% (8.54)

Loss per share was calculated for eaclethrenth period on a stand-alone basis. As a resstbck transactions during the periods, the
sum of the loss per share for the four quarteesagh year may not equal the loss per share fanthlge month periods.

The Company purchased software resellerp®int and Software Spectrum in March and Junéd62respectively. Revenue
attributable to these businesses was $53 millid@23%nillion, 742 million and $620 million in theréit, second, third and fourth quarters of
2002, respectively.

The Company recorded impairment chargegtdfmillion and $57 in the second and fourth quarté 2002 related to a colocation
facility in Boston, as well as excess communicaioventory and certain corporate facilities in @abto, which are classified as held for sale
in other non-current
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assets. As a result of the completion of additi@moédcation space in Boston by other providers ctiretinued overabundance of
communications equipment in the secondary markets the soft demand for office space in the metitgpoDenver area, the Company
believes that these assets are obsolete and ¢hastimated future undiscounted cash flows attaitletto these assets will be insufficient to
recover their current carrying value. The new dagyalues of these assets are based on offeriveeddeom third parties for the real estate
properties or actual sales of similar communicaiassets



In December 2002, Level 3 sold one of iessNYork colocation facilities and a colocation faginear Boston. The Company recognized
a loss on these transactions of approximately $8ibmwhich is included in restructuring and impaent charges on the Consolidated
Statements of Operations.

In the fourth quarter of 2001, the Compdrtermined that, due to the continuing economiwdtiwn and continued over-capacity in
certain areas of the telecommunications industiy eistimated future undiscounted cash flows atalila to certain assets would not exceed
the current carrying value of the assets. The Comyherefore, recorded an impairment charge d $8lion to reflect the difference
between the estimated fair value of the assetstaidcurrent carrying value.

The Company realized gains of $102 milkord $89 million in the second and fourth quartér20®2, respectively, attributable to the
sale of Commonwealth Telephone common stock.

Level 3 recognized an income tax benef120 million in the first quarter of 2002 due tederal tax legislation enacted in the period.

As described in Note 3, the Company sad\gian telecommunication operations to Reachibhtdanuary 2002. In accordance with
SFAS No. 144, the Company classified these assdisld-for-sale and accordingly reclassified thesés attributable to the Asian operations
to Discontinued Operations. In the fourth quarfe2@01, the Company recognized a loss of $516 onilvithin discontinued operations,
equal to the difference between the carrying valube Asian operations and its estimated fair @alu

The Company repurchased approximately $6iflon of its long-term debt using cash and equit2002. The Company recognized
extraordinary gains of approximately $130 milli&76 million, $5 million and $44 million during tHest, second, third and fourth quarters
2002, respectively. In addition, the Company reéephinduced conversion expense related to theaggehof equity for convertible debt of
$20 million and $68 million during the third andufth quarters of 2002, respectively. The inducetvession expense is included in Other,
net on the Consolidated Statements of Operations.

The Company repurchased approximately BilliBn of its long-term debt using cash and equity2001. The Company recognized
extraordinary gains of approximately $93 milliordeB881 million on these transactions in the thind #éourth quarters of 2001, respectively.
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, ribgistrant has duly caused this report t
signed on its behalf by the undersigned, theredalp authorized, this 2% day of March, 2003.

LEVEL 3 COMMUNICATIONS, INC.

By: /s/ JAMES Q. CROWE

Name: James Q. Crov
Title: Chief Executive Office

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beeresidielow by the following persons on bel
of the registrant and in the capacities and ord#tes indicated.

/sl WALTER SCOTT, JR.

Chairman of the Board March 25, 2003
Walter Scott, Jr
/s/ JAMES Q. CROWE
Chief Executive Officer and Director March 25, 2003
James Q. Crow
/s/ KEVIN J. O'HARA
President, Chief Operating Officer and Director March 25, 2003
Kevin J. O'Harz
/s/ CHARLES C. MILLER, Il
Vice Chairman and Executive Vice President March 25, 2003

Charles C. Miller, 1lI



s/ SUREEL A. CHOKSI Group Vice President and Chief Financial Officer

(Principal Financial Officer)

March 25, 2003
Sureel A. Choks

/s ERIC J. MORTENSEN Vice President and Controller (Principal Accounting

. March 25, 2003
Eric J. Mortensel Officer)
/s/ R. DOUGLAS BRADBURY
Vice Chairman March 25, 2003
R. Douglas Bradbur
/s/ MOGENS C. BAY
Director March 25, 2003
Mogens C. Ba
/s/ RICHARD R. JAROS
Director March 25, 2003
Richard R. Jaro
/s/ ROBERT E. JULIAN
Director March 25, 2003
Robert E. Juliat
/s/ DAVID C. MCCOURT
Director March 25, 2003
David C. McCouri
/s/ JOHN T. REED
Director March 25, 2003
John T. Ree:
/s/ KENNETH E. STINSON
Director March 25, 2003
Kenneth E. Stinso
/s/ COLIN V. K. WILLIAMS
Director March 25, 2003
Colin V. K. Williams
/s/ MICHAEL YANNEY
Director March 25, 2003

Michael Yanney

CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. | have reviewed this annual reporfFomm 10-K of Level 3 Communications, Inc.;

2. Based on my knowledge, this annuyabriedoes not contain any untrue statement of @niahfact or omit to state a material fact
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with respect to
the period covered by this annual report;

3. Based on my knowledge, the finansiatements, and other financial information inctlidethis annual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this an
report;

4. The registrant's other certifyingicdfs and | are responsible for establishing anthta@iaing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#he registrant and we have:

a) designed such disclosure controlspndedures to ensure that material informatioatirg to the registrant, including |



consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this annual report
is being prepared;

b) evaluated the effectiveness of thygsteant's disclosure controls and procedures asdate within 90 days prior to the filing
date of this annual report (the "Evaluation Datat)d

c) presented in this annual report aumctusions about the effectiveness of the discsontrols and procedures based on our
evaluation as of the Evaluation Date;

5. The registrant's other certifyingicdfs and | have disclosed, based on our most resatuation, to the registrant's auditors and the
audit committee of registrant's board of direc{orspersons performing the equivalent function):

a) all significant deficiencies in thesijn or operation of internal controls which coattversely affect the registrant's ability to
record, process, summarize and report financia datl have identified for the registrant's auditorg material weaknesses in internal
controls; and

b) any fraud, whether or not materiahttinvolves management or other employees who aaignificant role in the registrar
internal controls; and

6. The registrant's other certifyingioéfs and | have indicated in this annual reporétiver or not there were significant changes in
internal controls or in other factors that coulgngiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tonsigant deficiencies and material weaknesses.

Date: March 25, 200

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

* Provide a separate certification for each princepacutive officer and principal financial officef the registrant. See Rules 13a-14
and 15d-14. The required certification must behméxact form set forth above.

CERTIFICATIONS*
I, Sureel A. Choksi, certify that:
1. I have reviewed this annual reporfFomnm 10-K of Level 3 Communications, Inc.;

2. Based on my knowledge, this annuyabriedoes not contain any untrue statement of @niahfact or omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this annual report;

3. Based on my knowledge, the finansiatements, and other financial information inctidethis annual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this an
report;

4. The registrant's other certifyingicdfs and | are responsible for establishing anthta@iaaing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#{he registrant and we have:

a) designed such disclosure controlspandedures to ensure that material informatioatired to the registrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in which this annual report
is being prepared;

b) evaluated the effectiveness of thygsteant's disclosure controls and procedures asdate within 90 days prior to the filing
date of this annual report (the "Evaluation Dataf)d



c) presented in this annual report @umctusions about the effectiveness of the discsontrols and procedures based on our
evaluation as of the Evaluation Date;

5. The registrant's other certifyingioffs and | have disclosed, based on our most resatuation, to the registrant's auditors and the
audit committee of registrant's board of direc{orspersons performing the equivalent function):

a) all significant deficiencies in thesijn or operation of internal controls which coattversely affect the registrant's ability to
record, process, summarize and report financia datl have identified for the registrant's audigomng material weaknesses in internal
controls; and

b) any fraud, whether or not materiahttinvolves management or other employees who aaignificant role in the registrar
internal controls; and

6. The registrant's other certifyingiodfs and | have indicated in this annual reporétiver or not there were significant changes in
internal controls or in other factors that coulginsficantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknesses.

Date: March 25, 200

/s/ SUREEL A. CHOKSI

Sureel A. Choksi
Chief Financial Officel

* Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules 13a-14
and 15d-14. The required certification must behmeéxact form set forth above.

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 Annual Report of e€8 Communications, Inc. (the "Company") on Fo®rKLfor the year ended December 31,
2002 as filed with the Securities and Exchange Cmsion on the date hereof (the "Report"), |, Ja@e€rowe, Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. § 1280adopted pursuant to § 906 of the Sarbanes-@xiegf 2002, that:

(1) The Report fully complies with the uéggments of section 13(a) or 15(d) of the Se@sifixchange Act of 1934; and

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

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Officer
March 25, 200:

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 Annual Report of e€8 Communications, Inc. (the "Company") on Fo®rKLfor the year ended December 31,
2002 as filed with the Securities and Exchange Csion on the date hereof (the "Report”), I, SufeeChoksi, Chief Financial Officer ¢



the Company, certify, pursuant to 18 U.S.C. § 1280adopted pursuant to § 906 of the Sarbanes-@xiegf 2002, that:
(1) The Report fully complies with the udgments of section 13(a) or 15(d) of the Seasifixchange Act of 1934; and

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

/s/ SUREEL A. CHOKSI

Sureel A. Choksi
Chief Financial Officer
March 25, 200«
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Exhibit 10.9

LEVEL 3 COMMUNICATIONS, INC.
and

WALTER SCOTT, JR.

Warrant Agreement

Dated as of April 15, 2002

WARRANT AGREEMENT (the "Agreement"), datad of April 15, 2002, between Level 3 Communicatidnc., a Delaware
corporation (the "Company"), and Walter Scott(the "Purchaser").

The Company proposes to issue Common Raockhase Warrants, as hereinafter described (tlz@rams"), to purchase up to an
aggregate 1,514,840 shares of its Common Stockjgbae $.01 per share (the "Common Stock") (theeshaf Common Stock issuable on
exercise of the Warrants being referred to hereitha "Warrant Shares"). The Warrants will be idsnea single series.

In consideration of the foregoing and fog purpose of defining the terms and provisionthefWarrants and the respective rights and
obligations thereunder of the Company and the tegid owners of the Warrants (the "Holders"), tlhenBany and the Purchaser hereby
agree as follows:

SECTION 1. Issuance of Warrants. Concurrently with the execution and deliventlis Agreement, the Company is issuing and
delivering to the Purchaser Warrants to purchas&41840 Warrant Shares.

SECTION 2. Transferability and Form of Warrant.

2.1 Registration The Warrants shall be numbered and shall bistezgd on the books of the Company as they aneds



The Company shall be entitled to treat the Holdeany Warrant as the owner in fact thereof forpaitposes and shall not be bound to
recognize any equitable or other claim or interesiuch Warrant on the part of any other persod,siall not be liable for any
registration of transfer of any Warrants which iagistered or to be registered in the name ofucfaty or the nominee of a fiduciary
unless made with the actual knowledge that a falyadr nominee is committing a breach of trusteiquesting such registration of
transfer, or with such actual knowledge of suchsféleat its participation therein amounts to int@mdl conversion. The Warrants shall
initially be registered in the name of the Purchase

2.2 Form of Warrant. The text of the Warrant and of the PurchasenFgirall be substantially in the form set forth in
Exhibit A attached hereto. The price per Warrardgr8land the number of Warrant Shares issuable exencise of each Warrant are
subject to adjustment upon the occurrence of ceaaents, all as hereinafter provided. The Warrah#dl be executed on behalf of the
Company by its Chairman of the Board, Chief Exemu®fficer, President or one of its Executive oo@r Vice Presidents, under its
corporate seal reproduced thereon attested bydefiry or Assistant Secretary. The signaturepfsach officers on the Warrants
may be manual or facsimile.

Warrants bearing the signatures of indigldwho were at any time the proper officers of@lmenpany shall bind the Company,
notwithstanding that such individuals or any on¢hafm shall have ceased to hold such offices poitine delivery of such Warrants.

SECTION 3. Term of Warrants; Exercise of Warrants.

3.1 Term of Warrants. Subject to the terms of this Agreement, theddokhall have the right, which may be exerciseahat
time and from time to time, to purchase from thenpany the number of fully paid and nonassessableafaShares which the
Holder may at the time be entitled to purchase upa@icise of such Warrant.

3.2 Vesting. The Warrants shall be vested as of the datiei®Agreement. Each Warrant shall expire at 5:00. pNew York
City time, on June 30, 2009 (the "Expiration Date")

3.3 Exercise of Warrants. Subject to the provisions of Section 3.4 heradVarrant that is exercisable under this Agre¢men
may be exercised upon surrender to the Company ptincipal office of the certificate or certifiess evidencing the Warrant or
Warrants to be exercised, together with the PuecRasm on the reverse thereof duly filled in arghed, which signature (if not
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the Purchaser) shall be guaranteed by a banksirdompany or a broker or dealer which is a merob#re National Association of
Securities Dealers, Inc., and upon payment to thragany of the Warrant Price as defined in and detexd in accordance with the
provisions of Section 7 hereof for the number ofrk&fat Shares in respect of which such Warrantsheme exercised (the "Exercise
Amount"). Payment of the Exercise Amount shall kedm(i) by payment to the Company in cash, byfesdtor official bank check,
or by wire transfer of the Exercise Amount, (ii) &yrrender to the Company for cancellation of séesr(which may include Warrant
Shares received in respect of such Warrants beiagised) of the Company having a Market Priceh@einafter defined) on the date
of exercise equal to the Exercise Amount; or fiif)a combination of the methods described in clau@@eand (ii) above, in each cast
the option of the Holder. For purposes hereofténe "Market Price" shall mean (1) the averagéhefdaily closing price of a share
Common Stock or other securities of the Companyh@asase may be, for the 15 consecutive tradigg geeceding the date the
Warrant is presented for exercise on the prinaiptibnal securities exchange on which the Commonk$br securities are listed or
admitted to trading or, (2) if not listed or adradtto trading on any national securities exchatigeaverage of the reported bid and
asked prices during such 15 trading day periotiénaver-thezounter market as furnished by the National QuataBureau, Inc., or,
such firm is not then engaged in the businesspairteng such prices, as furnished by any membéneNational Association of
Securities Dealers, Inc. selected by the Compan(@Bdif the Common Stock or securities are notlighbtraded, the Market Price for
such day shall be the fair market value thereoéreined jointly by the Company and the Holder; led, however, that if pursuant
to this subclause (3) such parties are unableatthragreement within a reasonable period of tiheeMarket Price shall be determir
in good faith by the independent investment bankimg selected jointly by the Company and the Holde if that selection cannot be
made within 15 days, by an independent investmanking firm selected by the American Arbitrations@siation in accordance with
its rules.

Subject to Section 3.4 and Section 4 hergodn the surrender of a Warrant that is exertasabder this Agreement and payment
of the Warrant Price as aforesaid, the Company shabe to be issued and delivered with all redslerdispatch (but in not event la
than (i) 5 business days after payment is receivealyment is made in immediately available fund$ythe surrender of securities
and (ii) 10 business days after payment is receifvealyment is not made in immediately availableds or by the surrender of
securities) to or upon the written order of thed#oland in such name or names as the Holder méyndés, a certificate or certifica
for the number of full Warrant Shares so purchagezh the exercise of such Warrants, together veiihcas provided in Section 8
hereof, in respect of any fractional Warrant Shatbsrwise issuable upon such surrender. If pesahitty applicable law, to the extent
that the Warrant Price consideration consists gaksecurities (which may include Warrant Shaeggived in respect of such
Warrants being exercised) of the Company, the WiaBhaares so acquired (together with the relateificate or certificates) shall be
deemed to have been acquired as of the date h@temfights of purchase represented by the Warsdnath be exercisable, at t



election of the Holders thereof, either in fullfoym time to time in part and, in the event thaestificate evidencing Warrants is
exercised in respect of less than all of the WarEdrares purchasable on exercise at any time foritwe date of expiration of the
Warrants, the Company shall, at the time of deji\afrthe certificate or certificates representingiVdnt Shares, deliver to the Holder
a new Warrant evidencing the rights to purchasedh®ining Warrant Shares, which new Warrant shalll other respects be
identical to this Warrant.

3.4 Cashin Lieu of Shares Upon Exercise of WagantPrior to the exercise of any Warrants, the ldokhall give notice to
the Company that such Holder intends to exerciser @ portion of the Warrants. Following such netithe Company shall have the
right, exercisable at its sole election, by givimajice to the Holder of such election within 10 ibess days of such notice, to
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pay to the Holder, in lieu of the issuance of thark&nt Shares which otherwise would be issued spoh exercise, and payment of
the Warrant Price relating thereto, an amount etqutile product of (x) 99.8% of the difference beéw the Warrant Price and the
current market price of the Common Stock on the gaior to the date on which the notice of exeridsgiven (determined as provid
in Section 7.2(f)) (the "Spread") and (y) the numiiieshares which would have been issued upon esecof the Warrants had the
Company not made the election set forth hereithdénevent the Company notifies the Holder thab@ginot intend to exercise its ri
to pay the Spread (or fails to notify the Holdeitsfintent within such 10 business day period, tfolder will have 60 days to obtain
the funds necessary to acquire the shares of Con3tomk pursuant to the Warrants and/or exercisedtjistration rights provided in
Exhibit B. If the Holder fails to obtain the fundscessary to acquire the Common Stock within sGcthey's, the requirement to
provide the notices contemplated by this SectidrsBall once again be applicable. If the Holdereises the Holder's registration
rights, the Holder need not pay for the Warrantr&hantil such registration shall become effectind the issuance of shares of
Common Stock pursuant thereto shall have been oumsited. The Company shall take all actions necgs$sarause the certificates
representing the Warrant Shares to be issued uvmuise of such Warrants to be issued to the Hgddaemptly following the paymel
of the Warrant Price by the Holder.

3.5 Split Up, Combination and Exchange of Warraattficates. At or prior to the Expiration Date, this Wartawith or
without other Warrants, may be split up, combinedxxhanged for an other Warrant or Warrants, lengithe Holder to purchase a
like number of Warrant Shares as such surrender@aam or Warrants then entitled such Holder tapase. Any Holder desiring to
split up, combine or exchange this Warrant shakersuch request in writing delivered to the Compamg shall surrender the
Warrant or Warrants to be split up, combined ohaxged to the Company. Thereupon the Company\stihih a reasonable period
of time sign and deliver to such Holder a WarrariMarrants, as the case may be, as so requesttdning such legends as are
required by this Agreement and applicable law.

3.6 Registration Rights. The Purchaser and the Holders shall have ratjit rights as set forth in Exhibit B hereto with
respect to the Warrant Shares.

SECTION 4. Payment of Taxes. The Company will pay all documentary stamp saxfeany, attributable to the initial issuance of
Warrant Shares upon the exercise of Warrants; geavihowever, that the Company shall not be reduogay any tax or taxes which may
be payable in respect of any transfer involvedhissue or delivery of any Warrant or certificadtaswWarrant Shares in a name other than
that of the Holder of such Warrants.

SECTION 5. Mutilated or Missing Warrants. In case any of the certificates evidencingWseerants shall be mutilated, lost, stoler
destroyed, the Company will issue and deliver ichaxge and substitution for and upon cancellatidhemutilated Warrant certificate, or in
lieu of and substitution for the Warrant certifieddst, stolen or destroyed, a new Warrant ceatiéi®f like tenor and representing an
equivalent right or interest, but only upon recepévidence reasonably satisfactory to the Compmdisyich loss, theft or destruction of such
Warrant and an indemnity or bond, if requested) edégasonably satisfactory to it. An applicant focls a substitute Warrant certificate shall
also comply with such other reasonable regulatémtspay such other reasonable charges as the Cgmyaanprescribe.

SECTION 6. Reservation of Warrant Shares; Purchase andc€bation of Warrants.

6.1 Reservation of Warrant Shares.There have been reserved, and the Companyattadlitimes keep reserved, out of its
authorized Common Stock, a number of shares of Gamatock sufficient to provide for the exerciselad rights of purchase
represented by the outstanding Warrants. The gaaglent for the Common Stock and every subsedrardfer agent for any
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shares of the Company's capital stock issuable thmaxercise of any of the rights of purchaseesfaid will be irrevocably
authorized and directed at all times to reservé suenber of authorized shares as shall be reqtoreslich purpose. The Compa



will keep a copy of this Agreement on file with ttransfer agent for the Common Stock and with egetysequent transfer agent for
any shares of the Company's capital stock issugizla the exercise of the rights of purchase reptedeby the Warrants. The
Company may requisition from time to time from stic@nsfer agent the stock certificates requireldlaioor outstanding Warrants up
exercise thereof in accordance with the termsisfAlgreement. The Company will supply such tranafggnt with duly executed stc
certificates for such purposes and will providethrerwise make available any cash which may belpays provided in Section 8
hereof. The Company will furnish such transfer dgeoopy of all notices of adjustments and cedifés related thereto. All Warrants
surrendered in the exercise of the rights therefyeaced shall be canceled.

6.2 Purchase of Warrants by the Companyin addition to its rights contained in this &gment, the Company may, except as
limited by applicable law, other agreements or imengith the consent of the Holder, purchase oenilise acquire Warrants at such
times, in such manner and for such consideratidche€ompany and such Holder may deem appropriate.

6.3 Cancellation of Warrants. In the event the Company shall purchase omaike acquire Warrants, the certificates
evidencing the same shall thereupon be canceledetineld. The Company shall cancel any Warranifazte surrendered for
exchange, substitution, transfer or exercise inlaboin part.

SECTION 7. Warrant Price.

7.1 Unadjusted Warrant Price. The initial price at which Warrant Shares shallpurchasable upon exercise of Warrants
be $8.00 per share, subject to adjustment pursagéections 7.2 through 7.5 hereof (the "WarrardeP).

7.2 Adjustments. The number and kind of securities purchasap@nuhe exercise of each Warrant and the Warrace Pr
shall be subject to adjustment as follows:

(a) Stock dividends, splits, etc.In case the Company shall at any time or frione to time after the date of this
Agreement (i) declare or pay a dividend on anyto§hares of Common Stock or make a distributicalltbolders of shares of
Common Stock in shares of Common Stock (or a s#hegof), (ii) subdivide its outstanding share€ofmmon Stock into a
greater number of shares, (iii) combine its outditagn shares of Common Stock into a smaller numbshares of Common
Stock or (iv) issue by reclassification of its stmof Common Stock other securities of the Comartyuding any such
reclassification in connection with a consolidatarmerger in which the Company is the continuingpany), the number of
shares purchasable upon exercise of each Warramdimtely prior thereto shall be adjusted so thatHolder shall be entitled
to receive solely the kind and number of sharestloer securities of the Company that it would haweed or have been
entitled to receive after the happening of anyhefévents described above had such Warrant beecisecimmediately prior
to the happening of such event or any record déterespect thereto. An adjustment made pursuatmisgaragraph (a) shall
become effective immediately after the effectiveeda such event, retroactive to the record daemy, for such event.

(b) Distribution of rights or warrants. In case the Company shall fix a record dateltferissuance of rights or
warrants to all holders of Common Stock (other tharsuant to the Rights Agreement, dated as of RB8ay1998, between the
Company and Norwest Bank Minnesota, N.A., (now kn@s Wells Fargo Bank Minnesota, N.A.) as rightsnagor any
successor agreement), entitling them to subscaberfpurchase shares of Common Stock at
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a price per share (or having a conversion pricespare) that is lower on the date of issuance dfi¢han the then current
market price per share of Common Stock (as defim@éragraph (f) below), the number of shares tidéze purchasable upon
the exercise of each Warrant (at the price detexthin accordance with paragraph (j) hereof) stalliétermined by
multiplying the number of shares theretofore pusetide upon exercise of each Warrant by a fractibwhich the numerator
shall be the number of shares of Common Stockand#tg on the date of issuance of such rights oramés plus the number
of additional shares of Common Stock offered fdyssuiption or purchase (or into which the convéetiecurities so offered
are initially convertible), and of which the denarator shall be the number of shares of Common Siati&tanding on the date
of issuance of such rights or warrants plus thebemof shares that the aggregate offering prideetotal number of shares of
Common Stock so offered (or the aggregate initaversion price of the convertible securities dereid) would purchase at
the then current market price per share of ComntookSSuch adjustment shall become effective imedetyi after the date
such rights or warrants are issued, retroactitheaecord date for the determination of stockhadmtitled to receive such
rights or warrants.

(c) Distributions of assets. In the event the Company shall fix a recordedat the distribution to all holders of its
shares of Common Stock (i) evidences of its indiriss, (ii) securities (other than Common Stodlights or warrants of the
type described in Section 7.2(a) or (b)) or (iBpats (including extraordinary cash dividends gxatuding regular
distributions, including cash dividends, paid ie thrdinary course), then in each case the Warndce Bhall be adjusted to a
price determined by multiplying the Warrant Prineeffect immediately prior to such distribution &yraction, of which the
numerator shall be the then current market pricespare of Common Stock (as defined in paragrape(bw) on the date ¢



such distribution, less the then fair value (agdmrined in good faith by the Board of Directordtud Company, whose
determination shall be conclusive and set forth @ertified resolution of the Board of Director§}tee portion of the assets or
the securities or the evidences of indebtednesissigbuted applicable to one share of Common Staokl of which the
denominator shall be the then current market prereshare of Common Stock. Such adjustment shalidae whenever any
such distribution is made, and shall become effeatin the date of distribution, retroactive to teeord date for the
determination of stockholders entitled to receivetsdistribution.

(d) Issuance of Common Stockln case the Company shall issue shares of Can8tack (excluding shares issued
() in any of the transactions described in parphr@) hereof, (i) upon conversion or exchangeewurities convertible into or
exchangeable for Common Stock, including the Wastdfii) to the Company's employees under bona éichployee benefit
plans adopted by the Company, (iv) upon exercigegbfs or warrants issued to the holders of Com@&tmtk, but only if at
the time of such issuance the current market mficke Common Stock is greater than or equal to/taerant Price, (v) issued
to acquire, or in connection with the acquisitidnadl or any portion of a business as a going eoncwhether such acquisition
shall be effected by purchase of assets, exchdrggearities, merger, consolidation or otherwisé, fpon exercise of rights
warrants issued in a firm commitment public offgtiwvith an initial exercise price at least equatht® current market price at
the date of issuance or (vii) in a firm commitmpublic offering), for a consideration per shareCofnmon Stock less than the
current market price per share of Common Stocklédimed in paragraph (f) hereof) on the date then@any fixes the offering
price of such additional shares, the Warrant Psf@l be adjusted immediately prior thereto by plying the Warrant Price
effect immediately prior to such issuance by atfoax; of which the numerator shall be the total emof shares of Common
Stock outstanding immediately prior to the issuamfcguch additional shares plus the number of
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shares of Common Stock which the aggregate coradidemreceived (determined as provided in paragtgphereof) for the
issuance of such additional shares would purchiatbe dhen current market price per share of Com8tork, and of which tt
denominator shall be the number of shares of Com8tock outstanding immediately after the issuaricioh additional
shares. Such adjustment shall be made successitielyever such an issuance is made.

(e) Issuance of convertible securitiesIn case the Company shall issue any secudtiasertible into or exchangeable
for Common Stock (excluding securities issuedamsactions described in paragraphs (a)(iv), (b)(e@ndereof) for a
consideration per share of Common Stock initia#jiverable upon conversion or exchange of suchrggsi(determined as
provided in paragraph (g) hereof) less than theectirmarket price per share of Common Stock (aseléfin paragraph (f)
hereof) in effect immediately prior to the issuanfsuch securities, the Warrant Price shall bestdfl immediately thereafter
so that it shall equal the price determined by iplying the Warrant Price in effect imnmediatelygrthereto by a fraction, of
which the numerator shall be the number of shar€ommon Stock outstanding immediately prior to idsuance of such
securities plus the number of shares of CommonkStdiich the aggregate consideration received (detexd as provided in
paragraph (g) hereof) for such securities wouldpase at the current market price per share of Gamtock, and of which
the denominator shall be the number of shares afrf@on Stock outstanding immediately prior to susludce plus the
maximum number of shares of Common Stock deliverapbn conversion of or in exchange for such sgesrat the initial
conversion or exchange price or rate. Such adjugtsiall be made successively whenever such aarissus made.

Upon the termination of the right to cortvarexchange such securities, the Warrant Pria# Bh readjusted to such
Warrant Price as would have been obtained haddjustanents made upon the issuance of such conkedilexchangeable
securities been made upon the basis of the delafeoply the number of shares of Common Stock digtdalivered upon
conversion or exchange of such securities and thpobasis of the consideration actually receivethyCompany (determin
as provided in paragraph (g) hereof) for such seesir Such a readjustment shall not affect the memof shares issued upon
the exercise of any Warrants prior to the date¢aejustment is made.

(f) Definition of market price. For the purpose of any computation under pagw (b), (c), (d) and (e) of this
Section 7.2 and for the purpose of Section 3.4digetke current market price per share of CommarciSat any date shall be
deemed to be the average of the daily closing éceshare for the 10 consecutive trading days cemeing 20 trading days
before such date. The closing price for each daif bk the last sale price or, in case no suchtaliks place on such day, the
average of the highest reported bid and lowestrteg@sked prices as furnished by the National éiaton of Securities
Dealers Inc. through Nasdaqg or a similar orgarozaifi Nasdaq is no longer reporting such informatih on any such trading
day shares of Common Stock are not quoted by acty @ganization, the fair value of such sharesumh slay, as determined
in good faith by the Board of Directors of the Canp, shall be used.

(g) Valuation of consideration. For purposes of any computation respectingideration received pursuant to
paragraphs (d) and (e) hereof, the following shaflly:

(i) inthe case of the issuance of shafeCommon Stock for cash, the consideration sfeathe amount of such
cash, provided that in no case shall any deducbensade for any commissions, discounts or othpemses incurre



by the Company for any underwriting of the issu@threrwise in connection therewith;
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(ii) in the case of the issuance of shafgSommon Stock for a consideration in whole opant other than cash,
the consideration other than cash shall be deembkd the fair market value thereof as determinegbind faith by the
Board of Directors of the Company (irrespectivehaf accounting treatment thereof), whose determoinahall be
conclusive and described in a certified resolutang

(i) in the case of the issuance of sdimsg convertible into or exchangeable for shafegSammon Stock, the
aggregate consideration received therefor shaldeened to be the consideration received by the Goynfor the
issuance of such securities plus the additionalrmim consideration, if any, to be received by tlw@any upon the
conversion or exchange thereof (the consideratiagath case to be determined in the same manpeo\dded in
clauses (i) and (ii) of this paragraph (g)).

(h) Definition of shares of Common StockFor the purposes of this Section 7.2, the testmares of Common Stock"
shall mean (i) the class of stock designated a€tmemon Stock of the Company at the date of thiseAgent or (ii) any other
class of stock resulting from changes or reclassifins of such shares consisting solely of chaimgpar value, or from par
value to no par value, or from no par value tovadue. In the event that at any time, as a refwhadjustment made pursuant
to paragraph (a) above, the Holders shall becortiteginto purchase any shares of the Company dkizer shares of Common
Stock, thereafter the number of such other shargsigchasable upon exercise of each Warrant and/dreant Price of such
shares shall be subject to adjustment from tintarte in a manner and on terms as nearly equivaleptracticable to the
provisions with respect to the Warrant Shares ¢oetbhin Sections 7.2 through 7.3, inclusive as tveyld have been applied
to the Warrant Shares.

(i) Minimum adjustment. No adjustment in the number of shares purchadayeunder shall be required unless such
adjustment would require an increase or decreaaelefist one half{/ 2) of one percent (1%) in the number of shares
purchasable upon the exercise of each Warrantjgedyhowever, that any adjustments which by rea$dhis paragraph (i)
are not required to be made shall be carried fahaad taken into account in any subsequent adjustareipon any exercise
of a Warrant.

() Warrant Price adjustment. Whenever the number of shares purchasable tingogxercise of each warrant is
adjusted, as herein provided, the Warrant Priceslpare payable upon exercise of each Warrantis@altjusted to the nearest
cent by multiplying such Warrant Price immediatefior to such adjustment by a fraction, of which ttumerator shall be the
number of shares purchasable upon the exercisachf\Warrant immediately prior to such adjustmend, e which the
denominator shall be the number of shares so psatiaimmediately thereafter.

(k) Notice of adjustment. Whenever the number of shares purchasable tiygoexercise of each Warrant or the
Warrant Price of such shares is adjusted, as hpreinded, the Company shall promptly mail to ebichder, by first-class
mail, postage prepaid, notice of such adjustmeatprstments.

() Company may reduce Warrant Price or increasmlper of shares purchasable. The Company may at its option
any time during the term of the Warrants, redueetltten current Warrant Price, or increase the nuwibehares of Common
Stock purchasable upon exercise of each Warraafjyamount deemed appropriate by the Board ofciirs of the Compan

(m) Consolidation, Merger, etc. In case the Company after the date hereofh@) sonsolidate with or merge into a
other corporation, association, partnership, ogin,
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business, individual, government or political swiglon thereof or a governmental agency ("Persany) shall not be the
continuing or surviving corporation of such condation or merger, or (b) shall permit any othersBarto consolidate with or
merge into the Company and the Company shall bedhtnuing or surviving Person but, in connectiath such
consolidation or merger, shares of Common Stoakloer securities shall be changed into or exchafgestock or other
securities of any other Person or cash or any qitagerty, or (c) shall transfer all or substatgiall of its properties or assets
to any other Person, or (d) shall effect a cap@aftganization or reclassification of the CommoocRtor other securities (other
than a capital reorganization or reclassificatiesutting in the issue of shares of Common Stockvtich adjustment in the
Warrant Price is otherwise provided in Section {e2ch a "Merger Event"), then, and in the cassach such Merger Event,
proper provision shall be made so that, upon tiséstend the terms and conditions as well as imtaener provided in thi



Agreement, the Holder, upon the exercise of a Wiaahany time after the consummation of such Mekyent, shall be
entitled to receive (at the aggregate Warrant Rxitjested to reflect the modification of the numbEWarrant Shares pursuant
to this Section 7.2(m) in effect at the time ofs@onsummation for all shares of Common Stock lbeosecurities issuable
upon such exercise immediately prior to such comsation), in lieu of the shares of Common Stocktbeosecurities issuak
upon such exercise prior to such consummatiorhigiteest amount of securities, cash or other prggernvhich such Holder
would have been entitled as a stockholder upon sankummation if such Holder had exercised thetsigipresented by this
Warrant immediately prior thereto (or, if applicapimmediately prior to the record date establishezbnnection with any
such Merger Event), subject to adjustments (sulesgdo such consummation) as nearly equivalenbasilple to the
adjustments provided for in Sections 7.2 throudh 7.

In addition, for the period commencing on the d#tthis Agreement and terminating on the date ighttie second anniversary
of this Agreement, if the Company shall engageniy lderger Event wherein all of the outstanding Canrstock of the
Company is acquired for consideration consistingrof property or asset other than the common sibtike acquiring
company (the "Merger Consideration") (a "Speciarfgde Event"), the Company shall pay immediatelpptd any record da:
for such Special Merger Event by issuing to theddokhares of unregistered Common Stock an amaouial & the underlyin
value of any Warrants then held by the Holder abfenconsummation of the Special Merger Eventdated as of the reca
date of the Special Merger Event using a Black-fshderived option pricing model for a sixty (6@ychistorical period
immediately preceding, and ending on, the recotd fta such Special Merger Event. In the event éhgayment in the form «
shares of unrestricted Common Stock is requirethisySection 7.2(m) is required, it shall be a détod to the closing of any
Special Merger Event that such shares of CommockS&to issued by the Company will be entitled teenee the consideration
in the Special Merger Event. To the extent thatMieeger Consideration consists of the common stdd¢ke acquiring
company and any other form of consideration, thant required by this paragraph shall be pro ratede same proportion
as the common stock component of the Merger Corsatida is to the other form of consideration comguatnof the Merger
Consideration.

7.3 No Adjustment in Certain Cases.Except as set forth in Section 7.2 hereof, djasiment in respect of any dividends shall
be made during the term of a Warrant or upon tleecse of a Warrant.

7.4 Other Dilutive Events. If any event occurs as to which, in the goathfapinion of the Board of Directors of the
Company, the provisions of this Section 7.2 arestrittly applicable or if strictly applicable walihot fairly protect the rights of the
Holder in accordance with the

essential intent and principles of such provisithen the Board of Directors shall make an adjustritethe application of such
provisions, in accordance with such essential traed principles, so as to protect such rightsfa®aaid, but in no event shall any
adjustment have the effect of increasing the Waistares as otherwise determined pursuant to atheqgdfrovisions of this
Section 7.2.

7.5 No Impairment. The Company will not, by amendment of its dmdite of incorporation or through reorganization,
consolidation, merger, dissolution, sale of assetmy other voluntary action, avoid or seek toiatbe observance or performance of
any of the terms of this Warrant, but will at @thés in good faith assist in the carrying out ¢fakch terms and in the taking of all
such action as may be necessary or appropriatelér to protect the rights of the Holder againaitiin or other impairment. Without
limiting the generality of the foregoing, the Compgawill not increase the par value of any sharestotk receivable upon the exercise
of this Warrant above the amount payable thergfonwusuch exercise, and at all times will take adlrsaction as may be necessary or
appropriate in order that the Company may validigl egally issue fully paid and nonassessable sipck the exercise of this
Warrant.

7.6 Statement on Warrants. Irrespective of any adjustments in the WarRnite or the number or kind of shares purchasable
upon the exercise of the Warrants, Warrants thEmeg@r thereafter issued may continue to exptessame price and number and
kind of shares as are stated in the Warrants ligifesuable pursuant to this Agreement, but shalmodified and replaced upon the
request of the Holders thereof.

SECTION 8. Fractional Interests. The Company shall not be required to issuditraal Warrant Shares on the exercise of Warr:

If more than one Warrant shall be presented foratse in full at the same time by the same Holtex,number of full Warrant Shares which
shall be issuable upon the exercise thereof skatbimputed on the basis of the aggregate numb#iaofant Shares purchasable on exercise
of the Warrants so presented. If any fraction Warant Share would, except for the provisionshif Section 8, be issuable on the exercise
of any Warrant (or specified portion thereof), @empany shall pay an amount in cash equal to tieng price for one share of the Comn
Stock, as defined in paragraph (f) of Section @t2the trading day immediately preceding the da¢eWarrant is presented for exercise,
multiplied by such fraction.

SECTION 9 Rights and Notice



9.1 No Rights as Stockholders; Notices to Holder&othing contained in this Agreement or in afyhe Warrants shall be
construed as conferring upon the Holders or thairdferees, the right to vote or to receive divilieor to consent or to receive notice
as stockholders in respect of any meeting of stolcldns for the election of directors of the Companwany other matter, or any rights
whatsoever as stockholders of the Company. If, vewet any time prior to the expiration of the Waaits and prior to their exercise,
any of the following events shall occur:

(a) the Company shall declare any divideaghable in any securities upon its shares of Com8tock or make any
distribution (other than a regular cash dividergdsiach dividend may be increased from time to titmehe holders of its shar
of Common Stock; or

(b) the Company shall offer to the holdefrés shares of Common Stock any cash, additishates of Common Stock or
other securities of the Company or any right tossube for or purchase any thereof; or

(c) a dissolution, liquidation or winding of the Company (other than in connection wittoasolidation, merger, sale,
transfer or lease of all or substantially all affiroperty, assets and business as an entiretybsharoposed,
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then in any one or more of said events the Comphai} give notice in writing of such event as pded in Section 10 hereof, such
giving of notice to be completed at least 30 dayarpo the date fixed as a record date or the datdosing the transfer books for the
determination of the stockholders entitled to sdisfidend, distribution, or subscription rights or the determination of stockholders
entitled to vote on such proposed dissolution,itigtion or winding up or the date of expirationsoich offer. Such notice shall specify
such record date or the date of closing the tratsfeks or the date of expiration, as the case lmeay-ailure to mail or receive such
notice or any defect therein or in the publicatiwmmailing thereof shall not affect the validity afiy action in connection with such
dividend, distribution, liquidation or winding upr such offer.

9.2 Reports to Holders. If at any time while any Warrants are outstagdhe Company is no longer subject to the repgrtin
requirements of Section 12 or 15 of the Securlieshange Act of 1934, the Company will cause anandlquarterly reports to be
sent to the Holders that shall contain such firarstatements and other information concerningotigness and affairs of the
Company as would be required to permit Holdersetbsecurities of the Company pursuant to Rule d#dhe Securities Act of 1933,
as amended (the "Securities Act"), including infation required to be included in annual and quigrteports filed with the Securiti
and Exchange Commission pursuant to Section 13(@l) bf the Securities Exchange Act of 1934 bysmuér registered therewith
pursuant to Section 12 of said Act.

SECTION 10. Notices. Any notice pursuant to this Agreement by anyddoto the Company, shall be in writing and sball
delivered in person or by facsimile transmissiannailed first class, postage prepaid to the Companits principal office, Attention:
General Counsel. Any notice pursuant to this Agreinby the Company to the Holders, shall be inimgiaind shall be mailed first class,
postage prepaid, or otherwise delivered, to suddéte at their respective addresses on the bookedfompany. Each party hereto may
from time to time change the address to which estio it are to be delivered or mailed hereundandiice to the other party.

SECTION 11. Successors. Except as expressly provided herein to theraoptall the covenants and provisions of this Agnent by
or for the benefit of the Company and the Purchsalsall bind and inure to the benefit of their retjpwe successors and permitted assigns
hereunder.

SECTION 12. Merger or Consolidation of the Company.The Company will not merge or consolidate wathinto, or sell, transfer or
lease all or substantially all of its property any other corporation unless the successor or paittt) corporation, as the case may be (if not
the Company), shall expressly assume, by supplahegteement, the due and punctual performancelservance of each and every
covenant and condition of this Agreement to begreréd and observed by the Company.

SECTION 13. Private Placement.
The Purchaser hereby represents that:

(a) The Purchaser understands that tlegindf and sale of the Warrants is intended to leengt from registration under the
Securities Act pursuant to Section 4(2) of the $idea Act.

(b) To the extent that the Purchaser hgs@yed any investment banker, broker or findenourred any liability for any
brokerage fees, commissions or finder's fees imection with the transactions contemplated by Agjeeement, the Purchaser shal
responsible for the payment of any such fees omaissions.



(c) The Purchaser understands that theaffsr have not been, and will not be, registeretbuany securities laws, state or
federal; that the Warrants must be held indefipiteiless they are subsequently registered unddicaple securities laws or an
exemption from such registration is available; that Company is under no obligation to registetfarants or in complying with
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any exemption from registration. In addition, thedhaser understands that the Warrant Shares lodveen, and may not be,
registered under any securities laws, state oréddat the Warrant Shares must be held indelinitnless they are subsequently
registered under applicable securities laws orxamtion from such registration is available; teatept as provided in this
Agreement, the Company is under no obligation ¢pster the Warrant Shares or to assist in complwiiily any exemption from
registration.

(d) The Purchaser agrees that it willtnatsfer, by way of gift or otherwise, or sell M&arrants or any part thereof or the
Warrant Shares, unless such Warrants or WarrameShas applicable, have been registered und&dberities Act or it first obtains,
at its own expense, an opinion of counsel reasgrediisfactory to the Company that the transfesuah Warrants or Warrant Shares
may be effected without registration under the 8&es Act, provided that no opinion shall be neszey to effect a transfer to affilial
of the Purchaser, to the extent the Purchaserabr gerrson confirms the representations set forthimSection 13.

(e) The Purchaser is not acquiring theMfds as a result of (i) any advertisement, astintdice or other communication
published in any newspaper, magazine, or similatianer broadcast over television or radio or (iiy @eminar meeting whose
attendees had been invited as a result of, subsetper pursuant to any of the foregoing.

() The Purchaser understands that thvtde no public market for the Warrants.

(g) The Purchaser (i) has carefully evedddhe risks of investing in the Company, (ii) masneed for liquidity in this
investment, and (iii) should it decide to exerdise Warrants, will be able to bear the substasttahomic risks of an investment in
Warrant Shares.

(h) The Purchaser has sufficient knowleglge experience in financial, tax and businessersatb enable him to utilize the
information made available to him in connectionhittie purchase of the Warrants, to evaluate thésveerd risks of the prospective
investment and to make an informed investment @etisith respect thereto.

(i) The Purchaser acknowledges thaCibmpany is relying upon the representations andanties contained herein in
determining to make the sale of the Warrants, hadPurchaser consents to such reliance.

(i) The Purchaser has received and glyatviewed financial information pertaining tieet Company, has had a reasonable
opportunity to ask questions of and receive ans¥ens the Company and its directors, officers amgpldyees concerning the
Warrants and the business and affairs of the Coynaand, all such questions have been answeree tiulirsatisfaction of the
Purchaser. No oral representations have been nramtalanformation furnished in connection with thele of Warrants which were in
any way relied upon by the Purchaser.

(k) Company Excluded Information. The Purchaser acknowledges and agrees th&oiim@any may possess material
information not generally known by the public orthye Purchaser regarding the Company, its busiitessyndition (financial or
otherwise) and its prospects (collectively, the ipany Excluded Information"), and the Purchasee@githat the Company shall h
no liability to the Purchaser to the extent thedRaser incurs or otherwise suffers any liabilibsd, expense, cost or damage arising
out of or relating to the non-disclosure of the Qamy Excluded Information.

SECTION 14. Legends. Certificates evidencing the Warrants issuedpamt to this Agreement and any Warrant Shares s
the following legend:

"The securities evidenced hereby have aehbregistered under the Securities Act of 193anaended (the "Act"), or any state
securities law, and may not be transferred excefguyant to an effective registration under the &wu such state securities laws or
transaction which, in the
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opinion of counsel reasonably satisfactory to tbenany, qualifies as an exempt transaction undeAth and applicable state
securities laws and the rules and regulations pigated thereunde



In addition, such securities are subje¢h#terms of that certain Warrant Agreement, datedf April 15, 2002, by and between
the Company and Walter Scott, Jr., including cartastrictions on transfer. A copy of such Agreettexs been filed with the
Secretary of the Company and is available uponestju

SECTION 15. Applicable Law. This Agreement and each Warrant issued herewshn@dd be governed by and constructed in
accordance with the laws of the State of Delawaithout giving effect to principles of conflict ¢dws thereof.

SECTION 16. Benefits of this Agreement.Nothing in this Agreement shall be construedite to any person or corporation other
than the Company and the Holders any legal or eljeitright, remedy or claim under this Agreemeant;this Agreement shall be for the sole
and exclusive benefit of the Company and the Heslder

SECTION 17. Counterparts. This Agreement may be executed in any numbepohterparts and each of such counterparts sirall f
all purposes be deemed to be an original, andial sounterparts shall together constitute butamtethe same instrument.

SECTION 18. Captions. The captions of the Sections and subsectiotti®Agreement have been inserted for conveniengeanc
shall have no substantive effect.

SECTION 19. Miscellaneous.

(a) If any term or provision of this Agreent is held by a court of competent jurisdictiorother authority to be invalid, void,
unenforceable or against its regulatory policy,rdmaainder of the terms, provisions, covenantsrasttictions of this Agreement shall
remain in full force and effect and shall in no wagyaffected, impaired or invalidated.

(b) Except as otherwise provided herestheparty hereto shall pay its own expenses indwith this Agreement.
[Signature Page Follows]
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IN WITNESS WHEREOF, the parties hereto heaesed this Agreement to be duly executed, af #se day and year first above
written.

LEVEL 3 COMMUNICATIONS, INC.

By: /s/ Neil J. Eckstein

Name: Neil J. Eckstei
Title: Vice Presiden

WALTER SCOTT, JR

/s/ Walter Scott, Jr.
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EXHIBIT A

THE SECURITIES EVIDENCED HEREBY HAVE NOT BEEN REGIS TERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED (THE "ACT"), OR ANY STATE SECURITIES LAW, A ND MAY NOT BE TRANSFERRED EXCEPT PURSUANT TO
AN EFFECTIVE REGISTRATION UNDER THE ACT AND SUCH ST ATE SECURITIES LAWS OR IN A TRANSACTION
WHICH, IN THE OPINION OF COUNSEL REASONABLY SATISFA CTORY TO THE COMPANY, QUALIFIES AS AN EXEMPT
TRANSACTION UNDER THE ACT AND APPLICABLE STATE SECU RITIES LAWS AND THE RULES AND REGULATIONS
PROMULGATED THEREUNDER.



IN ADDITION, SUCH SECURITIES ARE SUBJECT TO THE TER MS OF THAT CERTAIN WARRANT AGREEMENT, DATED
AS OF APRIL 15, 2002, BY AND BETWEEN THE COMPANY AND WALTER SCOTT, JR., INCLUDING CERTAIN
RESTRICTIONS ON TRANSFER. A COPY OF SUCH AGREEMENT HAS BEEN FILED WITH THE SECRETARY OF THE
COMPANY AND IS AVAILABLE UPON REQUEST.

VOID AFTER 5:00 P.M., New York City time, June 3109
Warrants to Purchase

[Number of Warrant Shares]
Shares of Common Stock

LEVEL 3 COMMUNICATIONS, INC.
COMMON STOCK PURCHASE WARRANTS

This certifies that, for value received,  or registered assigns (the "Holder"),nstked to purchase from Level 3
Communications, Inc., a Delaware corporation, (tbempany"), at any time after 9:00 a.m., New Yoiky@me, on December 31, 2001 and
prior to 5:00 p.m., New York City time, on June 2009, at the purchase price of $8.00 per shaec"(Wrarrant Price"), the number of shares
of its Common Stock, par value $.01 per share"@wnmon Stock"), shown above. The number of shaneshasable upon exercise of the
Common Stock Purchase Warrants (the "Warrants"ttaadVarrant Price are subject to adjustment fiiame to time as set forth in the
Warrant Agreement referred to below. Outstandingrérds not exercised prior to 5 p.m., New York Qitye, on June 30, 2009 shall
thereafter be void.

Warrants may be exercised in whole or irt pg presentation of this Warrant Certificate witle Purchase Form on the reverse side
hereof duly executed, which signature (if not thedRaser) shall be guaranteed by a bank or truspaay or a broker or dealer which is a
member of the National Association of SecuritieglBes, Inc., and simultaneous payment of the WaPRane at the principal office of the
Company. Payment of such price shall be made im aaby certified or official bank check or as athise provided in the Warrant
Agreement referred to below. As provided in the k&liar Agreement referred to below, the Warrant Paicg the number of kind of shares
which may be purchased upon the exercise of theadir evidenced by this Warrant Certificate ar@rughe happening of certain events,
subject to modification and adjustment.

This Warrant Certificate is issued undet anaccordance with a Warrant Agreement dated Apol 15, 2002 between the Company
and Walter Scott, Jr. and is subject to the temaspaovisions contained in the Warrant Agreemengltof which the Holder of this Warrant
Certificate by acceptance hereof consents. A coplyeoWarrant Agreement may be obtained by the efohetreof upon written request to the
Company.

Upon any partial exercise of the Warramidenced by this Warrant Certificate, there shelidgsued to the Holder hereof a new Warrant
Certificate in respect of the shares of Common IS&scto which the Warrants evidenced by this War@artificate shall not have been
exercised. This Warrant
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Certificate may be exchanged at the office of tbenGany by surrender of this Warrant Certificatepgnty endorsed either separately or in
combination with one or more other Warrant Cerdifgs for one or more new Warrant Certificates endaey the right of the Holder thereof
purchase the aggregate number of shares as watgagable on exercise of the Warrants evidencetidbWarrant Certificate or Certificates
exchanged. No fractional shares will be issued uperexercise of any Warrant, but the Company peéill the cash value thereof determined
as provided in the Warrant Agreement. This Warenttificate is transferable at the office of then@@any in the manner and subject to the
limitations set forth in the Warrant Agreement.

The Holder hereof may be treated by the @amy and all other persons dealing with this Wdr@artificate as the absolute owner he
for any purpose and as the person entitled to eseetioe rights represented hereby, or to the teasfreof on the books of the company, any
notice to the contrary notwithstanding, and untdtstransfer on such books, the Company may thedtiblder hereof as the owner for all
purposes.

Neither the Warrants nor this Warrant Giedte entitles any Holder to any of the rightsacftockholder of the Company.
DATED:

LEVEL 3 COMMUNICATIONS, INC.



By:

Attest:
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PURCHASE FORM

(To be executed upon exercise of Warrant)

To LEVEL 3 COMMUNICATIONS, INC.:

The undersigned hereby irrevocably elexesxercise the right of purchase represented bwitién Warrant Certificate for, and to
purchase thereunder, shares of CommuekSas provided for therein, and tenders herepatyment of the purchase price in full in the
form of cash or a certified or official bank chaokhe amount of $ or securities in the amount of
$ pursuant to the non-casér@se provisions set forth in the Warrant Agreettated as of December 31, 2001 between the
Company and Kiewit Construction Company.

Please issue a certificate or certificédesuch shares of Common Stock in the name of paiydany cash for any fractional share to:

PLEASE INSERT SOCIAL SECURITY OR OTHER NAME
IDENTIFYING NUMBER OF PURCHASER

(Please Print Name & Addres

Address

Signature

NOTE: The above signature should correspond exactly with
the name on the face of this Warrant Certificate or
with the name of the assignee appearing in the
assignment form belov

And, if said number of shares shall not be allgshares purchasable under the within Warrant Ceat#éi, a new Warrant Certificate is to be

issued in the name of said undersigned for thenbalaemaining of the share purchasable thereurderany fraction of a share paid in cash.

ASSIGNMENT

(To be executed only upon assignment of Warrant Céficate)

For value received, hereby salfsigns and transfers unto the witllarrant Certificate, together with all right, tiged
interest therein, and does hereby irrevocably domstand appoint attorney, to transiid Warrant Certificate on the books of the
within-named Company, with full power of substitrtiin the premises.

Dated:

NOTE: The above signature should correspond exactly tivé

name on the face of this Warrant Certific:
PLEASE INSERT SOCIAL SECURITY OR OTHER
IDENTIFYING NUMBER OF ASSIGNEE
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Exhibit B
REGISTRATION RIGHTS

(a) Atany time after December 31, 2008] aubject to the restrictions contained in thise®gnent, upon a written request to register
under the Securities Act of 1933, as amended, dytirchaser, or by the Holders of (i) Warrantsesgnting the right to purchase Warrant
Shares and/or (i) Warrant Shares, which in theegate comprise 50% or more of the Common Stoclatde upon exercise of the Warrants
(the "Majority Holders"), the Company shall pronyppirepare and file no later than 45 days followamy such request at its sole expense, a
registration statement with the Securities and Brgle Commission (the "Commission") to registerrdsale of the Warrant Shares to be
received by any Holder, and any other shares ofrf@omStock held by the Purchaser (the "Registrabtei®ties"). However, in no event w
the Company be required to file more than one segtstration statement and the Company shall noétpeired to file a registration
statement relating to the registration of the WatsaThe Company shall notify all other HoldersR&fgistrable Securities of such registration,
and shall allow such Holders a reasonable oppdyttmiparticipate in such registration. Subjecstitvsection (c) hereof, the Holders
acknowledge that the Company may include in suglsttion statement shares of Common Stock twlikfer the account of other holders
of Common Stock or the Company.

(b) The obligations of the Company to iisdest efforts to cause the Registrable Secsiitide registered under the Securities Act are
subject to the following limitations:

(i) The Company shall be entitled totpose for up to 120 days in any twelve-month petfalfiling of any registration
statement otherwise required to be prepared asd ffiy it pursuant to subsection (a) if, at the titmeceives a request for such
registration, the Company determines, in its reabtEnjudgment, that such registration and sale dvmaterially interfere with any
financing, acquisition, corporate reorganizatiomtirer material transaction involving the Companwiay of its subsidiaries and
promptly gives the Holders written notice of sugtedmination. If the Company shall so postponditimg of a registration statemer
the requesting party or parties shall have the tiglvithdraw the request for registration by giywritten notice to the Company
within 30 calendar days after receipt of the notiEpostponement (and, in the event of such witlvdiasuch request shall not be
counted for purposes of determining the numbeeqtiests for registration to which the Holders atitled pursuant to subsection

(@))-

(ii) A registration statement with resptch registration requested pursuant to subsedipthat has not become effective wit
120 days following any such request shall not hented for the purpose of determining the numbeeqtiests for registration to
which the Holders are entitled pursuant to subsedt) unless agreed to by the Purchaser and byidiarity Holders or more of the
Registrable Securities outstanding. Notwithstandiregforegoing, in the event that such failure ¢adme effective is the result of
action or inaction on the part of the Purchasehermajority Holders, such registration statemératlisbe counted for purposes of
determining the number of requests for registratinder subsection (a).

(i) The Company shall pay the costs pé®uch registration statement filed pursuant bsection (a), including without
limitation all registration and filing fees, feesdexpenses of compliance with securities or Blkel&ws (including counsel's fees ¢
expenses in connection therewith), printing expgnsessenger and delivery expenses, internal egp@fithe Company (including
all salary and expenses of its officers and emm@sy®erforming legal or accounting services), lgsfiees and expenses, and fees and
expenses of the Company's counsel, independent@ieeds and other persons retained or employetldoZbmpany in connection
with such registration statement (provided thatsbiing Holders shall pay all underwriters discmicommissions and fees, the fees
and expenses of counsel to the Holders and alt otigts and expenses incurred by such Holders).
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(c) Priority in Requested Registrations.If a requested registration involves an undgten offering, and the managing underwriter
shall advise the Company in writing (with a copyetch holder of Registrable Securities requesgggstration) that, in its opinion, the
number of securities requested to be included éh segistration (including securities of the Comparhich are not Registrable Securities)
exceeds the number which can be sold in such offerithin a price range acceptable to the holdéesmajority of the Registrable Securities
requested to be included in such registrationChmpany will include in such registration, to theemt of the number which the Company is
so advised can be sold in such offering, (i) fiRggistrable Securities requested to be includeti@h registration by the holder or holders of
Registrable Securitiepro rataamong the holders thereof such holders requesticlg i gistration on the basis of the number of such
securities requested to be included by such holledlii) second, securities the Company propassslt and other securities of the Comg.
included in such registration by the holders ther



(d) Upon any such registration statemeebining effective, the Company shall use its béstts to keep such registration statement
current for a period of six (6) months or such éeggeriod as the parties may agree (but in no dweydnd the completion of the distribution
or distributions being made pursuant thereto). Chmpany shall make such filings, and will use gsttefforts to cause such filings to
become effective, so that the securities beingstemgd shall be registered or qualified for saldeurthe securities or Blue Sky laws of such
jurisdictions as shall be reasonably appropriatetfe distribution of the securities covered by thgistration statement; provided, howe\
that the Company shall not be required to regesses broker or dealer in any jurisdiction wheiis itot presently so registered or to qualify as
a foreign corporation to do business under the lafvesy jurisdiction in which it is not then quadifl or to file any general consent to service
of process. The Company will furnish to the sellihgiders such numbers of copies of a prospectakjding a preliminary prospectus, in
conformity with the requirements of the Securitdet and such other related documents as the séfloiders may reasonably request in o
to effect the sale of the securities to be offeard sold by the selling Holders, but only while @@mpany is required to cause the registration
statement to remain current.

(e) To effect any such registration, amggquested by the Majority Holders, the Company thre selling Holders shall enter into with
investment banking firm, selected by the Majorityl¢ters and reasonably satisfactory to the Compamyinderwriting agreement containing
customary representations and warranties and poogiselating to indemnification and contributionaluding appropriate indemnification
and contribution between the selling Holders angestockholders and the Company and other custppravisions).

() Except as may otherwise be provigtedny underwriting agreement entered into by tben@any and the Holders, in the event of
any registered offering of shares of Common Staglkyant to this Agreement in which any of the Hokishares of Common Stock are sold,
and as the sole and exclusive remedy of the Halders

(i) The Company will indemnify and hdidrmless, to the fullest extent permitted by ldwe, Holders and each person, if any,
who controls each Holder within the meaning of Sleeurities Act, from and against any and all losdamages, claims, liabilities,
joint or several, costs and expenses (includingamgunts paid in any settlement effected with tbenfany's consent) to which the
Holders or any such controlling person may becoufigest under the Securities Act, state securitigdue sky laws, common law or
otherwise, insofar as such losses, damages, cliabgities (or actions or proceedings in respibetreof), costs or expenses arise out
of or are based upon (x) any untrue statementeged untrue statement of any material fact coethin the registration statement or
included prospectus, as amended or supplementéyg), thre omission or alleged omission to statedimea material fact required to be
stated therein or necessary to make the statertiamtsn, in light of the circumstances in whichytlz@e made, not misleading, and the
Company will reimburse the Holders and each sucitroliing person of the Holders promptly upon dechéor any reasonable legal
or any other expenses incurred by
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them in connection with investigating, preparingledend or defending against or appearing as a-fairty witness in connection wi
such loss, claim, damage, liability, action or meding; provided, however, that the Company witllm@liable to any Holder in any
such case to the extent that any such loss, darialgjéty, cost or expense arises out of or isdghapon an untrue statement or alle
untrue statement or omission or alleged omissiomade in conformity with information furnished byck Holder or such controlling
persons in writing specifically for use in the paegtion thereof. Such indemnity shall remain i fotce and effect regardless of any
investigation made by or on behalf of any Holdeaoy controlling person of the Investor, and shaflive the transfer of such
securities by the Investor.

(ii) Each Holder will indemnify and holdimless, to the fullest extent permitted by lave, @ompany and each person, if any,
who controls the Company from and against any #indsses, damages, claims, liabilities, joint everal, costs or expenses
(including any amounts paid in any settlement witkh Holder's consent) to which the Company orsarch controlling person may
become subject under the Securities Act, staterisiesuor blue sky laws, common law or otherwisesofar as such losses, damages,
claims, liabilities (or actions or proceedings @spect thereof), costs or expenses arise outaredrased upon any untrue or alleged
untrue statement of any material fact containethénregistration statement or included prospeetsismended or supplemented, or
arise out of or are based upon the omission oaltkged omission to state therein a material fagtiired to be stated therein or
necessary to make the statements therein, indigiie circumstances in which they were made, risteading, in each case to the
extent, but only to the extent, that such untrageshent or alleged untrue statement or omissi@il@ged omission was so made in
strict conformity with written information furniskeby such Holder specifically for use in the pregian thereof and such Holder will
reimburse the Company and each such controllingopenf the Company promptly upon demand for angaeable legal or any other
expenses incurred by them in connection with ingating, preparing to defend or defending againstppearing as a third-party
witness in connection with such loss, claim, damégbility, action or proceeding. Such indemnitya#i remain in full force and effe
regardless of any investigation made by or on etiaghe Company or any controlling person of then@any, and shall survive the
transfer of such securities by the Holder. Eachdeliglby allowing its shares of Common Stock or \&atriShares to be included in the
registration statement, agrees to the terms ofkisbit B.

(i) Promptly after receipt by an inderfied party pursuant to the provisions of subsectfi() or (ii) of this Exhibit B of notice
of the commencement of any action involving thejescomatter of the foregoing indemnity provisioasch indemnified party will, if
claim thereof is to be made against the indemngfydarty pursuant to the provisions of said subeadfi(i) or (i), promptly notify the
indemnifying party of the commencement thereof;thetomission to notify the indemnifying party wilbt relieve it from any liabilit



which it may have to any indemnified party otheevieereunder, except to the extent of actual pregudin case such action is brought
against any indemnified party and it notifies theemnifying party of the commencement thereof,ilkdemnifying party shall have
the right to participate in, and, to the extent thenay wish, jointly with any other indemnifyingarty similarly notified, to assume the
defense thereof with counsel reasonably satisfa¢tosuch indemnified party; provided, howevethi defendants in any action
include both the indemnified party and the indeini party and there is a conflict of interest whigould prevent counsel for the
indemnifying party from also representing the indétad party, the indemnified party or parties $thave the right to select one
separate counsel to participate in the defensaatf action on behalf of such indemnified party arties. After notice from the
indemnifying party to such indemnified party of @&ction so to assume the defense thereof, tlarindying party will not be liable

to such indemnified party pursuant to the provisiohsaid subsection (f)(i) or (ii) for any legalaher expense subsequently incurred
by such indemnified party in connection with théemse thereof other than reasonable costs of iigegistn, unless (x) the indemnifi
party shall have employed counsel in accordande thé
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proviso of the preceding sentence, (y) the indeyimmif party shall not have employed counsel readgrsstiisfactory to the
indemnified party to represent the indemnified parithin a reasonable time after the notice ofdcbhenmencement of the action, or
(z) the indemnifying party agrees in writing to beach expenses. No indemnifying party will congergntry of any judgment or
enter into any settlement which does not includarasnconditional term thereof the giving by thairlant or plaintiff to such
indemnified party of a release from all liability iespect to such claim or litigation.

(iv) If recovery is not available undeetforegoing indemnification provisions, for anysea other than as specified therein, the
parties entitled to indemnification by the termereof shall be entitled to contribution to liabd# and expenses, except to the extent
that contribution is not permitted under Sectioff}laf the Securities Act. In determining the ambahcontribution to which the
respective parties are entitled, there shall besidened the parties' relative knowledge and adoeisgormation concerning the matter
with respect to which the claim was asserted, ffgdunity to correct and prevent any statememoission, and any other equitable
considerations appropriate under the circumstances.

(g) If, at any time after December 31, 20he Company shall determine to register anysoéquity securities either for its own account
or for the account of a security holder or hold®tsrcising their respective demand registratiohtsigother than a registration relating solely
to employee benefit plans, a registration on Forthdd any successor or substitute form or a registn relating solely to a Commission
Rule 145 transaction, or a registration on anystegfion form which does not permit secondary satedoes not include substantially the
same information as would be required to be indludea registration statement covering the salRegjistrable Securities, the Company will
(i) promptly give to each of the Holders a writteatice thereof (which shall include a list of theeigdictions in which the Company intends to
attempt to qualify such securities under the applie blue sky or other state securities laws);@hthclude in such registration (and any
related qualification under blue sky laws or otb@mpliance), and in any underwriting involved thierall the Warrant Shares specified in a
written request or requests, made by the Holdetisimiwenty (20) days after receipt of the writtastice from the Company described in
clause (i) above, except as set forth in paragtaphelow. Such written request may specify aldqrart of the Holders' Warrant Shares.

(h) If the registration of which the Comgagives notice is for a registered public offeringolving an underwriting, the Company shall
so advise each of the Holders as a part of theéanritotice given pursuant to paragraph (g). In swent, the right of each of the Holders to
registration pursuant to paragraph (g) shall balitmmed upon such Holders' participation in suoderwriting and the inclusion of such
Holders' Warrant Shares in the underwriting togkient provided herein. The Holders whose shaeesoadoe included in such registration
shall (together with the Company and the otherlgtolders distributing their securities through sudderwriting (the "Other Stockholders™))
enter into an underwriting agreement in customargnfwith the representative of the underwriter mderwriters selected for underwriting by
the Company. Notwithstanding any other provisiopafagraph (g) and this paragraph (h), if the isgm&ative determines that marketing
factors require a limitation on the number of skdmebe underwritten, the representative may (stilbgethe allocation priority set forth belo
limit the number of Warrant Shares to be includethe registration and underwriting. The Comparsjlsgo advise all holders of securities
requesting registration, and the number of sharesaurities that are entitled to be included i tbgistration and underwriting shall be
allocated in the following manner: The securitiedé sold by the Company and securities held bygmsrwho by contractual right initiated
the demand for such registration ("Demanding Hafeshall not be subject to reduction. The seasitf the Company held by Holders, and
Other Stockholders of the Company (other than siesiheld by Demanding Holders) shall be reduoedapro ratabasis (based on the
number of shares proposed to be sold by such Holed other stockholders), by such minimum numbshares as is necessary to comply
with such limitation. If any of the Holders or Denting Holders or any officer, director or Other &oolder disapproves of the terms of any
such underwriting, such holder may elect to withdtherefrom by written notice to the Company arel thderwriter. Any Warrant Shares or
other securities excluded or withdrawn from suctlamwriting shall be withdrawn from such registratio
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EXHIBIT A

PURCHASE FORM (To be executed upon exercise of svd)r
ASSIGNMENT (To be executed only upon assignmerwafrant Certificate)

Exhibit B

QuickLinks-- Click here to rapidly navigate through this domnt

Exhibit 21

Level 3 Communications, Inc.
Level 3 Finance, LLC
Eldorado Marketing, Inc.
Software Spectrum, Inc.
(i) Structure, Inc.
Level 3 Communications, LLC
BTE Equipment, LLC
Level 3 International, Inc.
Level 3 Holdings, B.V.
Level 3 Communicat Limited (UK)
Level 3 Holdings, Inc.
Level 3 Telecom Holdingsc.
KCP, Inc.
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Exhibit 23.1
Independent Auditors' Consent

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by refeeeincthe registration statements (Nos. 333-53933,;%1899, 333-68887 and 333-71713) on
Forms S-3 and the registration statements (Nos.78533, 333-42465, 333-68447, 333-58691 and 333BR26n Forms S-8 of Level 3
Communications, Inc. and subsidiaries of our regdatéd February 11, 2003, with respect to the dimtzged balance sheet of Level 3
Communications, Inc. and subsidiaries as of Decer@beg2002, and the related consolidated statenoémgerations, changes in
stockholders' equity (deficit), cash flows, and poehensive loss for the year then ended, whichrtegppears in the December 31, 2002,
annual report on Form 10-K of Level 3 Communicasidmc. and subsidiaries.

Our report refers to a change in the metifaatcounting for business combinations and gothéfiective January 1, 2002, upon
adoption of Statement of Financial Accounting Stadd No. 142.

/sl KPMG LLP

Denver, Colorad:



March 25, 2003
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Exhibit 23.2
Information Regarding Consent of Arthur Andersen LLP

Section 11(a) of the Securities Act of 1988amended (the "Securities Act"), provides ifhyadrt of a registration statement at the tinr
becomes effective contains an untrue statemenntwdtarial fact, or omits a material fact requiredbé stated therein or necessary to make the
statements therein not misleading, any person Angua security pursuant to such registration stet@ (unless it is proved that at the time of
such acquisition such person knew of such untruttnassion) may assert a claim against, among stlar accountant who has consented to
be named as having certified any part of the regfish statement or as having prepared any reporide in connection with the registration
statement.

Level 3 Communications, Inc. ("Level 3"sutiissed Arthur Andersen LLP ("Andersen”) as itejpehdent auditors, effective June 14,
2002. For additional information, see Level 3's ®&€epn Form 8-K dated June 21, 2002. After reaskmetforts, Level 3 has been unable to
obtain Andersen's written consent to the incorpomaby reference into Level 3's registration statata on Forms S-3 (File Nos. 333-53914,
333-91899, 333-68887 and 333-71713) and on For@¢Fie Nos. 333-79533, 333-42465, 333-68447, 3833893 and 333-52697)
(collectively the "Registration Statements") of Angen's audit report with respect to Level 3's olidiated financial statements as of
December 31, 2001 and for the two years in theogdtien ended. Under these circumstances, Ruleu8¥ the Securities Act permits
Level 3 to file this Annual Report on Form KQ-which is incorporated by reference into the Regtion Statements, without a written con:
from Andersen. As a result, with respect to tratisas in Level 3 securities pursuant to the Regfgin Statements that occur subsequent to
the date this Annual Report on Form 10-K is fileithvthe Securities and Exchange Commission, Andengk not have any liability under
Section 11(a) of the Securities Act for any untstetements of a material fact contained in thenfire statements audited by Andersen or
omissions of a material fact required to be st#tedein. Accordingly, you would be unable to asaetaim against Andersen under
Section 11(a) of the Securities Act.
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