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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations
(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
(dollars in millions, except per share data) 2003 2002 2003 2002
Revenue
Communications (Note ¢ $ 41 $ 274 $  1,54¢ 82¢
Information Service 437 74€ 1,43¢ 1,27:
Coal Mining 24 22 56 62
Other — 7 — 22
Total Revenut 874 1,04¢ 3,03¢ 2,18¢
Costs and Expense
Cost of revenue
Communication: 91 42 282 17C
Information Service: 40C 692 1,31 1,16¢
Coal Mining 18 14 44 42
Total cost of revenu 50¢ 74¢ 1,644 1,37¢
Depreciation and amortizatic 21C 20C 64¢ 60C
Selling, general and administrati 25C 22¢ 79t 721



Restructuring and impairment char
Total Costs and Expens

Loss from Operation
Other Income (Expense

Interest incom
Interest expense, n
Other, net and gains on extinguishments of |

Total Other Income (Expens

Loss from Continuing Operations Before Income Te
Income Tax Benefi

Net Loss Before Change in Accounting Principle Bistontinued Operatior
Cumulative Effect of Change in Accounting Princi
Income from Discontinued Operatio

Net Loss

Earnings (Loss) Per Share of Level 3 Common StBelsic and Diluted)
Loss Before Change in Accounting Principle and Bigmued Operation
Cumulative Effect of Change in Accounting Princi
Income from Discontinued Operatio

Net Loss

14 3 34 50
08z 1,17¢ 3,11¢ 2,74¢
(109) (130) (80) (564)
5 8 15 23
(15€) (154) (43¢) (414)
o) (24) (104) 29C
(153) (170 (52¢) (101)
(262) (300) (60¢) (665)
12 — 12 11¢
(250) (300) (596) (54¢€)
— — 5 —
3 1 1 1
(247) $ (299 $ (590 $ (549

039 $ (079 $ (1129 $  (1.39
— — 0.01 —
039 $ (079 $ (11) $ (1.3

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

(unaudited)
September 30, December 31,

(dollars in millions, except per share data) 2003 2002
Assets
Current Assets

Cash and cash equivalel $ 1,317 1,14z

Restricted cas 49t 99

Receivables, less allowances of $30 and $29, régphc 35E 527

Current assets of discontinued operati 17 17

Other 10z 154
Total Current Asset 2,28¢ 1,93¢
Net Property, Plant and Equipm 5,78¢ 6,00¢
Restricted Cas 58 467
Goodwill 31C 27¢
Intangibles, ne 18t 101
Other Assets, ne 124 172

$ 8,74¢ 8,96:

Liabilities and Stockholders' Equity (Defic
Current Liabilities:



Accounts payabl $ 497 $ 691
Current portion of lon-term deb 75C 4
Accrued payroll and employee bene 14¢ 147
Accrued interes 78 92
Deferred revenu 132 19¢
Current liabilities of discontinued operatic — 2
Other 20t 21¢
Total Current Liabilities 1,81( 1,35:
Long-Term Debt, less current portit 5,34( 6,10z
Deferred Revenu 91¢ 1,26¢
Other Liabilities 52¢ 484
Commitments and Contingenci
Stockholders' Equity (Deficit
Preferred stock, $.01 par value, authorized 10(@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@shares: 655,922,447
outstanding in 2003 and 443,556,864 outstandirp0 7 4
Class R, $.01 par value, authorized 8,500,000 shaeshares outstandi — —
Additional paic-in capital 7,23¢ 6,27:
Accumulated other comprehensive i (220 (132
Accumulated defici (6,97%) (6,38%)
Total Stockholders' Equity (Defici 15C (240)
$ 8,74¢ % 8,96:

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

(unaudited)
Nine Months Ended
September 30,
(dollars in millions) 2003 2002
Cash Flows from Operating Activities:

Net Loss $ (590 $ (545)
Cumulative effect of change in accounting princi (5) —
Income from discontinued operations Q) Q)
Loss before change in accounting principle andadisnued operations (596) (54€)
Adjustments to reconcile loss before change in aeting principle and discontinued operations togzeth used in continuing operations:

Equity earnings, ne (©)] (10
Depreciation and amortization 64E 60C
Induced conversion expense on convertible debt 20C 20
Gain on debt extinguishments, net 4) (21))
Loss on impairments — 46
Gain on sale of property, plant and equipment-road operations and other ass (70) (100)
Non-cash expense attributable to stock-based awards 63 154



Deferred revenue
Accrued interest on marketable securities
Amortization of debt issuance co:
Accreted interest on long-term discount debt
Accrued interest on long-term debt
Changes in working capital items net of amountsiaed:
Receivable:
Other current asse
Payables
Other current liabilities
Other

Net Cash Used in Continuing Operatic

Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketaloleries
Increase in restricted cash and securities
Capital expenditures
Release of capital expenditure accruals
Genuity transaction
Investment:
McLeod transaction
CorpSoft acquisition, net of cash acquired of $34
Software Spectrum acquisition, net of cash acquifekt0
Proceeds from sale of toll road operati
Proceeds from sale of Commonwealth Telephone sl

Proceeds from sale of property, plant and equipnsent other assets

Net Cash Used in Investing Activiti

Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance costs
Payments on and repurchases of long-term debtdirg} current portion

Proceeds from stock options exerci:
Net Cash Provided by Financing Activiti

Net Cash Provided by (Used in) Discontinued Opera

Effect of Exchange Rates on Cash and Cash Equigalen

Net Change in Cash and Cash Equival

Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

Supplemental Disclosure of Cash Flow Information:

Cash interest paid

Non-cash Investing and Financing Activities:
Common stock issued in exchange for long-term debt
Common stock issued for Telverse acquisition
Accrued interest paid with common stc
Long-term debt principal retired by issuing comnsbock
Settlement of obligation with restricted securities

Long-term debt extinguished due to sale of tolldroperations

See accompanying notes to consolidated condensaucfal statements.
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(349 26
— 4
38 4
81 82

1 (10

172 10€
50 (5)

(196) (g
(34) (59)
3 (31
®) (44%)
— 3 20C
9 (387)

(142 @9
23 164

(149 =
) (16)
— (51
— (93)
— (99
46 —
= 16€
51 45

@A77 (239
361 49¢
(29) (98)

2 —

33t 392

17 (5)
5 3

178 (3349

1,142 1,297

1,317 $ 962

| |

31 $ 32t
838 $ 161
29 —
10 =
657 29¢
10 =
13¢ —




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statement of Changes in Skbolders' Equity (Deficit)
For the nine months ended September 30, 2003

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 4 3 6,27 $ (132) $ (6,38 $ (240
Common Stock

Issued to extinguish long-term debt 3 84t — — 84¢

Stock options exercised — 3 — — 3

Stock plans and warrant grants — 47 — — 47

Shareworks plans — 41 — — 41

Telverse acquisition — 29 — — 29
Net Loss — — — (590 (590
Other Comprehensive Incor — — 12 — 12
Balances at September 30, 2( $ 7 $ 7,23t $ (120 $ (6,975 $ 15C

See accompanying notes to consolidated condensaucial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Comprehensikvess

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,

(dollars in millions) 2003 2002 2003 2002

Net Loss $ (247 $ (299 $ (590 $ (549
Other Comprehensive Income Before T

Foreign currency translation adjustme — (29 21 6
Unrealized holding losses and other arising dupedod — — (8 1
Reclassification adjustment for (gains) lossesudet in net los — 16 Q) 12
Other Comprehensive Income Before ~ — (8 12 19
Income Tax Expense Related to Items of Other Cohgmsive Incom — — — —
Other Comprehensive Income Net of Ta — 8 12 19
Comprehensive Los $ (247 $ (@07 $ (579 $ (520
| | | |

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

Notes to Consolidated Condensed Financial Statement
1. Summary of Significant Accounting Policies

The consolidated condensed financial statésninclude the accounts of Level 3 Communicatitms and subsidiaries (the "Company"
or "Level 3") in which it has control, which aregaged in enterprises primarily related to commuioca, information services and coal
mining. Fifty-percent-owned mining joint ventureg @onsolidated on a pro rata basis. Investmenithier companies in which the Company
exercises significant influence over operating finaincial policies or has significant equity owrtg@psare accounted for by the equity mett
All significant intercompany accounts and transattihave been eliminated.

The consolidated condensed balance shéatvel 3 Communications, Inc. and subsidiaries etdnber 31, 2002 has been condensed
from the Company's audited balance sheet as ofitliat All other financial statements containecelmeare unaudited and, in the opinion of
management, contain all adjustments (consisting ohhormal recurring accruals) necessary for agegsentation of financial position,
results of operations and cash flows for the perjpesented. The Company's accounting policiesaridin other disclosures are set forth in
the notes to the consolidated financial statememtsained in the Company's Annual Report on ForAK B3 amended, for the year ended
December 31, 2002. These financial statements dhmmutead in conjunction with the Company's auditeasolidated financial statements
and notes thereto. The preparation of the congelideondensed financial statements in conformith @wccounting principles generally
accepted in the United States requires managememake estimates and assumptions that affect gogteal amount of assets and liabilities,
disclosure of contingent assets and liabilities tuedreported amount of revenue and expenses dilméngeported period. Actual results could
differ from these estimates.

The results of operations for the three miné months ended September 30, 2003 are notsadgsndicative of the results expected for
the full year.

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 crededugh a combination of construction, purchaselaasing of facilities and other assets
advanced international, end-to-end, facilities-bdasmmunications network. The Company has built@rdinues to upgrade the network
based on optical and Internet Protocol technoloigiesder to leverage the efficiencies of thes@metogies to provide lower cost
communications services.

Revenue for communications services, inolgigrivate line, wavelengths, colocation, Interaetess, managed modem, voice, data
services and dark fiber revenue, is recognized hipais the services are provided based on conabatonounts expected to be collected.
Reciprocal compensation revenue is recognizedwhBn an interconnection agreement is in place aitbther carrier, and the relevant
regulatory authorities have approved the termé&®fgreement.

It is the Company's policy to recognizertiration/settlement revenue when certain conditttage been met. These conditions include:
1) the customer has accepted all or partial delieéthe asset or service; 2) Level 3 has receomtsideration for the asset or service
provided; and 3) Level 3 is not legally obligatedotovide additional product or services to thet@orer or their successor under the original
contract. Termination/settlement revenue is recagin situations where a customer and Level 3 allytagree to terminate all or a portion
of the service provided, or the customer and/oastsets fail to emerge from bankruptcy and, theeefcevel 3 is not obligated to provide
additional product or services to the custometosuccessor. If the conditions described
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above are met, the Company will recognize termimésiettiement revenue equal to the fair value asiteration received, less any amounts
previously recognized.

Termination revenue is recognized whensaarner disconnects service prior to the end ottrgract period, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. In addition, tertidmarevenue is recognized when
customers make termination penalty payments to IL®t@ settle contractually committed purchase amt®that the customer no longer
expects to meet. Settlement revenue is recognibeth\a customer and Level 3 renegotiate a contrat#ruvhich Level 3 is no longer
obligated to provide leased facilities or servifmsconsideration previously received and for whiekienue recognition has been deferred.
Termination/settlement revenue is reported in #treesmanner as the original product or service gexiiand amounted to $10 million and
$343 million during the three and nine months enBlegtember 30, 2003, respectively (See Note 4eSeiht Revenue), and $27 million and
$86 million during the three and nine months enSegdtember 30, 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 lfieirtallocable share of the costs



operating and maintaining the network. The Compaepgnizes this revenue monthly as services anéded.

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 @sedisually in the form of free service for a shmeriod of time. Services that result from
providing these credits are not included in revesine 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 waslicosts of assets sold which were immateridérthiree and nine month periods ended
September 30, 2003 and 2002.

The Company's information services busimessmprised of two operating units: }Structure, a provider of computer infrastructure
outsourcing services, and Software Spectrum, l'Soffware Spectrum"), a global distributor, marketed reseller of business software) (
Structure provides outsourcing services, typictdhpugh contracts ranging from33years, to firms that desire to focus their resesion thei
core businesses. Under these contra¢tiStfucture recognizes revenue in the month thdeeis provided, generally equal to the contract
value recognized on a straight-line basis. Costwénue for these businesses includes costs a#bileto employees directly responsible for
supporting the customer's operations, softwareyirarel maintenance, software/hardware rental anédedata circuits.

Software Spectrum is a reseller of busisessvare. Accounting literature provides guidateenable companies to determine whether
revenues from the reselling of goods and servihesald be recorded on a "gross" or "net" basis. Company believes that the facts and
circumstances of the Software Spectrum businesscplarly those involving pricing and credit riskdicate that the majority of Software
Spectrum's sales should be recorded on a "gros#. e latitude and ability of Software Spectianestablish the selling price to the
customer is one significant indication of "grossVenue reporting. The assumption of credit risknisther important factor in determining
"gross" versus "net" reporting. Software Spectras tie responsibility to pay suppliers for all proi$ ordered, regardless of when, or if, it
collects from its customers. Software Spectrunige aolely responsible for determining the creditiimess of its customers.

Microsoft Corporation, a significant sugplbf software to Software Spectrum, changed celizénsing programs in 2001 whereby new
enterprise-wide licensing arrangements will begatjdilled and collected directly by Microsoft.2003, several other software publishers
began adopting this type

of licensing program. Software Spectrum will consrto provide sales and support services relattiese transactions and will earn a set
fee directly from the software publishers for thassvities. Under this licensing program, Softw&meectrum only recognizes the service f
receives from the software publisher as revenuenanthe entire value of the software. The Compaomntinues to sell products under various
licensing programs but has recently experienceid@ease in the level of sales under these newrgnag If Microsoft and other software
publishers are able to successfully implement afichssignificant amount of software under thisgreom, or it is determined that the
accounting for reselling of the software shoulddeorded on a "net" basis, the Company may experiarsignificant decline in information
services revenue and a comparable decline in €¢ostenue.

Revenue is recognized from software saléisestime of product shipment, or in accordancihwerms of licensing contracts, when the
price to the customer is fixed, and collectibiigyreasonably assured. Revenue from maintenandgeactmis recognized when invoiced, the
license period has commenced, when the price touk®mer is fixed, and collectibility is reasonaassured, as Software Spectrum has no
future obligations associated with future perforemnnder these maintenance contracts. Advancedslkre recorded as deferred revenue
until services are provided. Cost of revenue inefudirect costs of the licensing activity and céstgurchase and distribute software. The
costs directly attributable to advance billings de¢erred and included in Other Current Assetshercbnsolidated condensed balance sheet.
Rebate income received from software publishersdegnized as a reduction of cost of revenue ip#rad in which the rebate is earned
based on a systematic allocation of the total eeti®t is probable.

In June 2001, the FASB approved SFAS N8, 1Accounting for Asset Retirement ObligationsSFAS 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 was effective for tben@any beginning on January 1, 2003.
The Company's coal mining business had previousiyugd, as a component of cost of revenue, an &stiof future reclamation liability.
The net effect of the adoption of SFAS No. 143 €ompany's coal mining business as of Janu&§03 was a decrease in noncurrent
liabilities of approximately $5 million (which wilbe amortized to expense in future years) and eftected as a cumulative-effect adjustment
in the consolidated condensed statement of opertithe communications business has entered iertaiic colocation leases whereby it is
required upon termination of the lease, to rembedeasehold improvements and return the leaseax $pats original condition. The
Company has also entered in to rightaedy agreements for its intercity and metropolitetworks that may require the removal of the cor
upon termination of the agreement. Upon adoptiathisfstandard on January 1, 2003, the Companyretswded obligations and
corresponding assets of approximately $31 millimntifiese lease and right of way agreements. Accreti asset retirement obligation
expense of $1 million and $7 million was recordedrt the three and nine months ended Septemb&083, respectively; resulting in total
asset retirement obligations, including reclamatiosts for the coal business, of $122 million git€mber 30, 2003. The Company |



restricted cash of approximately $43 million setdado fund the reclamation liabilities. Accretierpense of $1 million and $4 million relat

to the communications business was recorded imgetieneral and administrative expenses on thedtiolated condensed statements of
operations for the three and nine months endede8yar 30, 2003, respectively. Accretion expendess than $1 million and $3 million
related to the Company's coal mining business eearded in cost of revenue on the consolidatedemsetl statements of operations for the
three and nine months ended September 30, 20Q@®&atésely. There were no material payments oresettints of asset retirement obligations
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during the nine months ended September 30, 2003 fdllowing is unaudited pro-forma financial infoation of the Company assuming
SFAS No. 143 had been in effect as of January @020

Years Ended
Three Months Nine Months December 31,
Ended Ended

September 30, September 30,
(dollars in millions, except per share data) 2002 2002 2002 2001 2000
Asset Retirement Obligatiol $ 114 $ 114 $ 11t $ 10€ $ 101
Effect of SFAS 14: ) (6) ©) (6) (5)
Prc-Forma Net Los: (307) (551) (86€) (4,989 (1,460
Prc-Forma Loss Per Sha (0.79) (2.35) (2.19) (13.39 (4.09)

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 was effective for fiscal years bagig and certain transactions ente
into after May 15, 2002. SFAS No. 145 requires gaind losses from the extinguishment of debt besiflad as extraordinary items only if
they meet the criteria in APB Opinion No. 30. Poaisly, FASB Statement No. 4 generally requiredjalhs 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 degraermufrmality and be of a type clearly
unrelated to, or only incidentally related to, thdinary activities of the Company, and would redsonably be expected to recur in the
foreseeable future. Any gain or loss on extinguishts of debt classified as an extraordinary iteroriar periods that does not meet the
criteria in APB Opinion No. 30 should be reclaggifi Upon adoption of SFAS No. 145, due to the mioginature of its debt repurchases and
exchanges, the Company reclassified the relatet gaeviously classified as extraordinary gainsriduthe three and nine months ended
September 30, 2002 of $5 million and $211 millispectively, in the statement of operations t@otfon-operating income.

On January 1, 2003 the Company adopted S¥&3.46, "Accounting for Costs Associated with ttod Disposal Activities", ("SFAS
No. 146"). Under SFAS No. 146 the Company can ngéo record estimated losses upon the decisioxitta ®dusiness. The Compan
information services business announced, in 20G8,it was exiting the systems integration businesstact services business and
consolidating certain facilities and operation$Software Spectrum. The Company expects to incusdosworkforce reductions, lease
terminations and loss of tax incentives as a reduhis decision. Due to the adoption of SFAS W46, the Company will not record the
anticipated losses nor the costs associated wagethctions until they occur.

In April 2003, the FASB issued SFAS No. 1#®mendment of Statement 133 on Derivative Inseats and Hedging Activities",
("SFAS No. 149"). SFAS No. 149 amends and clarifiesaccounting and reporting for derivative instemts, including embedded
derivatives, and for hedging activities under FASBtement No. 133, "Accounting for Derivative lostrents and Hedging Activities". SFAS
No. 149 is effective for contracts entered intormdified after June 30, 2003, and for hedging iatships designated after June 30, 2(

The Company currently does not use derivative umsénts as defined by SFAS No. 149 and does naveethat the adoption of this stand
will have any impact on the Company's consoliditeahcial statements.

In May 2003, the FASB issued SFAS No. I3@counting for Certain Financial Instruments witharacteristics of Both Liabilities and
Equity”, ("SFAS No. 150"). SFAS No. 150 providesdance on how an entity classifies and measurdaindmancial instruments with
characteristics of both liabilities and equity. S5-No. 150 is effective for financial instrument$ezad into or modified after May 31, 2003,
and otherwise is effective at the beginning offttet interim period beginning after June 15, 200Be Company has not entered into any
material financial instruments meeting the lialilit
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recognition requirements of SFAS No. 150. Thereftre Company does not believe that the adoptiddF#S No. 150 will have a material
impact on the Company's consolidated financiabstants.

In November 2002, the FASB issued FASBrmtetation 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 guara



in its interim and annual financial statements aliisiobligations under certain guarantees thiaag issued. It also clarifies that 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 proweiss of the interpretation are applicable on a prospe basis to guarantees issued or
modified after December 31, 2002. The Company leagmtered in to any material arrangements or giees that meet the criteria of this
interpretation and the adoption of this interpiietatid not have a material effect on its resufteperations and financial 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 finanits 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 kwsfehe entity if they occur and, lastly, the tigh receive the expected residual returns of the
entity if they occur. FIN 46 applies immediatelyviariable interest entities created after Janu&r2803, 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 adoption of FIN 46 by the
Company did not have a material effect on its feialresults for the three and nine months endgdeBeber 30, 2003 and is not expected to
have a material effect on its future results ofrapens or financial position as the Company damshave investments in variable interest
entities.

In January 2003, the EITF addressed thewating for subsequent investments in equity metheestees after the suspension of equity
method loss recognition in Issue No. 02-18: "Acdmgmfor Subsequent Investments in an Investee 8fispension of Equity Method Loss
Recognition" ("EITF 02-18"). The EITF reached a semsus that if the additional investment, in whmlé part, represents, in substance, the
funding of prior losses, the investor should redogmpreviously suspended losses only up to the abmfithe additional investment
determined to represent the funding of prior losE#EF 02-18 should be applied to additional inueshts in equity-method investees made
subsequent to February 5, 2003, and previouslyesuigul cumulative losses existing at the time dfitheestment. The Company has not
made any additional investments in investees irckvbguity method loss recognition has been suspleaiie does not expect EITF 02-18 to
have a material effect on its results of operatmminancial position.

In May 2003, the EITF addressed how tomieitee whether an arrangement contains a leasésthathin the scope of SFAS No 13,
"Accounting for Leases" ("SFAS No 13") in Issue M&-8: "Determining Whether an Arrangement Contaihgase" ("EITF 01-8"). The
guidance in EITF 01-8 requires both parties toraargement to determine whether a service contragimilar arrangement is or includes a
lease within the scope of SFAS No 13. An arrangernsem lease or contains an embedded lease ihitays the right to control the use of
property, plant or equipment. If an arrangementeiermined to be a lease pursuant to SFAS No ¥8ntees formerly reported from sales of
products or services may need to be treated aal mmlieasing income. EITF 01-8 should be appl@ddw or modified arrangements
beginning after May 28, 2003. The Company da#®rpect EITF 01-8 to have a material effect eruture results of operations or
financial position.
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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 expeata@verse. Net operating losses not utilized
be carried forward for 20 years to offset futureatale income. A valuation allowance has been rembatjainst deferred tax assets, as the
Company is unable to conclude under relevant adoaustandards 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 lossesrajd 996 taxable income. As a result,
the Company recognized a federal income tax beaeditreceived a refund of $119 million in the fygsiarter of 2002.

Where appropriate, items within the corgaitied condensed financial statements, includingpdtinued operations, have been
reclassified from the previous periods to confooneurrent period presentation.

2. Acquisitions

Level 3 Communications completed the adtjorsof Telverse Communications, Inc. on July 203 for approximately $29 million in
Level 3 common stock (4.2 million shares) and $llioni in cash consideration. Telverse, a provideiPabased voice and data services, has
developed certain technologies that will enabledl&sto expand its presence in the voice-over-likkataTelverse's revenues and results of
operations, which were not significant in 2002 #melfirst six months of 2003, are included in tld®2 consolidated condensed statements
from the date of acquisition. Management's prelanyrallocation of the purchase price resulted endbinsideration, including transaction
costs, plus assumed liabilities exceeding theviaine of the identifiable tangible assets acquing@pproximately $32 million, which was
initially recorded as goodwill. The Company expdotsomplete its preliminary assessment of thetass®l liabilities acquired in the
Telverse transaction in the fourth quarter of 2003.

The 4.2 million shares issued in the adtjoiscontain restrictions on transfer imposed by U.S. securities laws. The Company
anticipates filing a registration statement relgtio the sale of these securities by the formevdrsk stockholders during the first quarter of
2004.



On February 4, 2003, Level 3 completedatguisition of substantially all of the assets apdrations of Genuity, Inc. ("Genuity"), a
Tier 1 Internet Protocol (IP) communications comypaFhe total cash consideration, including trarisactosts, was approximately
$144 million including approximately $60 million zash consideration to the Genuity bankruptcy egthits approximately $77 million in
cash to reimburse the estate for payments on askcapétal lease obligations related to network apeg equipment. In addition, Level 3
assumed certain of Genuity's long term operatingeagents. Level 3 entered into certain transactiotts Genuity prior to the acquisition of
Genuity by Level 3, whereby it received cash famoamunications services to be provided in the futdea result of the acquisition, Level 3
can no longer amortize this deferred revenue iataiags and accordingly, reduced the purchase pppéed to the net assets acquired in the
Genuity transaction by $76 million, the amountlw tinamortized deferred revenue balance on Feb#)&Q03. The preliminary fair value
the acquired assets and liabilities was determiyaseéd on an independent third-party valuation.r€kalts of operations attributable to the
Genuity assets and liabilities are included in2863 consolidated condensed statements from tleoflacquisition. The Genuity transaction
provides Level 3 the opportunity to acquire higladify customers and create additional value byragieg the network and operating
synergies of the combined business.

The terms of the transaction provide fostgosing purchase price adjustments related tori@uat of (a) annualized recurring rever
(b) various prepaid items and deposits, (c) proptastes payable on purchased property, (d) sevenaagments to certain of Genuity's forr
employees and (e) an adjustment based on the ajgrégllar value of rejection claims in the Genlgnkruptcy Estate. Level 3 and the
Genuity Bankruptcy Estate have agreed that thesstatents will result in a net refund to Level 3% million. That refund agreement is
subject to the execution of a definitive settlemegreement and approval of the judge administeé&eguity's bankruptcy, which approval
Level 3 expects to receive in December. If approteel Genuity Bankruptcy Estate will pay the $3%iom refund to Level 3, in cash, before
the end of the year.
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In January 2002, Level 3 completed the &ttipn of the wholesale dial-up access businesdadfeodUSA Incorporated ("McLeod"),
for approximately $51 million in cash consideratenmd the assumption of certain operating liabgitielated to that business. The acquisition
included customer contracts, approximately 350 P@Bsits of Presence) and related facilities actiosd).S., equipment, underlying circt
and certain employees. The allocation of the pueelpice resulted in the cash consideration plsisrmasd liabilities exceeding the fair value
of the identifiable tangible and intangible assetguired by approximately $41 million, which wasorled as goodwill. The results of
operations attributable to the McLeod assets adddliies are included in the consolidated conddrstatements of operations from the dat
acquisition.

In June 2002, the Company completed theiaitipn of Software Spectrum, Inc., a global pdwr, marketer and reseller of business
software. Software Spectrum shareholders recei@@drcash from Level 3 for each share of Softwgpectrum common stock. The total
cash consideration, including outstanding optiams teansaction costs, was approximately $135 millithe transaction was valued at
approximately $95 million, adjusted for SoftwareeSpum's $40 million cash position on the acqusitilate. The $135 million purchase
price, including transaction costs, exceeded thevédue 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 liabilitiesi&ed.

In March 2002, the Company acquired prilyalteld CorpSoft, Inc. ("CorpSoft"), a global praer, marketer and reseller of business
software. Level 3 agreed to pay approximately $8Bam in cash and retire approximately $37 milliandebt to acquire CorpSoft. The
transaction was valued at approximately $95 mijlafjusted for CorpSoft's $34 million cash positionthe acquisition date. The
$129 million cash purchase price, including tratisaccosts, exceeded the fair value of the netitbda@nd intangible assets by approxima
$128 million based on an independent formal vatuatif the assets, and the Company's estimatehilities acquired.

The results of Software Spectrum and CoitsSaperations are included in the consolidatetlemsed statements of operations from the
dates of acquisition. Effective on December 31,2@borpSoft was merged with and into Software Spectwith Software Spectrum being
the surviving company.

The following is unaudited pro-forma fingadnformation of the Company assuming the acdjoiss of McLeod, CorpSoft, Software
Spectrum, Genuity and Telverse had occurred ab¢lgenning of the periods presented:

Pro Forma
Nine Months Ended

September 30, September 30,
(dollars in millions, except per share data) 2003 2002
Revenue $ 3,106 $ 3,52(
Net Loss before Change in Accounting Principle Bietontinued Operatior (599 (1,009
Cumulative Effect of Change in Accounting Princi 5 —
Income from Discontinued Operatio 2 12
Net Loss (592 (992)

Net Loss per Shai (1.12) (2.48)



The distressed financial condition of Géyhias resulted in the deterioration of its remgnievenue base. Level 3 expects revenue to be
significantly below historical results reported Ggnuity as a result of customers disconnecting@arfhe Company has also rejected cel
customer contracts that will also result in a daseein revenue. In 2002, Genuity recorded impaitroearges related to deployed assets,
assets held for sale, goodwill and intangiblesyal$ as lease termination charges for abandonetlitise These charges have not been
reflected in the pro-forma information as Level 3
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recorded the assets at or below their fair valukiamot assuming the lease obligations for thendbaed facilities. Genuity also recorded
$6 million of restructuring charges for workforesduction initiatives and other items in 2002. Thas®unts have not been removed from the
pro forma information.

Included in the actual results and pro-fafinancial information for the nine months endegpt®mber 30, 2003 are certain amounts
which impact the comparability of the results, udihg $294 million of revenue related to a contissttlement for which the revenue had
been in the process of being recognized over theact term, a $70 million gain on the sale of @@mpany's interest in its toll road
operations and $200 million of induced conversigpemse as a result of the issuance of shares @&l Be8ommon Stock in exchange for a
portion of the Company's convertible debt. Includethe actual results and pro-forma financial infation for the nine months ended
September 30, 2002 are certain amounts which inthactomparability of the results, including gairfi$s211 million as a result of the early
extinguishments of certain long-term debt and a g&i$101 million on the sale of a portion of then@pany's investment in Commonwealth
Telephone.

The following are the assets and liab#iteeequired in the McLeod, CorpSoft, Software SpaairGenuity and Telverse transactions a
their respective acquisition dates:

Software
(dollars in millions) McLeod CorpSoft Spectrum Genuity Telverse
Assets:
Cash and cash equivalents $ — 3 34 $ 40 $ — 3 —
Accounts receivable — 134 13C — —
Other current assets — 18 3 51 —
Property, plant and equipment, net 12 6 13 25¢€ 1
Identifiable intangibles 49 26 49 127 —
Goodwill 41 12¢ 79 — 32
Other assets — 11 1 22 —
Total Asset: 10z 357 31t 45€ 33
Liabilities:
Accounts payable — 181 13¢ — 2
Accrued payroll — 19 19 — —
Other current liabilities 43 7 23 52 —
Current portion of long-term debt 8 — — 121 —
Long-term debt — — — 18¢ —
Deferred revenue—Genuity — — — 6 —
Deferred revenue—Level 3 — — — (76) —
Other liabilities — 21 — 21 —
Total Liabilities 51 22¢ 18C 312 2
Purchase Pric $ 51 $ 12¢ 3 13t $ 144 $ 31

The fair market value of the assets arlliiees acquired in the Genuity acquisition wertatmined based on an independent third party
valuation completed in May 2003. In the third geadf 2003, Level 3 increased the preliminary failue of the assets to be sold to
CenturyTel (see Note 3. Discontinued Operation§1to million to reflect the estimated proceedsdadreived from CenturyTel. A
corresponding decrease in property, plant and eagip and identifiable intangibles was recordedanjenction with this adjustment.

In the fourth quarter of 2003, Level 3 ahd Genuity bankruptcy estate agreed, pursuaitietterms of the transaction, to reduce



purchase price paid by Level 3 by $35 million. Taggeement,
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if executed and approved by the bankruptcy couttresult in a change to the purchase price atioogprovided in the preceding table. The
purchase price allocation is preliminary and catiidnge significantly.

In July 2003, the Company sold the formen@ity, Inc. headquarters building for approximat20 million in cash. Level 3 will not
recognize a gain or loss on this transaction a$dihe@alue assigned in purchase accounting wasdhee as the sale price. The Company will
continue leasing the facility through 2003.

During the second quarter of 2003, the Camypexited the managed hosting portion of the assirit acquired through its recent
transaction with Genuity. The Company's hostingamsrs and operations will be served by Comput@res Corporation ("CSC"). Due to
the decision to exit the managed hosting portiothefbusiness, which had been contemplated aintfeedf acquisition, the net operating
results of the business have not been consolidiatihd consolidated condensed statement of opagatievel 3 did not realize any proceeds
from the sale of the hosting business to CSC. Lawintinues to review the operations acquirethén@enuity transaction to see how they
will assist in providing communications and infortina services.

3. Discontinued Operations

In August 2003, Level 3 announced thatid hgreed to sell the Midwest Fiber Optic NetwdMRON") to CenturyTel, Inc. for
estimated proceeds of approximately $17 million.QMNis a regional communications system locatetiénMidwestern United States and
was acquired by Level 3 as part of the Genuitysaation in February 2003. The final purchase geibject to adjustments related to,
among other things, the timing of the completionhaf transaction as well as revenue levels atrodihe transaction is subject to regulatory
approval and customary conditions and is exped®tbse in the fourth quarter of 2003. Level 3 adgisted the value of MFON assets from
its original estimated value, pursuant to the gear "allocation period" provisions of SFAS No. 1#dequal the estimated proceeds from
transaction. As a result, the Company will not ggipe a gain or loss on the disposition of MFON.

The following is the summarized result®pérations of the MFON business for the three ane months (since acquisition on
February 4, 2003) ended September 30, 2003.

Three Months Nine Months
Ended Ended

September 30, 2003

Revenue $ 5 % 12
Costs and Expense
Cost of revenue 2 2
Selling, general and administrative — 2
Total costs and expenses 2 4
Income from Operation 3 8

Loss from Sale of Discontinued Operatic — —

Income from Discontinued Operatio $ 3 % 8
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In June 2003, Software Spectrum annourftaittwas exiting the contact services businessder to concentrate on the software
business. In conjunction with this decision, Sofev8pectrum sold substantially all of the contacvises business to H.l.G. Capital for
approximately $8 million in cash, subject to woikicapital adjustments. Software Spectrum recordedsawithin discontinued operations of
approximately $9 million on the sale. The termshef sales agreement required Software Spectrumotade a certain amount of working
capital with the business at the time of closimgJuily 2003, Software Spectrum paid H.l.G. Cagfgroximately $4 million for working
capital adjustments that reduced the net procesmsved in the transaction to approximately $4iomll In addition, Software Spectrum paid
H.l.G. Capital approximately $2 million in July 2BQprimarily for accounts receivable purchased blyGd Capital but collected by Software
Spectrum during the second quarter and subsequémt tlosing date



The Company is in the process of closirgrdmaining contact services facilities not incllidethe sale, and incurred less then
$1 million of costs for the three months ended Smyer 30, 2003.

The following is the summarized result®pérations of the contact services business fonithee months ended September 30, 2003 and
the period from acquisition (June 18, 2002) throBgiptember 30, 2002.

Nine Months Ended

September 30,
2003 2002

Revenue $ 38 % 18
Costs and Expense

Cost of revenue 25 11

Depreciation and amortization 1 1

Selling, general and administrative 10 5

Total costs and expenses 36 17

Income from Operation 2 1

Loss from Sale of Discontinued Operatic 9) —

Loss from Discontinued Operatio $ @7 % 1

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, as$atslities 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, gatewjenig Kong and Tokyo, and existing customers on L8\geAsian network. The transacti
closed on January 18, 2002.

In December 2001, Level 3 recorded a lggmkto the carrying value of the assets plus #Hieevof future obligations. Based upon the
terms of the agreement, the Company was requirpdyt@pproximately $49 million for certain capitdlligations for the two submarine
systems to be sold to Reach, and estimated tramsactsts. The Company paid $48 million of the aedrliability during the first nine
months of 2002.

4., Settlement Revenue

In February 2003, Level 3 and XO Commurna® ("XO") amended their 1998 cost sharing and ERjtkement. As part of the 1998
agreement, XO purchased 24 fibers and one emptjuitosaong Level 3's North American intercity netkkoThe amended agreement, among
other things, requires XO
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to return six fibers and the empty conduit to Le¥eln return Level 3 will 1) reduce the annual @t®ns and maintenance ("O&M") charges
XO was required to pay under the original agreen@nprovide XO an option, expiring July 2007, tmaire a 20 year IRU for a single
conduit within or along Level 3's intercity netwaakd 3) provide XO an option to purchase up to 26%e fiber installed in the next conduit
within or along each segment of the intercity netwo

As individual segments were delivered, L&deferred and amortized the revenue attributabte conduit over the term of the origi
agreement. As a result of the amended agreemeve| Bénas no further obligation with respect to éiginal conduit, and thus recognized
$294 million of communications revenue relatecht® temaining unamortized deferred revenue, lestathealues of the other separable
elements of the amended agreement. An indepertiesigarty valuation firm was used to determineftie value of these other elements.

5. Restructuring and Impairment Charges

In 2001, the Company reduced its globalkforce, primarily in the communications businegsshe United States and Europe by
approximately 2,700 employees due to the duratimhsverity of the slowdown in the economy andtiétecommunications industry.
Restructuring charges of $108 million were recorie®001 of which $66 million related to staff rexdion and related costs and $42 million
to real estate lease termination ca



In the second and third quarters of 20@2;el 3 recorded restructuring charges of $3 milaod $5 million, respectively for costs
associated with workforce reductions of approxirya3®0 employees in North America and Europe. Thekforce reductions were primar|
related to the integration of CorpSoft and Softwapectrum as well as to ensure a cost structunmppate for the difficult communications
market. The Company reversed $4 million, $2ionilland $7 million of restructuring liabilities dog the second, third and fourth quarter
2002, respectively, due to the successful ternonatf leases for less than had originally beemmeggd in 2001.

In the first quarter of 2003, Level 3 annoed workforce reductions that are ultimately expedo affect approximately 900 employees
in the communications business by the end of 2088se actions were primarily a result of the ind¢ign of acquired operations from the
Genuity transaction into Level 3's operations dred@ompany matching its European cost structure e¥pected revenues. As of
September 30, 2003, the Company had notified appairly 800 employees that they would be affectethbse actions. The Company
recorded restructuring charges of approximatelyn#iBon and $19 million related to these actionsidg the three and nine months ended
September 30, 2003, respectively. As of Septembe2@03, the Company had paid $16 million in cestociated with the 2003 workforce
reductions.

The information services business recoghfee the three and nine months ended Septemb&083, approximately $11 and
$15 million of restructuring charges related to déingoing integration and restructuring of Softw8peectrum, as well as the closure 0 (
Structure's systems integration operations inhictld hese actions are expected to affect approgign&00 employees and result in the
closure of certain facilities. As of September 3003 the Company had notified approximately 475leyges that they would be affected by
these actions and had paid approximately $10 milliocosts associated with these workforce redostitncluded in the $15 million of
restructuring charges, were $6 million of accrueask termination costs for facilities it will beteg.
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A summary of the restructuring charges imtated activity follows:

Severance and Related Facilities Related

Number of Amount Amount

Employees (in millions) (in millions)
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 55 3 10
2003 Charge 1,267 28 6
2003 Payment (1,202) (26) 4
Balance September 30, 20 12C¢ % 5 % 12

| | |

Impairments

During the second quarter of 2002, the Camygrecorded an impairment charge of $44 millidatesl to an operating colocation facility
near Boston, as well as excess communications iomeand certain corporate facilities in Colorads.a result of the completion of
additional colocation space in Boston by other faters, the continued overabundance of communicaiguipment in the secondary
markets, and the soft demand for office spaceemtbtropolitan Denver area, the Company believatittiese assets were obsolete and that
the estimated future undiscounted cash flows atifile to these assets would be insufficient tovectheir current carrying value.

Level 3 continues to conduct a comprehengdview of its communications assets, specificadiyets deployed in and along its intercity
network, in its gateway facilities and its colooatifacilities and obligations. It is possible thatditional communications assets may be
identified as obsolete or excess and additionahimpent charges recorded to reflect the realizaslae of these assets in future periods.

6. Sale of Toll Road Operations

On January 3, 2003, California Private Bportation Company ("CPTC"), a majority owned sdlasly of the Company, sold the "91
Express Lanes" toll road in Orange County, Califto the Orange County Transportation AuthoritieTCompany received net proceeds
from the sale of $46 million and recorded a gaiamproximately $70 million in Other, net in the sofidated condensed statement of
operations. The Company's total long-term debtnedaced by approximately $139 million as a restithe sale as the debt incurred to
finance the construction of the toll road had beamsolidated due to the Company's 65% equity iaténeCPTC.



7. Loss Per Share

The Company had a loss from continuing af@ns for the three and nine months ended SepteBih003 and 2002. Therefore, the
dilutive effect of the approximately 61 million ad88 million shares issuable pursuant to the cdiblersubordinated notes outstanding at
September 30, 2003 and 2002, respectively, havbewst included in the computation of diluted loss ghare, because their inclusion would
have been anti-dilutive to the computation. In &ddij the dilutive effect of the approximately 52lian and 56 million options and warrants
outstanding at September 30, 2003 and 2002, reégplycthave not been included in the computatiodibfted loss per share because their
inclusion would have been anti-dilutive to the cartgbion.
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The following details the earnings (lossj phare calculations for the Level 3 common stock:

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

(dollars in millions, except per share data) 2003 2002 2003 2002

Net Loss Before Change in Accounting Principle

Discontinued Operatior $ (250 $ (300 $ (596 $ (54¢€)
Cumulative Effect of Change in Accounting Princi — — 5 —
Income from Discontinued Operatio 3 1 1 1
Net Loss $ (247 $ (299 ¢ (590 $ (545)

Total Number of Weighted Average Shares Outstandgegl to
Compute Basic and Dilutive Loss Per Share (in thods) 653,08t 410,89¢ 530,19: 400,37:

Earnings (Loss) Per Share of Level 3 Common StBelsic and

Diluted):
Before Change in Accounting Principle and Discameith
Operations $ (0.3t9) $ 079 $ 1.12) $ (1.36)
Cumulative Effect of Change in Accounting Princi — — 0.01 —
Income from Discontinued Operatio — — — —
Net Loss $ 039 $ 079 $ 111 $ (1.36)
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8. Receivables

Receivables at September 30, 2003 and Dee8i, 2002 were as follows (dollars in millions):

Information

September 30, 2003 Communications Services Coal Other Total
Accounts Receivab—Trade:

Services and Software Sa $ 121 $ 251 $ 1 $ — 3 387
Other Receivable 2 — — — 2
Allowance for Doubtful Account (23 @) — — (30

$ 10C $ 244 % 1 $ — $ 35k

IS IS IS S E——
December 31, 2002

Accounts Receivab—Trade:
Services and Software Sa $ 58 $ 477 $ 10 $ 1 % 54€



Joint Build Cost: 1 — — — 1

Other Receivable 9 — — — 9
Allowance for Doubtful Account (29 (5) — — (29
$ 44 $ 47z $ 10 $ 1 $ 527

Accounts receivable of $12 million attribbte to the information services' contact servimgsiness at December 31, 2002 have been
reclassified to current assets of discontinuedatfmers on the consolidated condensed balance abeetesult of the sale of the contact
services business during the second quarter of.2003

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 aftlean $1 million and $7 million for the
three and nine months ended September 30, 20@®atdsely. The Company recognized bad debt expeh$b million and $9 million for th
three and nine months ended September 30, 20@2atdsely. The Company decreased accounts receizata allowance for doubtful
accounts by approximately $5 million for the ninenths ended September 30, 2003, for previouslyveddor amounts the Company
deemed as uncollectible.

9. Property, Plant and Equipment, net

The Company has substantially completeattimstruction of its communications network. Cassociated directly with the network,
including employee related costs, have been caathland interest expense incurred during construgvas capitalized based on the
weighted average accumulated construction expenegditand the interest rates related to borrowingscéated with the construction. The
Company generally capitalizes direct costs assetiatth network construction, provisioning of sees and software development.
Capitalized labor and related expenses associdgtacemployees and contract labor working on cajitajects was approximately
$16 million and $44 million for the three and nmenths ended September 30, 2003, respectivelyudedlin capitalized labor and related
expenses was $1 million and $3 million of capidinon-cash compensation expense related to ogtimhwarrants for the three and nine
months ended September 30, 2003, respectivelytdliapd labor and related expenses associatedewitiioyees and contract labor working
on capital projects was approximately $12 milliowd &53 million for the three and nine months enflegtember 30, 2002, respectively.
Intercity segments, gateway facilities, local netegoand operating equipment that have been placsdrvice are being depreciated over their
estimated useful lives, primarily ranging from 33&rs.
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The Company continues to develop businegp@t systems required for its business plan.éiternal direct costs of software, mate!
and services, payroll and payroll related expefmesmployees directly associated with the projant interest costs incurred when
developing the business support systems are dapdalJpon completion of a project, the total aufsthe business support system is
amortized over a useful life of three years.

During 2002 and 2003, Level 3 was abldnalize negotiations and claims on several ofdtgé multi-year network construction
projects. As a result, the Company released apmately $23 million and $164 million of capital agafs for the nine months ended
September 30, 2003 and 2002, respectively thapredously been reported as property, plant andpeggent. In the ordinary course of
business, as construction projects come to a dlosgCompany reviews the final amounts due antesethy outstanding amounts related to
these contracts which can result in changes tmatgd costs of the construction projects.

The Genuity transaction completed in Felyr@903, resulted in an increase to property, pdautt equipment of approximately
$256 million.
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Capitalized business support systems atwdonke construction costs that have not been placeagrvice have been classified as
construction-in-progress within Property, Plant uipment below.

Accumulated Book
(dollars in millions) Cost Depreciation Value

September 30, 2003
Land and Mineral Propertie $ 181 $ (18) $ 163



Facility and Leasehold Improvemel

Communications 1,30(C (179 1,12¢
Information Services 27 5) 22
Coal Mining 65 (63 2
Network Infrastructur: 4,33( (679 3,65¢

Operating Equipmer
Communications 1,55( (889 66€
Information Services 87 (672) 26
Coal Mining 154 (147) 7
Furniture, Fixtures and Office Equipme 12C (88) 32
Other 33 (15) 18
Constructiorin-Progres: 67 — 67
$ 7912 $ (2,12¢) $ 5,78t

December 31, 2002

Land and Mineral Propertie $ 17¢ $ 13 $ 165
Facility and Leasehold Improvemel
Communications 1,26( (125) 1,13¢
Information Services 28 (5) 23
Coal Mining 65 (63) 2
CPTC 92 @a7n 75
Network Infrastructurt 4,21 (44¢) 3,76¢
Operating Equipmer
Communications 1,28( (615) 665
Information Services 81 (55) 26
Coal Mining 78 (70 8
CPTC 19 (13) 6
Furniture, Fixtures and Office Equipme 12¢€ (85) 41
Other 34 12 22
Constructiorin-Progres: 73 — 73
$ 752 $ (1,52) $ 6,00t
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Depreciation expense was $198 million a@@l$million for the three and nine months ended&uaper 30, 2003, respectively.
Depreciation expense was $195 million and $585anilfor the three and nine months ended Septenthe2®?2, respectively.

10. Goodwill

The Company adopted the provisions of SN&S142 in January 2002. SFAS No. 142 requires eongs to segregate identifiable
intangible assets acquired in a business combmé&tion goodwill. The remaining goodwill is no lorrgaubject to amortization over its
estimated useful life. However, the carrying amaafrthe goodwill must be assessed at least annfaliynpairment using a fair value based
test. Level 3 has acquired several businesses siaadoption of SFAS No. 142. In July 2003, Le¥@lurchased Telverse
Communications, Inc. for approximately $31 millisnLevel 3 common stock, cash consideration amisaetion costs. A preliminary review
by management of the assets and liabilities acdurr¢he transaction, resulted in goodwill of $3Rlion. The Company expects to complete
its valuation during the fourth quarter of 2003.

Level 3 purchased substantially all of éissets and operations of Genuity in February 280&luation performed by a third party and
subsequent adjustments, indicated that the assgigred net of the Company's estimate of obligati@ssumed was in excess of the purchase
price paid by $51 million. As a result, the Compaliy not recognize goodwill in this transaction aedllocated the negative goodwill agal
the asset values in accordance with SFAS No. 141.

In January 2002, Level 3 completed the &itipn of McLeod's wholesale diaip business. The total purchase price paid foMbleeod
assets exceeded the fair value of the net ideblfiangible and intangible assets acquired andtessin goodwill of $41 million.

In 1998, the Company acquired XCOM Techgi@s Inc. and its softswitch technology. As of Jamul, 2002, the Company had
$30 million of unamortized goodwill remaining almitable to this acquisitiol



In March and June of 2002, the Company iaeddor $129 million and $135 million, includingansaction costs, CorpSoft and Software
Spectrum, respectively. The combined purchasee@ grceeded the fair value of the net tangible atahgible assets by approximately
$207 million, which was recognized as goodwill, édsn independent third party valuations of certditne assets, and the Company's
estimates of the liabilities acquired. A final assaent of the assets acquired and liabilities asdumthe CorpSoft and Software Spectrum
transactions, performed in the second quarter 88 2f&sulted in a decrease in goodwill of approxatya$7 million. The decrease in goodv
was attributable to declines in deferred tax amioliabilities.

During the second quarter of 2003, the golbdssociated with the Company's Software Spectbwsiness was reviewed for possible
impairment pursuant to SFAS No. 142. The Compangrdened that the fair value of the Software Speutbusiness was greater than its net
book value; therefore, no impairment charge wagsssary as of June 30, 2003.

11. Intangibles, Net

As of September 30, 2003, $105 million, $iiBion and $64 million of intangibles, net of ani@ation, are attributable to the Genuity,
McLeod and Software Spectrum (including CorpSattjasitions, respectively.

The Company has attributed approximateB/7&illion of the Genuity purchase price to ideatile intangible assets, including
$93 million to specific customer contracts and ##Hion to the existing customer base. Level 3 estpéo amortize these intangibles over
periods ranging from 3-5 years. The intangiblesu@eq to the Genuity transaction have been adjudteithg the current period from their
previously allocated values to reflect changefi@purchase price allocation and
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could be adjusted further for the settlement whth Genuity Bankruptcy Estate described in Note@ulsitions.

The Company has attributed approximately $dlion of the McLeod purchase price to custoroentracts with an amortization period
equal to the term of the primary contract of apprately 30 months.

The Company has attributed approximately $8lion and $49 million of the CorpSoft and Soétse Spectrum purchase prices,
respectively, to customer relationship intangildsets with amortization periods equal to ten years.

Intangible asset amortization expense vi&sriillion and $44 million for the three and ninemths ended September 30, 2003,
respectively. Intangible asset amortization wasifibon and $16 million for the three and nine masiended September 30, 2002,
respectively.

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 endedddnber 31: 2003-$55 million; 2004-$49 million; 36888 million; 2006-$38 million and
2007-$14 million.

12. Other Assets, Net

At September 30, 2003 and December 31, 22 assets consisted of the following:

September 30, December 31,

(dollars in millions) 2003 2002
Investmentt $ 25 $ 21
Debt Issuance Costs, r 58 93
Prepaid Network Asse 28 11
Employee and Officer Notes Receiva — 3
CPTC Deferred Development and Financing C — 19
Other 12 25

$ 124 $ 172

The Company holds equity positions in twblgcly traded companies: RCN Corporation ("RCNigladCommonwealth Telephone
Enterprises, Inc. ("Commonwealth Telephone”). REM facilities-based provider of bundled local fondy distance phone, cable television
and Internet services to residential markets piilgnan the East and West coasts as well as Chicagmmonwealth Telephone owns
Commonwealth Telephone Company, an incumbent kxEtiange carrier operating in various rural Pemvasyh markets, and CTSI, Inc. a
competitive local exchange carri



On September 30, 2003, Level 3 owned apprately 27 million shares of RCN common stock apdraximately one million of
Commonwealth Telephone common shares, represeaqimgximately 24% and 5% of the outstanding shaf®&CN and Commonwealth
Telephone, respectively, and accounts for its itnaent in each entity using the equity method. Tlaekat value of the Company's investm
in RCN and Commonwealth Telephone was $49 millioth $44 million, respectively, on September 30, 2003

In 2002, the Company sold in two transangtian aggregate of approximately 9.6 million shafesmmon stock of Commonwealth
Telephone, or 90% of its holdings in Commonwealkfephone. The Company received net proceeds of ®3258n and recognized gains on
the sales of approximately $191 million.
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As a result of these transactions, the Gompwned approximately 4% of the total Commonviea#lephone shares outstanding as of
September 30, 2003 through its ownership of apprasely 1 million shares of Class B common stocks€IB common shareholders are
entitled to 15 votes for every share held. Thersftre Company held a 29% voting interest in Comaeaith Telephone until
September 2003.

On April 25, 2003, it was announced that @ompany and Commonwealth Telephone had enteteed irecapitalization agreement that
provides for the reclassification and conversioeath outstanding share of Commonwealth Telephdéaes® common stock into 1.09
shares of Commonwealth Telephone common stock. Gmwealth Telephone's shareholders approved theopl&eptember 3, 2003. This
recapitalization reduced Level 3's equity and \gtirterest to approximately 4.6% at September 8032Level 3 continues to have
significant representation on Commonwealth Teleghohoard of directors and as a result, will cargito account for its investment using
the equity method.

The Company's investment in Commonwealtledfene, including goodwill, was $18 million ands$iillion at September 30, 2003 :
December 31, 2002, respectively.

During 2000, Level 3's proportionate sharBCN's losses exceeded the remaining carryingevaf Level 3's investment in RCN. Level
3 does not have additional financial commitmentRE&N; therefore it recognized equity losses onlthmextent of its investment in RCN.
Level 3 will not record its equity in RCN's profimtil unrecorded equity in losses has been offds. Company did not recognize equity
losses attributable to RCN for the nine months drisleptember 30, 2003 of approximately $50 millioareasing the total amount of
suspended equity losses to approximately $713anilit September 30, 2003. The Company did not reze@pproximately $357 million of
suspended equity losses attributable to RCN fonithe months ended September 30, 2002. The Quoyigpavestment in RCN was zero at
September 30, 2003 and December 31, 2002.

As of the date of completion of the Genuaignsaction, Level 3 was obligated as part ofadertapital lease agreements, to purchase
approximately $30 million of operating and mainteca ("O&M") services from suppliers over the nextif years. The Company has
reflected the current ($9 million) and remainingaorrent ($20 million) portions of the payments dmeler these arrangements as prepaid
assets and liabilities.

Loans outstanding from certain employeeaksdaficers of the Company totaled less than a aonillilollars at September 30, 2003. The
loans were taken out in 2001 and are secured bgll32eommon stock or other personal assets ofd®Wwer and bear interest generally at
4.75%.
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13. Long-Term Debt

At September 30, 2003 and December 31,,2088-term debt was as follows:

September 30, December 31,
(dollars in millions) 2003 2002
Senior Secured Credit Facilit
Term Loan Facility
Tranche A (4.37% due 2007) $ 45C $ 45(
Tranche B (5.37% due 2008) 27t 27t
Tranche C (5.64% due 2008) 40C 40C
Senior Notes (9.125% due 20( 1,26t 1,38¢

Senior Notes (11% due 20C 41F 43:



Senior Discount Notes (10.5% due 20 611 56€

Senior Euro Notes (10.75% due 20 36¢ 33t
Senior Discount Notes (12.875% due 20 407 371
Senior Euro Notes (11.25% due 20 12C 10¢
Senior Notes (11.25% due 20! 12z 124
Convertible Senior Notes (2.875% due 20 374 —
Convertible Subordinated Notes (6.0% due 2( 362 364
Convertible Subordinated Notes (6.0% due 2( 514 52t
Junior Convertible Subordinated Notes (9% due 2! — 50C
Commercial Mortgage
GMAC (3.62% due 2003-2005) 11¢ 12C
Genuity Capital Lease Obligations (15% due -2006) 28¢ —
CPTC Lon(-term Debt (with recourse only to CPT(
(7.63% due 2004 -2028) — 13¢
Other 5
6,09( 6,10¢
Less current portion (750 4
$ 534C $ 6,102

The debt instruments above contain ceftaancial and non-financial covenants with whick ttompany believes it is in full
compliance as of September 30, 2003.

No interest expense or amortized debt imsei@osts were capitalized to property, plant andpenent for the nine months ended
September 30, 2003 and 2002.

In September 2002, the EITF issued 02-D&férmining Whether Certain Conversions of ConbértDebt 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 siies of the issuer. In addition, under SFAS Né, 81 extraordinary gain or loss, as
applicable, is not recorded upon the conversiotoofertible debt. The accounting is to be appliedspectively 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 quarHGs.

On July 11, 2003 the Company purchased i®maggregate principal amount of its 6% Conil#e Subordinated Notes due 2009 and
$12 million aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010. The Compssued approximately two million
shares of its common stock with a market valuepptaximately $10 million. The value of securitissuable
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pursuant to original conversion terms was approtétgasl million. Therefore, pursuant to the prooiss of SFAS No. 84, a debt conversion
expense of $9 million was recorded and include@timer Income (Expense) in the consolidated condesisgements of operations in the
third quarter of 2003.

In the third quarter of 2002, the Companycpased a total of $63 million aggregate princgrabunt of its two series of convertible
subordinated notes. The Company issued approxiynfel million shares of its common stock with anket value of approximately
$25 million. The value of securities issuable parduto original conversion privileges was approxieha$5 million. Therefore, a debt
conversion expense of $20 million was recordedhéngeriod.

On July 11, 2003 the Company purchasedndillbn aggregate principal amount of its 11% Semiotes due 2008, $23 million of its
9.125% Senior Notes due 2008 and $2 million agdesgancipal amount of its 11.25% Senior Notes 20&0. The Company issued
approximately 7 million shares of its common stagth a market value of approximately $41 milliorhéltransaction was accounted for a
extinguishment of debt, in accordance with APB R®."Early Extinguishment of Debt", ("APB No. 26The net gain on the early
extinguishment of the debt, including unamortizethtdssuance costs, was $2 million for these tictimses.

In the second quarter of 2003, the Comgmamghased $100 million aggregate princigaldount of its 9.125% Senior Notes due 2008.
Company issued approximately 13 million sharessofommon stock with a market value of approxinya#816 million. The transaction was
accounted for as an extinguishment of debt, in@@ree with APB No. 26. The net gain on the eaxtinguishment of the debt, including
transaction costs and unamortized debt issuands, eeas $2 million. In addition, the Company issapgroximately 184,000 shares of its
common stock in payment of approximately $2 millafraccrued interes



During the second quarter 2002, the Compamghased $75 million face value ($53 million garg value) of its 12.875% Senior
Discount Notes due 2010. The Company issued appedgly 5 million shares of its common stock wontp@ximately $19 million in
exchange for these senior notes. The transactisraseounted for as an extinguishment of debt, dor@ance with APB No. 26. The net gain
on the early extinguishment of the debt, includisgsaction costs and unamortized debt issuands, eeas $33 million and was originally
recorded as an extraordinary item.

During the third quarter of 2002, the Compaurchased $12 million aggregate principal amafiits 9.125% Senior Notes due 2008.
The Company issued approximately one million shaféts common stock worth approximately $7 millionexchange for these senior no
The transactions were accounted for as extinguistsrad debt, in accordance with APB No. 26. Thegaéh on the early extinguishment of
the debt, including transaction costs and unaneattdebt issuance costs, was $5 million and wagaltlyg recorded as an extraordinary item.

In the first and second quarter of 2008, @mmpany purchased a combined $171 million agtgggacipal amount of its two
convertible subordinated note series. The Compssyeid approximately 12 million shares of its commsimeck with a market value of
approximately $52 million. The transactions werecamted for as extinguishments of debt, in accardavith APB No. 26. The net gain on
the early extinguishments of the debt, includirmgsaction costs and unamortized debt issuance ea@ssb114 million for the first six mont
of 2002, and was originally recorded as an extiaarg item.

In February 2002, the Company's first-tienplly owned subsidiary, Level 3 Finance, LLC thased $89 million aggregate principal
amount of various issuances of the Company's delatafsh of $31 million. The net gain on the extisgments of the debt, including
transaction costs, realized foreign currency gaimsunamortized debt issuance costs, was appradin®i9 million and was originally
recorded as an extraordinary item.
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Level 3 will continue to evaluate potentigbt purchase transactions in the future. The atsaavolved in any such transaction,
individually or in the aggregate, may be material.

Pursuant to SFAS No. 145, the Company édsssified the extraordinary gains on extinguistineé debt recognized in 2002 to Other
Income, The following is a reconciliation of finaakinformation of the Company assuming that SFAS N5 had been in effect in 2001 and
2002. There were no extinguishments of debt in 2000

Year Ended December 31,

2002 2001
Previously Previously

Reported Restated Reported Restated
Net Loss from Continuing Operatio $ (1,119 $ (860 $ (5,449 $ (4,379
Income (Loss) from Discontinued Operatic — 2 (605) (605)
Extraordinary Gains on Debt Extinguishments, 258 — 1,07t —
Net Loss $ (85¢) $ (85¢) $ (4,97¢9) $ (4,979
I I I I

Earnings (Loss) Per Share of Level 3 Common StBelsic and

Diluted):
Continuing operation $ (274 $ (2.11) $ (14.5¢) $ (11.70)
Discontinued operatior $ — $ — $ (1.62) $ (1.62)
Extraordinary gains on debt extinguishments, $ 06z $ — 3 2.8t $ —
I .| I |
Net loss $ 2.1 $ 2.1 $ (13.32) $ (13.39)

Senior Secured Credit Facility

On October 1, 2003, Level 3 used the prdsdé®m the 10.75% Senior Notes due in 2011 (seée M® Subsequent Events), restricted
cash and cash on hand to repay all outstandindvasecmoney indebtedness and related expensesthadggnior Secured Credit Facility &
terminated the agreement. The Company has inclfi28 million, the portion to be paid with restridteash and cash on hand, in the current
portion of long-term debt on the consolidated caorseéel balance sheet. The remaining $500 millionckasacterized as noncurrent as the
proceeds from the 10.75% Senior Notes due 2011 wseré to repay a portion of the Senior SecurediCredility. Level 3 also recorded



interest expense in the third quarter, approxirge&2¥ million for unamortized deferred debt issuanosts attributable to the Senior Secured
Credit Facility for which amortization was accelexhdue to the repayment.

In addition, to the amounts outstanding, $ienior Secured Credit Facility, as amended, owda $150 million revolving credit facilit
Of the $150 million, $50 million was available imdiately for letters of credit and the full $150 hoih became available after August 30,
2003; provided that the Company had satisfied anrience test that was related to a pro-forma fotetge coverage ratio. As of
September 30, 2003, the Company had approximagetyiion in letters of credit outstanding undeistagreement. In conjunction with the
termination of the Senior Secured Credit Facilitye Company deposited $8 million of cash in a &gl account to collateralize the existing
letters of credit.

The availability of funds and any requireri repay previously borrowed funds was contitggon the continued compliance with
relevant debt covenants. The Company believed ltlaged upon management's review of the amendedaatgeand other provisions of the
Senior Secured Credit Facility, it was in full campce with all the terms of the Senior Securedd@réacility as of September 30, 2003.
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2.875% Convertible Senior Notes due 2010

On July 8, 2003 the Company completed ffexiag of $373.75 million aggregate principal amoof its 2.875% Convertible Senior
Notes due 2010 ("2.875% Convertible Senior Notasgn underwritten public offering. Interest on thetes accrues at 2.875% per year a
payable semi-annually in arrears in cash on Jarilagnd July 15, beginning January 15, 2004. T8B@5% Convertible Senior Notes are
senior, unsecured obligations of Level 3 Commuiovoat Inc., rankingpari passu with all existing and future senior unsecured dé&be
2.875% Convertible Senior Notes contain certairecants, which among other things, limit additidieris on assets of the Company.

The 2.875% Convertible Senior Notes arevedible into shares of the Company's common s&@kconversion rate of $7.18 per share,
subject to certain adjustments. On or after July2097, Level 3, at its option, may redeem for casbr a portion of the notes. Level 3 may
exercise this option only if the current marketprfor at least 20 trading days within any 30 consee trading day period exceeds prices
ranging from 170% of the conversion price on Jiy 2007 decreasing to 150% of the conversion ficer after July 15, 2009. Level 3 is
also obligated to pay the holders of the redeena¢elsra cash amount equal to the present valué refnahining scheduled interest payments.

Level 3 intends to use the net proceed®361. million, after transaction costs, for workicepital, capital expenditures and other general
corporate purposes, including new product develapntiebt repurchases and acquisitions. Debt issuamsts of approximately $13 million
are being amortized as interest expense over tiredkthe 2.875% Convertible Senior Notes.

Junior Convertible Subordinated Notes

In July 2002, the Company sold $500 millaggregate principal amount of its 9% Junior Cofilvler Subordinated Notes due 2012 to
entities controlled by three institutions: Longl®afrtners Funds, Berkshire Hathaway, Inc., and IMaggon, Inc. The notes, which had a
10 year maturity, paid 9% cash interest annualyaple quarterly beginning October 15, 2002. Theswere convertible, at the option of
the holders, into Level 3 common stock at any taha conversion price of $3.41 (subject to certaistomary adjustments). The notes were
convertible at the Company's option into convegtipteferred stock under certain conditions andugiistances. The convertible notes ranked
junior to substantially all of the Level 3 Commuations, Inc.'s outstanding indebtedn

In January 2003, a holder of the Juniorv@etible Subordinated Notes converted $20 millibthe Notes into approximately six million
shares of Level 3 common stock. Pursuant to thgrad conversion terms, the holder received 293sties of Level 3 common stock for
each $1,000 principal amount of notes converte@. débt was converted pursuant to the original caiwe terms; therefore, no gain or loss
was recognized on the transaction.

In April 2003, a holder of the Junior Cortilele Subordinated Notes converted $23 milliorihef Notes into approximately 7 million
shares of Level 3 common stock. The debt was ctenvguursuant to the original conversion terms;dfeee, no gain or loss was recognized
on the transaction.

In the June 2003, the remaining $457 milbggregate principal amount of the Company's 98dConvertible Subordinated Notes
due 2012 were converted into approximately 16lionilshares of its common stock with a market valugpproximately $1.135 billion. The
value of securities issuable pursuant to origimalversion privileges was approximately $945 millidherefore, pursuant to the provisions of
SFAS No. 84, induced conversion expense of $19omilvas recorded in the second quarter of 2003irépimately $7 million of foregone
accrued interest through the date of the convemsmscredited to capital as a cost of the secsiigigued. In addition, approximately
$10 million of unamortized debt issuance costs wbarged to capital.
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Genuity Capital Lease Obligations

As part of the Genuity transaction thaseld on February 4, 2003, the Company assumedrceetpital lease obligations of Genuity for
operating equipment. The Company used a 15% discatento present value the minimum lease paymespsesenting the effective interest
rate that could be obtained by the Company foralai agreement, resulting in a capital lease alian assumed of $309 million. The capital
lease agreements also contain provisions wherebgl [3eis required to purchase approximately $30onilof O&M and network capacity
ratably over the lease term. The future minimunsdgaayments under the capital lease obligation$ September 30, 2003, excluding the
0O&M and network capacity obligations and assumhrgglease terms remain the same as on the acquidaie, are $23 million in 2003;
$133 million in 2004; $116 million in 2005; and $i#llion in 2006. The lease arrangements with thaigment provide certain provisions
whereby Level 3 can terminate portions of the léhere of the significant customers using the pment terminates all or part of its
commitment, subject to certain conditions. As @& ihception of the lease, this termination provisizas considered remote. One of the
customers utilizing this leased equipment has tii®o of reducing its minimum contractual commitrhbaginning in 2004.

iStar Commercial Mortgage due 2004

In March 2002, 85 Tenth Avenue, LLC (a whawned subsidiary of the Company) amended its3%tilion 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 Company's secomdvidek Gateway facility. The amendment resultedStar DB Seller, LLC ("iStar")
becoming the sole lender for the property. PreviguStar, along with other third parties, ownedewof the 85 Tenth Avenue Trust,
purchased from Lehman Brothers Holdings, Inc. Usimgls previously reserved for additional renovagiat the New York Gateway facility,
along with funds advanced from iStar, 85 Tenth AwerLLC repaid the other third party holders of tlées of the 85 Tenth Avenue Trust
and reduced the principal amount outstanding utideamended loan agreement to $60 million. Therevagprepayment penalty under the
revised agreement. Interest varied monthly with3@elay LIBOR for U.S. Dollar Deposits, plus 65&isgpoints. This interest, together with
principal payments based on a 20-year amortizgtésiod, were due monthly during the initial termtto¢ loan.

On December 31, 2002, the New York Gatefaaifity was sold. The proceeds from the transactind additional cash on hand were
used to repay the iStar Mortgage balance of $6lomiincluding accrued interest. Unamortized erigtdebt issuance costs of $6 million
were included in interest expense during the foguhrter of 2002.

CPTC

On January 3, 2003, CPTC sold the "91 Esgptanes" toll road and related assets and oldiggtiThe Company's long-term debt was
reduced by approximately $139 million as a restthe transaction. The Company had reflected the de its consolidated condensed
balance sheet due to its 65% equity interest in@GPT

14. Stock-Based Awards

The Company adopted the recognition prouisiof SFAS No. 123, "Accounting for Stock Basednpensation” ("SFAS No. 123") in
1998. Under SFAS No. 123, the fair value of anaptir other stock-based compensation (as computadcordance with accepted option
valuation models) on the date of grant is amorti@esr the vesting periods of the options in accocdavith FASB Interpretation No. 28
"Accounting for Stock Appreciation Rights and Othariable Stock Option or Award Plans"("FIN 28")ltllough the recognition of the val
of the instruments results in
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compensation or professional expenses in an extibgncial statements, the expense differs framertompensation and professional
expenses in that these charges may not be settasdh, but rather, are generally settled throsgiaince of common stock.

The adoption of SFAS No. 123 has resultedhaterial non-cash charges to operations sin@dption in 1998, and will continue to do
so0. The amount of the non-cash charges will be rmdgo® 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 $15 million and $63 milliohrmn-cash compensation for the three
nine months ended September 30, 2003, respectivefddition, the Company capitalized $1 milliordB8 million, respectively, of nooast
compensation for those employees and contractasthii involved in the construction of the netwairkstallation of customers or
development of the business support systems.

The Company recognized on the statemeapefations a total of $37 million and $154 milliohnon-cash compensation expense for
three and nine months ended September 30, 20@atdsely. In addition, the Company capitalizedr$lion and $6 million of no-cash



compensation expense for the three and nine mamibds, respectively.

The following table summarizes non-cash gensation expense and capitalized non-cash compmnfar the three and nine months
ended September 30, 2003 and 2002.

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

(dollars in millions) 2003 2002 2003 2002
NQSO $ — $ — % — $ —
Warrants 1 4 7 9
0SsO 6 22 25 101
C-0SsO 4 10 13 34
Restricted Stoc 1 — 1 1
Shareworks Plar — 3 9 15
401(k) Match 4 — 11 —
16 39 66 16C
Capitalized Noncash Compensat @ 2 3 (6)

$ 15 $ 37 % 63 $ 154

Non-Qualified Stock Options and Warrants

During the first quarter of 2003, the Comp#ssued approximately 684,000 fully vested wasdn a consultant as payment primarily
for acquisition-related consulting services. Theramts allow the consultant to purchase commorksib&4.90 per share. The warrants were
fully vested at issuance and will expire on Jandarg013. The fair value of the warrants was $2iomiland was calculated using the Black-
Scholes valuation model with a risk free interest rof 4.12% and an expiration date of Januar$132The Company used an expected
volatility rate of 70% to reflect the longer exexeiperiod.

On March 31, 2003, the Company issued agmately 1.7 million warrants to a consultant agmant for future consulting financial
advisory services. The warrants allow the constt@purchase common stock at $5.16 per sharewBheants vest equally in quarterly
installments over twelve months. The warrants explarch 31, 2010. Pursuant to the relevant accogigfilidance, the fair value of these
warrants is determined on their respective veslatgs. The fair value of the unvested
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portion of these warrants is determined at eadnfiral reporting date and was $3 million at Septnd®, 2003 for the 800,000 unvested
warrants. At September 30, 2003, the total faingalf the vested and unvested warrants was appateiyr$7 million and was calculated
using the Black-Scholes valuation model with a figle interest rate of 3.31%, an initial term oféars and an expected volatility rate of 75%
over the term.

In June 2002, the Company issued two milli@rrants to the consultant providing financialiadry services described above as
payment for services. The warrants allow the cdaatito purchase common stock at $4.25 per shaaeraits to purchase 640,000 shares of
common stock were vested immediately upon grarit thi¢ remaining 1,360,000 vesting equally over teigbnths. The warrants expire in
February 2010. The fair value of these warrantsaetsrmined on their respective vesting dateswalrants were vested at June 30, 2003.
The total fair value of these warrants was appraxaty $7 million and was calculated using the Bi&dholes valuation model with a risk
free interest rate of 4.88%, a term of approxinyaselven years, and an expected volatility rate68b ®ver the term. The Company recogn
less than $1 million in expense during the threatim®ended March 31, 2003. The warrants were &{jensed as of March 31, 2003.

The Company did not grant any Non-Qualifgtdck Options ("NQSOs") during the nine monthseeh8eptember 30, 2003 or 2002. As
of June 30, 2003, the Company had not reflectenhifiibn of unamortized expense in its financialtetaents for NQSOs and warrants
previously granted.

Outperform Stock Option Plan

In April 1998, the Company adopted an Orftpen Stock Option program that was designed sbttteaCompany's stockholders would
receive a market return on their investment be@®® holders receive any return on their optiong Company believes that the OSO
program aligns directly management's and stockingld®erests by basing stock option value on tom@any's ability to outperform the
market in general, as measured by the Standardo&P@FS&P") 500 Index. Participants in the OSOgreon do not realize any value frc



awards unless the Company's common stock priceedatms the S&P 500 Index during the life of thargr 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 multiplier related to the level by whidetCompany's common stock
outperforms the S&P 500 Index. To the extent thatdl 3's common stock outperforms the S&P 500 Inttexvalue of OSOs to a holder
may exceed the value of non-qualified stock options

The fair value of the OSOs granted in 2808 2003 was calculated by applying a modified Bi&choles model. The Company uses a
modified Black-Scholes model due to the additioralables required to calculate the outperformanatiplier of the OSO program. The
Company consulted with an option valuation firm whilee program was established to determine theoppipte methodology to fair value
these options.

The fair value under SFAS No. 123 for theraximately 1.5 million OSOs awarded to particitzaturing the nine months ended
September 30, 2003 was approximately $15 milliangia modified Black-Scholes valuation model witB&P 500 volatility rate of 25%
over the term, a Level 3 common stock volatilitteraf 80%, an expected correlation factor of 46% am S&P 500 dividend yield of 1.51%.
As of September 30, 2003, the Company had notatefie$10 million of unamortized compensation expdnsts financial statements for
OSOs granted previously.

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 ongenimgloyee retention efforts and offers similar fieas 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.
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C-0SO0 awards were made to eligible emplsysaployed on the date of the grant. The awards waide in September 2000,
December 2000, and September 2001. The awardsdram000 vest over three years as folloWssof each grant at the end of the first

year, a furthe?/ s at the end of the second year and the remamimgn the third year. The September 2001 awards vestjiial quarterly
installments over three years. Each award is imatelyi exercisable upon vesting. Awards expire fears from the date of the grant.

As of September 30, 2003, the Company ladaflected $2 million of unamortized compensataxpense in its financial statements for
C-0OSOs awarded in 2000 and 2001.

Restricted Stock

In 2003, approximately 614,000 shares sirieted stock were granted to employees. Theictstrstock shares were granted to
employees at no cost and substantial risk of fanfei The shares vest equally over a three-yedwgidriowever, the employees are restricted
from selling these shares for three years. Thevilire of restricted stock granted in 2003 of agpnately $3 million, was calculated using
the value of Level 3's common stock the day paahe grant. As of September 30, 2003 the Compadyniot reflected $3 million of
unamortized compensation expense in its finantééments for restricted stock.

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 2@0#der 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 [32481 (k) Plan by introducing a Company match onlegge contributions. At the same
time the Company determined that, effective JantaB003, the Shareworks Match and Grant Plansduvoeildiscontinued and past
Shareworks Grant Plan contributions would be roiifed the Level 3 401(k) Plan.

Match Plan—The Match Plan allowed eligible employees to défsween 1% and 7% of their eligible compensatiopurchase
Common Stock at the average stock price for thetgud-ull time employees of the communicationsifiess and certain information servi
business employees were considered eligible ofirfielay of the calendar quarter after their hiree Company matched the shares
purchased by the employees on a one-for-one tstsisk purchased with payroll deductions was fubtgted. Stock purchased with the
Company's matching contributions vests three yaftes the end of the quarter in which it was mdtféective January 1, 2003, past
contributions to the Match Plan will continue tastiehowever, there will be no further contributidaghe Plan by either employees or the
Company.

The Company's quarterly matching contrifiuis amortized to expense over the vesting pexid@b months. As of September 30, 2003,
the Company had not yet reflected unamortized cosgt@®n expense of $8 million related to the Congfsamatching contributions.

Grant Plan—The Grant Plan enabled the Company to grant sledi@emmon Stock to eligible employees of the comitations



business and certain information services busisdsased upon a percentage of the employees' eliggitdry up to a maximum of 5%.
Level 3 employees employed on December 31 of eaah yvho were age 21 or older with a minimum oDQ,Bours credited service for the
year, were eligible. The shares granted were vadtidige fair market value as of the last businessad the calendar year. All prior and futt
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.
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Foreign subsidiaries of the Company adoffeareworks programs in 2000. These programs piiniaclude a grant plan and a stock
purchase plan whereby employees may purchase Ba&@eimmon Stock at 80% of the share price at thénhaw of the plan year. The
Company recognized less than $1 million of expextgéutable to this program in the first nine munof 2002 and 2003.

401(k) Plans—The Company and its subsidiaries offer their digaliemployees the opportunity to participate hedined contribution
retirement plan qualifying under the provisionsSeiction 401(k) of the Internal Revenue Code. Eacpl@yee is eligible to contribute, on a
tax deferred basis, a portion of annual earningsmexceed $12,000 in 2003. The Company did natimemployee contributions for the
communications business and therefore did not innyrcompensation expense related to the 401 (k)piar to January 1, 2003. Employees
of CorpSoft and Software Spectrum were eligiblesimeive matching contributions of $.25 for everylatocontributed up to 6% of eligible
earnings. Effective January 1, 2003, the Compaggabenatching 100% of communications dndtructure employee contributions up to
of eligible earnings or applicable regulatory limiThe Company's matching contributions are made avel 3 common stock based on the
closing stock price on each pay date. The valub®fCompany's matching contributions are expenael period as incurred. The
communications employees are able to diversifyGbmpany match contribution to other investmentaiwithin the 401(k) Plan as soor
they are made, even if they are not fully vestedstihg and future Company matching contributiores fally vested upon completion of three
years of service
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15. Industry and Segment Data

SFAS No. 131 "Disclosures about SegmengndEnterprise and Related Information” definesajireg 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. Quesatjments are managed separately
and represent strategic business units that offfierent products and serve different markets. Toenpany's reportable segments include:
communications; information services; and coal ngniOther primarily includes CPTC (prior to 2008yuity investments, and other
corporate assets and overhead not attributablspecific segment. On January 3, 2003, CPTC seld thll road operations to Orange
County Transportation Authority. Therefore, the @bens and assets of CPTC have been significalettyeased. The geographic region
Other primarily includes Asia.

EBITDA, is defined by the Company, as mebime/(loss) from the consolidated condensed statenof operations, less income/(loss)
from discontinued operations, less cumulative ¢fééchange in accounting principle, less incomeltanefit/(provision), less total other
income/(loss), less depreciation and amortizatigrease and less non-cash compensation expensdedohithin selling, general and
administrative expense on the consolidated condests¢ements of operations, and after a reducfieperating expenses by the non-cash
portion of restructuring and impairment chargesITHBA is not a measurement under accounting primsiglenerally accepted in the United
States and may not be similar to EBITDA measurestlodr companies. Management believes that EBITO A relevant metric that it uses
internally to measure the business, as it is aitatolr of operating performance, especially in pitedintensive industry such as
telecommunications, since it excludes items thatat directly attributable to ongoing businessrapens.

The data presented in the tables follovitrfudes information for the three and nine morghded September 30, 2003 and 2002 for all
statement of operations and cash flow informatim@sented, and as of September 30, 2003 and Dec&hp2002 for all balance sheet
information presented. Information related to apgghibusinesses is included from their respectigeiattion dates. Revenue and the related
expenses are attributed to countries based on vgeeviees are provided.

Industry and geographic segment finanaifrimation follows. The 2002 geographical EBITDAures for the Communications busir
have changed from prior years to reflect the cumegthodology of allocating certain communicatisefiing, general and administrative cc
to the
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regions. In addition, the contact services and MHfDsinesses have been reflected as a discontimpazdtmn.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months Ended September 30, 2003
Revenue
North America $ 38: % 287 $ 24 $ — 3 694
Europe 3G 11¢ — — 14¢
Other — 31 — — 31
$ 41 % 437 % 24 $ — $ 874
.| | | | |
EBITDA:
North America $ 118 $ 5) $ 4 $ — $ 114
Europe 5 4 — — 1
Other — 1 — — 1
$ 12C $ B $ 4 $ — $ 11€
.| | | | |
Capital Expenditures
North America $ 47 $ 1 % 1 % — 3 49
Europe 3 — — — 3
Other — — — — —
$ 50 $ 1% 1% — 3 52
.| | | | |
Depreciation and Amortizatiol
North America $ 17¢  $ 6 $ 2 $ — 3 18¢
Europe 23 1 — — 24
Other — — — — —
$ 201 $ 7 % 2 3% — 3 21C
| | | | |
36
Nine Months Ended September 30, 20C
Revenue
North America $ 1,455 $ 96€ $ 56 $ — $ 247
Europe 92 413 — — 50¢&
Other 1 55 — — 56
$ 1,54¢ $ 1,432 $ 56 $ — $ 3,03
| | | | |
EBITDA:
North America $ 621 $ — $ 9 % @D $ 62¢
Europe 4 (6) — — 2
Other — 1 — — 1
$ 62 $ B) $ 9 % 1) $ 62¢
] | | | |
Capital Expenditures
North America $ 124 $ 7 % 2 3 — $ 132
Europe 9 — — — 9
Other — — — — —
$ 13¢ % 7 % 2 $ — $ 142
] | | | |



Depreciation and Amortizatiol

North America $ 554 % 21 4 — 8 57¢
Europe 64 2 — — 66
Other — — — — —
$ 61 $ 23 4 — $ 64t
I I I | |
Three Months Ended September 30, 2002
Revenue
North America $ 251 % 52¢ 22 7 % 80¢
Europe 23 198 — — 21€
Other — 25 — — 25
$ 274 $ 74€ 22 7 $ 1,04¢
I I I | |
EBITDA:
North America $ 83 $ 8 6 6 $ 102
Europe — 4 — — 4
Other — — — — —
$ 83 $ 12 6 6 $ 107
| | | | |
Capital Expenditures
North America $ 25 % 4 — 1 % 30
Europe 1 — — — 1
Other — — — — —
$ 26 $ 4 — 1 % 31
I I I | |
Depreciation and Amortizatiol
North America $ 18 $ 8 — 1 % 192
Europe 8 — — — 8
Other — — — — —
$ 191 8 — 1 % 20C
I I I | |
37
Nine Months Ended September 30, 20C
Revenue
North America $ 751 % 88¢€ 62 2 $ 1721
Europe 77 34¢ — — 42%
Other — 39 — — 39
$ 82¢ % 1,27: 62 22 $ 2,18t
I I I | |
EBITDA:
North America $ 187 $ 29 15 7 $ 23¢
Europe (12) 6 — — (5)
Other — 1 — — 1
$ 17¢ $ 36 15 7 % 234
| | | | |
Capital Expenditures
North America $ 13¢ $ 13 1 2 3% 152
Europe 21 — — — 21

Other



$ 157 $ 13 % 1 9% 2 % 175
| | | | |
Depreciation and Amortizatiol
North America $ 51t $ 17 $ 2 % 3 $ 537
Europe 63 — — — 63
Other — — — — —
$ 57¢ $ 17 % 2 3 3 % 60C
| | | | |
38
Identifiable Assets
September 30, 200:
North America $ 513¢ $ 494 $ 30C $ 154: $ 7,47
Europe 1,101 72 — 77 1,25(
Other — 21 — 5 26
$ 6,237 $ 587 $ 30C $ 162« $ 8,74¢
| .| | . | . |
December 31, 200:;
North America $ 5,29 $ 762 % 29¢ $ 153 $ 7,88¢
Europe 881 15E — 30 1,06¢
Other — 9 — — 9
$ 6,177 $ 927 $ 29¢ $ 1567 $ 8,96¢
| .| | . | . |
Long-Lived Assets (excluding Goodwill)
September 30, 200:
North America $ 513¢ $ 112 % 12 $ 64 $ 5,327
Europe 823 2 — — 82t
Other — — — — —
$ 5,96: $ 114 % 12 $ 64 $ 6,157
| .| | . | . |
December 31, 2002
North America $ 519 $ 127 $ 15 $ 587 $ 5,92¢
Europe 82( 3 — — 823
Other — — — — —
$ 6,012 $ 13C $ 15 $ 587 $ 6,74t
| | | | |
Goodwill
September 30, 200:
North America $ 10z $ 207 $ — 3 — 3 31C
Europe — — — — —
Other — — — — —
$ 102 $ 207 $ — 3 — 3 31cC
| | | | |
December 31, 200:
North America $ 68 $ 21C $ — $ — $ 27¢

Europe
Other



$ 69 $ 21C $ — 3 — 3 27¢
| | | | |
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Product information for the Company's cominations segment follows:
Services
Transport and IP/Data Reciprocal
(dollars in millions) Infrastructure Softswitch Services Compensation Total
Communications Revenue
Three Months Ended September 30, 20C
North America $ 105 $ 165 $ 88 $ 25 3 388
Europe 15 — 15 — 30
Other — — — — —
$ 12¢ $ 165 $ 10: $ 25 $ 413
I I I I |
Nine Months Ended September 30, 2003
North America $ 61€ $ 48¢ $ 24 $ 104 $ 1,45t
Europe 46 — 46 — 92
Other — — 1 — 1
$ 66z $ 48 $ 29 % 104 $ 1,54¢
| | | | |
Three Months Ended September 30, 20C
North America $ 114 % 84 $ 25 3 28 % 251
Europe 12 — 11 — 23
$ 12¢ $ 84 $ 36 $ 28 $ 274
I I I I |
Nine Months Ended September 30, 2002
North America $ 35¢ $ 22¢ 3 72 $ 922 3 751
Europe 45 29 — 77
$ 40 $ 23z % 101 $ 92 % 82¢
I I I I |

Communications revenue is classified imto tategories, services revenue and reciprocal easgtion. The Company further segreg
services revenue into three basic lines of busirigseransport and Infrastructure (including privéine services, wavelength services,
transoceanic services, amortized dark fiber sesvacel colocation), 2) Softswitch Services (inclgdinanaged modem services and voice
services), and 3) IP and Data Services (includimerhet Protocol services, data services, DSL aggjen services and security services).

The majority of North American revenue dstssof services and products delivered withinlimited States. The majority of European

revenue consists of services and products delivatietarily within the United Kingdom but also indes France and Germany. Transoceanic

revenue is allocated equally between North Ameaiinh Europe as it represents services provided kettihese two regions.
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Product information for the Company's imfiation services segment follows:

Three Months Ended

September 30,

Nine Months Ended

September 30,




(dollars in millions) 2003 2002 2003 2002
Services Revent
(i) Structure
Outsourcing $ 19 % 19 % 59 $ 60
Systems Integration — 3 2 14
Software Spectrum 2 1 7 8
21 23 68 82
Software Sale
Software Spectrum 41¢€ 727 1,36¢ 1,191
$ 437 $ 746 $ 1,432 $ 1,27:
| | | |

The results of operations of the Compacogtgact services business have been included éomtinued operations for the three and nine
months ended September 30, 2003 and 2002.
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The following information provides a recdiation of Net Loss to EBITDA, as defined by the@@pany, for the three and nine months

ended September 30, 2003 and 2002:

Information

(dollars in millions) Communications Services Coal Mining Other Total
Three Months Ended September 30, 2003
Net Income (Loss $ (24¢) $ 1e) $ 2 3 13 $ (249
(Income) Loss from Discontinued Operatic 3 — — — ©)]
Income Tax Benefi — — — (12 (12
Total Other (Income) Expen: 154 — — (€N} 15z
Depreciation and Amortization Exper 201 7 2 — 21C
Non-Cash Compensation Exper 14 1 — — 15
EBITDA $ 12¢ $ 8 $ 4 3% — $ 11€

I I | | |
Nine Months Ended September 30, 2003
Net Income (Loss $ (654 $ B7) % 10 $ 91 $ (590
(Income) Loss from Discontinued Operatic (8) 7 — — (2)
Cumulative Effect of Change in Accounting
principle — — (5) — (5)
Income Tax Benefi — — — (12 (12
Total Other (Income) Expen: 61C ()] — (80) 52¢
Depreciation and Amortization Exper 61€ 23 4 — 64t
Non-Cash Compensation Exper 58 4 — — 63
EBITDA $ 625 $ 5 $ 9 3 1) $ 62¢

I I .| | |
Three Months Ended September 30, 2002
Net Income (Loss $ (318 $ 5 % 6 $ 8 $ (299
(Income) Loss from Discontinued Operatic — @ — — (@0}
Total Other (Income) Expen: 17z — — ©)] 17C
Depreciation and Amortization Exper 191 8 — 1 20C
Non-Cash Compensation Exper 37 — — — 37
EBITDA $ 83 $ 12 $ 6 $ 6 $ 107

I I .| | |

Nine Months Ended September 30, 2002



Net Income (Loss $ (690 $ 17 $ 13 $ 115 $ (549

(Income) Loss from Discontinued Operatic @ — — (@D}
Income Tax Benefi (117) 2 — — (119
Total Other (Income) Expen: 212 — — (117 101
Depreciation and Amortization Exper 57¢ 17 2 3 60C
Non-Cash Compensation Exper 14¢ 5 — — 154
Non-Cash Impairment Expen: 44 — — — 44
EBITDA $ 17¢ $ € $ 15 $ 7 $ 234
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16. Related Party Transactions

Peter Kiewit Sons', Inc. ("PKS") acted las gieneral contractor on several projects for the@any in 2003 and 2002. These projects
include the U.S. Intercity network, certain metriifam networks and certain Gateway sites, the Camypgacorporate headquarters and other
office space in Colorado. Level 3 paid approximag4 million and $9 million for construction seregrelated to these projects in the first
nine months of 2003 and 2002, respectively.

The Company reached a final agreement RKB in May 2003 regarding disputed claims on aeraity contract. PKS returned
approximately 606,000 fully vested warrants that haen granted to them in December 2001 and hatddagstalized to property, plant and
equipment. The Company reduced equity and propgeldyn; and equipment by approximately $2 million thee value of the warrants
returned. The Company also satisfied $10 millionetdted current obligations with PKS with fundatthad been classified as restricted cash.

Level 3 also receives certain mine managerservices from PKS. The expense for these sexwiees $2 million and $3 million for the
three and nine months ended September 30, 20Q@®&atésely, and is recorded in selling, general adohinistrative expenses. The expens
these services was $2 million and $5 million fa three and nine months ended September 30, 2@0&f 3eptember 30, 2003, the Comg
owed approximately $2 million for the third quarteine management services.

RCN an equity method investee, purchaseaiiidn and $3 million of telecommunications amddrmation services from the Company
for the three and nine months ended Septembel083, 2espectively. RCN purchased $1 million andriion of telecommunications and
information services from the Company for the thaiad nine months ended September 30, 2002. At ®épte30, 2003, RCN owed Level 3
approximately $2 million for costs associated veittmmunications joint build projects. RCN and ther®any 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. McCourt,
a director of the Company, his 10% interest in L&/&elecom Holdings, Inc., the Company's subsydthat 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.

17. Other Matters

In May 2001, a subsidiary of Level 3 Comigations, Inc. was named as a defendaf@ainer, et. al. v. Level 3 Communications, LLC,
et al., a purported multi-state class action, filed in th&. District Court for the Southern District offiibis and in July 2001, the Company
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc., et. al. , a purported multi-state class action filed in th&. District
Court for the District of Idaho. In September 2008yel 3 Communications, LLC was hamed as a defetnida&amith et al v. Sprint
Communications Company, L.P., et al , a purported nationwide class action filed inthéted States District Court for the Northern Distof
lllinois. These actions involve the Company's righinstall its fiber optic cable network in easenseand right-ofaays crossing the plaintift
land. In general, the Company obtained the rightsonstruct its network from railroads, utilitiesyd others, and is installing its network al
the rights-of-way so granted. Plaintiffs in the panted class actions assert that they are the evaidéands over which the Company's fiber
optic cable network passes, and that the railraatilgies, and others who granted the Companyritjie to construct and maintain its network
did not have the legal ability to do so. The pliffisitefforts to seek class action status for #iton have been denied. The complaint seeks
damages on theories of trespass, unjust enrichamehslander of title and property, as well as punilamages. The Company has also
received, and may in the future receive, claimsdsmands related to rights-of-way
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issues similar to the issues in these cases thabmbased on similar or different legal theories date, all attempts to have class action
status granted on complaints filed against the Gomr any of its subsidiaries involving claims a®inands related to rights-of-way issues
have been denied. On July 25, 2003,%mizh Court entered an Order preliminarily approving tilement agreement which will resolve all
claims against the Company arising out of the Camigdocation of fiber optic cable and related ¢elemunications facilities that the
Company owns within railroad rights-of-way throughthe United States. In connection with the Ceudttder preliminarily approving the
settlement, the Court entered an Order enjoiniagptirties in all pending federal and state railnaglits-of-way class action litigation
involving the Company from further pursuing thosmging actions at this time.

Under the terms of the settlement agreentemowners who own property adjacent to theaadrrights-of-way in which the Company
placed its fiber optic cable and related facilitieay submit claims and receive specified compemsalihe Company is unable to quantify the
ultimate amount of payments to be made pursuatietsettiement until if and when (1) the settlenrentives final approval and all appeals
have been exhausted; and (2) the claims procedseleascompleted.

In September 2003, a petition for apped granted which seeks a reversal of$imith Court's decision to preliminarily approve the
settlement and certify a nationwide class for eetéint purposes. It is too early for the Compamgéth a conclusion as to the ultimate
outcome of these actions. However, managementjeslidnat the Company and its subsidiaries haveauiied defenses to the claims
asserted in all of these actions (and any simiims which may be named in the future), and inseioddefend them vigorously if the
settlement is not approved.

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 brought agathe
Company as a nominal defendant and against thetdiiseof the Company, a former director of the Campand Peter Kiewit Sons', Inc. The
Complaint alleges that the director defendantschimhd abetted by PKS, breached their fiduciariedubd the Company in connection with
several transactions between the Company and PH{&ling contracts under which PKS constructed tbem@any's fiber optic cable network
and manages the Company's mine properties. The Borhalso alleges that in building the fiber optable network, the defendants caused
the Company to violate the property rights of lamders, thereby subjecting the Company to substardtential liability. In addition, the
Complaint alleges that Company assets were transfto its officers and directors in the form ofqmnal loans, excessive salaries and the
payment of personal expenses. The action seekseljottable and legal relief, including restitutimompensatory and punitive damages of an
unspecified amount, imposition of a constructiwesty disgorgement and injunctive relief. The deterid filed a motion to dismiss, which was
denied by the court in early October. Althougtsitao early for the Company to reach a conclusgtodhe ultimate outcome of these actir
management believes that there are substantiaisksdo the claims asserted in this action, amhds to defend them vigorously.

During the third quarter of 2002, the Companade a $21 million payment in full settlementafoutstanding litigation matter that did
not relate to the Company's core businesses. Ttilensent was within the liability that had beenaddished for this issue. The payment is
reflected in Net Cash Used in Continuing Operatie@her on the consolidated condensed statemeratsbf ftows.

The Company and its subsidiaries are mattienany other legal proceedings. Managementuedithat any resulting liabilities for these
legal proceedings, beyond amounts accrued, wilhmaterially affect the Company's financial conditifuture results of operations, or future
cash flows.
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It is customary in Level 3's industrieuge various financial instruments in the normalrsewf business. These instruments include
items such as letters of credit. Letters of cradétconditional commitments issued on behalf ofdl&vin accordance with specified terms
conditions. As of September 30, 2003, Level 3 hatdtanding letters of credit of approximately $3illiom.

18. Subsequent Events

On October 1, 2003, Level 3 Financing, I(fmrmerly known agi) Structure, Inc.) a direct subsidiary of Level 3 Goumication, Inc.,
sold $500 million aggregate principal amount oflils75% Senior Notes due 2011 to "qualified inbnal buyers" as defined in rule 144A
the Securities Act of 1933. These notes are gueedrtty Level 3 Communications, Inc. Level 3 usedrtbt proceeds from the offering of
$486 million, along with restricted cash and casthand, to repay in full all outstanding purchasmey indebtedness borrowed under the
Company's Senior Secured Credit Facility and teateith that Facility.

On October 24, 2003, Level 3 completedethehange of approximately $352 million (book valag)lebt and accrued interest
outstanding, as of September 30, 2003, for appratdiy 20 million shares of Level 3 common stock #2868 million (book value) of a new
issue of 9% Convertible Senior Discount Notes dd®32 Interest on these notes will accrue for orar yand at the Company's option, inte
may accrue through the fourth year. The 9% Corblertsenior Discount Notes are convertible at $p&9share and the total number of
shares issuable upon conversion will range from@pmately 22 million to 30 million shares deperglimpon the total accretion prior to
conversion. The debt repurchased includes $53amithf 11% Senior Notes due 2008, $61 million 028% Senior Notes due 2008,
$26 million of 11.25% Senior Notes due 2010 and2i2dllion (face amount) of 10.5% Senior Discountt®odue 200¢
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Management's Discussion and Analysis of Financial@dition and Results of Operations

The following discussion should be readanjunction with the Company's consolidated conderimancial statements (including the
notes thereto), included elsewhere herein.

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 @@mmpany. When used in this document, the wordscigate", "believe", "plans”,
"estimate" and "expect" and similar expressionghay relate to the Company or its managemeninssaded to identify forward-looking
statements. Such statements reflect the currewsvié the Company with respect to future eventsaredsubject to certain risks, uncertain
and assumptions. Should one or more of these oiskacertainties materialize, or should underly@sgumptions prove incorrect, actual
results may vary materially from those describethis document. For a more detailed descriptiothe$e risks and factors, please see the

Company's additional filings with the Securitiesld&xchange Commission.
Results of Operations 2003 vs. 2002

Revenuefor the periods ended September 30, is summargéallaws:

Three Months Ended Nine Months Ended
September 30, September 30,
(dollars in millions) 2003 2002 2003 2002
Communication: $ 412 $ 274 % 154¢ % 82¢
Information Service: 437 74€ 1,43¢ 1,27:
Coal Mining 24 22 56 62
Other — 7 — 22
$ 874 % 1,04¢ % 303 $ 2,18t
| | |

Communicationsrevenue is classified into two categories, serviegenue and reciprocal compensation. The Compatiyefr
segregates services revenue into three basicdirtassiness: 1) Transport & Infrastructure (inchglprivate line services, wavelength
services, transoceanic services, amortized daek fibrvices and colocation), 2) Softswitch Serv{geduding managed modem and voice
services), and 3) IP & Data Services (includinginet Protocol services, data services, DSL agtiorgservices and security services).
Revenue attributable to these lines of businesilardified in the following table:

Three Months Ended Nine Months Ended
September 30, September 30,
(dollars in millions) 2003 2002 2003 2002
Services
Transport & Infrastructure $ 12¢ $ 12¢  $ 66z $ 403
Softswitch Services 16E 84 48¢ 232
IP & Data Services 10z 36 292 101
Total Services Revenue 38¢ 24¢€ 1,44¢ 73€
Reciprocal Compensatic 25 28 104 92
Total Communications Revenue $ 41z $ 274 % 154¢ $ 82¢

Transport & Infrastructure revenue in thied quarter of 2003 declined 5% from the samequkin 2002. The decrease is primarily
attributable to a decline in settlement and termdmarevenue. For
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the three months ended September 30, 2002, Lenegld®)nized approximately $27 million of settlemant termination revenue for transport
and colocation services compared to only $10 nilliothe same period in 2003. Level 3 expects ¢ogaize termination and settlement
revenue in the future as customers desire to reiagaeontracts or are required to terminate serditowever, the Company is not able to
estimate the value of these types of transactiatibtbhey occur. Increases in private line and wength revenue were offset by a decline in
dark fiber and joint build revenue. Softswitch rewe increased 96% to $165 million in the third geraof 2003 compared to 2002. An
increase in managed modem sales to new and ex@tsigmers, as well as revenue from customersragtan the Genuity transaction
resulted in the increase in softswitch service meree For the three months ending September 30, 200&ompany's customers used
approximately 29.4 billion minutes compared to 13ilBon in the same period of 2002. This increasasage was equally attributable to an
increase from new and existing customers, and m&toobtained in the Genuity transaction. Due ¢osasonality of Internet use by
consumers, declines in minute usage are typidhldrsecond and third quarters. A decline in vogenue, due to the expiration of a
significant contract in the second quarter of 2q8tially offset the increase in managed moderenae. IP & Data revenue increased
significantly and is primarily attributable to ti@enuity transaction. Increases in DSL aggregatiternet access and security services all
contributed to the increase in IP and Data revenue.

The decrease in reciprocal compensati@®08 is primarily attributable to a decline in tla¢es billable to carriers and the Company
reaching the maximum billable minutes earlier ia ylear. Certain interconnection agreements withierareither expired in 2002 or are
scheduled to expire in 2003. In situations wheteroonnection agreements are not renewed, the &@lédemmunications Commission
("FCC") has stated that the parties involved makbw FCC rules with respect to reciprocal compdiosefor traffic destined for ISPs. These
rules may limit the amount of, and growth in, arrhilable minutes, and may also require the us#geCC rates with respect to ISP-bound
traffic. The amount of billable minutes allowed ttng FCC have historically been below those billgdHe Company, and the rates and
compensation structure adopted by the FCC maytrestdduced per-minute-of-use compensation. Tha@@my expects reciprocal
compensation revenue to increase slightly in thetfoquarter from third quarter levels, due to @ptted settlements with regional carriers.
To the extent that the Company is unable to sigminéerconnection agreements or signs new agreententaining lower rates, reciprocal
compensation revenue may decline significantly avee.

For the nine months ending September 303 20ransport & Infrastructure revenue increasgdiBcantly compared to the nine month
period ended September 30, 2002, and is primattiipatable to the recognition of additional setilent and termination revenue. As
previously described in Note 4 to the unauditedrfirial statements, in 2003 Level 3 and XO Commutioieca amended an IRU agreement
entered into in a prior year. The amended agreenesntted in Level 3 recognizing $294 million of’emue that had previously been defer
but did not result in any incremental cash recelwethe Company. Softswitch revenue in the firsieninonths of 2003 increased 111% from
the same period in 2002. The growth in Softswigkenue is attributable to the Genuity transactiwh sales to new and existing customers.
For the nine months ending September 30, 2003 timpany's customers used approximately 93 billiorutes compared to 38 billion in t
same period ended September 30, 2002. Revenumutdtyle to voice services was consistent with dfistte first nine months of 2002. IP and
Data revenue also increased substantially (190%4h&nine months ended September 30, 2003 compatbd same period in 2002. The
Genuity transaction and growth in IP services to aed existing customers are primarily respondiiighe increase in IP & Data revenue.
The increase in reciprocal compensation in 20@8iisarily attributable to an increase in minutesisfge by existing and new customers,
partially offset by declines in rates and billabieutes in the third quarter.

Information servicesrevenue, which is primarily comprised @f Structure's outsourcing business and Software Bpectiecreased
from $746 million in the three months ended Septend, 2002 to
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$437 million for the respective period in 2003. §Hecrease is predominantly due to the upgradeqirons offered by Microsoft in the third
quarter of 2002, which were not repeated in 206d,achange in the sales mix under Microsoft ahdrgpublishers' licensing programs.
Software Spectrum has recently experienced anadseri sales under Microsoft's 6.0 licensing pnogaad similar programs offered by ot
software publishers. Under these programs, newpaige-wide licensing arrangements will be prideitled and collected directly by the
software publishers. Software Spectrum will continol provide sales and support services relatétese transactions and will earn a service
fee directly from publishers for these activiti#&e Company will recognize the service fee it reegias revenue and not the entire value of
the software under this program. If Microsoft ahd bther publishers are successful in implemeritiege licensing programs, it will result in
a significant decline in the amount of informatservices revenue recognized by the Company. THadén revenue is not expected to have
a meaningful effect to earnings as the Companyldrexperience a corresponding decline in costwémee. Information services revenue
attributable to the Company(i§ Structure business declined by approximately $8oniprimarily as a result of the Company's decisio

focus on its infrastructure outsourcing busineskeit the systems integration business. In thermquarter of 2003, the Company notified
its systems integration customers and employeédttivauld honor its existing contracts. Howevenge these contracts expire, the Company
will no longer be providing systems integrationvéegs. The existing contracts primarily expiredtie second and third quarters of 2003. The
Company recognized an insignificant amount of rereeattributable to the services for the three moetided September 30, 2003.

Information services revenue was $1,434ioniland $1,273 million for the nine months endegpt®mber 30, 2003 and 2002,
respectively. The increase in revenue is attridatadbthe acquisitions of CorpSoft in March of 2G0®1 Software Spectrum in June of 2002,
partially offset by the effects of Microsoft's 200@grade promotion and the increase in sales Wdgosoft and other publisher's ne



licensing programs for which only a service feeeisorded as revenue. Revenue from these softwamdsses increased from $1,199 million
in 2002 to $1,373 million in 2003. Revenue attrdhlé to(i) Structure's business declined from $74 million®®2to $61 million, primarily
as a result of the decision to exit the systermegirtion business.

Coal mining revenue was $24 million and $56 million for theethand nine month periods ending September 30, 2863ectively. Fc
the three and nine months ending September 30, 26@2nue was $22 million and $62 million, respedti. These variances are primarily
attributable to the timing of coal shipments takgra major customer. Through June 30, 2003, theomes had been deferring a portion of its
annual coal commitments until the second half &320n the third quarter, that customer began takielivery of these deferred shipments.
The Company expects the customer to fulfill theasmer of its annual contractual obligations in fimarth quarter of 2003.

Other revenue in 2002 was attributable to California 8i@/Transportation Company, L.P, the owner-opeuaitdre 91 Express Lanes
toll road in southern California, which was soldJamuary 2003.

Cost of Revenudor the third quarter 2003 was $509 million comgiaie $748 million for the third quarter 2002. Thiscrease is a
result of the costs associated with software gaesally offset by an increase in costs attriblgab the Genuity transaction. Overall the cost
of revenue for the communications business, as@ptage of revenue, increased from 15% to 22%htothree month periods ending
September 30, 2002 and 2003, respectively. Exajuttia effects of termination and settlement revemtnich typically does not have a
corresponding cost of revenue, the cost of revaisuee percentage of revenue, would have increasedv % during the quarter ended
September 30, 2002 to 23% during the same peri@d@3. This increase is attributable to the add&imetwork costs incurred with the
acquisition of Genuity in the first quarter of 20@Xkcluding the effects of settlement and termoratievenue, the Company expects cost of
revenue, as a percentage of revenue, to decreétse fture as a result of the continued migratib@enuity traffic to the Level 3
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network. The cost of revenue for the informatiorveees businesses, as a percentage of its revemsed2% for the second quarter of 2003
down slightly from 93% in the same period in 2008is decrease is attributable to the increasel@ssmder the new licensing

programs. The cost of revenue for the coal ngifinsiness, as a percentage of revenue, was 75%efthird quarter of 2003 and 64% for
the third quarter of 2002. The lower rate in 2092ttributable to the release of $4 million in aeds due to favorable resolution of certain
royalty issues.

The cost of revenue for the nine monthsren8eptember 30, 2003 and 2002 was $1.644 bilrah$1.378 billion, respectively. The
increase is due to the costs attributable to tfegrimation services' software businesses which wegeiired in March and June of 2002, and
the Genuity transaction. Partially offsetting thisre increases in sales under the new licensingranus for which Software Spectrum does
not incur direct costs of software. Communicatioast of revenue, as a percentage of revenue, équehod remained consistent with that of
the prior year at 23% when termination and setttgmevenue are not included in the calculationbfmth periods. The cost of revenue, as a
percentage of revenue, for the information serviseftware andi) Structure businesses remained flat at 92% forhiteeetmonth periods
ended September 30, 2003 and 2002. The cost afueyas a percentage of revenue, for the Companiging business increased to 79% in
2003 from 68% in 2002 primarily as a result of low&venues and an increase in labor costs at otiee@ompany's mines in 2003, and the
royalty accrual release in 2002.

Depreciation and Amortization expenses for the quarter were $210 million, a 58teiase from the third quarter 2002 depreciation and
amortization expenses of $200 million. This inceessprimarily attributable to the depreciation @mdortization expense attributable to the
tangible and intangible assets obtained in the ®etransaction.

Depreciation and amortization expensesifiemine months ending September 30, 2002 and @63 $600 and $645 million,
respectively. This increase is attributable toahsets acquired in the Genuity transaction partidfset by certain assets becoming fully
depreciated in prior periods.

Due to a decrease in capital expenditurel$ein recent years, as well as assets with ufied ranging from three to five years
becoming fully depreciated, the Company expectsetigtion expense to decline in future periods.

Selling, General and Administrativeexpenses were $250 million in the three months @@#ptember 30, 2003, a 10% increase over
third quarter 2002. This increase is a result efalditional employees and other expenses assbeiitethe Genuity transaction. The
Company's global workforce initially increased Ippeoximately 1,400 employees as a result of thisdaction. The additional employees
resulted in higher compensation, travel, training facilities expenses. The Company also experceaoancrease in insurance and
professional expenses for the three months ende@r@ber 30, 2003. These increases were partidbgtofy declines in bad debt expense,
CPTC's operating expenses, non-cash compensatiopraperty tax expense. During the third quartes,Gompany received final property
valuations and assessments from several jurisdiefior property taxes accrued in 2002 and 2003sd lassessments were lower than the
Company had previously estimated and thereforediiced the property tax accrual by approximat&ly @illion during the quarter ended
September 30, 2003.

Included in operating expenses for theehmenths ended September 30, 2003 and 2002, wermifiion and $37 million, respectivel



of non-cash compensation and professional expeasegnized under SFAS No. 123 related to granssamk options, warrants and other
stock-based compensation programs. The decreasmicash compensation expense is attributable to deitlithe value of grants distribu
to eligible employees. Excluding the property tdjatment, the Company expects selling, generakanainistrative expenses to decline
slightly from current levels as the Company begingealize the synergies derived from the Genuépgaction by the end of 2003.
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For the nine months ended September 3@ 2086 2003, selling, general and administrativeeagp were $721 million and $795 milli
respectively. In addition to the factors describbdve, the acquisitions of CorpSoft and Softwarec8pm in the first and second quarters,
respectively, resulted in the increase in sellgeperal and administrative expenses in 2003.

Restructuring and Impairment Chargeswere $14 million in the third quarter of 2003 ar8irsillion in the third quarter of 2002.
During the first quarter, Level 3 announced workéreductions that ultimately will affect approxitelg 900 employees in the
communications business by the end of 2003. Duhieghird quarter approximately 200 employees wvem@inated and the Company
recorded an additional $3 million of expenseslattable to the integration of acquired operationthe Genuity transaction into Level 3's
operations. As of September 30, 2003, approxima&@lyemployees had been affected by these actions.

In the second and third quarters of 2008 imformation services business recognized $4aniind $11 million, respectively, of
restructuring charges related to the ongoing imstiégm and restructuring of Software Spectrum, al agethe closure ofi()Structure's system
integration operations. These actions resultetiarteérmination of approximately 475 employees i@20 he restructuring charges include
$6 million for lease termination costs for facéitithe Company does not expect to utilize in theréu

Restructuring charges of $5 million wereargled in the third quarter of 2002 for costs aisged with the termination of approximately
200 communications employees in North America anbfe and 100 Software Spectrum employees in Marthrica. These expenses were
partially offset by the reversal of $2 million iedse termination accruals for facilities the Conyplzend elected to continue utilizing.

For the nine months ended September 3@ 2@ Company recorded restructuring charges ohdilibn. In addition to the items
described above, Level 3 recorded restructuringeses of $16 million in the first half of 2003 el to its communications business. These
expenses were attributable to the integration afuig's operations into those of Level 3 and theédmiag of the European communications
cost structure with expected revenues.

For the nine months ended September 3@,20@ddition to the items described above, L8vacorded restructuring and impairment
charges of $3 million and $44 million, respectivelyne $3 million in restructuring charges wereviarkforce reductions in the
communications business in North America and Eurbpthe second quarter of 2002 the Company recbatiempairment charge of
$44 million related to an operating colocation liacnear Boston, as well as excess communicatioventory and certain corporate facilities
in Colorado.

The Company expects to incur additionatggeimarily related to Genuity integration, fooskforce reductions in the fourth quarter of
2003. Level 3 continues to conduct a comprehensview of its communications assets, specificallyeds deployed in and along its intercity
network, in its gateway facilities and its colocatifacilities and obligations. It is possible thaditional communications assets may be
identified as obsolete or excess and additionahimpent charges recorded to reflect the realizaslge of these assets in future periods.

EBITDA , is defined by the Company, as net income/(lassjh fthe consolidated condensed statements of amesatess income/(loss)
from discontinued operations, less cumulative ¢fféchange in accounting principle, less incomeltenefit, less total other income/(loss),
less depreciation and amortization expense anchlassash compensation expense included withimgeljeneral and administration
expense on the consolidated condensed statemempeaitions, and after a reduction of operatingeagps by the non-cash portion of
restructuring and impairment charges. EBITDA is aoheasurement under accounting principles gegexadlepted in the United States and
may not be similar to EBITDA measures of other canmips. Management believes that EBITDA is a relevan
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metric and uses it internally to measure the bssinas it is an indicator of operating performaespecially in a capital-intensive industry
such as telecommunications, since it excludes ithatsare not directly attributable to ongoing bbiesis operations. Note 15 of the
Consolidated Condensed Financial Statements prewdeconciliation of EBITDA for each of the Companoperating segments.

Communications EBITDA improved to $120 noifi in the third quarter of 2003 from $83 millioorfthe same period in 2002. This
improvement was predominantly due to lower netwanll selling, general and administrative expensefjding the $10 million property tax
adjustment recorded in the third quarter of 20@83yell as the additional earnings provided by tlea@ty transaction. EBITDA for the
information services business declined from $12ionilin the third quarter of 2002 to a negativerillion for the same period in 2003. The
decline in EBITDA is attributable to the $11 milti@f restructuring charges recorded in the thirdrtgr of 2003 and the Microsoft upgre



promotion in the third quarter of 2002, which diat meoccur this year. EBITDA for the Company's awating business was $4 million and
$6 million for the three month periods ending Segter 30, 2003 and 2002, respectively. This dedfirstributable to a release of certain
royalty accruals in 2002 partially offset by anregse in mining revenue in 2003. EBITDA for the Quamy's other businesses declined frc
positive $6 million for the three months ended 8egier 30, 2002 to zero for the same period in 2088.absence of earnings from 91
Express Lanes toll road, which was sold in Jano&B003, was the primary factor accounting for dieerease in EBITDA.

EBITDA for the communications business B&25 million and $176 million for the nine montheded September 30, 2003 and 2002,
respectively. The increase in 2003 is primarilyiltitable to the $343 million of termination andtkenent revenue recognized by the
Company in 2003 versus $86 million in 2002. Theelenf termination and settlement revenue recognizét03 is not expected to continue
in the near future. Also contributing to the in@edn 2003 were lower network and selling, genanal administrative expenses, and earnings
attributable to the Genuity transaction. EBITDA fbe information services business declined from ®8lion for the nine months ended
September 30, 2002, to a negative $5 million ferahrresponding period in 2003 and is primarilyilattable to the reasons identified above.
In addition, the timing of the acquisition of Softre Spectrum late in the second quarter of 2002teskin higher EBITDA levels. A
significant portion of the revenue and gross pifoiitthe software business occurs late in the gua#ts a result, the Company was able to
record sales and profits while incurring a dispmipoately low amount of operating expenses. InZ@dofits earned by Software Spectrum
on the additional sales were more than offset byatiiditional operating expenses incurred duringpthved. EBITDA for the mining business
declined to $9 million for the nine months endeg@t8mber 30, 2003, from $15 million in the same qeiBf 2002. The decrease is due to
lower revenues, increases in labor costs at otteeo€ompany's mines in 2003 and the reversal ofalty accrual in 2002. EBITDA for the
Company's other businesses decreased from a po$itimillion in 2002, to a negative $1 million iA@3. The decline is again attributable to
the sale of the toll road in January 2003, paytiaffset by a decline in professional fees.

Interest Incomewas $8 million and $23 million for the three andenimonths ended September 30, 2002 declining toiibn and
$15 million for the same periods in 2003. Inteiasbme declined in 2003 compared to 2002 due tectiree in the weighted average interest
rate earned on the portfolio, partially offset yiacrease in the average portfolio balance dutiegperiod. The average portfolio balance
increased as a result of the $490 million of netpeds received from the offering of the Junioreotible Subordinated Notes in the third
quarter of 2002, $160 million of proceeds from slaée of Commonwealth Telephone in the fourth quaft®002 and the $361 million of
proceeds received from the offering of the 2.875686\@rtible Senior Notes. Interest rates on the Goms portfolio declined by
approximately 44% in 2003 versus interest rate20ioR. This decline is attributable to the monetaoljcy actions taken by the Board of
Governors of the Federal Reserve System which Haemsased yields on government securities. Pendiligation
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of the cash and cash equivalents, the Companytsties funds primarily in U.S. government and 4&ernment agency securities and
money market funds that hold U.S. and U.S. goveniragency securities. This investment strategy goegde lower yields on the funds,
but is expected to reduce the risk to principahim short term prior to using the funds in impletirenthe Company's business plan.

Interest Expense, netncreased by $2 million to $156 million during tthérd quarter of 2003. Interest expense increasiedapily as a
result of the Company's decision to repay the SeSgcured Credit Facility. The Company recorded i®2don of interest expense in the
third quarter of 2003 representing the acceleratadrtization of debt issuance costs attributabt&edacility. In addition, the capitalized
leases assumed in the Genuity transaction andsbarce of the 2.875% Convertible Senior Notesiatseased interest expense in 2003.
These increases were partially offset by the istesa debt repurchased or converted to equity duaimd after the third quarter of 2002 and
slightly lower interest rates on the adjustable &¢nior Secured Credit Facility. The Company etspieterest expense to decline from cur
levels primarily as a result of the terminatiortlod Senior Secured Credit Facility and other delrtsactions occurring in October 2003.

Interest Expense for the nine months er@gatember 30, 2003 was $439 million increasing f$@i4 million in the same period in
2002. The additional interest on the 9% Junior @otilvle Subordinated Notes and the Genuity capidlieases, along with the debt issue
costs attributable to the Senior Secured Creditifagartially offset by the interest on debt tegphased or sold in 2002 and 2003 and lower
interest rates on the variable debt, contributettiéancrease in interest expense.

Other, netincludes equity in earnings of unconsolidated silibges, gains and losses on the disposal of nenabipg assets and gains
and charges on the extinguishment of debt. In 28@2Company had classified gains on the extingoésit of debt as an extraordinary item
in the statement of operations. Pursuant to SFASIM®, effective January 1, 2003, Level 3 has ssifi@d these gains to Other income fo
periods presented. For the three months endedBbete30, 2003, Other, net is primarily compriseéhdiiced conversion expenses of
$9 million incurred to convert the $13 million ofrevertible securities to equity, $2 million of gaion the extinguishment on debt and
$2 million of gains on the sale of non-operatingets. For the corresponding period in 2002, the 2oy recorded $20 million of induced
conversion expenses resulting from the Companplsrchase of convertible securities, $5 million afrgs from the extinguishment of debt
and realized losses of $16 million resulting frdra sale of foreign denominated currency.

Other, net was a loss of $104 million arghan of $290 million for the nine months endedt®epher 30, 2003 and 2002, respectively. In
addition to the items described above, the Compaogrded a gain of $70 million from the sale of #deExpress Lanes toll road in the first
quarter of 2003 and induced conversion expens83@ million associated with the 9% Junior Con¥etiSubordinated Notes. In the first
half of 2002, the Company recorded additional gairs206 million on the extinguishment of debt &1 million of gains on the sale of
Commonwealth Telephone stot



Income Tax Benefitfor the first nine months of 2002 was $119 millmympared to $12 million for the same period in 20632003,
the Internal Revenue Service completed the audh®fCompany's 1996 and 1997 Federal tax retutresrdsolution of these Federal tax
audits and other state tax issues resulted in timep@ny reducing its deferred tax liabilities by apgpmately $12 million in the third quarter
2003. Federal legislation enacted in the first tprasf 2002 enabled the Company to carryback iGlZederal income net operating losses to
1996. In accordance with SFAS No. 109 "Accountimglhicome Taxes", the Company recorded the beinetfite period in which the
legislation was enacted. The Company, as it is len@bdetermine when the tax benefits attributabldhe remaining net operating losses will
be realizable, has recorded a valuation allowagegnat the deferred tax assets.
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Income from Discontinued Operationswas $3 million and $1 million for the three andemonths periods ended September 30, 2003
respectively, and attributable to Midwest Fiberi©ptetwork ("MFON") and the information servicesntact services business. MFON's
operating activities provided $3 million and $8 lioih of earnings for the three and nine months drisiegptember 30, 2003. The Company
expects to recognize additional earnings from MROMI its expected sale in the fourth quarter dd20Level 3 does not expect to recognize
a gain or loss on the disposal of MFON as it falithin the one-year allocation period from whewds acquired in the Genuity transaction.

Software Spectrum recorded $2 million ah@zgs attributable to the contact services busimgerations during the first nine months of
2003 and a $9 million loss on the disposal of thetact services business in the second quarted@8.ZFor both the three and nine months
ended September 30, 2002, Software Spectrum rex@Henillion of earnings attributable to the contservices business. The Company
expects to incur expenses in the fourth quart@®06M3 as it closes a contact services' facility e not included in the sales transaction.
These expenses are not expected to be material.

Cumulative Effect of Change in Accounting Principleof $5 million resulted from the adoption of SFAS.N@3 as of January 1, 20
The $5 million reflects the net change in accruexdamation liability attributable to the Compangtal operations.

Financial Condition—September 30, 2003

Cash used by operating activities decre&sad $445 million in the first nine months of 2062$5 million in the same period of 2003.
Changes in components of working capital, primdrilyhe information services business and improvemim the operating results of the
communications business were responsible for thkénge The decline was partially offset by an ira=e in accounts receivable for the
communications business. The Company's contratguak and conditions permit Level 3 to bill thetomser at the beginning of the service
period. The vast majority of customer contractsuiregl in the Genuity transaction require billingse made at the end of the service period,
or in arrears. As a result, the communication'sik@bles increased significantly at September B032as compared to the receivable balance
at December 31, 2002.

Investing activities primarily include ti@enuity transaction for $144 million, including isction costs, and gross capital expenditures
of $142 million and an increase in restricted caflsf9 million. The Company received $46 milliongbceeds from the sale of its share of
91 Express Lanes toll road operations and $51anifiiom the sale of property, plant and equipmeatather assets.

Financing activities in 2003 consisted 86$ million of proceeds from the issuance of 2.8 Gefvertible Senior Notes, the repayment
of long-term debt for $29 million, primarily capit@ases acquired in the Genuity transaction, hachbn-cash conversion of both
$500 million of 9% Junior Convertible Subordinatédtes and $157 million of other long-term debt éonenon stock. The Company was also
able to reduce its long-term debt by approxima#dl$9 million due to the sale of CPTC. In additiorcash proceeds, the buyer also assumed
the obligations of the toll road at the time ofsita.

The Company's discontinued contact senbecesiness provided approximately $9 million of cémtthe first nine months of 2003,
including $4 million of net proceeds from the safe¢he business. In addition, MFON provided appmadely $8 million of cash from
operations in 2003. The Company expects to reapeoximately $17 million, subject to adjustmefitsm the sale of MFON when the
transaction closes in the fourth quarter of 2003.

Subsequent to September 30, 2003, the Coyrgzanpleted several transactions that affectedvigsall financial condition. On
October 1, 2003, Level 3 Financing, Inc., a disdtsidiary of Level 3

53

Communications, Inc., issued $500 million of its78% Senior Notes due 2011. The Company used tweeds from this offering along
with $400 million of restricted cash and approxietgat$243 million of cash on hand, to repay all tansling purchase money indebtedness
and related expenses under the Company's SenioreseCredit Facility in full. Upon repayment, ther@pany terminated the Senior Sect
Credit Facility.



On October 24, 2003, the Company complatedxchange of approximately $352 million (bookuedlof debt and accrued interest
outstanding, at September 30, 2003, for approxim&@ million shares of Level 3 common stock an@&illion (book value) of a new
issue of 9% Convertible Senior Discount Notes dd&32 Interest will accrue on the notes for one yaad at the Company's option, may
continue to accrue during years two through folne Motes are convertible at $9.99 per share anthlenumber of shares issued upon
conversion will range from approximately 22 millishares to approximately 30 million shares, dependpon the total accretion prior to
conversion. This transaction is expected to redieeamount of cash interest paid by Level 3 by axprately $39 million through 2004.

Liquidity and Capital Resources

The further development of the communicagibusiness will continue to require significanpemxditures. These expenditures may result
in negative operating cash flow and net operatiisgés 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 expects base capital expenditures (capiaired to keep the network operating efficienttype approximately $100 million in
2003. The majority of the Company's ongoing captqlenditures are expected to be success-basezh i tied to incremental revenue.

Level 3 has approximately $1.317 billioncath on hand at September 30, 2003. This amoestrat include $400 million of cash that
was pledged to the banks participating in the Camisseamended Senior Secured Credit Facility (refltas Restricted Cash within the
current portion of the balance sheet) nor the natgeds of $486 million received from the 10.75%i&eNote offering in October 2003.
After factoring in the transactions completed irt@der 2003, the Company's cash balance is expaztael approximately $1.074 billion.
Based on information available at this time, managet of the Company believes that the Company'®itliquidity, and anticipated future
cash flows from operations will be sufficient tafliits business plan.

If additional investment opportunities shibpresent themselves, the Company may be reqtgrselcure additional financing in the
future. In order to pursue these possible oppdigmand provide additional flexibility to fund ibeisiness plan the Company, in January 2
filed a "universal" shelf registration statementdo additional $3 billion of common stock, preétistock, debt securities, warrants, stock
purchase agreements and depository shares. 2008, the Company sold $500 million of its 9% Jui@onvertible Subordinated Notes ¢
2012 under this shelf registration statement. 18326he Company sold approximately $374 milliornitef2.875% Senior Convertible Notes
under this shelf registration statement. The remgiavailability under this registration statemant under a previously existing registration
statement would allow Level 3 to offer an aggregstep to $2.3 billion of additional securitiesftid its business plan.

In addition to raising capital through thebt and equity markets, the Company may sellspadie of existing businesses, investments or
other non-core assets or operations to fund partidrthe business plan. In 2002, the Company caegbkbe sale of approximately
9.6 million shares of Commonwealth Telephone fdrpreceeds of approximately $325 million. The Compalso received approximately
$46 million of cash proceeds for its interest inTCPRJuring January 2003. In addition, the Comparg/dranounced that it will seek to sell or
sublease excess real estate and may enter intleaa@back transactions for required communicafiacifties. In 2002 and 2003, Level 3
generated
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approximately $97 million and $35 million, respeety, of proceeds from these types of real estatesactions. With the sale of
approximately 90% of its Commonwealth TelephoneehaCPTC and certain real estate transaction80@ and 2003, management believes
that the Company has now sold the substantialgodf its valuable non-core assets.

The Company may not be successful in priodusufficient cash flow, raising sufficient debitequity capital on terms that it will
consider acceptable, or selling or leasing fibdicogapacity or access to its conduits. In addjtimoceeds 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 delay or abarsone of its future expansion or
expenditures, which could have a material adveffeeteon the implementation of the business plash @uld result in additional impairment
charges on network assets.

In connection with the implementation of Bompany's business plan, management continuesié the existing businesses to
determine how those businesses will assist wittCthimpany's focus on delivery of communications iafokrmation services and generating
positive cash flows. To the extent that certainiiesses are not considered to be compatible watliéivery of communications and
information services or with obtaining cash flowjetives, the Company may exit those businessésptissible 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.

Various issuances of Level 3's outstangdegjor notes, senior discount notes and convediliderdinated notes traded at discounts to
their respective face or accreted amounts in 20@12802. Through September 30, 2003, the Compathgkehanged, in private transactic
approximately $933 million (carrying value) of debt for shares of its common stock valued at apprately $685 million. In addition, Lev
3 also exchanged $500 million of its 9% Junior Gatible Subordinated Notes for approximately 14%iom shares of common stock
pursuant to the terms of the Notes and an addit@nhaillion shares to induce conversion. LeveliBaace, a first tier, wholly owned
subsidiary of Level 3, repurchased in 2001 and Z@0fior and convertible subordinate notes withce falue of approximately $1.8 billio



plus accrued interest, if applicable, for a totslt purchase price of approximately $762 million.

The fair values of the various issuanceissabutstanding senior notes, senior discountshatel convertible subordinated notes have
increased in the last year. These issuances hoy@dinue to trade at discounts to their respedtee or accreted amounts. In order to
continue to reduce future cash interest paymeatajedl as future amounts due at maturity, Levet Bsaffiliates may, from time to time,
purchase these outstanding debt securities formaskchange shares of Level 3 common stock faetteitstanding debt securities pursuant
to the exemption provided by Section 3(a)(9) of Sleeurities Act of 1933, as amended, in open mankptivately negotiated transactions.
Level 3 will evaluate any such transactions infighthen existing market conditions. The amount®lved in any such transactions,
individually or in the aggregate, may be material.

Current economic conditions of the telecamivations and information services industry, cambdiwith Level 3's financial position a
significant liquidity, have created potential opfomities for Level 3 to acquire companies or paorsi@f companies at attractive prices. Level
3, in addition to the Genuity and Telverse trarisastdescribed below, continues to evaluate thppertunities and could make additional
acquisitions in 2003.

On February 4, 2003, Level 3 acquired suiisilly all of the assets and operations of Ggniiic., a Massachusetts-based provider of
communications services. Under the agreement, Lpaid $60 million in net cash consideration ® @enuity bankruptcy estate and
assumed certain
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long-term operating agreements. As part of thestiation, the Company also paid $77 million in dasteimburse the estate for payments on
assumed capital lease obligations related to n&teperating equipment to be used by Level 3 du?id@3. The Company also expects to
incur one-time integration costs of approximatenp $o $100 million during 2003. As part of the santion, Level 3 assumed most of
Genuity's existing customer contracts and in agdidjthas signed new mulgear customer contracts that together represemicésg revenue
excess of $1 billion over the remaining life of tgreements. The majority of Genuity's future reseis expected to be attributable to
contracts with Verizon and America Online.. The @amy believes that the transaction will signifidgminprove Level 3's financial position
through the addition of substantial new revenueffagh-quality customers and the potential for Bigant network and operating cost
synergies, and reduced capital expenditures focdhgbined communications business.

In the fourth quarter of 2003, Level 3 @hd Genuity Bankruptcy Estate agreed, pursuariteddrms of the transaction, to reduce the
purchase price paid by Level 3 by $35 million. Tekind agreement is subject to execution of a definsettlement agreement and approval
of the judge administering Genuity's bankruptcyjolitapproval Level 3 expects to receive in Decembbepproved, the Genuity Bankruptcy
Estate will pay the $35 million refund to LeveliB,cash, before the end of the year.

In July 2003, Level 3 completed the acdigisiof Telverse Communications, Inc. for approxieha $29 million in Level 3 common
stock, $1 million in cash and $1 million of tran8an costs. Telverse, a provider of IP-based vaité data services, has developed certain
technologies that will enable Level 3 to expandgitssence in the voice-over-IP market.

The Company's debt instruments contairagefinancial and non-financial covenants. The Campbelieves, based upon management's
review of the covenants, that it is in full compiéz with all the terms of the debt instrumentsfa&September 30, 2003 and will be for at least
the next twelve months.

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

Level 3 is subject to market risks arisirgm changes in interest rates, equity prices aneign exchange rates. As of September 30,
2003, the Company had borrowed $1.125 billion urikderSenior Secured Credit Facility and $119 miillimder a commercial mortgage.
Amounts drawn on the debt instruments bear intertetbte alternate base rate or LIBOR rate plusiegigle margins. As the alternate base
and LIBOR rate fluctuate, so too did the interegtesnse on amounts borrowed under the credit faeifid mortgages. As of October 1, 2003,
the Company had fully repaid all outstanding pusehaoney indebtedness under the Senior Secured Eaedity and terminated the
agreement. This transaction reduced the Compaxptssare to interest rate fluctuations. The interat based on the remaining variable rate
instrument of $119 million at September 30, 200&8sapproximately 3.62%. A hypothetical increasthévariable portion of the weighted
average rate by 1% (i.e. a weighted average rade6@f0) would increase annual interest expenseeo€ompany by approximately
$1 million. At September 30, 2003, the Company $485 billion of fixed rate debt bearing a weightaerage interest rate of 9.30%. A
change in interest rates in the future will noeaffthe Company due to the interest rate termiseofdan agreements. The Company has been
able to reduce its exposure to interest rate rysdguiring certain outstanding indebtedness imarge for shares of common stock and cash
The Company continues to evaluate other alterrativéimit interest rate risk.

Level 3 continues to hold positions in aertpublicly traded entities, primarily Commonwéaltelephone and RCN. The Company
currently accounts for these two investments utiegequity method. In 2002, the Company sold apprately 90% of its holdings in
Commonwealth Telephone for net proceeds of apprabdiy $325 million. The market value of the Comparmpldings in RCM
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and Commonwealth Telephone was approximately $38mat September 30, 2003, which is higher tHairtcarrying value of $18 milliol
The Company may seek to sell all or a portion®thares in RCN and Commonwealth Telephone over. fiine value received for the
remaining investments would be affected by the etavklue of the underlying stock at the time of angh transaction. A 20% decrease in
the price of Commonwealth Telephone and RCN stomldavresult in approximately a $19 million decreastair value of these investments.
The Company does not currently utilize financiatioments to minimize its exposure to price flutitwes in equity securities.

The Company's business plan includes dpgrattelecommunications network and informatiorvises business in Europe. As of
September 30, 2003, the Company had invested &ignifamounts of capital in the region for its conmications business. The Company
issued €800 million (€425 million outstanding apfnber 30, 2003) in Senior Euro Notes in Febr@2@g0 as an economic hedge against its
net investment in its European subsidiaries atithe. As of September 30, 2003, the Company helyg emough foreign denominated
currency to fund its immediate working capital ghaliions. The Company has not made significant i§aancial instruments to minimize its
exposure to foreign currency fluctuations. Foredgnhange rate fluctuations in 2003 did not haveatenral effect on Level 3's results of
operations and financial position. The Company iooms to analyze risk management strategies tacesfitweign currency exchange risk.

The change in interest rates and equityritgqorices is based on hypothetical movementsardcot necessarily indicative of the actual
results that may occur. Future earnings and losgeke affected by actual fluctuations in interestes, equity prices and foreign currency
rates.

Part IV
Item 14. Controls and Procedures

(a) Disclosure controls and procedures. The Company's Chief Executive Officer and ChiieflaiRcial Officer have evaluated the
effectiveness of the Company's disclosure contmisprocedures within the 90 days prior to the dafeing of this Quarterly Report on
Form 10-Q. Based upon such review, the Chief Exee@fficer and Chief Financial Officer have coribbd that the Company has in place
appropriate controls and procedures designed warerisat information required to be disclosed y@ompany in the reports it files or
submits under the Securities Exchange Act of 1884mended, and the rules there under, is recqrdetessed, summarized and reported
within the time periods specified in the Commis&amnles and forms. Disclosure controls and proeelinclude, without limitation, controls
and procedures designed to ensure that informatiguired to be disclosed by an issuer in repofite# or submits under the Securities
Exchange Act is accumulated and communicated t€tmpany's management, including its principal ekee officer and principal
financial officer, as appropriate to allow timelgdaisions regarding required disclosure.

(b) Internal controls. Since the date of the evaluation described alibeee have not been any significant changes inndeimal
controls or in other factors that could signifidgreffect those controls.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

PART II—OTHER INFORMATION

Item 2. Changes in Securities and Use of Proceeds

On July 21, 2003, Level 3 Communications, (the "Company") issued 4,174,803 shares aftsmon stock, par value $.01 per share,
in connection with the acquisition of Telverse Coumigations, Inc. through a merger of the Compawislly owned subsidiary with and
into Telverse. The Company also paid approximakélynillion in cash consideration in connection wiitle acquisition. The shares of
common stock issued in the acquisition were isqueduant to the exemption from registration corgdim Regulation D promulgated under
the Securities Act of 1933, as amended and refaled and regulations.

Item 6. Exhibits and Reports on Form 8-K

(@  Exhibits filed as part of this report are listeddve

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



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

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdinoB8e906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtoBe906 of the Sarbanes-
Oxley Act of 2002.

(b) On July 1, 2003, the Company filed a Current ReporEorm 8-K related to a press release annourhiangffering of $250 million

aggregate principal amount of its Convertible Sehiotes due 2010 (plus an option to purchase aitianial $37.5 million aggregate
principal amount of its Convertible Senior Notedg$y to cover over-allotments), in an underwritfarblic offering.

On July 9, 2003, the Company filed a CurfReport on Form 8-K related to the offering of $35 million aggregate principal amount
of its Convertible Senior Notes due 2010, in anamualitten public offering.

On September 22, 2003, the Company fil€diaent Report on Form 8-K relating to a pressasdeannouncing that its subsidiary Level
3 Financing, Inc. was offering of $500 million aggate principal amount of Senior Notes due 20X private offering to "qualified
institutional buyers" as defined in Rule 144A untlexr Securities Act of 1933.

On September 29, 2003, the Company fil€diaent Report on Form 8-K relating to the offerafgs500 million of the Senior Notes due
2011.

On October 1, 2003, the Company filed ar€ntrReport on Form 8-K relating to the terminatidrthe Senior Secured Credit Facility.
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SIGNATURES

Pursuant to the requirements of the Seeariixchange Act of 1934, the registrant has dalysed this report to be signed on its behalf
by the undersigned thereunto duly authorized.

LEVEL 3 COMMUNICATIONS, INC.

Dated: November 14, 2003 /s/ ERIC J. MORTENSEN

Eric J. Mortensen
Senior Vice President, Controller
and Principal Accounting Office
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QuickLinks-- Click here to rapidly navigate through this domnt

Exhibit 31.1
CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. | have reviewed this Quarterly Report on Form 186fQevel 3 Communications, Inc.;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo



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

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(@) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

(c) Evaluated the effectiveness of the registrantaalisire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting tloaturred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauminmittee of the registrant's board of direci@spersons performing the equivalent
functions):

(@  All significant deficiencies and material weaknessethe design or operation of internal contradrofmancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

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

Date: November 14, 20(C

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

* Provide a separate certification for each princgpacutive officer and principal financial officef the registrant. See Rules 13a-14(a)
and 15d-14(a).
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Exhibit 31.2
CERTIFICATIONS*
[, Sunit S. Patel, certify that:
1. | have reviewed this Quarterly Report on Form 10fQevel 3 Communications, Inc.;
2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this repo



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

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(@) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

(c) Evaluated the effectiveness of the registrantaalisire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting tloaturred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauminmittee of the registrant's board of direci@spersons performing the equivalent
functions):

(@  All significant deficiencies and material weaknessethe design or operation of internal contradrofmancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

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

Date: November 14, 20(C

/sl SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officel

* Provide a separate certification for each princgpacutive officer and principal financial officef the registrant. See Rules 13a-14(a)
and 15d-14(a).
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Exhibit 32.1

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

In connection with the Quarterly ReportLefrel 3 Communications, Inc. (the "Company") oned0-Q for the three months ended
September 30, 2003 as filed with the SecuritiesEmhange Commission on the date hereof (the "R§phrJames Q. Crowe, Chief
Executive Officer of the Company, certify, pursuamil8 U.S.C. § 1350, as adopted pursuant to 9lte Sarbane®xley Act of 2002, tha

(1)  The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh1934; and



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

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Officer
November 14, 200
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Exhibit 32.2

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

In connection with the Quarterly ReporiLefrel 3 Communications, Inc. (the "Company") onradr0-Q for the three months ended
September 30, 2003 as filed with the SecuritiesExahange Commission on the date hereof (the "R§parSunit S. Patel, Chief Financial
Officer of the Company, certify, pursuant to 18 IC S8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

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

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

/sl SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officer
November 14, 200
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