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Level 3 Communications, Inc. ("Level 3'ef reports with the Securities and Exchange Cosiorigthe "SEC"), including annual repc
on Form 10-K, quarterly reports on Form 10-Q, catrreports on Form 8-K and any other filings regdiby the SEC. Level 3's website
(www.Level3.con contains a significant amount of information abbevel 3, including Level 3's annual report ondt0-K, quarterly
reports on Form 10-Q, current reports on Form &d all amendments to those reports as soon asiaday practicable after such material is
electronically filed with or furnished to the SEThese materials are available free of charge dhrough the Level 3 website.

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

This report contains forward looking stagems and information that are based on the badiefisanagement as well as assumptions made
by and information currently available to Level 8r@munications, Inc. and its subsidiaries ("LevebBthe "Company"). When used in this
report, the words "anticipate”, "believe", "plan&stimate” and "expect" and similar expressiosghay relate to the Company or its
management, are intended to identify forward-logldtatements. Such statements reflect the curiews\wof the Company with respect to

future events and are subject to certain risksettamties and assumptions.

Should one or more of these risks or uadsiies materialize, or should underlying assurmgiprove incorrect, actual results may vary
materially from those described in this documeiie§e forward-looking statements include, amongrsttstatements concerning:

. the Company's communications and information ses/lusiness, its advantages and the Companysgstifat continuing tc
pursue the business plan;

. anticipated growth and recovery of the communicetiand information services indust

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

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

. anticipated dates on which the Company will begovjaling certain services or reach specific miles®in the development a

implementation of its business; and

. other statements of expectations, beliefs, futlaegpand strategies, anticipated developments #ed matters that are not
historical facts.

These forward-looking statements are stiltjedsks and uncertainties, including financralgulatory, environmental, industry growth and
trend projections, that could cause actual eventssullts to differ materially from those expressedmplied by the statements. The most
important factors that could prevent Level 3 frothiaving its stated goals include, but are nottlahito, the Company's failure to:

. overcome the softness in the economy given itsrd@ptionate effect on the telecommunications it

. integrate strategic acquisitior

. increase the volume of traffic on the Level 3 netwo

. attract and retain qualified management and otbesgmnel;

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

services, including voice transmission services;

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



. overcome Software Spectrum's reliance on finarea@ntives, volume discounts and marketing fundmfsoftware publisher:

. reduce downward pressure of Software Spectrum'gingas a result of the use of volume licensingraathtenanc:
agreements; and

. develop new products and services that meet custdemeands and generate acceptable margins.
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The Company undertakes no obligation tdiplytupdate any forward-looking statements, whetiie a result of new information, future
events or otherwise. Further disclosures that rmgany makes on related subjects in its additifiiags with the Securities and Exchange
Commission should be consulted. For further infdfamaregarding the risks and uncertainties that afégct the Company's future results,
please review the information set forth below urgf@rward Looking Statements."

ITEM 1. BUSINESS

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

The Company is a facilities based provideat is, a provider that owns or leases a suliatgrtion of the plant, property and equipment
necessary to provide its services) of a broad rafgeegrated communications services. The Comesycreated, generally by constructing
its own assets, but also through a combinatioruotipasing and leasing of facilities, the Level 3Wwwrk—an advanced, international, facilities
based communications network. The Company has mesithe Level 3 Network to provide communicatioaiges, which employ and
leverage rapidly improving underlying optical amdelrnet Protocol technologies.

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

. Rapidly Improving Technologie Over the past few years, both optical and IntePmetocol based networking technolog
have undergone extremely rapid innovation, duénge part, to market based development of undegliechnologies. This
rapid technology innovation has resulted in bothgd improvement in price-performance for optigatl Internet Protocol
systems, as well as rapid improvement in the fonetiity and applications supported by these tedgies. The Company
believes that this rapid innovation will continuelhinto the future.

. High Demand Elasticity The Company believes rapid decreases in commiiomcservices costs and prices cause
development of new bandwidth-intensive applicatjavisich drive even more significant increases indwidth demand. In
addition, communications services are direct stiiss for other, existing modes of information dlgttion such as traditional
broadcast entertainment and distribution of soféwaudio and video content using physical mediavel®d over motor
transportation systems. The Company believes thabmmunications services improve more rapidly th@se alternative
content distribution systems, significant demanlil né generated from these sources. The Compargveslthat high elasticity
of demand from both these new applications andtigutisn for existing distribution systems will conue for the foreseeable
future. The Company believes that while high demeladticity will be manifested over time, governmssgulation,
communications supply chain inefficiencies and npmization of local access networks may causezatiin of demand to be
delayed.

In connection with the Company's belief that comioations services are direct substitutes for exgsthodes of information
distribution, during 2002, the Company completezldhquisition

3

of CorpSoft, Inc., which conducted its businessaurttie name Corporate Softwa'¥, a global distributor, marketer and rese
of business software. In addition, during 2002,@leenpany completed the acquisition of Software 8peg Inc., a global
business-to-business software services provideRekember 31, 2002, CorpSoft, Inc. was merged anthinto Software
Spectrum, Inc., with Software Spectrum as the singientity.



The Company believes that communications priceoperdnce will improve more rapidly than computing alata storage price
performance and, as a result, companies will, tueg, seek information technology operating efficig by purchasing software
functionality and data storage as commercial sesvirocured over a broadband networks such asetyed B Network.

Level 3 believes that the combination of Levelr8swork infrastructure, and Software Spectrum'setige in software lifecycle
management and marketing, as well as strong custaiaionships, will position Level 3 to benefg aeompanies change the
manner in which they buy and use software capgbilit

The Company also believes that there areragsignificant implications that result fromgtsilicon Economics market dynamic:

. Incorporating Technology Change Given the rapid rate of improvement in opticad anternet Protocol technologies, the
communications service providers that are most#ffe at rapidly deploying new technologies wilMeaan inherent cost and
service advantage over companies that are lessigéfet deploying these new technologies.

. Capital Intensity The rapid improvements in these technologiesthadheed to move to new technologies more quiadulis
in shortened economic lives of underlying assetsadhieve the rapid unit cost reductions and imgnoents in service
capabilities, service providers must deploy newegations of technology sooner, resulting in a nuayeital-intensive business
model. Those providers with the technical, operati@nd financial ability to take advantage of theid advancements in these
technologies are expected to have higher absoduyttiéat requirements, shortened asset lives, rapidtyeasing unit costs and
prices, rapidly increasing unit demand and higlashdlows and profits.

. Industry Structure As a result of the rapid innovation in the ungied technology, the communications industry isbhs
shifting from a utility model to a technology modé&list as in the computing industry, where markeseld standards and rapid
price performance improvements have existed for 80eyears, it is extremely difficult for a singtemmunications company to
be best-of-class across a wide variety of disogdiim a rapidly changing environment. Rather, grodpinity exists for
companies to focus on areas in which they havefigignt competitive advantages and develop sigaiftanarket share in a
disaggregated industry structure.

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

. Become the Low Cost Provider of Communicationsi&=yv Level 3's network has been designed to provigh Quality
communications services at a lower cost. For exantpé Level 3 Network is constructed using mudtipbnduits to allow the
Company to cost-effectively deploy future genenadiof optical networking components (both fiber &rashsmission electronics
and optronics) and thereby expand capacity ancceednit costs. In addition, the Company's strategg maximize the use of
open, non-proprietary interfaces in the desigriohetwork software and hardware. This approaatténded to provide Level 3
with the ability to purchase the most cost-effeetietwork equipment from multiple vendors and allewvel 3 to deploy new
technology more rapidly and effectively.

. Combine Latest Generations of Fiber and Opticalhfedogies. In order to achieve unit cost reductions for $raission
capacity, Level 3 has designed its network withtiple conduits to deploy successive generatiorfdef to exploit
improvements in optical transmission technologyti@jzing optical transmission systems to explogafic generations of fibe
optic technology currently provides transmissiopazty on the new fiber more cost effectively ttigaploying new optical
transmission systems on previous generations ef.fib

. Offer a Comprehensive Range of Communications &exviThe Company provides a comprehensive range ofragrications
services over the Level 3 Network. The Companyffisrimg broadband transport services under thedreame (3)LiniéM |
colocation services under the brand name (3)CéNt@olocation, MPLS based private networks under taad name (3)Pack
SMMPN, Internet access services under the brand if@y8eossroadsM, and Softswitch based services under the brangésam
(3)ConnectMModem and (3)VoicéM . The availability of these services varies by tmra

. Provide Upgradeable Metropolitan Backbone Netwo Level 3's significant investment in metropolitptical network:
enables the Company to connect directly to poiftsadfic aggregation. These traffic aggregatioailiies are typically locatior
where Level 3's customers wish to interconnect thighLevel 3 Network. Level 3's metropolitan backbmetworks allow Level
3 to extend its network services to these aggregatints at low costs. As of December 31, 2002 Gbmpany had constructed
metropolitan networks totaling approximately 14,58®duit miles and approximately 792,000 fiber mile the United States,
and approximately 3,580 conduit miles and approxégal 55,000 fiber miles in Europe. The Companyewels that these
metropolitan networks are a significant strategieamtage versus other intercity communications amgs that must connect
customers using potentially high cost, low capadégacy facilities provided by former local mondpproviders. This difficult
situation is sometimes referred to as the "locaplbottleneck™.

. Provide Colocation Facilities Level 3 believes that providing colocation seegion its network attracts communicati



intensive customers by allowing Level 3 to offessh customers reduced bandwidth costs, rapid pooiuig of additional
bandwidth, interconnection with other third-pargtworks and improved network performance. Therefoesel 3 believes that
controlling colocation facilities in its Gatewaysopides it with a competitive advantage.

As of December 31, 2002, Level 3 had secured appaiely 5.0 million square feet of space for itd€¥@ay and colocation
facilities and had completed the buildout of apjireately 3.2 million square feet of this space.

. Target Top 300 Global Bandwidth Custom¢ The Company's communications services distribugioategy is to utilize a dire
sales force focused on high bandwidth generatirsiniesses. These businesses include incumbentebocadnge carriers,
established next generation carriers, internatioaaiers also known as PTTs, major ISPs, broadbahtk television operators,
major interexchange carriers, governments, acadeomisortia and media and entertainment contentigieos. Providing
communications services at continually decliningdwidth costs and prices is at the core of the Gomis market enabling
strategy since bandwidth generally represents staantial portion of these businesses' costs.

. Pursue Consolidation Opportunitie The Company from time to time evaluates possibtguisition opportunities. In evaluati
potential consolidation opportunities, among ottréeria, the Company evaluates the potential aitijon according to the
transaction's ability to generate positive castvflaom high credit quality customers. In addititine Company generally purst
opportunities to acquire recurring revenues thatepredominantly from services the Company alrgadyides, in geographic
areas that are already served, with customerathatonsistent with Level 3's existing customeebas
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On February 4, 2003, Level 3 announced the acengiff substantially all of the assets and operatiof Genuity Inc., a
Massachusettbased provider of communications services ("Gefuitynder the agreement, Level 3 paid $60 milliomet cas
consideration to Genuity and assumed certain leng-bperating agreements. As part of the transadti@ Company also paid
$77 million in cash for assumed network obligatitm&e used by Level 3 during 2003. As part oftthesaction, Level 3
assumed most of Genuity's existing customer cotstieaed in addition, has sighed new multi-year cqustocontracts that
together represent expected revenue in excessuflh over the remaining life of the agreements.

. Provide Seamless Interconnection to the Public@weil Telephone Network (the "PSTN"The Company offers (3)Voicd!
long distance service, which allows the seamlegsdonnection of the Level 3 Network with the PSfBlong distance voice
transmissions. Seamless interconnection allowomests to use Level 3's Internet Protocol basedaErwithout modifying
existing telephone equipment or dialing procedittest is, without the need to dial access coddeltmw other similar special
procedures). The Company's (3)ConndtModem turnkey modem infrastructure service usedlairBoftswitch technology to
seamlessly interconnect to the PSTN and to theiplriikernet.

. Develop Advanced Operational Processes and BusBaggort SystemsThe Company has developed and continues to de
a substantial, scalable and web-enabled operatproaésses and business support system infragtewgpecifically designed to
enable the Company to offer services efficientljtddargeted customers. The Company believeshismsystem offers the
Company's customer's industry leading performateedsrds, reduces its operating costs, give itomess direct control over
some of the services they buy from the Companyadiod the Company to grow rapidly while minimizingdesign of its
business support systems.

. Attract and Motivate High Quality Employeed.he Company has developed programs designettactedind retain employees
with the technical skills necessary to implemeetBusiness Plan. The programs include the Comp@ntjserform Stock
Option program.

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

. Experienced Management Te¢ Level 3 has assembled a management team thedtavés is well suited to implement t
Business Plan. Level 3's senior management hasastias experience in leading the development aadketing of
communications and information technology prodaetd services and in designing, constructing andagiag intercity,
metropolitan and international networks.

. A More Readily Upgradeable Network Infrastructureevel 3's network design takes advantage of teeehnological
innovations, incorporating many of the features #tra not present in older communication netwoaks| provides Level 3
flexibility to take advantage of future developnmegeand innovations. Level 3 has designed the trasssom network to optimize
all aspects of fiber and optronics simultaneously aystem to deliver the lowest unit cost toutstamers. As fiber and optical
transmission technology changes, Level 3 expeatsaiize new unit cost improvements by deployirglttest fiber in available
empty or spare conduits in the multiple-conduit &le¥ Network. Each new generation of fiber enabEsociated optical
transmission equipment to be spaced further apdrtarry more traffic than the same equipment deggion older generations
of fiber. The Company believes that the spare civraldisign of the Level 3 Network will enable Lexaeto lower costs and pric
while enjoying higher margins than its competit



. Integrated End-to-End Network PlatformLevel 3's strategy is to deploy network infrastrme in major metropolitan areas and
to link these networks with significant intercitgtworks in North America and Europe. The Compariebes that the
integration of its metropolitan and intercity netk® with its colocation facilities will expand tlseope and reach of its on-net
customer coverage, facilitate the uniform deployhténiechnological innovations as the Company masats future upgrade
paths and allow the Company to grow or scale igice offerings rapidly. Level 3 believes thatstthe only global
communications service provider with the unique boration of large fiber-count, multi-conduit metadipan networks,
uniformly deployed multi-conduit intercity networksd substantial colocation facilities.

. On-Net Transport Activation Process ("ONTAP"). Level 3 has developed ONTAP—an automated prdoesignificantly
shorten the time period between receipt of a cust@norder and the installation of that order. Modtstry participants install a
customer's order over a several week and ofterralaventh process. Through the use of ONTAP, L&vielable to reduce that
installation time interval significantly. Level 8 able to provision or install a customer's capamitier in a matter of days rather
than the industry standard of weeks or even moiigeneral, using ONTAP, Level 3 is able to insaatustomer's private line
or wavelength service that is on the Level 3 nekweithin 10 calendar days. In addition, ONTAP pdms a customer with
immediate verification that the requested capdsigvailable on the Level 3 network and a confirrdetivery date. As a result
customer can more closely tie its capacity purch&sés actual demand rather than having to farteftaure demand in advance
to meet a competitor's much longer installatioerival.

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

. Fully Funded Business PlanLevel 3 believes that its Business Plan is féllyded through free cash flow breakeven. The
Company expects to reach free cash flow breakeugnglthe second quarter 2004. As a result, LeusIgves that it has low
financial risk relative to certain other communioas service providers.

The Level 3 Network.

The Level 3 Network is an advanced, inteamal, facilities based communications networkday, the Company provides its services
over its own facilities. Through 2000, the Companiynarily offered its communications services udiocpl and intercity facilities that had
been leased from third parties. This enabled thefgzmy to develop and offer certain of its servidesng the construction of its own facilities.
At December 31, 2002, the Company's network encesgsg

. an intercity network covering nearly 16,000 milesNiorth America
. leased or owned local networks in 57 North Americaarkets
. an intercity network covering approximately 3,600esacross Europe;
. leased or owned local networks in 16 European nisirke
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. approximately 5.0 million square feet of Gatewag &nansmission facilities in North America and Euepand
. a 1.28 Tbps transatlantic cable syst

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

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

. Initial installation of optical fiber strands des&p to accommodate dense wave division multiplekiamgsmission technology.



addition, the Company believes that the installattbnewer optical fibers will allow a combinatiohgreater wavelengths of
light per strand, higher transmission speeds angdophysical spacing between network electrofdibe. Company also believ
that each new generation of optical fiber will alloncreases in the performance of these aspeatsrietiesign and will
therefore enable lower unit costs.

. High speed SONET transmission equipment employétighealing protection switching and designed fighhquality and
reliable transmission. The Company expects that tivee, SONET equipped networks will be replacethwietwork designs
that employ a "mesh" architecture made possibladwances in optical technologies. A mesh architectillows carriers to
establish alternative protection schemes that methee amount of capacity required to be reservegratection purposes.

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

North America. During the first quarter of 2001, the Companynpleted its construction activities relating ®Morth American
intercity network. Also during 2001, the Companyngeted the migration of customer traffic fromatsginal leased capacity network to the
Company's completed North America intercity netwdkring 2000, the Company had substantially cotepl¢éhe construction of this interc
network. Deployment of the North American interaigtwork was accomplished through simultaneoustoact®on efforts in multiple
locations, with different portions being completadiifferent times. The Company has completed coason of 15,889 route miles of its No
American intercity network. All route miles of tiNorth American intercity network are operational.

Europe. In Europe, the Company has completed constmuct, its approximately 3,600 route mile fiberiophtercity network with
characteristics similar to those of the North Aroani intercity network in a two Ring architecturairidg 2000, the Company completed the
construction of both Ring 1 and Ring 2 of its Eweap network. Ring 1, which is approximately 1,80&& connects the major European ci
of Paris, Frankfurt, Amsterdam, Brussels and Lonaloh was operational at December 31, 2000. Rimghizh is approximately 1,600 miles,
connects the major German cities of Berlin, Colodhasseldorf, Frankfurt, Hamburg, Munich and StattgRing 2 became operational during
the first quarter of 2001.

During 2002, the Company completed an esioanof its European operations to 7 additionaesitThe additional European cities
include: Karlsruhe and Cologne, Germany; MilanlyttZurich and Geneva, Switzerland; Madrid, Spain¢g Stockholm, Sweden. The
Company's expansion to these additional locatices facilitated through the acquisition of availatdgacity from other carriers in the region.
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Level 3's European network is linked to ltlegel 3 North American intercity network by thevet 3 transatlantic 1.28 Thps cable system,
which was also completed and placed into servieand2000. The transatlantic cable system—refetodaly the Company as the Yellow
system—nhas an initial capacity of 320 Gbps anggradeable to 1.28 Tbps. The deployment of Yellag wompleted pursuant to a co-build
agreement announced in February 2000, whereby GGrbasing Ltd. participated in the constructionarid obtained a 50% ownership
interest in, Yellow. Under the co-build agreemémtyel 3 and Global Crossing Ltd. each now separatei and operate two of the four fiber
pairs on Yellow. Level 3 also acquired additionapacity on Global Crossing Ltd.'s transatlanticleaBtlantic Crossing 1, during 2000 to
serve as redundant capacity for its fiber pairy ethow.

Asia. The Company established an Asia Pacific heatiengain Hong Kong in 1999, and during 2000 the @any completed and
opened Gateway facilities in Tokyo and Hong KomgJ&nuary 2000, Level 3 announced its intenticteteelop and construct a Northern Asia
undersea cable system initially connecting Hongd<and Japan. The Hong Kong-Japan cable was intdndszlthe first stage of the
Company's construction of an undersea networkdrreigion. At that time, the Company indicatedrteition to share construction and
operating expenses of the system with one or rmahesiry partners. In December 2000, the Compamesign agreement to collaborate with
FLAG Telecom on the development of the NortherneAgidersea cable system connecting Hong Kong, JKpaga and Taiwan.

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

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

Local Market Infrastructure. The Company's local facilities include fibettiometworks connecting Level 3's intercity netw@hateway
sites to ILEC and CLEC central offices, long distaarrier points-of-presence ("POPs"), buildingading communicatioimtensive end use
and Internet peering and transit facilities. Le¥'slhigh fiber count metropolitan networks allove thompany to extend its services directly to
its customers' locations at low costs, becausavh#ability of this network infrastructure doestmequire extensive multiplexing equipment to
reach a customer location, which is required irirany fiber constrained metropolitan networ



The Company had secured approximately Slldmsquare feet of space for its Gateway anddmission facilities as of December 31,
2002 and had completed the buildout of approxinge8e? million square feet of this space. The Conyfmimitial Gateway facilities were
designed to house local sales staff, operation#fl $he Company's transmission and Internet Podtating and Softswitch facilities and
technical space to accommodate (3)CePtEEolocation services—that is, the colocation of pquént by highvolume Level 3 customers, in
environmentally controlled, secure site with diractess to the Level 3 Network generally throughl diault tolerant connections. The
Company's newer facilities are typically largerrttihe Company's initial facilities and were desdjte@include a smaller percentage of total
square feet for the Company's transmission andnaté’rotocol routing/Softswitch facilities andaader percentage of total square feet for the
provision of (3)Cente?™ Colocation services. The Company is offering itd if& SM Transport services, (3)CenteY Colocation
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services, (3)Crossroad¥ services, (3)Packé!, (3)ConnecEM Modem services and (3)Voic® services at its Gateway sites. The availat
of these services varies by location.

As of December 31, 2002, the Company hagtaifonal, facilities based local metropolitan netke in 27 U.S. markets and nine Europ
markets. Also as of December 31, 2002, the Compadyentered into interconnection agreements cayd2® North American markets.

The Company has negotiated master leaghsseweral CLECs and ILECs to obtain leased cap&adim those providers so that the
Company can provide its customers with local trassion capabilities before its own local networks eomplete and in locations not directly
accessed by the Company's owned facilities.

At March 10, 2003, the Company had a total3 markets in service: 57 in the United Stated 26 in Europe. In the United States, the
Company markets in service include:

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

Chicago Long Island Phoenix St. Louis
Cincinnati Los Angeles Pittsburgh Stamford
Clevelanc Louisville Portland Tampa

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

El Pasc Nashville Richmond

Fort Worth New Orleans Sacrament

In Europe, the markets in service include:

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

Frankfurt Milan

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

. Transport Services.The Company's transport services are brandedin@$M " and consist of (3)LinkM Global Wavelengths,
(3)Link SMPrivate Line services, and (3)Lifk! Dark Fiber.

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

. (3)Link SMPrivate Line services.(3)Link Private Line services consist of a fixamount of dedicated bandwidth between fixed
locations for the exclusive use of the customeesBEservices are offered with committed levelsuaflity and with network protection
schemes included. (3)Link Private Line servicescareently priced at a fixed rate depending upandistance between end points and
the amount of bandwidth required. These servicesyaically offered through short term, annual &onty-term pre-paid contracts. The
Company is offering the following types of privditee services:

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

. (3)Link SMPrivate Line—Metro ServicesLevel 3 provides this service within a metropaiitarea. This service is provided in three
categories: Metro Access Stand-alone—a metro tiigimstalled from a customer site to a colocatiabinet in a Level 3 Gateway in
that city; Metro Point to Point—a circuit is ind&ad between two of a customers' sites by passiogigiih the Level 3 Gateway in that
city; and Metro Access-a-circuit is installed from the customer's locatioraccess backbone services that are locatedwithiLevel &
Gateway. Available transmission speeds include DS&-3, OC-12 and OC-48.

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

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

. (3)Link SMDark Fiber. Level 3 offers leases of dark fiber and condlahg its local and intercity networks on a longrteasis.
Customers can lease dark fiber and conduit in anybination of three ways: (1) segment by segméntiufl ring or (3) the entire Lev
3 Network. Level 3 offers colocation space in ist@&vay and intercity reblansmission facilities to these customers forrttransmissio

electronics.
. Colocation and Gateway Servici
. (38)CenterSMColocation. The Company offers high quality, data center grsgace where customers can locate servers, catoeage

devices and communications network equipment @f@ and secure technical operating environment.

At its colocation sites, the Company offers higleexh reliable connectivity to the Level 3 Networdado other networks, including both local
and wide area networks, the PSTN and
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Internet. Level 3 also offers customers AC/DC pgweenergency back-up generator power, HVAC, firdgurtion and security. These sites are
monitored and maintained 24 hours a day, sevenaayeek.

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

. Internet Protocol (IP) Services

. (3)CrossRoadsM. (3)CrossRoads is a high quality, high speed ieteaccess product offering. The service is offémealvariety of
capacities—100BaseT, GigE, DS-1, DS-3, OC-3 andl@&-using a variety of interfaces including Etheraett SONET. A unique
feature of the service is Destination Sensitivdifigjlor DSB. Through DSB, (3)CrossRoads customassfpr bandwidth based on the
destination of their traffic. DSB customers pay éither "Sent" or "Received" bandwidth, but nottb:



Level 3 believes that the combination of Destinatgensitive Billing with metropolitan and intercittworks and significant colocation space
is a competitive advantage and that this accoamthé rapid market acceptance of (3)CrossRoadatm These services are typically offered
through short-term and annual contracts.

. (38)PackettMMPN. (3)Packet MPN or (3)Packet MPLS Private Netwaskan MPLS-based data transport service that oféernet
access into Level 3's managed wide area network Cidmpany is currently developing (3)Packet MPIdltow for ATM and Frame
Relay access as well. Customers can purchaseip@mty of Level 3's markets in North America or &oe to build virtual connections
between ports and create a customized networkieolB)Packet MPN, which is a product that isdallbased on a customer's usage, is
designed to allow communications-intensive custemeideploy and manage traffic over a virtual pevaetwork, enabling them to
access capacity as usage demand dictates. Thitsilitgxcan decrease network costs and is a higleleable alternative to traditional
transport services. These services are typicafgred through short-term or annual contracts.

. DSL Backbone AggregationLevel 3's digital subscriber line ("DSL") accessvice provides ISPs with reliable connectivityween
the ILEC's Local Access and Transport Areas ("LAS'Aand Level 3's Internet backbone. This servamesists of inter- and intra-
LATA interconnects, aggregation equipment, backboaesport, and network management control. Thigice also provides ISPs wi
pre-provisioned capacity from which capacity carekgacted during end user provisioning. LevellBd Capacity Management
System enables ISPs to selinage the provisioning and capacity managemenepso Level 3 also provides IP address assignmel
management.

. Softswitch ServicesLevel 3 has pioneered and developed the Softswitcdistributed computer system that emulates the
functions performed by traditional circuit switchesabling Level 3 to control and process telephzails over an Internet
Protocol network. Currently, Level 3 is offeringav@oftswitch based services: (3)ConndéModem and (3)VoicéM. These
services are typically offered through short-teamual and long-term contracts.

. (3)ConnecEMModem. The Company is offering to its (3)Connect Modamstomers an outsourced, turn-key infrastructuretimni for
the management of dial up access to either thamldérnet or a corporate data network. (3)Coniatiem was the first service
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offered by the Company that used Softswitch teatmpto seamlessly interconnect to the PSTN. ISRypcise a majority of the
customer base for (3)Connect Modem and are provadetly managed dial up network infrastructure #orcess to the public Internet.
Corporate customers that purchase (3)Connect Magewces receive connectivity for remote usersufpsrt data applications such
telecommuting, e-mail retrieval, and client/serapplications.

As part of this service, Level 3 arranges for thevision of local network coverage, dedicated Ide@phone numbers (which the (3)Connect
Modem customer distributes to its customers inctiee of an ISP or to its employees in the casecofgorate customer), racks and modems as
well as dedicated connectivity from the customlecstion to the Level 3 Gateway facility. Level B@provides monitoring of this

infrastructure 24 hours a day, seven days a wegkr®viding a turn-key infrastructure modem solatibevel 3 believes that this product
allows its customers to save both capital and diperaosts associated with maintaining the infracttire.

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

. (3)VoiceSMServices. The Company also offers (3)Voice, an Internet@ol based long distance service, which uses Bibéts
technology. This long distance service is curreatigilable for originating long distance calls #harkets and is generally targeted at
carriers. The end users of the Company's (3)Vaacgar customers place a long distance call bygusiisting telephone equipment &
dialing procedures. The local service providergfars the call to the Level 3 Softswitch whereitonverted to Internet Protocol
format. The call is then transmitted along the L&/etwork to another Level 3 Gateway facility closesthe receiving city where it
sent to the called party in whatever format is ekiincluding a standard telephone call. CallshenLevel 3 Softswitch network can be
terminated or completed anywhere in North Ameridze (3)Voice long distance service is offered guality level equal to that of the
traditional telephone network.

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

. Dedicated Acces: Level 3 now offers Internet Advantage™ and ISReEi™ services that connect enterprises and sepvmaders
directly to the Internet through an end-to-end,icited high-speed connection. Level 3 offers adbsgectrum of dedicated connection
types with flexible pricing structures, as wellasnprehensive service level agreements. Dedicatednet access is offered at speeds
ranging from DS-1, including fractional DS-1, upD&-3.



. Content Delivery and High Availability Servici For customers with high traffic Web sites, ther(any also offers optional, hi¢
availability services that can increase Web sifgacidy and performance.

. Storage. The Company's storage service is a suite of géosalutions that enables companies to continuacdgss critical data duril
planned and unplanned outages. The suite suppasisess continuity by combining storage devicesraadagement, Internet access
services, and optional managed Web hosting serv@tesage, which is the first end-6md managed storage solution run over IP off
by a service provider, consists of a
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number of services including Remote Data Replicatidn-Demand Capacity and Remote Site Failover.

. Virtual Private Networks. With the Company's VPN service, the Company essahh enterprise and its employees, customerslieis
and business partners to securely send and reioéivenation to and from each other via encrypteal-dp, dedicated, DSL or cable-
modem Internet connections. The Company's VPN Athgat™ service is a managed VPN service that makessible to
communicate securely over Level 3's Internet backlsnd over the Internet from virtually anywheré¢hia world. With VPN
Advantage, customers benefit from the capabilities large, shared IP-based network infrastruoithide maintaining the look and feel
of their own private corporate network.

. Managed Security ServicesThe Company's managed security services arebdealad can be customized to a customers' needs and
provides a high level of protection for their corgie networks. Level 3's managed security seniicegde monitoring the network
perimeters of enterprise customers, 24 hours astagn days a week, and using firewall managenraintenance and proactive
response techniques to ensure the security of podsts into their computing infrastructure. Thengpany's Site Patrol™ for FireWall-
1 and Genuity Security Advantage™ are Internetsigcservices that help to significantly reduce espre to Internet security threats
and firewall breaches. In addition, Level 3 offargulnerability assessment service, Genuity Sien3¢, that helps enterprises
strengthen their network perimeter security by guidally testing for potential weaknesses and gativey recommendations for
correcting them.

. eServices. The Company's eServices offering provides a cetmmsive suite of value-added eBusiness serviggogpective
customers, installed customers and ePartners. Heggiees encompass all aspects of planning, degigmd implementing an effecti
eBusiness infrastructure solution, including: peogrand project management services, migrationc@sysecurity services,
performance services, network optimization servieesl eBusiness continuity services. This portfofigervices is delivered by a
combination technical consultants working in comfion with the Company's highly-skilled internal 8l practitioners” utilizing a
structured methodology called "Mission Planning."

. Managed Web Hosting.The Company's managed Web hosting service previdiy managed, secure and reliable Web hosting
capabilities for businesses operating in Windowd®@0r UNIX environments that want to use the Conyfsexpertise to implement
and manage their Web environment. Level 3 mandgesyistems and platforms and generally retains mshipeof certain equipment
and software.

. Customer Managed Web Hostit Level 3's customer managed Web hosting servidesgyned for enterprises that de:
administrative control of their Web sites but prdfepartner with an experienced, reliable Web ingsprovider. This service provides
the customer with pre-configured server hardwarksaftware, Internet access and the benefit ofreemod continuously monitored
data centers. The Company's customers for thiscgerstain full responsibility for the content aadiministration of their Web sites.

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

Level 3's communications services salegegtly is to utilize a direct sales force focusedhigih bandwidth generating businesses. These
businesses include incumbent local exchange carestablished next generation carriers, internatioarriers also known as PTTs, major
ISPs, broadband cable television operators, majeréxchange carriers, governments and media geda@&nment content providers. Provid
continually declining bandwidth costs to these camigs is at the core of Level 3's market enabliragegy.

Beginning in 2001, Level 3 changed its caminations services customer focus to the top 308ad users of bandwidth capacity. These
top 300 global users tend to be financially moabié than certain Internet early stage companies.dompany has in place policies and
procedures to review the financial condition ofgudial and existing customers and concludes tHiatibility is probable prior tc



commencement of services. If the financial conditid an existing customer deteriorates to a poimtng payment for services is in doubt, the
Company will not recognize revenue attributabléhtat customer until cash is received. Based oretpeicies and procedures, the Company
believes its exposure to collection risk within t@nmunications business and effect to the findstéements is limited. The Company is not
immune from the affects of the downturn in the exrag and specifically the telecommunications indydtowever, the Company believes the
concentration of credit risk with respect to reediles is mitigated due to the dispersion of the gamy's customer base among geographic
areas and remedies provided by terms of contractsttutes.

For the year ended December 31, 2002, appately 49% of the Company's sales were to netwookiders (which includes carriers and
broadband access providers), 43% were to servmadars (which includes ISPs and web-based sepriceiders) and 8% were from end-
users. For the year ended December 31, 2002, gtesinstomer accounted for more than 10% of the g2myis consolidated total revenues.
For the year ended December 31, 2002, the ComptpyE0 communications services customers accodateapproximately 47% of the
Company's total communications revenues. Revermune fine Company's largest communications customaerika Online, Inc. ("America
Online") represented approximately 13% of the Camyfsacommunications revenues for 2002 and apprdeimd% of the Company's
consolidated revenues. With the acquisition of Gglsucontract with America Online and additionahtracts executed in the second half of
2002, the Company expects communications servesenue attributable to America Online will rangenfrapproximately 23% to 25% of tc
communications revenue in 2003.

Business Support Systems

In order to pursue its sales and distridusitrategies, the Company has developed and ismaomg to develop and implement a set of
integrated software applications designed to autertiee Company's operational processes. Througtetelopment of a robust, scalable
business support system, the Company believe# teas the opportunity to develop a competitiveadage relative to traditional
telecommunications companies. Whereas traditieatbmmunications companies operate extensive ydgasiness support systems with
compartmentalized architectures that limit theitigtto scale rapidly and introduce enhanced sasiand features, Level 3 has developed a
business support system architecture intended kinmiwee both reliability and scalability.

Key design aspects of the business supgetém development program are:

. integrated modular applications to allow the Conypanupgrade specific applications as new prodargsavailable

. a scalable architecture that allows certain fumstithat would otherwise have to be performed byelL8wemployees to be
performed by the Company's alternative distributibannel participants;
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. phased completion of software releases designaliow the Company to test functionality on an imoestal basis;
. "wek-enabled" applications so that-line access to order entry, network operation$ingiland customer care functions

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

. use of a tiered, client/server architecture thakisigned to separate data and applications, eexpected to enable continued
improvement of software functionality at minimumstcand

. use of pr-developed or "shrink wrapped" applications, whemgliaable, which will interface to Level 3's intally developec
applications.

Interconnection and Peering

As a result of the Telecom Act, properlytifieated companies may, as a matter of law, ocdaenect with ILECs on terms designed to help
ensure economic, technical and administrative éyuagtween the interconnected parties. The Teledotprovides, among other things, that
ILECs must offer competitors the services and ifiéesl necessary to offer local switched servicee ‘S—Regulation.”

As of December 31, 2002, the Company haered into interconnection agreements coveringN@ah American markets. The Compe
may be required to negotiate new or renegotiatgtiagj interconnection agreements as Level 3 expamadgerations in current and additional
markets in the future and as existing agreememiseerr are terminated.

Peering agreements between the Companj&Sitedare necessary in order for the Company toagwgehtraffic with those ISPs without
having to pay transit costs. The Company is comsitla Tier 1 Internet Service Provider and haseseént free peering arrangements with all
ISPs in North America. In Europe, the Company desnent free peering arrangements with all ISigjet one major Tier 1ISP. The
Company is currently negotiating settlement freerjpgy arrangements with this ISP. The basis on lwtfie large national ISPs make peering
available or impose settlement charges is evolasthe provision of Internet access and relatedcgsr has expanded.

Employee Recruiting and Retention



As of December 31, 2002, Level 3 had 2 &2ployees in the communications portion of its bess and information services had
approximately 3,550 employees, for a total of 6,2@tployees. These numbers do not include the erapsogf Genuity, since this transaction
closed on February 4, 2003. Level 3 has hired aqymately 1,400 Genuity employees, who become piahetransitional organization that is
assisting with the integration efforts. The Comparpects to reduce communications headcount thmu@003 as the Genuity integration
efforts are concluded. The Company believes teatltcess depends in large part on its abilityttac and retain substantial numbers of
qualified employees.

The primary purpose of the Company's 1998ISPlan, as amended, has been to increase the eaEhares and the profitability of the
Company and its subsidiaries (i) by enabling thenGany to attract, retain, motivate and reward aegenployees, directors and service
providers and (ii) by aligning the interests ofse@mployees, directors and service providers thihinterests of the Company and the holders
of the Company's common stock.

In order to attract and retain highly gfiedl employees, the Company believes that it isortgmt to provide a work environment that
encourages each individual to perform to his orgmential and facilitates cooperation towards stiajoals and a compensation program
designed to attract the kinds of individuals therPany needs and to align employees' intereststhé&lCompany's stockholders.
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With respect to compensation programsQbmpany believes that shderm financial rewards alone are not sufficienatipact and retai
qualified employees, and a properly designed lemgy compensation program is a necessary compofientployee recruitment and retenti
In this regard the Company's philosophy is to payual cash salary compensation that is moderagef/than the annual cash salary
compensation paid by competitors and an annuabpedance-based cash bonus, which, if the Compangsah goals are met, when added to
the annual cash salary cash compensation reswdttoital that is moderately greater than the ttalual cash compensation paid on average by
competitors. The Company's hon-cash benefit progi@mluding medical and health insurance, lifaimasice, disability insurance, etc.) are
designed to be comparable to those offered byoitgpetitors.

The Company continues to believe that tredified candidates it seeks, as well as the cuepployees it wants to retain and motivate,
place particular emphasis on equitgsed long term incentive ("LTI") programs. The @amy currently has two complementary programsa
401(k) Plan matching contribution in the form ofsbs of Level 3 common stock up to 7% of eligitdenengs or regulatory limits for 401(k)
Plan contributions; and (ii) an innovative stockiéxed program referred to as the Outperform Stqatio® ("OSO") program. If an employee
remains employed by the Company for three years fiee date of hire, the shares that are contriboyettie Company to the 401(k) Plan vest.
The 401(k) Plan also provides the Company withfléaability, subject to satisfactory Company perftance, to make discretionary grants to
the employees' 401(k) Plan accounts of shares\a##lL3s common stock of up to a set percentagbeoéimployees' compensation determined
by the Compensation Committee of the Board of Dines; all of which shares will vest three yearsirthe employee's date of hire. For the
year ended December 31, 2002, the Company appeo@étl grant to eligible employees, to be depositatieir 401(k) Plan account

The Company has adopted the OSO programchvdiffers from LTI programs generally adoptedrbgny public companies in which
employees are typically eligible for conventionahagualified stock options ("NQSOs"). NQSO progrageserally award the recipient the
right to purchase stock at a fixed price, typicallythe price on the date the NQSO was grantedleMhidely adopted, the Company believes
such NQSO programs sometimes reward employeesifes@mpany stock price performance is inferiortgestments of similar risks, dilute
public stockholders in a manner not directly prajporal to performance and fail to provide a preddrreturn on stockholders' invested capital
over the return to option holders. The Companyelvel that the OSO program is superior to an NQS(@ebprogram with respect to these
issues while, at the same time, providing employessccess-based reward balancing the associsked ri

The Company's OSO program has been theapyioomponent of Level 3's stock based LTI compémsg@rograms. The Company
designed the OSO program so that the Level 3 constamk price performance must exceed a broad-basatet stock index before OSO
holders receive any return on their options. Ireothiords, the Level 3 common stock price must pa%$airdle" of a stock index growth prior
the OSO having any value upon exercise. Curretiteyproad-based, market stock index used in the @8gram is the Standard & Poor's 500
Index, although the Compensation Committee resehegesight to select another broad-based, markekshdex for use in this program.

The Company believes that an OSO-stylenaragoetter aligns employees' and stockholderg'déste by basing stock option value on the
Company's ability to outperform the market in gahes measured by the relative performance o€tirapany's common stock to the
Standard & Poor's 500 Index. The value receiveafions under the OSO plan is based on a forrmyial\ing a multiplier related to how
much the Company's common stock outperforms thed&td & Poor's 500 Index. Participants in the O%@ym@mm do not realize any value
from options unless the Level 3 common stock poiggperforms the Standard & Poor's 500 Index. Tcetttent that the Level 3 common stock
outperforms the Standard & Poor's 500, the value®®Os to an option holder may exceed the value@$®s issued to comparable employees
at other companies.
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In July 2000, the Company adopted a coiblerbutperform stock option program, -OSQO") as an extension of the existing OSO



The program is a component of the Company's ongaimgloyee retention efforts and offers similar fieas to those of an OSO, but provides
an employee with the greater of the value of aleisbare of the Company's common stock at exergigbe calculated OSO value of a single
OSO at the time of exercise.

C-0OSO0 awards were made to eligible emplsyeployed on the date of the grant. The awards wade in September 2000 and
December 2000. Each award vests over three yedoi@ss: 1/6 of each grant at the end of the firsar, a further 2/6 at the end of the second
year and the remaining 3/6 in the third year. Emehrd is immediately exercisable upon vesting. Alsagxpire four years from the date of
grant. In September 2001, the Company granted &lp@onvertible Outperform Stock Option ("Special Q') to certain employees on the
date of grant. Each Special COSO vests in equatepbainstallments over three years and is immetifaexercisable upon vesting. Special
COSOs expire four years from the date of grant.

As stated above, since late 1997 the Cognpdhered to a compensation philosophy that inagdlkle payment of annual cash
compensation, which, if the Company's annual gaadsmet, is moderately greater than the cash cosagien paid on average by competitors,
and the delivery of equity based, LTI compensatitat is based on the performance of the Level 3ncomstock. In determining the levels of
grants of LTI compensation, the Company has strivetdkliver approximately 25 percent of the "outpenance” value of the Level 3 comm
stock to employees. The Compensation Committe@ekefloutperformance™ as the increase in the pfieesbare of Level 3 common stock
from the date of grant until the date of exercietgtive to the increase in a broad-based, matkeksndex such as the Standard & Poor's 500
Index. In addition, the Compensation CommitteehefBoard has determined that LTI compensation giaypthe Company are to be set at
levels necessary to control the overall amountlofidn to public stockholders, even in the sitoatof extreme common stock price
appreciation, while maintaining the goal of delimgron average no more than approximately 25 péwdethe outperformance to employees.

The following modifications, affecting Augul9, 2002 and later grants, were made to the @8@am in August 2002:

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

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

. A 2-year exercise moratorium was enacted for Senioe Yiesidents and the senior executive team onaglya@SO grant:
above a given threshold.

The mechanics for determining the valuarofndividual OSO is described below:

The initial strike price, as determinedtbe OSO grant date, is adjusted over time (the Ustéjd Strike Price"), until the exercise date.
adjustment is an amount equal to the percentageepgion or depreciation in the value of the S&I® Index from the date of grant to the c
of exercise. The value of the OSO increases foeaging levels of outperformance. OSOs granted pridugust 19, 2002 have a multiplier
range from zero to eight depending upon the perdoa of Level 3 common stock relative to the S&P Bfilex as shown in the following
table. OSOs granted
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August 19, 2002 and later have a multiplier ranmgenfzero to four depending upon the performandeeg€l 3 common stock relative to the
S&P 500 Index as shown in the following table.

Then the Pre-multiplier Gain Is Multiplied by a Success

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

The Pre-multiplier gain is the Level 3 coomrstock price minus the Adjusted Strike Pricetmndate of exercise.

Subsequent to March 31, 1998 (the effealate of the separation of the Company's formestroation business), the Company adopted
the recognition provisions of SFAS No. 123. UndEAS No. 123, the fair value of an OSO (as computeatcordance with accepted option
valuation models) on the date of grant is amortizegt the vesting period of the OSO. The recognifioovisions of SFAS No. 123 are appl



prospectively upon adoption. As a result, theyagelied to all stock awards granted in the yeadufption and are not applied to awards
granted in previous years unless those awards adéigd or settled in cash after adoption of theognition provisions. The adoption of SFAS
No. 123 resulted in ni-cash charges to continuing operations of $18lianiih 2002, $314 million in 2001 and $236 million2000 and will
continue to result in non-cash charges to operationfuture periods that the Company believes alib be material. The amount of the non-
cash charge will be dependent upon a number dffsdncluding the number of options granted amdf#tir value estimated at the time of
grant.

Competition

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

In recent years, competition has incre@sedl areas of Level 3's communications servicesket. The increased number of competitors
and resulting investment in telecommunications oelt® has created a substantial oversupply of néteapacity in the industry. While the
Company believes that this oversupply conditioreiaporary, the oversupply has resulted in an irlgrsompetitive environment forcing
numerous competitors to curtail their businessgkamd, in a number of cases, to file for protectinder bankruptcy or protection from cred
statutes. The Company's primary competitors ares|XECs, CLECs, ISPs and other companies thatiggarommunications products and
services. The following information identifies kegmpetitors for each of the Company's product oftg.

For transport services, Level 3's key cditqrs in the United States are other facilitiesddhcommunications companies including AT
WilTel Communications, Global Crossing, Qwest Cominations, and Broadwing. In Europe, the Compakeiscompetitors are other
carriers such as Telia International, Colt Telegrmup plc, WorldCom, and Global Crossing.
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The Company's key competitors for its (3)@ect Modem services are other providers of didhtgrnet access including WorldCom,
Sprint, Qwest, ICG and AT&T. In addition, the keynepetitors for the Company's (3)Voice service dfffgrare other providers of wholesale
long distance communications services including AT&/orldCom, Sprint and certain RBOCs. The RBOGssaeking authorizations to
provide certain long distance services which wittlier increase competition in the long distancgises market. See "—Regulation."

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

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

The communications industry is subjectapid and significant changes in technology. Fotrainse, recent technological advances permit
substantial increases in transmission capacitytf hew and existing fiber, and the introductiomefv products or emergence of new
technologies may reduce the cost or increase thgysof certain services similar to those which @@mpany plans on providing. According
in the future the Company's most significant cortpet may be new entrants to the communicationsimfiodmation services industry, which
are not burdened by an installed base of outmodézbacy equipment.

Regulation

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

Federal Regulation

The FCC regulates interstate and internatitelecommunications services. The FCC impostnsive regulations on common carriers
such as incumbent local exchange carriers ("ILE@s) have some degree of market power. The FC@sp®pless regulation on common
carriers without market power, such as the Compahg.FCC permits these nondominant carriers toigeodomestic interstate services
(including long distance and access services) withaor authorization; but it requires carriers¢geive an authorization to construct and
operate telecommunications facilities and to prewd resell telecommunications services, betweerthited States and international points.
The Company has obtained FCC approval to landatssatlantic cable in the U.S. The Company hadmda=CC authorization to provide
international services on a facilities and resalsis Under the Telecommunications Act of 1996 (896 Act"), any entity, including cable
television companies, and electric and gas uslitreay enter any telecommunications market, subjeeasonable state regulation of safety,
quality and consumer protection. Because implentientaf the 1996 Act is subject to numerous fedaral state policy rulemakir



proceedings and judicial review, there is still @rtainty as to what impact it will have on the Canyp. The 1996 Act is intended to increase
competition. The 1996 Act opens the local servioasket by requiring ILECs to permit interconnecttortheir networks and establishing IL
obligations with respect to:

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

. Resale Requires all ILECs and CLECs to permit resalthefr telecommunications services without unreabtEneestrictions o
conditions. In addition, ILECs are required to offe
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wholesale versions of all retail services to otedgcommunications carriers for resale at discaliriées, based on the costs
avoided by the ILEC in the wholesale offering.

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

. Unbundled Acces. Requires all ILECs to provide nondiscriminatocgess to specified unbundled network elementsuygicy
certain network facilities, equipment, featuresdiions, and capabilities) at any technically felspoint within their networks,
on nondiscriminatory terms and at prices basedosh (@vhich may include a reasonable profit).

. Number Portability. Requires all ILECs and CLECs to permit, to theeektechnically feasible, users of telecommundzet
services to retain existing telephone numbers witirapairment of quality, reliability or conveniemgvhen switching from one
telecommunications carrier to another.

. Dialing Parity . Requires all ILECs and CLECs to provide "1+" dqaexess to competing providers of telephone exgé
service and toll service, and to provide nondisgratory access to telephone numbers, operatorcasvilirectory assistance,
and directory listing, with no unreasonable dialdedays.

. Access to Righ-of-Way. Requires all ILECs and CLECs to permit competiagiers access to poles, ducts, conduits ands-
of-way at regulated prices.

ILECs are required to negotiate in goothfaiith carriers requesting any or all of the abawangements. If the negotiating carriers ca
reach agreement within a prescribed time, eitheferamay request binding arbitration of the digglissues by the state regulatory
commission. Even when an agreement has not beehe@alLECs remain subject to interconnection aians established by the FCC and
state telecommunications regulatory commissions.

In August 1996, the FCC released a deci@lmn"Local Competition Order") establishing rulegplementing the above-listed
requirements and providing guidelines for revievindérconnection agreements by state public utddggnmissions. The United States Court of
Appeals for the Eighth Circuit (the "Eighth CircQiivacated certain portions of the Local Competit@@rder. On January 25, 1999, the Supr
Court reversed the Eighth Circuit with respectite ECC's jurisdiction to issue regulations govegriotal interconnection pricing (including
regulations governing reciprocal compensation). $hpreme Court also found that the FCC had aughtaripromulgate a "pick and choose"
rule and upheld most of the FCC's rules governougss to unbundled network elements. The Suprermg,owever, remanded to the FCC
the standard by which the FCC identified the neknedements that must be made available on an uhedibésis.

On November 5, 1999, the FCC released derdthe "UNE Remand Order") largely retainingligs of unbundled network elements but
eliminating the requirement that ILECs provide umied access to local switching for customers fatir or more lines in the densest portion
of the top 50 Metropolitan Statistical Areas, ahd tequirement to unbundle operator services amdtdry assistance. In its decision, the FCC
reaffirmed that network elements should be priceidgia total element long-run incremental costipgg"TELRIC") methodology. A number
of parties challenged the FCC's TELRIC finding.

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

In December 2001, the FCC initiated a cahpnsive evaluation of its network element unbugdtules. Referred to as the UNE Review,
this proceeding will consider what UNEs ILECs munstke available to CLECs, and under what terms anditions.

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

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

The 1996 Act also codifies the ILECs' equatess and nondiscrimination obligations and ppt¢ginconsistent state regulation. The 1996
Act contains special provisions that modify prewaourt decrees that prevented BOCs from provilting distance services and engaging in
telecommunications equipment manufacturing. Theseigions permit a BOC to enter the long distanegkat in its traditional service area if
it satisfies several procedural and substantivairements, including obtaining FCC approval upahawing that the BOC has entered into
interconnection agreements (or, under some ciramss, has offered to enter into such agreementispse states in which it seeks long
distance relief, the interconnection agreementsfgat 14point "checklist" of competitive requirements, ghd FCC is satisfied that the BO
entry into long distance markets is in the publieiest. To date, the FCC has approved petitiopsawide long distance service by Verizon in
New York, Massachusetts, Connecticut, Pennsylv&hade Island, Vermont, New Jersey, Virginia, Neantpshire, Maine, Delawar
Maryland, West Virginia, and the District of ColurabSBC has received approval for Texas, Oklahomasids, Arkansas, Missouri, and
California, and it has applications pending for Mgan and Nevada. BellSouth has received approvals entire region of Georgia, Louisia
Alabama, Kentucky, Mississippi, North Carolina, 8oCarolina, Florida, and Tennessee. Qwest hasvextapproval for Colorado, Idaho,
lowa, Montana, Nebraska, North Dakota, Utah, Wagtoim, and Wyoming. It has applications pendingNexw Mexico, Oregon, and South
Dakota. The 1996 Act permitted the BOCs to enterait-of-region long distance market immediatelgrufis enactment.

In October 1996, the FCC adopted an omerhich it eliminated the requirement that non-daanit carriers such as the Company
maintain tariffs on file with the FCC for domestitterstate services. On February 13, 1997, the Difuit stayed implementation of the FCC
order. On April 28, 2000, all litigation with resgeo the FCC's order was resolved in favor ofRG&. As a result, a deadline of August 1,
2001 was established for non-dominant carrierd) sische Company, to eliminate tariffs for intetestand user services. In March 2001, the
FCC also ordered that all nondominant interexcharageers detariff international interexchange gas by January 28, 2002.
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Pursuant to these orders, the Company cancell¢aritisfor domestic interstate and internationgvate line services effective July 31, 2001.
The Company's state tariffs remain in place. WHzitéfs provided a means of providing notice ofges as well as terms and conditions for the
provision of service, the Company has historicedljed primarily on its sales force and marketictj\dties to provide information to its
customers regarding these matters and expectsitmae to do so. Further, in accordance with th€B@rders the Company maintains a
schedule of its rates, terms and conditions fodd@sestic and international private line servicest® website atvww.level3.com

In 2001, the FCC adopted its CLEC acceasgehorder adopting a benchmark rate for CLEC acclesrges. The order became effecti
June 2001. The rules establish a conclusive presomihat CLEC access rates at or below the bendhara just and reasonable. The FCC
adopted a three-year transition period until tHesaeach the rates charged by the ILEC in the saeee In addition, the FCC clarified that an
interexchange carrier's refusal to serve custowfeasCLEC that tariffs access rates at or belowbttrechmark rate, when the interexchange
carrier serves ILEC end users in the same arearginconstitutes a violation of their duty to pide service upon reasonable request. The
CLEC access charge order is subject to both pesitior reconsideration at the FCC and appealsaiutls. Court of Appeals. In addition,
CLEC access charges are among the intercarrier @osagion issues addressed in the FCC's NoticeopbBed Rulemaking regarding a unil
intercarrier compensation regime. The Company'g &kianding policy has been to mirror the accessrettarged by the ILECs. Because the
rates established by the FCC in the CLEC accesgelmder are consistent with the ILEC rates, tben@any is not required to change the
manner in which access charges are assessedextedl|

Beginning in June 1997, every BOC advisé&Cs that they did not consider calls in the saowall calling area from their customers to
CLEC customers, who are ISPs, to be local callgeutite interconnection agreements between the B@@&she CLECs. The BOCs claim that
these calls are exchange access calls for whidhneexge access charges would be owed. The BOCs daimwever, that the FCC exempted
these calls from access charges so that no contmm&owed to the CLECs for transporting and tieating such calls. As a result, the BOCs
threatened to withhold, and in many cases did withireciprocal compensation for the transport tmchination of such calls. To date, th-



six state commissions have ruled on this issubdrcontext of state commission arbitration proaggsior enforcement proceedings. In thirty
three states, to date, the state commission haswietd that reciprocal compensation is owed fohsalls. Several of these cases are
presently on appeal. Reviewing courts have upledstate commissions in eleven decisions renderddte on appeal. Decisions in the Third,
Fourth, Fifth and Seventh U.S. Circuit Courts ofp&pl have affirmed the reviewing courts and upkéte determinations that reciprocal
compensation is owed for ISP bound traffic. On Haby 25, 1999, the FCC issued a Declaratory Ruimghe issue of inter-carrier
compensation for calls bound to ISPs. The FCC rtilatithe calls are largely jurisdictionally intext® calls, not local calls. The FCC, howe
determined that this issue was not dispositive leétver inter-carrier compensation is owed.

The FCC noted a number of factors which ld@liow the state commissions to leave their densrequiring the payment of
compensation undisturbed. That decision was apgealthe D.C. Circuit which held on appeal that H@&C had failed to adequately suppor
conclusions under the requirements of the 1996 @utApril 18, 2001, the FCC adopted a new ordeargigg intercarrier compensation for
ISP-bound traffic. In that Order, the Commissionaé to address the issues raised by the D.CuiCmad established a new intercarrier
compensation mechanism for ISP-bound traffic withlohing rates over a three year period. In additmestablishing a new rate structure, the
Commission capped the amount of ISP bound traiffit would be "compensable" and prohibited paymentSP-bound traffic to carriers
entering new markets. The April 2001 order was afgukto the D.C. Circuit. On May 3, 2002, the CafrAppeals released its decision,
finding that the FCC had failed to justify its mice on Section 251(g) of the Communications Aetdapting its new
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intercarrier compensation regime. The court fourad the FCC had not provided an adequate legas fasits ruling, and therefore remanded

the matter to the FCC for further explanation athlegal theory supporting the FCC's rules. #ittierim, the court let the FCC's rules stand
on the ground that the FCC may likely have autiiant other legal grounds to adopt those rules. liniclear when the FCC will issue revised

findings in response to the latest remand.

Although there is a fair amount of uncemtgisurrounding the regulatory and economic treatroéISP-bound traffic, the Company has
over the past several years entered into agreemht¥erizon that provides for payment for ISP-ubd traffic in the former Bell Atlantic
territory, with SBC Corporation for the 13-stateeogiting territory that includes its affiliates FfacBell, Southwestern Bell, Ameritech and
Southern New England Telephone, and with BellSautts nine-state operating territory. The Compéag also entered into interconnection
agreements with Qwest, Cincinnati Bell Telephomg, Sprint that reflect the intercarrier compensatiates adopted by the FCC in its most
recent order. Given the general uncertainty sudmgthe effect of these decisions, appeals, amdetmand, the Company may have to change
how it treats the compensation it receives for teating calls bound for ISP- bound traffic if thgraements under which compensation is paid
provides for the incorporation of changes in FCleéswand regulations.

The FCC has to date treated ISPs as "eplag®arvice providers," exempt from federal andestagjulations governing common carriers,
including the obligation to pay access chargescamiribute to the universal service fund. Neveghs] regulations governing disclosure of
confidential communications, copyright, excise taxd other requirements may apply to the Compamg\asion of Internet access services.
The Company cannot predict the likelihood thatestiaderal or foreign governments will impose addil regulation on the Company's
Internet business, nor can it predict the impaat thture regulation will have on the Company'srafiens.

In December 1996, the FCC initiated a Not€ Inquiry regarding whether to impose regulaion surcharges upon providers of Internet
access and information services (the "Internet NdlKe Internet NOI sought public comment upon Wketo impose or continue to forebear
from regulation of Internet and other packet-swatimetwork service providers. The Internet NOI #jmadly identifies Internet telephony as a
subject for FCC consideration. On April 10, 199& FCC issued a Report to Congress on its impleatientof the universal service provisic
of the 1996 Act. In that Report, the FCC statedoagnother things, that the provision of transmissiapacity to ISPs constitutes the provision
of telecommunications and is, therefore, subjeciotmmon carrier regulations. The FCC indicated ithabuld reexamine its policy of not
requiring an ISP to contribute to the universavger mechanisms when the ISP provides its own tnéson facilities and engages in data
transport over those facilities in order to provadeinformation service. Any such contribution bfaailities based ISP would be related to the
ISP's provision of the underlying telecommunicagigervices. In the Report, the FCC also indicdtatlit would examine the question of
whether certain forms of "phone-phone Internet Protocol telephony" are informaservices or telecommunications services. It ndtetl the
FCC did not have an adequate record on which teeraal definitive pronouncements on that issueiatitne, but that the record the FCC |
reviewed suggests that certain forms of phone-tmpHhnternet Protocol telephony appear to haveairhinctionality to non-Internet Protocol
telecommunications services and lack the charatiesithat would render them information servidethe FCC were to determine that certain
Internet Protocol telephony services are subjeEtQE€ regulations as telecommunications servicesEF@C noted it may find it reasonable that
the ISPs pay access charges and make universaleseontributions similar to non-Internet Protobaked telecommunications service
providers. The FCC also noted that other formsitédrhet Protocol telephony appear to be informagienvices.
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On October 18, 2002, AT&T Corporation filagetition for declaratory ruling with the FCC lvitespect to phone-to-phone Internet
Protocol telephony. The petition requested thaRBE affirm that such services are exempt fromaiteess charges applicable to circuit
switched interexchange calls and that it is lawduprovide such service through local end userisesv Comments were filed with the FCC



response to the AT&T petition, and it is unclearewhihe FCC might rule on the question presented.ddmpany cannot predict the outcome
of these proceedings or other FCC or state prongedhat may affect the Company's operations ooga@dditional requirements, regulations
or charges upon the Company's provision of Inteaeess and related Internet Protocol-based tefgpdervices.

The Communications Act requires that edelgcommunications carrier contribute, on an etpatand non-discriminatory basis, to
federal universal service mechanisms establishetidi#CC, and the FCC also requires providers nfgmwmmon carrier telecommunications
to contribute to universal service, subject to s@xausions and limitations. At present, these igbations are calculated based on contribu
interstate and international revenues derived fth8. domestic end users for telecommunicationelecommunications services, as those
terms are defined under FCC regulations. The Copngaursuant to federal regulations, pays theseritanions. The amount of the Company's
contributions can vary based upon the total amotiféderal universal service support being providader the FCC's federal mechanisms and
associated administrative expenses, the methodoisgg by the FCC to calculate each carrier's danitdans, and, at present, the proportion of
the Company's assessable interstate and interabterenues derived from its domestic end usertefecommunications or
telecommunications services to, for all contribatdhe total amount of assessable interstate dachational revenues derived from domestic
end users for telecommunications or telecommurtinatservices. The extent to which the Companyiscesr are viewed as
telecommunications/ telecommunications servicesmsdnformation services will also affect the Compsamontributions. On December 13,
2002, the FCC adopted a Report and Order modifyiagcurrent method of carrier contributions to tinéversal service fund. The revised
revenue-based methodology will impose universalisercontributions on the basis of projected, aid end-user interstate revenues, in lieu
of the current system of basing contributions @tdrical, gross-billed revenues. This revised mathagy is intended to operate as an interim
solution only, subject to further revision follovgthe comments in response to the Commission'sn8dearther Notice of Proposed
Rulemaking included in this Order. The FCC alsaoéased the wireless safe harbor from 15% to 28db&6itiress concerns that the current
interim safe harbor for mobile wireless providersniappropriate in light of changing market coradis. The interim changes adopted by the
FCC will not have a material impact on the amourthe Company's contributions. In the Second Fuiatice, the FCC seeks comment on
how to further reform the manner in which the F&Sesses carrier contributions to the universaig=fund. The Company is unable to
predict the changes, if any, the FCC will adopt #relcumulative effect of any such changes on thm@any's total universal service
contribution payments. In 1999, the FCC strengttétseexisting colocation rules to encourage coitipetdeployment of high-speed data
services. The order, among other things, restrittedability of ILECs to prevent certain types gli@ment from being colocated and required
ILECs to offer alternative colocation arrangemehts will be less costly. Early in 2000, the D.GrdQit struck down several aspects of the
colocation order and remanded it back to the FGQuither consideration. In response to the remérelFCC released an order in
August 2001. In that order, the FCC found that ifurittional equipment could be collocated onlyhétprimary purpose and function of the
equipment is for the CLEC to obtain "equal in quélinterconnection or nondiscriminatory access/t¢Es. The FCC also eliminated its rules
that gave CLECs the option of picking their physmalocation space. Following this remand ordenesal ILECs filed petitions for review
with the D.C. Circuit. In June 2002, the D.C. Citdssued its decision iWerizon Telephone Companies v. F@gholding the FCC's colocati
rules in their entirety and denying the ILEC petits for review.
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In 2001 and 2002, the FCC initiated a nundfgrroceedings that may have an effect on howFB€ regulates local competition and
broadband services as well as how it assessesrsaiwgervice contribution requirements. Becausd-tb€ has not released orders adopting
new regulations governing these issues,the Comisaimyable to assess the potential effect at this.ti

State Regulation

The 1996 Act is intended to increase coitipatin the telecommunications industry, espegiallthe local exchange market. With respect
to local services, ILECs are required to allow iotanection to their networks and to provide unbeddccess to network facilities, as well as
a number of other procompetitive measures. Bectgsienplementation of the 1996 Act is subject tomewous state rulemaking proceeding
these issues, it is currently difficult to predictw quickly full competition for local services dinding local dial tone, will be introduced.

State regulatory agencies have jurisdictitien Company facilities and services are usedduige intrastate telecommunications
services. A portion of the Company's traffic mayclassified as intrastate telecommunications aetefbre subject to state regulation. The
Company expects that it will offer more intrastegiecommunications services (including intrastat#ched services) as its business and
product lines expand. To provide intrastate sesyittee Company generally must obtain a certifiofifgublic convenience and necessity from
the state regulatory agency and comply with seedqeirements for telecommunications utilities, intihg state tariffing requirements. The
Company currently is authorized to provide telecamivations services in all fifty states and thetiis of Columbia. In addition, the
Company will be required to obtain and maintairinbnnection agreements with ILECs where it wishgsrovide service. The Company has
approximately 150 interconnection agreements, nodinyhich have terms that expire during 2003. ThenBany expects that it should be able
to negotiate or otherwise obtain renewals or sisaremgreements over the course of 2003 throughtiatiopf others' contracts or arbitration
proceedings, although the rates, terms, and conditipplicable to interconnection and the exchafgeffic with certain ILECs could change
significantly in certain cases. The degree to whighrates, terms, and conditions may change wpkedd not only upon the negotiation and
arbitration process and availability of other iotatnection agreements, but will also depend inifségmt part upon state commission
proceedings during 2003 that either uphold or motti€ current regimes governing interconnection tluiedexchange of certain kinds of traffic
between carriers.

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



Local Regulation

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

Canadian Regulation

The Canadian Radio-television and Telecominations Commission (the "CRTC") generally regegalbng distance telecommunications
services in Canada. Regulatory developments oeegpdlst several years have terminated the histayiwopolies of the regional telephone
companies, bringing significant competition to timdustry for both domestic and international latistance services, but also lessening
regulation of domestic long distance companieselRas, which, as well as facilitidsased carriers, now have interconnection rightsyiich
are not obligated to file tariffs, may not only
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provide transborder services to the U.S. by resgtie services provided by the regional compaamesother entities but also may resell the
services of the former monopoly international eatrireleglobe Canada ("Teleglobe"), including affgrinternational switched services
provisioned over leased lines. Although the CRT@nferly restricted the practice of "switched hubBinger leased lines through intermediate
countries to or from a third country, the CRTC m&belifted this restriction. The Teleglobe monopaln international services and undersea
cable landing rights terminated as of October B8l @lthough the provision of Canadian internatidramsmission facilities-based services
remains restricted to "Canadian carriers" with mgjeawnership by Canadians. Ownership of non-ima¢ional transmission facilities are
limited to Canadian carriers but the Company can owernational undersea cables landing in CanBlda.Company cannot, under current |
enter the Canadian market as a provider of trarssomgacilities-based domestic services. In Felyr2803, the Canadian House of Commons
began holding hearings on whether to lift the fgnedwnership restrictions that prohibit carriekelthe Company from owning intra-Canadian
transmission facilities. If the ownership restiocts are repealed, the Company anticipates thall ibevable to expand its operations and ser
offerings in Canada. Recent CRTC rulings addresses such as the framework for international cbution charges payable to the local
exchange carriers to offset some of the capitalapetating costs of the provision of switched Iaatess services of the incumbent regional
telephone companies, in their capacity as ILECd,tha new entrant CLECs.

While competition is permitted in virtualiyl other Canadian telecommunications market segsnéhe Company believes that the regi
companies continue to retain a substantial majofityre local and calling card markets. Beginnimdgviay 1997, the CRTC released a number
of decisions opening to competition the Canadiaalltelecommunications services market, which desswere made applicable in the
territories of all of the regional telephone comiparexcept SaskTel (although Saskatchewan hascuudrsty allowed local service competiti
in that province). As a result, networks operatgdChECs may now be interconnected with the netwoifidhe ILECs. Transmission facilities-
based CLECs are subject to the same majority Canawinership "Canadian carrier" requirements asinéssion facilities-based long
distance carriers. CLECs have the same statusE&dlbut they do not have universal service oracnet tariff-filing obligations. CLECs are
subject to certain consumer protection safeguardother CRTC regulatory oversight requirementsEC& must file interconnection tariffs
for services to interexchange service providerswineless service providers. Certain ILEC servicesst be provided to CLECs on an
unbundled basis and subject to mandatory pricmguding central office codes, subscriber listirgysg local loops in small urban and rural
areas. For a five-year period, certain other imgrdrCLEC services must be provided on an unburakesis at mandated prices, notably
unbundled local loops in large, urban areas. ILE@s¢ch, unlike CLECs, remained fully regulated,voié subject to price cap regulation in
respect of their utility services for an initiallieyear period beginning May 1, 1997, and theseices must not be priced below cost.
Interexchange contribution payments are now poaftetidistributed among ILECs and CLECs according fimrmula based on their respective
proportions of residential lines, with no explicantribution payable from local business exchangdirectory revenues. CLECs must pay an
annual telecommunications fee based on their ptimpoof total CLEC operating revenues. All bundiet unbundled local services (includ
residential lines and other bulk services) may hewesold, but ILECs need not provide these sesvizeesellers at wholesale prices.
Transmission facilities-based local and long distacarriers (but not resellers) are entitled t@cale equipment in ILEC central offices
pursuant to terms and conditions of tariffs andricérrier agreements. Certain local competitiondéssre still to be resolved. The CRTC has
ruled that resellers cannot be classified as CLE&Gd thus are not entitled to CLEC interconnecteasms and conditions.
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Information Services Business
Software Spectrum

In connection with the Company's beliet th& communications price-performance improves,manications services are direct
substitutes for existing modes of information dlsition, during 2002, the Company completed theugition of CorpSoft, Inc., which
conducted its business under the name Corporate&eSM , a major distributor, marketer and reseller ofibess software. In additio



during 2002, the Company completed the acquisitfdBoftware Spectrum, Inc., a global business-tsifirss software services provider. At
December 31, 2002, CorpSoft, Inc. was merged withiato Software Spectrum, Inc., with Software Speu as the surviving entity.

The Company believes that communicatioreegrerformance will improve more rapidly than cartipg and data storage price
performance and, as a result, companies will, tuex, seek information technology operating effigy by purchasing software functionality
and data storage as commercial services procurtbogadband networks such as the Level 3 Network.

Level 3 believes that the combination oféle3's network infrastructure, and Software Speauots expertise in software lifecycle
management and marketing, as well as strong custaiaionships, will position Level 3 to benefg eompanies change the manner in which
they buy and use software capability.

Through its Software Spectrum subsidiafi8sftware Spectrum”), the Company is a global hess-to-business software services
provider with sales locations, operations and adrtanters located in North America, Europe and/%scific. Software Spectrum primarily
sells software through volume licensing and maiatee ("VLM") agreements, or right-to-copy arrangetseand full-packaged software
products. In addition, Software Spectrum providastact center solutions to software publishergrivgt service providers, original equipment
manufacturers and other organizations. Softwaret8pa has established supply arrangements withmsajbware publishers, including
Microsoft, IBM/Lotus, Adobe Systems, Symantec, Nbaad McAfee. Software Spectrum markets softwétestfor all major operating
systems such as Windows NT, Windows 2000, Windo®s Dnux and Novell Netware.

Software Spectrum's strategy is to levertsgglobal infrastructure to provide a high leeélcustomer service, to maintain a cost-efficient
operating structure and to grow its product ses/lmesinesses. Software Spectrum controls its bystentralizing its administrative, customer
service and contact services operations whilezirtii a geographically dispersed field sales foteygically located in major business matr|
worldwide. The majority of Software Spectrum's newes are derived from sales to large organizatiooiding Fortune 500 and Global 500
companies, as well as thousands of mid-sized cus®from many industries.

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

Software Spectrum's Internet Web sitew.softwarespectrum.conincludes an e-commerce business center, "My Agicou
Center" ("Account Center"), which helps customeesetitheir total procurement, asset managementrtiegostandards management and o
tracking needs. The Account Center also providesocners the option of obtaining their software gtadcally. In addition, Software Spectri
partners with its customers on e-procurement platfionplementations
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with providers such as Ariba and Commerce Oneohjunction with its electronic business-to-busindésb tool, Software Spectrum
maintains headquarters-based sales representttifasslitate purchases and self-help services dfiw&ire Spectrum's customers over the
Internet. See "Sales and Marketing."

Software Spectrum provides outsourced tieehsupport and customer service through its airtenters located in the United States and
Ireland. These services are utilized by softwatgiphiers, Internet service providers, original @guént manufacturers and other businesses
that desire to outsource their various forms oftacinservices. Software Spectrum employed overOlt&€hnical support analysts and other
contact services personnel as of December 31, 20€8ding a dedicated sales force.

Software Spectrum adapts its product-rdlaggvices to specific customer requests, consitscustomers on developing strategies to
efficiently acquire and manage the customer's itnwest in distributed computing software and mandgesiccurate and timely delivery of
products. Software Spectrum provides its custométsinformation, advice and assistance througimigsketing, sales and technical staff on
the wide range of software procurement choicedaai. For customers electing to standardize deskbdtware applications or otherwise take
advantage of right-tcopy arrangements, Software Spectrum provides welisensing and maintenance agreement servicesupmmbrt. Unde
VLM agreements, Software Spectrum acts as a desigrsarvice provider to sell software licensinditigthat permit customers to make coj
of a publisher's software program from a mastek disl distribute this software within a customerganization for a fee per copy made.
Maintenance agreements entitle customers to alitesdand upgrades of covered products during thedéthe Agreement, typically three
years following the software purchase. By utilizMgM agreements, customers are able to consolititie worldwide purchases and acqt
software under a single master agreement for angivblisher from a global supplier such as Softwgwectrum. Increasingly, customers are
electing to use enterpriseide licensing agreements, which give the custaimeright to use a particular suite of producted by a publish
on all desktops across its enterprise. Softwaret8pa's licensing consultants can assist custoinesslecting the most advantageous form of
licensing available based on specific needs ortcaings. Among its other services, Software Spewstaffers on-site consultants for large
corporations, software selection assistance, softasset management and determination of pricevamithbility of hard-to-find software
products



Software Spectrum serves an importantirotbe software industry by providing a serviceeoted and cost-effective means for software
publishers to market, sell, distribute and proddpport for their products. The services providg@bftware Spectrum assist publishers by
building product awareness, marketing productsctlireon behalf of publishers to businesses andraitganizations, and providing additional
technical support related to those software prad@oftware Spectrum is also instrumental in thecsien, design and implementation of VL
programs for its customers. Software Spectrum bediehat maintaining its relationships with majabljishers is important to Software
Spectrum's future growth and profitability. Softe&pectrum will often coordinate product introdort and marketing programs with
publishers, which may involve joint regional protlseminars and cross-selling of selected compleangiproducts. By providing presales
services and marketing support, Software Spectramobtain competitive discounts from many softwarblishers, avail itself of marketing
funds provided by major publishers and work closeityh publisher personnel on various marketing s@iling matters such as the introduction
of new products, programs and related service dppibies.

Software Spectrum continues to sell mofitvgwe to its customers through VLM agreementsluiding enterprise-wide licensing
arrangements. For the year ended December 31, 283, through VLM agreements represented over &(8¥6ftware sales of Software
Spectrum. Since individual software packages amdimh@ntation may not be provided to each user, aedavolume pricing incentives and
lower distribution costs, customers utilizing VLMraements can purchase licenses for
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software at a lower cost than by purchasing indigldhrink-wrapped software packages. In geneddtw@re Spectrum receives lower gross
margins, as a percent of sales, on sales madegthiduM agreements. Lower gross margins are paytifiset by lower operating costs
associated with such agreements.

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

Software Spectrum's North American operetiare based in Dallas, Texas. Software Spectrgnmiagor product centers located in Da
Texas; Spokane, Washington; and Boston, Massadhuas®t contact services centers in Dallas, Texagk&he, Washington; Eugene, Oregon
and Tampa, Florida. Software Spectrum's major Eeanffices are located in Munich, Germany; P&riance; and Dublin, Ireland. In
addition, Software Spectrum has offices in The Rd#nds, the United Kingdom, Switzerland, Austtialy, Sweden, Belgium and Spain.
Software Spectrum's Asia/Pacific headquartersdatial in Sydney, Australia. Software Spectrum hisooffices in Australia, New Zealand,
Singapore and Hong Kong. In Japan, Software Spaobperates through a joint venture named Uchidai8pma, Inc.).

With centralized operations centers in N@merica, Europe and Asia/Pacific, Software Speuntis able to serve the major computing
technology markets around the world. Today, Softw&pectrum provides software or fulfillment sergite customers located in over 100
countries, provides contact services in eight laggs, invoices customers in many local currencaidspaovides consolidated worldwide
reporting for its customers.

Product Services

Licensing, Procurement and Deployment $esii  Software Spectrum's customers can purchaseaeftapplications in a number of
different ways. VLM agreements, or right-to-copyesgments, allow a customer either to purchaseeadie for each user in a transaction-based
process or track and periodically report its sofeveopies, paying a license fee for each copy m@adftware Spectrum sells, supports and
services the various VLM arrangements currentlljzetil by software publishers. For customers, therall cost of using one of these methods
of acquiring software may be substantially lessitharchasing shrink-wrapped, full-packaged softwansucts.

Since each software publisher has choghffement set of procedures for implementing VLMegments, businesses are faced with a
significant challenge to sort through all the aitdives and procedures to ensure that they aieingjlthe appropriate agreements, complying
with the publishers' licensing terms and propeelyarting and paying for their software licensest&e publishers offer licensing programs
that reduce the reporting burden of customers afiiv&re Spectrum by requiring annual payments ausvo to three year term, provided the
customer agrees to standardize certain applicatiithin its organization. In order to address thidenange of procurement choices available
to its customers, Software Spectrum provides infdiom, analysis, advice and assistance to its m&terelating to their procurement decisi
and negotiations through its team of licensing atiagts as well as by means of Software Spectraraiketing and sales staff and through its
publications. See "Publications" and "Sales andkiglamg."

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

Software Spectrum's licensing consultargssaftware managers certified by the Softwarelafamation Industry Association, and are
trained to provide customers with advice in theleation of the various VLM programs offered by pighkrs. In addition to Software
Spectrum's extensive experience in dealing with Vdvleements, it has continued to invest in teclyyelmased systems to support the special
requirements necessary to service VLM agreemenissfoustomers. Software Spectrum has developectam, client/server-based system
which provides individualized customer contract aggment data, assists customers in complying wlitkl ¥greements and provides
customers with necessary reporting mechanisms.

To help customers develop or improve teeftware management programs, Software Spectruelasd a software management pro
and corresponding implementation services thatatlostomers to effectively utilize the benefitsasated with VLM programs. Software
Spectrum provides its customers with a methodofoggvaluating the individual customer's softwaremagement process and analyzing is
in implementing the VLM programs offered by variqusblishers. The service options available from8afe Spectrum are designed to assist
the customer in implementing its software managéerplkam, including internal distribution servicesnemunicating with end-users, reporting
and compliance under VLM agreements.

Most of Software Spectrum's products adeid by the customer's procurement or informatistems department and may be billed to
the department of the end-user, which may be |dcat@ different site than the procurement or imfation systems department. Software
Spectrum provides customers, upon request, opesT-stdtus and purchase activity reports formatieshth customer's specifications.
Software Spectrum has also enabled its customenistéin this information directly from Software $p@im's Web site. The majority of
Software Spectrum'’s customers now determine theasstd their orders via this Internet tool. Alsostomers can submit orders or other data to
Software Spectrum from their computer systems wif&are Spectrum's electronic data interchange ("E€apabilities. EDI and online Web
order placement improve order accuracy and reddegrastrative costs for corporate customers andv&oe Spectrum.

The majority of customers who have elet¢tedurchase software licenses through VLM agreesieavte also purchased software
maintenance, which allows customers to receive vessions, upgrades or updates of software prodattased during the maintenance period
in exchange for a specified annual fee, which mapdid in monthly, quarterly or annual installmeitpgrades and updates are revisions to
previously published software that improve or erdeacertain features of the software and/or coegairs found in previous versions.
Customers that have elected not to purchase maimteragreements are still able to upgrade multipits of specific products through
Software Spectrum for a separate fee.

Electronic Software Distribution. Electronic software distribution ("ESD") supmthe fast, convenient delivery of software prdaduc
between businesses via electronic links such aktamet. Software Spectrum currently deliversrdted amount of software in this manner
and intends to continue to participate in this madtbf distribution as demand for this service brgéaorganizations emerges and as
communication technology improvements enable thisafof ESD to become more widely used.

E-procurement. Software Spectrum participates in the electr@ndocurement arena in two primary ways: througtoitline Account
Center and through its Electronic Business-to-BessrPartner Program ("e-B2B Partner Program”) iiclwBoftware Spectrum partners with
e-procurement providers, such as Ariba and Comntenee
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Software Spectrum's online Account Centertains an Internet-based suite of tools that enalsstomers to manage their software
procurement. For most of its larger customers @k Spectrum creates customized electronic prathiatogs containing product informat
and pricing. These catalogs are accessed throagbhsengine functionality, which enables custonteiguickly locate products they need.
Customers are also able to determine the statapesf orders and obtain certain real-time standgydrts online. The Account Center also
provides tools which allow customers to restrictghasing only to pre-approved products or allovadministrator at a customer location to
give users within that organization access to tbeoint Center, but restrict the level of theirtfiand the features and options available to
them. These e-procurement tools help customersaiausts and potentially eliminate the need fdegmrise-wide e-procurement systems.

Under the e-B2B Partner Program, Softwarec8um supports customers' implementations ov#ineus e-procurement platforms in an
effort to streamline procurement processes anddugpoperational efficiencies. Software Spectrum thiadirst among its competitors to
achieve the "Ariba Ready" distinction, an award tetifies an organization's@mmmerce expertise, and has served as an advigo teadin
e-procurement organizations.

Publications. Software Spectrum's customer magazine, In T,guavides new product information and case stufligga existing
customers who are implementing the latest prodamdstechnologies from the leading software publisiridwide and offers the latest news
and commentary on industry trends and Company spedseminars and other technology-related events.

Software Spectrum prepares and distribabesnnual publication, which include«-depth analysis of various product offerings, cathes



Licensing and Software Management Guide. This pahtin provides comprehensive information on thayrfacets of software licensing. T
Licensing and Software Management Guide providestirchasing requirements and qualification retstris of the numerous VLM publisher
programs. Issues such as concurrent licensing @pying software on home or laptop computers arstified. Because of the potential savil
a corporation can realize by utilizing alternatprecurement methods, customers have expressedificsigt amount of interest in this
publication and it has been made available online.

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

Contact Services. Software Spectrum provides telephone and Iatdsased contact services on behalf of softwardighdss, Internet
service providers, original equipment manufactuesrd other organizations. Services are providezltjit Software Spectrum's facilities in
Dallas, Texas; Spokane, Washington; Tampa, FloEdgene, Oregon and Dublin, Ireland. Software Spets commitment to management
strength, technology and service is critical in timegthe needs of its clients.

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

Software Spectrum provides services usavgral different media including telephone, e-raaitl the Internet. Software Spectrum's
contact centers employ advanced technology thatdes digital

32

switching and skill-based call routing. This teclogy enables Software Spectrum to optimize its lsafidling and personnel scheduling,
thereby increasing its efficiency and enhancingaality of the services it provides to its clieatsd their customers. Software Spectrum
maintains a series of online knowledge bases thgiart the contact services representatives. litiaddcontact services representatives are
typically able to access knowledge bases ownedraidtained by Software Spectrum's clients. Theamrdenters include large capacity file
servers, multiple CD ROM databases and other ressuithat enable Software Spectrum's contact serpeesonnel to recreate a customer's
individual problem, develop a solution, and guide tustomer through the solution on a step-by-sasjs.

Software Spectrum focuses on creating ooigted solutions that meet each client's specialimstis while minimizing their total support
costs. Each account has a dedicated account maeagtram, including an operations manager and @vuat manager. The operations
manager takes full responsibility for tactical ct@ns and is responsible for effective, ongoingownication with the client. The account
manager is responsible for facilitating all finaadaliscussions, completing monthly and quarterlgihess reviews and assisting clients with
account growth and development. The account managiet@am works together to explore ways to increasemer satisfaction and provide
additional value to the client.

Software Spectrum'’s contact services reptatives are monitored by a team of professionality specialists located at each domestic
contact center. Using criteria mutually developgdbftware Spectrum and the client, the qualityemsce professionals monitor, evaluate and
provide feedback to the representatives on a regalsis. The quality assurance team analyzes guaditds, reports potential areas of concern,
identifies improvement opportunities and assisteagament in capitalizing on these opportunitiesddition, Software Spectrum's major
clients also survey a statistically significantqantage of customers to gain feedback on theiomest service experiences. The results of these
surveys are reviewed regularly and used to enhizaiténg and development initiatives.

Software Spectrum's ability to provide hgghality technical support and customer servicatemis depends upon its success in recruiting,
hiring and training large numbers of skilled empey. Each contact services representative is trainé certified internally for customer
service skills and knowledge of the client's spegfoduct and/or service offerings prior to intgtnag with the client's customers. Software
Spectrum also provides ongoing on-site and comhgsed training to allow representatives to furttr@rance their skills.

Software Spectrum management, along witheL8 management, continue to review Software $pets existing lines of business to
determine how those lines of business assist Watompany's focus on delivery of communicatiorgsiaformation services and reaching
consolidated free cash flow breakeven. To the éxtet certain lines of business are not considtrdae compatible with the delivery of
communication and information services or with a@titey cash flow objectives, Software Spectrum mey those lines of businesses.

Sales and Marketing

Software Spectrum sells and markets itdlyets and services to existing and potential latggomers through its account executives,
customer service representatives and its markatidgsupport staff, as well as its Internet sitdtvi@re Spectrum organizes acco



management teams to serve and support each efsitsnoers' needs. Generally, each team consistsecccount executive, supported by
technical, marketing, customer service and salpp@t personnel at Software Spectrum'’s operatientecs, as well as Web-based self-service
capabilities. Software Spectrum's contact servidfesings are marketed and sold by a dedicated tfaancount executives that focus
exclusively on custom contact services solutiomgpfdential customers.
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In its product business, Software Spectassigns to account executives specific account®aadpecific territory, which generally
includes major metropolitan areas in one or morentries, states or provinces. Account executivesketdhe overall services and advantages
of using Software Spectrum as the customer's peefegoftware and services supplier, and they cdretenon generating new customer
relationships, maintaining and improving existingsmer relationships and increasing the volumeofifvare and services provided to
corporate customers. For national and global adspseveral account executives may work with thetaraer in different parts of North
America, Europe and Asia/Pacific, coordinated lolesignated national or global account manager ntingber of accounts handled by each
account executive depends on the relative sizeeofitcounts and the level of service required b eastomer within the assigned territory.

Account executives work directly with sanémd mid-level procurement managers, IT managatsamputer support managers of
existing and potential customers to identify thecfic needs of each customer and to facilitatepiivehase of software products and services
by the customer's organization. Account executivagitain close contact with customers in orderrtivigle them with timely communications
and assistance with any special or strategic résjugscount executives are responsible for progdinstomers with useful and relevant
product information to assist the customer in @estion of software available for the desired agpion, providing customers with information
and guidance on software procurement options ifefudLM agreements, implementation and deploymérmsoftware under VLM agreemer
and planning product presentations and seminarsgrgsentatives of Software Spectrum and publishers

Software Spectrum's licensing consultardskwvith its customers to provide advice and cotagigdn on VLM programs and to produce
detailed customer account analysis and reportiofiw@re Spectrum also assigns a team of customecseepresentatives to each product
account. Customer service representatives, whbaged primarily at Software Spectrum's operati@mess, handle all aspects of the day-to-
day customer account servicing, including commasale questions, customer order placement, oraissnquiries, requests for
demonstration products for evaluation and searfdrdzard-tofind products. They also help customers performyrarthese functions direct
by guiding them through the variety of options éafale on Software Spectrum's Web site. This stnectunables customer service
representatives to develop close relationships idfviduals within the customer's organization amdetter serve them by being familiar with
their account. By assigning a specific team of @ugr service representatives to specific custonsafiware Spectrum adds additional direct
contacts that reinforce customer relationships.

To solicit software business from mid-sizedanizations, Software Spectrum utilizes a cowtdid effort from field sales and outbound
telephone-based sales representatives as weletsvark of business partners who provide techrsiealices to mid-sized customers. While
product price and delivery terms are key factomnnid-sized organizations, Software Spectrum alswiges a broad range of VLM agreement
support and services to this category of custonheittal contact and sales are made typically tigtofield sales, telephone inquiries or busir
partner referrals. Software Spectrum interfaceh wihaller customers via outbound telephone inciagewell as Web-based self-service
offerings.

Software Spectrum has established relatipssvith many of the leading electronic procuretmmpanies including Ariba and
Commerce One. These e-procurement companies séroad base of businesses in many markets and 8lidtware Spectrum to expand its
customer base by opening new customer relations¥ithdittle added expense.

Software Spectrum sells its telephone arerhet-based contact services through a dedisaled force, which focuses on the types of
organizations who most often require such servieftware publishers typically outsource some bofaheir telephone support on some
portion of their product offerings, which allowsf8eare Spectrum to leverage its existing relatigpshwith software publishers.
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Software Spectrum's market for contact services etsends to a number of other organizations, dioly Internet service providers and
original equipment manufacturers.

Support Systems

Software Spectrum has developed certaipritary support systems that facilitate the dejivef products and services to its customers
and has invested in technology-based systems fmosuiine special requirements necessary to se¥liés agreements for its customers.
iICARE, a custom, web-based system written in MicfoASP.NEt, provides individualized contract maeagnt data, assists customers in
complying with the terms of their VLM agreementslgmovides customers with necessary reporting nmésims. Using individualized data in
iICARE, in conjunction with Software Spectrum'’s gast management database, Software Spectrum'segpatives can guide a customer
through the various purchasing options and agsitiministering VLM agreements. iCARE also provi&edtware Spectrum's custon



service representatives with a customer profilepant status, order status and product pricingeaadlability details.
Products and Distribution

The software products offered by Softwgpe@rum include all major business programs fordibgktop and server environment including
strategic product categories for security storagkWeb infrastructure. For the year ended Decer@beP002, the top 10 software titles solc
Software Spectrum represented approximately 90%oétivare Spectrum's net software sales.

In North America, Software Spectrum hasoutced substantially all of the fulfillment of stik-wrapped software for its customers to
Ingram Micro, Inc., a leading technology distributdnder this arrangement, Ingram Micro providesdtriiution services for product purchased
directly from Ingram Micro as well as for odd arakth to find product purchased elsewhere by Soft@@ectrum. The agreement with Ingram
Micro extends through December 2003.

Outside of North America, Software Spectusas the services of distributors or publishehip shrink-wrapped products directly to its
customers, usually the same day Software Spectuogives the order. As of December 31, 2002, So&wwaectrum did not have a significant
order backlog.

Customers

In 2002, Software Spectrum handled mora #5000 active customer accounts. Software Spattrcustomer base includes corporati
government agencies, educational institutions, prarfit organizations and other business entiti@deScontracts with large customers for the
procurement of products generally cover a onerneetlyear period subject to the customers' rightsrtainate the contract upon notice. These
contracts usually include provisions regarding grvailability, payment terms and return policlegndard payment terms with Software
Spectrum's customers are net 30 days from theod@t&oice or net 10 days in the case of summanope billings to customers. In 2002, no
single customer represented more than 5% of Saét®pectrum's revenues, and Software Spectrumsneesbase included approximately
350 of the calendar year 2002 Fortune 500 compamdsapproximately 250 of the Fortune Global 50@ganies. Software Spectrum does
believe that the loss of any single customer wiialde a material adverse effect on its revenues.

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

Software Spectrum's software sales are@gfrom products purchased from publishers anttiloigors. The decision whether to buy
products directly from publishers or through distitors is determined on a vendor-by-vendor basisdan publisher requirements, cost,
availability, return privileges and demand for atigailar product. For 2002, approximately 89% oft®are Spectrum's product sales, based on
revenues, represented products purchased froemitautgest publishers. For the year ended DeceBhe002, products from Microsoft and
IBM/Lotus accounted for approximately 68% and 10RAet software sales, respectively.

Software Spectrum has contractual relalignswith all its major vendors covering price, pent terms and return privileges. These
contracts are non-exclusive and are generally teabié by either party without cause upon 30 to &@sdhotice. Software Spectrum's contracts
with its major vendors are generally for one oryear terms, and the majority contain no providmmautomatic renewal.

Publisher contracts generally permit Sofen@pectrum to submit adjustment reports for licepand maintenance transactions within a
certain time period after the transaction is regabrSuch contracts do not typically require Sofev@pectrum to ensure end-user compliance
with its publishers' licensing and copyright orgydtright protection provisions. Certain of Softe@pectrum's contracts with vendors provide
for early payment discounts. Under the terms oféisdor contracts, Software Spectrum is not gelyeradjuired to meet any minimum
purchase or sales requirements, except to theteki@nSoftware Spectrum's level of purchases leissaay affect the amount or availability of
financial incentives, advertising allowances anakating funds. The reduction in amount, discontmeaof, or Software Spectrum's inability
to meet requirements established by vendors faewgitty financial incentives, advertising allowanegs marketing funds could have an
adverse effect on Software Spectrum's businesé$irzantial results, and may have an adverse effedtawvel 3's consolidated financial results.

Competition

The software market is intensely competitiwith respect to its product services businesn@re Spectrum faces competition from a
wide variety of sources, including "software-ontgsellers, hardware resellers and manufacturertaagel systems integrators. Current
competitors from the software-only reseller catggeould include ASAP Software and Softwarehousertmtional. Software Spectrum
believes that its global presence and capabilitied) expertise, services and systems that suppafttiv@re Spectrum's business, including
Internet services, and knowledgeable, indi-experienced personnel serve to distinguish it fitsraompetitors



Competitors also include hardware resel@ics manufacturers. These companies compete lardee and mid-size organization markets
with marketing efforts to provide customers witlite@are and hardware services. Such competitorsidiecDell Computer Corporation and
Hewlett Packard Corporation, hardware manufacturezsalso sell software, and systems integratmeh as Compucom Systems, Inc. Man
these companies do have a global presence. SofSpaarum believes its VLM expertise and servisefiware-focused solutions, custom
computing systems specifically designed to supfoftware Spectrum's business and knowledgeabletrydexperienced personnel are
differentiating factors in this group of competgor

In the global contact services market, \Bafe Spectrum competes with a variety of companigading Convergys Corporation,
TeleTech Holdings, Inc., SITEL Corporation, StreBmernational, Inc. and Sykes Enterprises IncorgataSoftware Spectrum competes in
market based primarily on the quality of servicesvjgled and cost. Many of Software Spectrum's cditgre have significantly greater
financial resources than Software Spectrum. Howeseftware Spectrum believes that its emphasisainimg and quality programs, and its
focus on high customer satisfaction at a reasor@igt allow Software Spectrum to compete effettiirethis highly competitive market. In
order to compete effectively in the contact serwibasiness, it will be necessary to continue to
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invest in new technologies that increase customigsfaction and allow integrated telephone, selphehat and e-mail solutions. In addition,
businesses wishing to outsource their customeracband support operations are increasingly exaginiays to reduce labor costs by
outsourcing such services outside of the UniteteSta

The manner in which software products as&ituted and sold is continually changing and megthods of distribution may emerge or
expand. Software publishers may intensify theiorf to sell their products directly to end-usérsluding current and potential customers of
Software Spectrum, without utilizing services sastthose provided by Software Spectrum. In the pasict sales from software publishers to
end-users have not been significant, although eetsthave traditionally been able to purchase aegrdirectly from publishers. From time to
time, some publishers have instituted programshferdirect sale of large order quantities of sofenta major corporate accounts, and Software
Spectrum anticipates that these types of trangectidgll continue to be used by various publisharthe future. Software Spectrum could be
adversely affected if major software publisherscegsfully implement or expand programs for thealisale of software through volume
purchase agreements or other arrangements intéodadlude the resale channel. Software SpectrdieMes that the total range of services it
provides to its customers cannot be easily sulbstitty publishers, particularly because publiskdersot offer the scope of services or product
offerings required by most of Software Spectrum'stemers. However, there can be no assuranceuhbsipers will not increase their efforts
to sell substantial quantities of software direétlyend-users without engaging Software Spectruprdwide value-added services. In addition,
the use of VLM agreements by organizations as &odktio purchase software has become widely acceptexlild publishers permit others to
sell VLM agreements, or should additional compesitbevelop the capabilities required to service sumport large licensing programs,
Software Spectrum's competitive advantage coulddgatively impacted. If the resale channel's piggton in VLM agreements is reduced or
eliminated, or if other methods of distributionsafftware become common, Software Spectrum's bissares financial results could be
materially adversely affected. Software Spectrumesuly delivers a limited amount of software thgbuelectronic software distribution and
intends to continue to participate in this methédadtware distribution as demand for this senligdarge organizations emerges and as
communications technology improvements permit ebeit software distribution to be made securely effidgiently. Software Spectrum's
continuing investment in e-procurement reflectsBafe Spectrum's commitment to meeting the changgsgls of its customers.

(i) Structure

Level 3 currently offers, through its subiary (i )Structure, Inc. (formerly PKS Information Service®.), computer operations
outsourcing customers located primarily in the BdiStates.

(i) Structure is an information technology, or IT, agtructure outsourcing company that provides mahagmputer infrastructure
services across 0S/390, AS/400 and NT/UNIX platimmits data centers located in Omaha, Nebrasta empe, Arizona. The company
enables businesses to outsource costly IT opesadiod benefit from secure, cadffective, managed services that scale to meetgthgmeeds

Services

The computer outsourcing services offengthle Company include networking and computing ises/necessary for older mainframe-
based systems and newer client/server-based systém€ompany provides its outsourcing servicediémts that want to focus their
resources on core businesses, rather than exppitdl @nd incur overhead costs to operate their cmmputing environments.i (Structure
believes that it is able to utilize its expertise @xperience, as well as operating efficiencieprovide its outsourcing customers with levels of
service equal to or better than those achievabladygustomers themselves, while at the same tihecing the customers' cost for

37

such services. This service is particularly uséuthose customers moving from older computindfplans to more modern client/server
platforms.



(i) Structure offers reengineering services that attompanies to convert older legacy software systemsodern networked computing
systems, with a focus on reengineering softwaentible older software application and data repasgido be accessed by web browsers over
the Internet or over private or limited accessrm Protocol networks.i()Structure also provides customers with a comtomadf workbench
tools and methodologies that provide a completgely for converting mainframe-based applicaticsteys to client/server architecture.

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

Sales and Marketing

(i) Structure's outsourcing sales are relationshijmteteand { )Structure has a team of ten Sales Directors witienUnited States. Sales
activities are focused on new sales in geograghitdries, major accounts, sales to existing austs and channel sales. To support
outsourcing sales,i()Structure partners with companies that providegration and application services. The marketiniyities of the
company include: collateral, web marketing, indpstinferences and direct marketing programs.

Competition

The information technology infrastructurgsourcing market is highly competitive. There faw barriers to entry for new entrants with
access to capital. Companies compete on relialfitheir data centers, knowledge and competendgabiical staff, quality of service and
price. Large competitors have many resources dlaita them including longer operating history, marecognition, greater financial
resources, large installed customer base and is$tatdlindustry relationships. These competitors ailag be able to provide services outsid
the data center, which can be used in pricing nagmns. (i )Structure prices competitively, but larger comganihay be able to more
effectively compete on price to obtain the potdrdistomer's business.

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

. larger established computer outsourcing comparniels as ACS, IBM Global Services, EDS, and Comp8teences
Corporation (CSC);

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

. enterprises that maintain their computer processimgronments in-house.

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

The Company was incorporated as Peter KiSams', Inc. in Delaware in 1941 to continue astattion business founded in Omaha,
Nebraska in 1884. In subsequent years, the Comipaagted a portion of the cash flow generated Hgdnstruction activities in a variety
other businesses. The Company entered the coatgriinisiness in 1943, the telecommunications busifemsisting of MFS and, more
recently, an investment in C-TEC Corporation asditccessors RCN Corporation, Commonwealth TelepRorerprises, Inc. and Cable
Michigan, Inc.) in 1988, the information servicassimess in 1990 and the alternative energy busitlagsigh an investment in MidAmerican
Energy Holdings Company, in 1991. Level 3 alsorasle investments in several development-stage nesntu

In 1995, the Company distributed to thedkeod of Class D Stock all of its shares of MFShimseven years from 1988 to 1995, the
Company invested approximately $500 million in MaBthe time of the distribution to stockholderd 895, the Company's holdings in MFS
had a market value of approximately $1.75 billisnDecember 1996, MFS was purchased by WorldCoantransaction valued at
$14.3 billion. In December 1997, the Company'sidiolders ratified the decision of the Board to efffine splitoff separating the Constructir
Group. As a result of the split-off, which was cdetpd on March 31, 1998, the Company no longer camysinterest in the Construction
Group. In conjunction with the split-off, the Conmgachanged its name to "Level 3 Communications,,'Irand the Construction Group
changed its name to "Peter Kiewit Sons', Inc."

In January 1998, the Company completed#heto MidAmerican of its energy investments, ¢stitey primarily of a 24% equity intere



in MidAmerican. The Company received proceeds pfaximately $1.16 billion from this sale, and assault recognized an after-tax gain of
approximately $324 million in 1998. In November 898wvalon Cable of Michigan, Inc. acquired all thhéstanding stock of Cable Michigan.
Level 3 received approximately $129 million in cdshits interest in Cable Michigan and recogniaggre-tax gain of approximately

$90 million.

The Company's other businesses includaeviestment in the C-TEC Companies (as defined), maging, the SR91 Tollroad (as defined)
and certain other assets. In 1998, the Company ledeapthe sale of its interests in United Infrastose Company, MidAmerican and Kiewit
Investment Management Corp.

C-TEC Companies

On September 30, 1997, C-TEC completed-drée restructuring, which divided C-TEC Corpooatinto three public companies (the "C-
TEC Companies"): C-TEC, which changed its namedm@onwealth Telephone Enterprises, Inc. ("Commolitivdalephone”), RCN
Corporation ("RCN") and Cable Michigan, Inc. ("Cafllichigan"). The Company's interests in the C-T&&npanies are held through a
holding company (the "C-TEC Holding Company"). T@@mpany owns 100% of the capital stock of the C-Helding Company. Prior to
February 2002, a portion of the common stock of@GREEC Holding Company, that is, 10%, was held lawid C. McCourt, a director of the
Company who was formerly the Chairman of C-TECEébruary 2002, Mr. McCourt sold his interest in @& EC Holding Company to a
subsidiary of the Company for a total of $15 miilio

Commonwealth Telephone. Commonwealth Telephone is a Pennsylvania puihlity providing local telephone service to a é8dnty,
5,191 square mile service territory in Pennsylva@iammonwealth Telephone also provides networksacaad long distance services to IX
Commonwealth Telephone's business customer baseeise in size as well as industry, with veryjdittoncentration. A subsidiary,
Commonwealth Communications Inc. provides telecominations engineering and technical services wel@orporate clients, hospitals and
universities in the northeastern United States.tAerosubsidiary, Commonwealth Long Distance opsrptancipally in
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Pennsylvania, providing switched services and eeshbeveral types of services, using the netwoflseveral long distance providers on a
wholesale basis.

During 2002, the Company sold all of itaugs of common stock of Commonwealth Telephone/inunderwritten public offerings. The
Company has retained, however, approximately lllomishares of Class B Common Stock of Commonwedétlephone, which represents
approximately 50% of the outstanding Class B Com®tatk, representing approximately 29% of the tetaing power.

RCN. RCN's primary business is delivering bundlethgwunications services to residential customers sdrroadband network, whi
is predominantly owned by RCN, including throughmjorentures and majority owned subsidiaries, tf the 10 most densely populated areas
of the country. RCN is currently operating in Bastocluding 18 surrounding communities, New YorikyCPhiladelphia suburbs, Washingt
D.C., and certain suburbs, Chicago, San Franc@éswbcertain suburbs and certain communities inArmgeles. RCN also serves the Lehigh
Valley in Pennsylvania. RCN believes that it is finet company in many of its markets to offer step shopping for Phone, Cable TV and
High-Speed cable modem Internet services to resadeustomers. As of December 31, 2002, the C-FHolling Company owned
approximately 24% of the outstanding common stddR@©N.

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

Coal Mining

The Company is engaged in coal mining tghoits subsidiary, KCP, Inc. ("KCP"). KCP has a 5bfgrest in two mines, which are
operated by a subsidiary of Peter Kiewit Sons', (tidew PKS"). Decker Coal Company ("Decker"”) ipent venture with Western
Minerals, Inc., a subsidiary of The RTZ CorporatiInC. Black Butte Coal Company ("Black Butte") ifomt venture with Western
Minerals, Inc., a subsidiary of The RTZ CorporatlInC. The Decker mine is located in southeasternti®tta and the Black Butte mine is in
southwestern Wyoming. The coal mines use the seirféining method.

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

The coal produced from the KCP mines igl goimarily to electric utilities, which burn coial order to produce steam to generate
electricity. Approximately 92% of sales are maddemong-term contracts, and the remainder are madke spot market. Approximately
62%, 60% and 75% of KCP's revenues in 2002, 20012800, respectively, were derived from long-teoomtcacts with Commonwealth
Edison Company (with Decker and Black Butte) ané Dietroit Edison Company (with Decker). KCP alse bther sales commitments,
including those with Sierra Pacific, Idaho Poweslv@y Minerals, Pacific Power & Light and Minnes®awer, that provide for the delivery



approximately 11 million tons through 2009. Thedkeof cash flows generated in recent periods byQbmpany's coal operations will not
continue after the year 2000 because the delivagyirements under the Company's current long-temtracts decline significantly. Under a
mine management agreement, KCP pays a subsididgwfPKS an annual fee equal to 30% of KCP's agljugperating income. The fee for
2002 was $7 million.

The coal industry is highly competitive. R€Gompetes not only with other domestic and foreigal suppliers, some of whom are larger
and have greater capital resources than KCP, baotveth alternative methods of generating eledyriand alternative energy sources. In 2002,
the most recent year for which information is aatalié, KCP's production represented 1.2% of tot8l. doal production. Demand for KCP's
coal is affected by economic, political and regutatfactors. For example, recent "clean air" lavay/ratimulate demand for low sulfur coal.
KCP's western coal reserves
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generally have a low sulfur content (less thanpereent) and are currently useful principally ad for coal-fired, steam-electric generating
units.

KCP's sales of its western coal, like salesther western coal producers, typically proviisedelivery to customers at the mine. A
significant portion of the customer's deliveredtarfscoal is attributable to transportation cosest of the coal sold from KCP's western mines
is currently shipped by rail to utilities outsideoktana and Wyoming. The Decker and Black Butte mare each served by a single railroad.
Many of their western coal competitors are servetito railroads and such competitors' customesndfienefit from lower transportation cc
because of competition between railroads for caalihg business. Other western coal producersicpéatly those in the Powder River Basin
of Wyoming, have lower stripping ratios (that ise tamount of overburden that must be removed ipgstimn to the amount of minable coal)
than the Black Butte and Decker mines, often resylh lower comparative costs of production. Agsult, KCP's production costs per ton of
coal at the Black Butte and Decker mines can brawh as four and five times greater than produatmsts of certain competitors. KCP's
production cost disadvantage has contributed tagteement to amend its long-term contract with @omwealth Edison Company to provide
for delivery of coal from alternate source minehea than from Black Butte. Because of these cestdyantages, KCP does not expect that it
will be able to enter into long-term coal purchasatracts for Black Butte and Decker productiohescurrent long-term contracts expire. In
addition, these cost disadvantages may adverskelgta€CP's ability to compete for spot sales infiltere.

The Company is required to comply with vas federal, state and local laws and regulationserning protection of the environment.
KCP's share of land reclamation expenses for the gqleded December 31, 2002 was approximately $®miKCP's share of accrued
estimated reclamation costs was $93 million at Dewr 31, 2002. The Company did not make significapital expenditures for
environmental compliance with respect to the cosifess in 2002. The Company believes its comgdiavith environmental protection and
land restoration laws will not affect its compef#iposition since its competitors in the miningustty are similarly affected by such laws.
However, failure to comply with environmental prctien and land restoration laws, or actual reclammatosts in excess of the Company's
accruals, could have an adverse effect on the Coytgohusiness, results of operations, and finaciatiition.

SR91 Tollroad

The Company has invested $13.3 milliond@5% equity interest and lent approximately $8ilan to California Private Transportation
Company L.P. ("CPTC"), which developed, financed aurrently operates the 91 Express Lanes, a tien four-lane tollroad in Orange
County, California (the "SR91 Tollroad"). The fubyitomated highway uses an electronic toll colbeciystem and variable pricing to adjust
tolls to demand.

Capital costs at completion were $130 onilli$110 million of which was funded with debt thats not guaranteed by Level 3. Revenue
collected over the 3gear franchise period is used for operating experdebt repayment, and profit distributions. Th@®$Rollroad opened
December 1995.

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

access Telecommunications services that permit long distacarriers to use
local exchange facilities to originate and/or terate long distance
service.



access charges

backbone

CAP

capacity

Carrier

Central Office

CLEC

common carrier

conduit

DS-3
dark fiber
dedicated line

dialing parity

equal access

facilities based carriel

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

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

Competitive Access Provider. A company that proside customers
with an alternative to the local exchange compamydcal transport ¢
private line and special access telecommunicagensces

The information carrying ability of a telecommurticas facility.

A provider of communications transmission servigegdiber, wire or
radio.

Telephone company facility where subscribers' lawesjoined to
switching equipment for connecting other subsceliereach other,
locally and long distanci

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

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

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

A data communications circuit capable of transmittilata at 45 Mbp
Fiber optic strands that are not connected to mnésson equipmen
Telecommunications lines reserved for use by pagiccustomers
The ability of a competing local or toll serviceopider to provide
telecommunications services in such a manner titbmers have the
ability to route automatically, without the useanfy access code, their
telecommunications to the service provider of thstamers'
designation

The basis upon which customers of interexchanggecsiare able to
obtain access to their Primary Interexchange QatiBIC) long
distance telephone network by dialing "1", thusnétiating the need to
dial additional digits and an authorization codeldain such acces

Carriers that own and operate their own networkemudpment
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fiber optics

Gbps

ILEC

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

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

Incumbent Local Exchange Carrier. A company histdly providing
local telephone service. Often refers to one ofRbgional Bell



Interconnection

InterLATA

Internet

IntraLATA

ISDN

ISPs

IXC

Kbps

LATA

leased line

LEC

Operating Companies (RBOCs). Often referred td_&C" (Local
Exchange Carrier

Interconnection of facilities between or amongleéworks of carrier:
including potential physical colocation of one ¢&rs equipment in tt
other carrier's premises to facilitate such intaraztion.

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

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

Telecommunications services originating and tertiigain the same
LATA.

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

Internet Service Providers. Companies formed teigemaccess to the
Internet to consumers and business customers cah hetworks

Interexchange Carrier. A telecommunications compghay provides
telecommunications services between local exchanges interstate
or intrastate basi:

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

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

An amount of telecommunications capacity dedicabeal particular
customer along predetermined rou

Local Exchange Carrier. A telecommunications comythat provides

telecommunications services in a geographic. LECkIde both
ILECs and CLECs
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local exchange

local loop

long distance carriers

Mbps

MPLS

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

A circuit that connects an end user to the LECre¢wofffice within a
LATA.

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

Megabits per second. A transmission rate. One niegqbals
1.024 million bits of information

MultiProtocol Label Switching. A standards-approvedhnology for
speeding up network traffic flow and making it @asb manage.
MPLS involves setting up a specific path for a gigsequence of
packets, identified by a label put in each padkets saving the time
needed for a router or switch to look up the adsteshe next node to
forward the packet t



multiplexing

NAP

0oC-3

0C-12

0C-48

peering

POP

private line

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

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

A data communications circuit capable of transmdftilata at 155
Mbps.

A data communications circuit capable of transmittilata at 622
Mbps.

A data communications circuit capable of transmittilata at
approximately 2.45 Gbp

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

Point of Presence. Telecommunications facility veheer
communications provider locates network equipmeetduo connect
customers to its network backbol

A dedicated telecommunications connection betweehuser
locations.
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PSTN

RBOCs

reciprocal compensation

resale

router

SONET

Public Switched Telephone Network. That portiormdécal exchange
company's network available to all users geneailya shared basis
(i.e., not dedicated to a particular user). Traffieng the public
switched network is generally switched at the I@alhange
company's central office

Regional Bell Operating Companies. Originally, se¥en local
telephone companies (formerly part of AT&T) estsidid as a result
the AT&T Divestiture. Currently consists of fourchl telephone
companies as a result of the mergers of Bell Aidanith NYNEX and
SBC with Pacific Telesis and Ameritec

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

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

Equipment placed between networks that relaystdataose networks
based upon a destination address contained inatiaepackets being
routed.

Synchronous Optical Network. An electronics anduoek architectur
for variable bandwidth products which enables tnginsion of voice,
data and video (multimedia) at very high speedNEDring
architecture provides for virtually instantaneoestoration of service



in the event of a fiber cut or equipment failuredutomatically
rerouting traffic in the opposite direction arouhe ring.

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

switch A device that selects the paths or circuits to s$edufor transmission of
information and establishes a connection. Switclgrthe process of
interconnecting circuits to form a transmissiorhpgagetween users and
it also captures information for billing purpos

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

T-1 A data communications circuit capable of transmgttilata at 1.544
Mbps.

unbundled Services, programs, software and training soldrsgglg from the
hardware
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unbundled access Access to unbundled elements of a telecommunicatenvices

provider's network including network facilities,.egment, features,
functions and capabilities, at any technically fielespoint within such

network.

web site A server connected to the Internet from which Imétrusers can obta
information.

wireless A communications system that operates without wigsdlular service

is an example

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

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

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

Set forth below is information as of Marth, 2003, about each director and each executfigepbf the Company. The executive officers
of the Company have been determined in accordaitbethve rules of the SEC.

Name Age Position
Walter Scott, Jr 71 Chairman of the Boar
James Q. Crow 53 Chief Executive Officer and Direct

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



Charles C. Miller, Il 50 Vice Chairman of the Board and Executive Vice

Presiden
Sureel A. Choks 30 Group Vice President and Chief Financial Offi
Thomas C. Stort 51 Group Vice President, General Counsel and Secr
John F. Waters, J 38 Group Vice President and Chief Technology Offi
Howard S. Diamon: 50 Chairman of Information Services Gro
R. Douglas Bradbur 52 Vice Chairman of the Boat
Mogens C. Ba 54 Director
Richard R. Jaro 51 Director
Robert E. Juliai 63 Director
David C. McCour 46 Director
John T. Reel 59 Director
Kenneth E. Stinso 60 Director
Colin V.K. Williams 63 Director
Michael B. Yanney 69 Director

Other Management

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

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

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

James L. Freez 42  Group Vice Presider

John Neil Hobb: 43 Group Vice Presider

Joseph M. Howell, 11 56 Group Vice Presider

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

Brady Rafuse 39 Group Vice Presider

Edward Van Macate 48 Group Vice Presider

Ronald J. Vida 42 Group Vice Presider

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

James Q. Crowe has been the Chief ExecQtifieer of the Company since August 1997, andraador of the Company since June 1993.
Mr. Crowe was also President of the Company until
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February 2000. Mr. Crowe was President and Chiefcltive Officer of MFS Communications Company, Ifi®FS") from June 1993 to
June 1997. Mr. Crowe also served as Chairman ddttaed of WorldCom from January 1997 until July 798nd as Chairman of the Board of
MFS from 1992 through 1996. Mr. Crowe is preseathjirector of PKS, Commonwealth Telephone and RCN.

Kevin J. O'Hara has been President of th@@any since July 2000 and Chief Operating Offafehe Company since March 1998.
Mr. O'Hara was also Executive Vice President of@oenpany from August 1997 until July 2000. Priothat, Mr. O'Hara served as President
and Chief Executive Officer of MFS Global Networ&r8ices, Inc. from 1995 to 1997, and as Senior Weesident of MFS and President of
MFS Development, Inc. from October 1992 to Augu@23. From 1990 to 1992, he was a Vice PresidenFs Telecom, Inc. ("MFS
Telecom™).

Charles C. Miller, Ill has been Vice Chaimof the Board and Executive Vice President ofGbenpany since February 15, 2001. Pric
that, Mr. Miller was President of Bellsouth Intetioaal, a subsidiary of Bellsouth Corporation frd®05 until December 2000. Prior to that,
Mr. Miller held various senior level officer and megement position at BellSouth from 1987.

Sureel A. Choksi has been Group Vice Peggidnd Chief Financial Officer of the Company sidaly 2000. Prior to that, Mr. Choksi v
Group Vice President Corporate Development andshirea of the Company from February 2000 until Au@@90. Prior to that, Mr. Choksi
served as Vice President and Treasurer of the Coynfpam January 1999 to February 1, 2000. Prigh&t, Mr. Choksi was a Director of
Finance at the Company from 1997 to 1998, an Aaseeit TeleSoft Management, LLC in 1997 and an ystalt Gleacher & Company from
1995 to 1997



Thomas C. Stortz has been Group Vice Peasidseneral Counsel and Secretary of the Compang §ebruary 2000. Prior to that,
Mr. Stortz served as Senior Vice President, Ger@oainsel and Secretary of the Company from Septe@8$8 to February 1, 2000. Prior to
that, he served as Vice President and General @bahBeter Kiewit Sons', Inc. and Kiewit ConstiaotGroup, Inc. from April 1991 to
September 1998. He has served as a director of Rietsit Sons', Inc., RCN, C-TEC, Kiewit DiversifieGroup Inc. and CCL Industries, Inc.

John F. Waters, Jr. has been Group VicsidRrat and Chief Technology Officer of the Compaimgce February 2000. Prior to that,
Mr. Waters was Vice President, Engineering of teenBany from November 1997 until February 1, 200@rRo that, Mr. Waters was an
executive staff member of MCI Communications fro@94 to November 1997.

Howard Diamond has been Chairman of the @om's information services group since June 2Bé@2r to that, Mr. Diamond was Chief
Executive Officer of CorpSoft, Inc., which the Coamy acquired in March 2002. Mr. Diamond joined G3uofi, Inc. in 1996.

R. Douglas Bradbury has been Vice Chairofahe Board since February 2000. Mr. Bradburyreetifrom his position of Executive Vice
President at December 31, 2002, which positionateHeld since August 1997. Mr. Bradbury was alseiOfinancial Officer of the Company
from August 1997 until July 2000. Mr. Bradbury Heeen a director of the Company since March 1998 Bvladbury served as Chief Financial
Officer of MFS from 1992 to 1996, Senior Vice Pdesit of MFS from 1992 to 1995, and Executive Vicesitlent of MFS from 1995 to 1996.
Mr. Bradbury is also a director of LodgeNet Entemi@ent Corporation.

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

Richard R. Jaros has been a director o€trapany since June 1993 and served as Presidtre Gompany from 1996 to 1997. Mr. Je
served as Executive Vice President of the Compeom f
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1993 to 1996 and Chief Financial Officer of the Quamy from 1995 to 1996. He also served as PresatehChief Operating Officer of
CalEnergy from 1992 to 1993, and is presently aaiar of MidAmerican, Commonwealth Telephone andNRC

Robert E. Julian has been a director o@bmpany since March 31, 1998. Mr. Julian was @lsairman of the Board ofi (Structure
from 1995 until 2000. From 1992 to 1995 Mr. Julganved as Executive Vice President and Chief Fiaadficer of the Company. Mr. Julie
is the Chairman of the Audit Committee of the Boafdirectors.

David C. McCourt has been a director of @mmpany since March 31, 1998. Mr. McCourt has atsved as Chairman of Commonwe:
Telephone and RCN since October 1997. In additmMcCourt has been the Chief Executive OfficeR&N since 1997 and Chief
Executive Officer of Commonwealth Telephone frontdder 1997 until November 1998. From 1993 to 1997 MtCourt served as Chairm
of the Board and Chief Executive Officer of C-TEC.

John T. Reed has been a director of thegaomsince March 2003. Mr. Reed has been ChairheiM@ Properties, the real estate
investment banking joint venture of McCarthy Grolnw. since 2000. Prior to that, he was Chairmaklc€arthy & Co., the investment
banking affiliate of McCarthy Group. Mr. Reed isala director of McCarthy Group. Prior to joining®arthy Group in 1997, Mr. Reed spent
32 years with Arthur Andersen, LLP.

Kenneth E. Stinson has been a directon®Qompany since January 1987. Mr. Stinson has Ghaitman of the Board and Chief
Executive Officer of Peter Kiewit Sons', Inc. sirtbe Split-Off. Prior to the Split-Off, Mr. Stinsomas Executive Vice President of the
Company for more than the last five years. Mr. &imis also a director of ConAgra Foods, Inc. aathdnt Industries, Inc.

Colin V.K. Williams has been a directortbé Company since August 2000. From July 1998 edember 31, 2000, Mr. Williams was
Executive Vice President of the Company and PresidELevel 3 International, Inc. Prior to joinitige company, Mr. Williams was Chairman
of WorldCom International, Inc., where he was resjilole for the international communications businasd the development and operation of
WorldCom's fiber networks overseas. In 1993 Mr.I\fihs initiated and built the international opevas of MFS. Prior to joining MFS,

Mr. Williams was Corporate Director, Business Deypehent at British Telecom from 1988 until 1992. Mtfilliams is a director of Focal
Communications Corporation and KeyTech Limited.

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

Linda J. Adams has been Group Vice Presidaman Resources of the Company since Februar§. Bor to that, Ms. Adams was Vice
President, Human Resources of the Company from idbee 1998 to February 2000. Prior to that, Ms. Adavas initially Vice President «



Human Resources Rent-A-Center, a subsidiary of TAonericas, Inc., and then Senior Vice Presidetiuwhan Resources for Thorn
Americas, Inc. from August 1995 until August 1988ior to that, Ms. Adams was Vice President of Waitle Compensation & Benefits for
PepsiCo, Inc. from August 1994 to August 1995.

Keith R. Coogan has been Chief Executiviec®f of Software Spectrum since September, 20@2veas named President in May 1998.
Mr. Coogan has been Chief Operating Officer of Bafe Spectrum since April 1996. Mr. Coogan sergfecutive Vice President of
Software Spectrum from April 1996 to May 1998 amd Iheen a Vice President of Software Spectrum ghuteber 1990. From May 1989
until joining Software Spectrum, Mr. Coogan serasdVice President of Finance for Leather Centedidgk, Inc., a privately held
manufacturer and retailer of leather furniture. Moogan is a Certified Public Accountant.
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Donald H. Gips has been Group Vice Presi@emporate Strategy of the Company since Janu@®y.2Prior to that, Mr. Gips was Group
Vice President, Sales and Marketing of the Comgeomy February 2000. Prior to that, Mr. Gips serasdSenior Vice President, Corporate
Development of the Company from November 1998 far&&y 2000. Prior to that, Mr. Gips served in ¥ikite House as Chief Domestic
Policy Advisor to Vice President Gore from AprildBto April 1998. Before working at the White Houb&r. Gips was at the Federal
Communications Commission as the International Bui@hief and Director of Strategic Policy from Jarnyul994 to April 1997. Prior to his
government service, Mr. Gips was a management tansat McKinsey and Company.

James L. Freeze has been Group Vice Pradidizrketing of the Company since February 200&rRo that, Mr. Freeze was Senior Vice
President, Chief Marketing and Strategy OfficeGenuity from May 2001. Prior to that Mr. Freeze v@&eior Vice President and Chief
Strategy Officer of Genuity. From August 1999 tmd2000, Mr. Freeze served as Vice President ofhBas Development for Genuity. From
July 1998 to August 1999, Mr. Freeze served asi@istelecommunications analyst at Forrester Resednc., an Internet research firm. From
June 1997 to June 1998, Mr. Freeze served as Véasdent of Sales and Marketing of Genuity Inc.|rgarnet service provider and Web
hosting company that was acquired by Genuity irell808. In April 2000, Genuity had changed its néme GTE Internetworking
Incorporated to Genuity Inc. Prior to 1997, Mr. &ze held several positions with CompuServe Inwoddwide provider of network access
hosting and Internet services to the business ansuener markets, including Director of Marketingl &usiness Development from
January 1995 to May 1997 and Group Manager frone 1994 to December 1994.

John Neil Hobbs has been Group Vice Presi@éobal Sales, Distribution and Marketing Operasi since September 2000. Prior to that,
Mr. Hobbs was President, Global Accounts for Coneejoint venture between AT&T and British Telecfnom July 1999 until
September 2000. Prior to that, Mr. Hobbs was Dine€tansition and Implementation for the formatafrConcert representing British Telec
from June 1998 until July 1999. From April 1997iudtine 1998, Mr. Hobbs was British Telecom's Gahktanager for Global Sales &
Service and from April 1994 until April 1997, Mr.dBbs was British Telecom's General Manager for Gate Clients.

Joseph M. Howell, Ill has been Group Vicedtdent Corporate Marketing of the Company sirslerirary 2000. Prior to that, Mr. Howell
served as Senior Vice President, Corporate Maretirthe Company from October 1997 to February0DQ2 Prior to that, Mr. Howell was a
Senior Vice President of MFS/WorldCom from 1993 897.

Michael D. Jones has served Chief Execudiffecer of (i)Structure, Inc. since August 2000id® to that, Mr. Jones served as Group Vice
President and Chief Information Officer of the Camnp from February 2000 to August 2000 and as S&fiae President and Chief
Information Officer of the Company from Decembe®&930 February 1, 2000. Prior to that, Mr. Jones Wige President and Chief
Information Officer of Corporate Express, Inc. frdtiay 1994 to May 1998.

Sunit S. Patel has been a Group Vice Peasiof the Company since March 13, 2003. Prioh#&t, tMr. Patel was Chief Financial Officer
of Looking Glass Networks, Inc., a provider of nogiolitan fiber optic networks, from April 2000 untlarch 2003. Mr. Patel was Treasurer of
WorldCom Inc. and MCIWorldcom Inc., each long diste telephone services providers from 1997 to M2650. From 1994 to 1997,

Mr. Patel was Treasurer of MFS Communications Comgpac., a competitive local exchange carrier. preass release issued on March 13,
2003, Level 3 announced that it is anticipated katPatel will succeed Sureel Choksi as Chief Raial Officer of Level 3 in May 2003,
following the 2003 Annual Meeting of Stockholders.

Brady Rafuse has been Group Vice Presidfetie Company and President of the Company's Eampperations since August 2001 and
Senior Vice President of European Sales and Marfesince December 2000. Prior to that, Mr. Rafeseex] as Head of Commercial
Operations for Concert, a joint venture between ATdd British Telecom, from September 1999 to Ddwem2000, and in a
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variety of positions with British Telecom from 198#til December 2000. His last position was as Gdrdanager, Global Energy Sector
which he held from August 1998 to September 199Pmior to that he was Deputy General Manager, BanBector from April 1997 to
August 1998



Edward Van Macatee has served as Group Rfiesident of Global Operations of the Companyesiranuary 2001. Prior to that,
Mr. Macatee was Group Vice President of Global @ustr Operations of the Company from September 1@88January 2001. Prior to that
Mr. Macatee was Vice President, Network Operatifithe Company from April 1998 until September 129@ Vice President of Managed
Network Services for TCI Communications, i

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

The Board is divided into three classesjgteted Class |, Class Il and Class I, eachsatasisisting, as nearly as may be possible, of
one-third of the total number of directors congititg the Board. The Class | Directors consist oflféfaScott, Jr., James Q. Crowe, Charles C.
Miller, Ill and Colin V.K. Williams; the Class Il Dectors consist of Mogens C. Bay, Richard R. JaRmbert E. Julian and David C. McCourt;
and the Class Il Directors consist of R. Douglaadbury, Kevin J. O'Hara, John T. Reed, Kennet&tson and Michael B. Yanney. The
term of the Class | Directors will terminate on ttete of the 2004 annual meeting of stockholdéestérm of the Class Il Directors will
terminate on the date of the 2005 annual meetirggozkholders; and the term of the Class Il Dioegtwill terminate on the date of the 2003
annual meeting of stockholders. At each annual imgef stockholders, successors to the class ettiirs whose term expires at that annual
meeting will be elected for thrgeear terms. The Company's officers are electedalyno serve until each successor is elected amadifeed or
until his death, resignation or removal.

Employees

As of December 31, 2002, Level 3 had 2.&2ployees in the communications portion of its hess and information services had
approximately 3,550 employees, for a total of 6,8@ployees. These numbers do not include the eraptogf Genuity, since this transaction
closed on February 4, 2003. Level 3 has hired aqymately 1,400 Genuity employees, who become piahietransitional organization that is
assisting with the integration efforts. The Comparpects to reduce communications headcount thaud003 as the Genuity integration
efforts are concluded. The Company believes tealtcess depends in large part on its abilityttact and retain substantial numbers of
qualified employees.

Forward Looking Statements

The Company, or its representatives, frione to time may make or may have made certain faiti@oking statements, whether orally or
in writing, including without limitation statementsade or to be made in this Annual Report on FOBAK 1the Company's Quarterly Reports
on Form 10-Q, information contained in other filingith the Securities and Exchange Commission sprdeases and other public documents
or statements. In addition, representatives ofXbmpany, from time to time, participate in speechss calls with market analysts, conferer
with investors or potential investors in the Comgarsecurities and other meetings and confereismase of the information presented at such
speeches, calls, meetings and conferences maylenfdoward-looking statements. The Company usesisviike "expects," "anticipates” or
"believes" to identify forward-looking statements.

The Company wishes to ensure that all fodwaoking statements are accompanied by meanimgfuionary statements, so as to ensure
to the fullest extent possible the protectionshef$afe harbor established in the Private Secsitiftegation Reform Act of 1995. Accordingly,
all forward-looking
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statements are qualified in their entirety by refee to, and are accompanied by, the followingudision of certain important factors that cc
cause actual results to differ materially from #hpsojected in such forward-looking statements. Tobenpany cautions the reader that this list
of important factors may not be exhaustive. The Gamy operates in rapidly changing businesses, emdtisk factors emerge from time to
time. Management cannot predict every risk faator,can it assess the impact, if any, of all susk fiactors on the Company's business or the
extent to which any factor, or combination of fasianay cause actual results to differ materialyrf those projected in any forward-looking
statements. Accordingly, forward-looking statemestitsuld not be relied upon as a prediction of dersults. Further, the Company
undertakes no obligation to update forwérdking statements after the date they are maderiform the statements to actual results or che

in the Company's expectations.

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

The downturn in general economic conditjgraticularly in the telecommunications serviagdustry, has forced several of the
Company's competitors and customers to file fotqmtion from creditors under existing bankruptaydaand others to reconfigure their capital
structure. These companies had significant debtceg requirements and were unable to generafemrit cash from operations to both
service their debt and maintain their networks.dlé/has changed its customer base in order tasfoowglobal users of bandwidth capacity,
which tend to be more financially viable than ceriaf the Company's Internet start-up customerd,laavel 3 has implemented policies and
procedures designed to enable the Company to metkentinations regarding the financial conditiorpofential and existing custome



However, there can be no assurance regardingrtaedial viability of Level 3's customers or thaggk policies and procedures will be
effective. If general economic conditions in theitdd States remain at current levels for an exteénmgiod of time or worsen, Level 3 could
materially adversely affected.

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

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

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

. the diversion of management's attention from theagament of daily operations to the integratioopdrations

. difficulties in the assimilation and retention ahployees;

. difficulties in the assimilation of different cules and practices, as well as in the assimilatidor@ad and geographically

dispersed personnel and operations; and

. difficulties in the integration of departments, t§yss, including accounting systems, technologieskbé and records ar
procedures, as well as in maintaining uniform séads, controls, including internal accounting colstr procedures and policies.

If Level 3 cannot successfully integratenGity's operations, Level 3 may experience mateglative consequences to its business,
financial condition or results of operations. Swgsfal integration of Genuity's operations will deden the Company's ability to manage these
operations, realize opportunities for revenue ghogresented by strengthened product offerings apdreled geographic market coverage and,
to some degree, to eliminate redundant and exosss. Because of difficulties
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in combining geographically distant operations, élé may not be able to achieve the benefits timompany hopes to achieve as a result of
the acquisition.

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

Concentration of Revenue in a Limited Number oft@usrs

A significant portion of Level 3's commuaimns services revenue is concentrated amongi@dimumber of customers. If the Company
lost one or more of these major customers, oréf @nmore major customers significantly decreatedriers of the Company's products,
Level 3's communications business would be matgré@ld adversely affected. Revenue from the Compdaggest communications customer,
America Online, Inc. ("America Online") representggproximately 12% of the Company's communicatirergnues for 2002 and
approximately 4% of the Company's consolidatedmaes. Level 3's future communications operatingltesvill depend on the success of
these customers and other customers and our suncgsng products to them.

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

Level 3 needs to increase the volume of traffi@onetwork or its network will not generate pre

The Company must substantially increasetiieent volume of Internet, data, voice and vitt@easmission on the Level 3 Network in
order to realize the anticipated cash flow, opetpéfficiencies and cost benefits of its netwoflt.dvel 3 does not develop new large-volume
customers and maintain its relationship with curmrstomers, Level 3 may not be able to signifilyeimcrease traffic on the Level 3 Network,
which would adversely affect the Company's profligh

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

The development of Level 3's communicatioasiness required, and may continue to requigajfsiant expenditures. These expenditt
could result in substantial negative operating dbmsh and substantial net losses for the near &tbBor 2002, Level 3 incurred a net loss from
continuing operations of approximately $1.1 billidine Company expects to continue to experiencethrough 2003, and may not be able
to achieve or sustain operating profitability i thuture. Continued operating losses could limet @ompany's ability to obtain the cash needed
to expand its network, make interest and pringg@aiments on its debt or fund other business needs.

The prices that Level 3 charges for its servicegehaeen decreasing, and the Company expects taatifl continue to decrease, over til



and the Company may be unable to compensate fee tbst revenues.

Level 3 expects to continue to experiensereasing prices for its services as the Compadytarcompetitors increase transmission
capacity on existing and new networks, as a reguts current agreements with customers, throeghrological advances or otherwise, and as
volume-based pricing becomes more prevalent. Aceghgd Company's historical revenues are not intilieaof future revenues based on
comparable traffic volumes. If the prices for igs\8ces decrease for whatever reason and LeveliBable to offer additional services from
which it can derive additional revenues or otheewisduce its operating expenses, the Company'atimgeresults will decline and its business
and financial results will suffer.
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Level 3 may need to continue to expand and adsypieitwork in order to remain competitive, which mequire significant additional fundin

Future expansion and adaptations of theeL@Wetwork's electronic and software componerilishe necessary in order to respond to:

. a growing number of custome!

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

. technological advances by competitors; and

. governmental regulation

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

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

The Company leases telecommunications dgpaed obtain rights to use dark fiber from bathd distance and local telecommunications
carriers in order to extend the scope of the ndtwany failure by these companies to provide timadyvice to Level 3 would adversely affect
its ability to serve its customers or increasedbsts of doing so. Some of the Company's agreemeétitother providers require the payment
of amounts for services whether or not those sesvace used. The Company enters into interconmeatjiceements with many domestic and
foreign local telephone companies' but the Compampt always able to do so on favorable terms.

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

Level 3's business requires the continued developafeffective business support systems to impiecostomer orders and to provide a
bill for services

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

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

Because Level 3's business provides for continapidl growth in the number and volume of products$ services offered, there is a need to
continue to develop these business support sysiarasschedule sufficient to meet proposed serdibeut dates. In addition, Level 3 requires
these business support systems to expand andtadeptapid growth. The failure to continue to dlp effective business support systems
could materially adversely affect the Company'ditgtio implement the Business Plan.
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The Company may be unable to hire and retain seffiqqualified personnel; the loss of any of ity k&ecutive officers could adversely affect
the Company

Level 3 believes that its future succedbdepend in large part on its ability to attrantaretain highly skilled, knowledgeable,
sophisticated and qualified managerial, profesdiand technical personnel. The Company has expag@esignificant competition in attracting
and retaining personnel who possess the skillsttiemseeking. As a result of this significant qoetition, Level 3 may experience a shortage of
qualified personnel. Level 3's businesses are nethhg a small number of key executive officerstipatarly James Q. Crowe, Chief
Executive Officer, Charles C. Miller, IIl, Vice Chiman of the Board, and Kevin J. O'Hara, Chief @giag Officer. The loss of any of these
key executive officers could have a material adveféect on the Company.

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

If Level 3 is unable, on acceptable termd an a timely basis, to obtain and maintain teedhises, permits and rights needed to expand
and operate the Level 3 Network, its business cbalthaterially adversely affected. In addition, thacellation or nonrenewal of the
franchises, permits or rights that are obtainedccmaterially adversely affect the Company. Levéd @ defendant in several lawsuits that the
plaintiffs have sought to have certified as clagsas that, among other things, challenge itsaiseghts of way. It is likely that additional ss
challenging use of its rights of way will occur atiéit those plaintiffs also will seek class cetttion. This litigation may increase Level 3's
costs and adversely affect its profitability.

Termination of relationships with key suppliers ldocause delay and costs

Level 3 is dependent on thiparty suppliers for fiber, computers, software ropics, transmission electronics and related coraptantha
are integrated into the Level 3 Network. If anytluése relationships is terminated or a suppli¢s faiprovide reliable services or equipment
and the Company is unable to reach suitable aligenarrangements quickly, Level 3 may experierigaicant additional costs. If that
happens, Level 3 could be materially adverselycaéid

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

The communications and information servioesistry is highly competitive. Many of the Companexisting and potential competitors
have financial, personnel, marketing and otheruesas significantly greater than Level 3. Manylate competitors have the added
competitive advantage of a larger existing custopase. In addition, significant new competitorsidarise as a result of:

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

. further technological advances; ¢

. further deregulation and other regulatory initiagv

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

The communications industry is subjectapid and significant changes in technology. In &aldj the introduction of new products or
technologies, as well as the further developmemixadting products and technologies may reducedlsé or increase the supply of certain
services similar to those that Level 3 providesaAssult, Level 3's most significant competitorshie future may be new entrants to the
communications and information services industtyege new entrants may not be
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burdened by an installed base of outdated equipriremire success depends, in part, on the aldlignticipate and adapt in a timely manner to
technological changes. Technological changes andetbulting competition could have a material aseaffect on Level 3.

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

There are currently three U.S. long distefifeer optic networks that are owned by each o&A&TWorldCom and Sprint, as well as
numerous local networks. Others, including Qwesh@unications and WilTel Communications, are depigyor expanding additional
networks that use advanced technology similarab dfithe Level 3 Network. These networks offengfigantly more capacity than is curren
available in the marketplace. This additional cyanay cause significant decreases in the prioesdrvices. Prices may also decline due to
capacity increases resulting from technologicakbades and strategic alliances, such as long dstagacity purchasing alliances ami



regional Bell operating companies. Increased coitipehas already led to a decline in rates chafge@arious telecommunications services.

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

Level 3 relies significantly on its statsa Tier 1 Internet backbone provider to maindaid grow its market share and compete with
other Tier 1 Internet backbone providers, sevefratloch have a larger market share than the Company significant loss of market share
the Company's services could cause the loss sfdtas as a Tier 1 Internet backbone provider, lvhiculd make Level 3's services
significantly less attractive to existing and pditgincustomers and would likely result in a sigeéfint loss of revenues. In addition, the loss of
market share or its status as a Tier 1 Interndtbzae provider would adversely affect the Compaalitity to maintain its free private peering
relationships with other Tier 1 Internet backboneviders. These relationships permit the Comparhatee direct, cost-free exchange of traffic
with other Tier 1 Internet backbone providers allmral evel 3 to avoid congestion of public peeripgints when directing traffic to users
connected to those other Internet backbones. [EL8¥s unable to maintain these free peeringimahips, its operating costs will increase
cash flow from operations will suffer.

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

Communications services are subject toifsogmt regulation at the federal, state, local antdrnational levels. These regulations affect
Level 3 and its existing and potential competit@slays in receiving required regulatory approvatsnpleting interconnection agreements
with incumbent local exchange carriers or the enaot of new and adverse regulations or regulaguirements may have a material adverse
effect on Level 3. In addition, future legislatiyadicial, and regulatory agency actions could hawveaterial adverse effect on the Company.

Recent federal legislation provides foigm#icant deregulation of the U.S. telecommunioas industry, including the local exchange,
long distance and cable television industries. Tdgsslation remains subject to judicial review auttlitional FCC rulemaking. As a result,
Level 3 can not predict the legislation's effectitsrfuture operations. Many regulatory actionsamder way or are being contemplated by
federal and state authorities regarding importizmé. These actions could have a material advéfieset en Level 3's business.
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Canadian law currently does not permit Level 3 fieoservices in Canada

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

Potential regulation of Internet service provideauld adversely affect Level 3's operatis

The FCC has to date treated Internet seiioviders as enhanced service providers. Enhaeeite providers are currently exempt fi
federal and state regulations governing commonasarrincluding the obligation to pay access chsuayal contribute to the universal service
fund. The FCC is currently examining the statuintdrnet service providers and the services theyige. If the FCC were to determine that
Internet service providers, or the services th@yide, are subject to FCC regulation, including pgment of access charges and contribution
to the universal service funds, it could have aemaltt adverse effect on Level 3's business.

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

Level 3's operations depend on its abibtavoid and mitigate any interruptions in senaceeduced capacity for customers. Interruptions
in service or performance problems, for whatevasoa, could undermine confidence in Level 3's ses/and cause the Company to lose
customers or make it more difficult to attract nemes. In addition, because many of the Compangicss are critical to the businesses of
many of its customers, any significant interruptiorservice could result in lost profits or othes$ to customers. Although the Company
attempts to disclaim liability in its service agmeents, a court might not enforce a limitation afbility, which could expose the Company to
financial loss. In addition, Level 3 often providescustomers with guaranteed service level comanitts. If Level 3 is unable to meet these
guaranteed service level commitments as a resgkmice interruptions, the Company may be oblidjédeprovide credits, generally in the
form of free service for a short period of timejt®customers, which could negatively effect iexating results.

The failure of any equipment or facility thre Level 3 Network, including the Operations Gohtenter and network data storage
locations, could result in the interruption of @raer service until necessary repairs are effeatedmacement equipment is installed. Network
failures, delays and errors could also result frtural disasters, terrorist acts, power lossesirgg breaches and computer viruses. These
failures, faults or errors could cause delays,iserwnterruptions, expose the Company to custoiability or require expensive modifications
that could have a material adverse effect on L8\sebusiness.

Intellectual property and proprietary rights of etts could prevent Level 3 from using necessaryn@olgy to provide Internet protocol voi



services

While Level 3 does not know of any techigids that are patented by others that it believesiecessary for Level 3 to provide its
services, this necessary technology may in fagidbented by other parties either now or in thertutlf this technology were held under patent
by another person, Level 3 would have to negotidteense for the use of that technology. The Comipaay not be able to negotiate such a
license at a price that is acceptable. The existefhsuch a patent, or the Company's inabilitydgatiate a license for any such technology on
acceptable terms, could force Level 3 to ceasgyubia technology and offering products and senvicesrporating the technology.
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Level 3 may be unable to successfully identify,agarand assimilate future acquisitions, investmantsstrategic alliances, which cot
adversely affect the Company results of operations

Level 3 continually evaluates potentialdstiments and strategic opportunities to expantlélel 3 Network, enhance connectivity and
add traffic to the network. In the future, the Camp may seek additional investments, strategiaratks or similar arrangements, which may
expose the Company to risks such as:

. the difficulty of identifying appropriate investmtsnstrategic allies or opportunities;

. the possibility that senior management may be redub spend considerable time negotiating agretsva  monitoring thes
arrangements;

. the possibility that definitive agreements will rioet finalized;

. potential regulatory issues applicable to telecomications busines:

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

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

. the possibility of insolvency of a strategic ally.

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

Information Services
Software Spectrum relies on financial incentivedume discounts and marketing funds from softwailgighers

As part of Software Spectrum's supply agrerts with certain publishers and distributors h8afe Spectrum receives substantial
incentives in the form of rebates, volume purctdiseounts, cooperative advertising funds and mat&eelopment funds. Under the new
licensing model announced by Microsoft, that becaffective in October 2001, Software Spectrum mm&y receives these forms of financial
incentives on new enterprise-wide licensing agredsdut instead Software Spectrum is paid feesdorices performed under those
agreements. Other publishers have based theirdialancentives on specific market segments andywts. If the Software Spectrum business
model does not continue to align with the objectiestablished for these incentives or if softwareliphers further change, reduce or
discontinue these incentives, discounts or adwegtiallowances, Software Spectrum's business awdl 132s consolidated financial results
could be materially adversely affected.

Software Spectrum is very dependent on a small euoftvendors

A large percentage of Software Spectrualisssare represented by popular business softwadeigts from a small number of vendors.
For the year ended December 31, 2002, approxim@8y of Software Spectrum's net software sales deriged from products published by
Microsoft and IBM/Lotus. Most of Software Spectrgmbntracts with vendors are terminable by eitlaetyp without cause, upon 30 to 60 d
notice. The loss or significant change in Softw@pectrum's relationship with these vendors coule lramaterial adverse effect on Software
Spectrum's business and Level 3's consolidateddiabresults. Although Software Spectrum beliedessoftware products would be available
from other parties, the Company may have to olsagh products on terms that would likely adverséigct its financial results.

58

Software Spectrum's sales through volume licersimgmaintenance agreements could cause increasedvadard press on margir



Software Spectrum serves as a designateites provider for VLM agreements between manitooéustomers and major publishers of
software. VLM agreements are typically used by aungrs seeking to standardize desktop softwareagtigihs and, consequently, typically
involve significant quantities of unit sales foichacustomer. Although unit volume sales are in@ddy the use of VLM agreements, genet
lower gross margins are realized on such salesrapared to sales of full-packaged software produgiproximately 57% of Software
Spectrum's product sales are made pursuant to \fiflgements. Software Spectrum continues to experiandncrease in the percentage of
sales made under enterprise-wide licensing agresmehich typically have lower gross margins anthiustrative costs than other VLM
programs. Software Spectrum may continue to expegienargin pressures due to these factors.

Software Spectrum's business is sensitive to geeeoaomic conditions and its success at expanithnigusiness geographically

Software Spectrum's business is sensititke spending patterns of its customers, whidhlrim are subject to prevailing economic and
business conditions. Due to current economic camdif there has been a decrease in spending foniation technology by both existing and
potential customers over the several past yeacsisiomers and potential customers continue toedsertheir spending in this area, the Level 3
consolidated financial results could be advers#fscted. Further, sales to large corporations Heen important to Software Spectrum's
results, and its future results are dependentsocoibtinued success with such customers. Salesleutsthe United States accounted for
approximately 29% of Software Spectrum's revenaeshke year ended December 31, 2002. Software Bpe'stfuture growth and success
depend on continued growth and success in intematmarkets. The success and profitability of 8afe Spectrum's international operations
are subject to numerous risks and uncertaintiefjdimg local economic and labor conditions, unetge changes in the regulatory
environment, trade protection measures and tax, lemvsency exchange risks, political instabilitydasther risks of conducting business abr

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

Software Spectrum's software distributiosibess is subject to seasonal influences. Inqudati, net sales and profits in the United States,
Canada and Europe are typically lower in the firsd third quarters due to lower levels of informattechnology purchases during those times.
As a result, Software Spectrum's quarterly resulty be materially affected during those quarteheréfore, the operating results for any three
month period are not necessarily indicative ofrémults that may be achieved for any subsequeralfigiarter or for a full fiscal year. In
addition, periods of higher sales activities duriegtain quarters may require a greater use of wgréapital to fund the Software Spectrum
business in the quarter that follows the higheelewf sales activities.

Software Spectrum operates in a highly competitisgness environment and it is subject to signifigaicing competition

The desktop technology marketplace is sggncompetitive. Software Spectrum faces competitiom a wide variety of sources,
including other software resellers, hardware mattufars and resellers, large system integratofsyace publishers, contact services
providers, software suppliers, retail stores (idolg superstores), mail order, Internet and otleradint business suppliers. Many of the
Company's competitors, particularly software putgis, have substantially greater financial resauticen Software Spectrum. Because of the
intense competition within the software channeinpanies that compete in this market, including\8afe Spectrum, are characterized by low
gross and operating
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margins. Consequently, Software Spectrum's prdfitalis highly dependent upon effective cost andnmagement controls.
The market for Software Spectrum's products andes is characterized by rapidly changing techgglo

The market for Software Spectrum's prodeaots services is characterized by rapidly chantgognology, evolving industry standards
frequent introductions of new products and serviGagtware Spectrum's future success will deperghion its ability to enhance existing
services, to continue to invest in rapidly changmghnology and to offer new services on a timelgi®. Additionally, the Company's business
results can be adversely affected by disruptiormigtomer ordering patterns, the effect of new pebdeleases and changes in licensing
programs.

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

In late 2001, Microsoft announced a chatogés licensing programs, whereby new enterpriggevicensing arrangements are priced,
billed and collected directly by Microsoft. SofteaBpectrum continues to provide sales and supenvices related to these transactions and
will earn a service fee directly from Microsoft fibrese activities. Enterpriseide licensing agreements in effect prior to Octahe2001, whicl
generally have terms of three years from the dath agreements are signed, and Microsoft's otbending programs were not affected by this
change. The licensing program changes have resulsgnificantly lower revenues for the SoftwangeStrum on the affected transactions.
the year ended December 31, 2002, approximately @Bsftware Spectrum's product sales were underddoft enterprise-wide licensing
agreements. Software Spectrum's continued abiligdfust to and compete under this new model apeiitant factors in its future success.

The manner in which software products ast&riduted and sold is continually changing, andsmeethods of distribution may continue to
emerge or expand. Software publishers may intetiséiy efforts to sell their products directly tod-users, including current and poten



customers of Software Spectrum. Other productsaetthodologies for distributing software to userg/rba introduced by publishers, present
competitors or other third parties. If software gligrs' participation in these programs is redugedliminated, or if other methods of
distribution of software, which exclude the softeaesale channel, become common, Software Spesthusiness and Level 3's consolidated
financial results could be materially adverselyeatéd.

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

Level 3's operations and properties argestito a wide variety of laws and regulations tieato environmental protection, human health
and safety. These laws and regulations includeethoacerning the use and management of hazarddusoarhazardous substances and
wastes. The Company has made and will continuave o make significant expenditures relating$ceeitvironmental compliance obligations.
The Company may not at all times be in complianitk all these requirements.

In connection with certain historical opéras, Level 3 is a party to, or otherwise involviegdlegal proceedings under state and federa
involving investigation and remediation activit@sapproximately 65 contaminated properties. L8vabuld be held liable, jointly and
severally, and without regard to fault, for suchdstigation and remediation. The discovery of digant other environmental liabilities related
to historical operations or changes in existingimmmental requirements could have a material atveffect on the Company.
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Potential liabilities and claims arising from coaperations could be significa

Level 3's coal operations are subject tergsive laws and regulations that impose stringpetational, maintenance, financial assurance,
environmental compliance, reclamation, restorasiod closure requirements. These requirements ia¢chamke governing air and water
emissions, waste disposal, worker health and safetyefits for current and retired coal miners, atier general permitting and licensing
requirements. Level 3 may not at all times be imphbance with all of these requirements. Liabibtier claims associated with this non-
compliance could require the Company to incur ni@teosts or suspend production. Mine reclamatiostcthat exceed reserves for these
matters also could require the Company to incuenltcosts.

General

Increased scrutiny of financial disclosure, partanly in the telecommunications industry in whiokviel 3 operates, could adversely aff
investor confidence, and any restatement of eamaayild increase litigation risks and limit the Quemy's ability to access the capital mark

Congress, the SEC, other regulatory auikserand the media are intensely scrutinizing almemof financial reporting issues and
practices. Although all businesses face uncertairty respect to how the U.S. financial disclostegime may be impacted by this process,
particular attention has been focused recentlyhertélecommunications industry and companies'pné¢ations of generally accepted
accounting principles.

If the Company is required to restateiitafficial statements as a result of a determinddirit had incorrectly applied generally accepted
accounting principles, that restatement could ablgraffect its ability to access the capital méslar the trading price of its securities. The
recent scrutiny regarding financial reporting his® aesulted in an increase in litigation in thee¢emmunications industry. There can be no
assurance that any such litigation against Lewed@ld not materially adverse affect the Companysifess or the trading price of Company's
securities.

If Level 3 is unable to comply with the restricBemnd covenants in its debt agreements, there wmilgldefault under the terms of thi
agreements, and this could result in an acceleratibpayment of funds that have been borrowed

If Level 3 was unable to comply with thetréctions and covenants in its debt agreemengsetivould be a default under the terms of t
agreements. Some of the debt agreements alsoedaiel 3 and certain of its subsidiaries to mamspecified financial ratios and satisfy
financial tests. Beginning in June 2004, one oféhtests measures Level 3's ratio of total leverBige Company's ability to meet these
financial ratios and tests may be affected by ebayond the Company's control, including, withauttation, sales levels, the number of
customer disconnects and cancellations and potetaisitions. As a result, there can be no asseréhat Level 3 will be able to meet these
tests. In the event of a default under these ageatanthe lenders could:

. terminate their commitments to lend;

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

Borrowings under other debt instruments tloatain cross-acceleration or cross-default giows may also be accelerated and become
due and payable. If any of these events occuretta@n be no assurance that Level 3 would be alsilak® necessary payments to the lende



that it would be able to find alternative financiigyen if the Company was able to obtain altermefivancing, there can be no assurance that it
would be on terms that are acceptable.
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The Company has substantial debt, which may hiitslgrowth and put it at a competitive disadvantage
Level 3 substantial debt may have importamsequences, including the following:

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

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

. a substantial decrease in net operating cash fimwas increase in expenses could make it diffituiheet debt servic
requirements and force modifications to operations;

. Level 3 may have more debt than its competitorschvimay place the Company at a competitive disatdgm and

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

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

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

If Level 3 was unable to refinance its debto raise additional capital on acceptable teitasbility to operate its business would be
impaired. As of December 31, 2002, the Companyapgtoximately $6.1 billion of long-term debt angpegximately negative $240 million of
stockholders' equity. The Company's ability to mekerest and principal payments on the Comparsts dnd borrow additional funds on
favorable terms depends on the future performahteedbusiness. If the Company does not have enoagh flow in the future to make
interest or principal payments on its debt, the Gany may be required to refinance all or a paitsofiebt or to raise additional capital. Leve
cannot assure that it will be able to refinancelé@bt or raise additional capital on acceptablaser

Restrictions and covenants in the Company's defetemgents limit its ability to conduct its businassl could prevent the Company fri
obtaining needed funds in the future.

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

. borrow additional money or issue guarantt

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

. create liens on asse

. sell assets

. enter into sale-leaseback transactions;

. enter into transactions with affiliates; a

. engage in mergers or consolidatic
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In addition, the Level 3 Senior Secured Credit Rgaiurrently requires the maintenance of spedifi@ancial ratios as defined therein. Th



restrictions may limit the Company ability to obtduture financing, fund needed capital expendgumewithstand a future downturn in
business or the economy.

Terrorist attacks and other acts of violence or waay adversely affect the financial markets anceL8s business

As a result of the September 11, 2001 tistrattacks and subsequent events, there hascbhesiderable uncertainty in world financial
markets. The full effect on the financial marketshese events, as well as concerns about futueri attacks, is not yet known. They could,
however, adversely affect Level 3's ability to @bt@nancing on terms acceptable to the Companwpt al.

There can be no assurance that there wiilbe further terrorist attacks against the Uni¢ates or U.S. businesses. These attacks or ¢
conflicts may directly affect Level 3's physicatiléies or those of its customers. These eventddcoause consumer confidence and spending
to decrease or result in increased volatility i@ thS. and world financial markets and economy. ahthese occurrences could materially
adversely affect Level 3's business.

Level 3's international operations and investmexxjgose the Company to risks that could materiallyeasely affect the busine

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

. general economic, social and political conditic

. the difficulty of enforcing agreements and collagtreceivables through certain foreign legal system

. tax rates in some foreign countries may exceecethothe U.S.;

. foreign currency exchange rates may fluctuate, whauld adversely affect the Company's resultgpefations and the value

its international assets and investments;
. foreign earnings may be subject to withholding iegraents or the imposition of tariffs, exchangeteols or other restrictions;

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

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

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

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

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

. divide the board of directors into three classa#) members of each class to be elected in stagdhret-year terms

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

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

. limit the right of stockholders to present propssal nominate directors for election at annual megstof stockholders; ar
. authorize the board of directors to issue prefestedk in one or more series without any actionhenpart of stockholder

These provisions could limit the price that investmight be willing to pay in the future for shamdd_evel 3's common stock and significantly
impede the ability of the holders of Level 3's cooamstock to change management. In addition, LeVels3adopted a poison pill rights plan,
which has anti-takeover effects. The rights platrjggered, will cause substantial dilution toergon or group that attempts to acquire the
Company on terms not approved by the board of elirecProvisions and agreements that inhibit aralisage takeover attempts could red



the market value of Level 3's common stock.
These risk factors could cause actual results tiedmaterially from the results anticipated infeard-looking statements

The reports that Level 3 files with the S&@ the Company's other communications may cofdaivard-looking statements that involve
risks and uncertainties. Level 3 considers forwanking statements to be those statements thatidesatentions, beliefs, and current
expectations with respect to future operating perémce. The Company's actual results could diffatenmlly from those anticipated in the
Company's forward-looking statements as a reswdedin factors.

ITEM 2. PROPERTIES

The Company's headquarters are located@cres in the Northwest corner of the Interlockemanced Technology Environment within
the City of Broomfield, Colorado, and within Broarifi County, Colorado. The campus facility, whishoiwned by the Company, encompa
over 850,000 square feet of office space. In anlujtihe Company has leased approximately 71,008rsdeet of temporary office space in the
Broomfield, Colorado area. The lease, which prowifie monthly rental payments of approximately $000, will expire in May 2003 and w
not be renewed. In Europe, the Company has appat&lyn211,000 square feet of office space in thiéddrKingdom, approximately 12,000
square feet of office space in Germany, and appratély 14,000 square feet of office space in Fralmcaddition, the Company is in the
process of selling 340,000 square feet of owneckexoffice space located in the City of Broomfi€dlorado.

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

The Company's Gateway facilities are desiigio house local sales staff, operational stiadf,Gompany's transmission and IP
routing/switching facilities and technical spacatzommodate
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colocation of equipment by high-volume Level 3 ocusérs. The Company has approximately 5.0 milliarnase feet of space for its Gateway
and transmission facilities and has completed coabn on approximately 3.2 million square feettié space. This Gateway space is either
owned by the Company or is held pursuant to lomgiriease agreements. The Company also leases appteky 83,000 square feet of office
space throughout the country for sales officesh ait aggregate annual rental expense of approXiyr&825,000. The remaining term on these
leases generally range from one to six years.

The Company has announced that it is etiayi#s requirements for office and technical spaad may seek to dispose of excess office
and technical space in the future.

Software Spectrum currently leases appratéhg 184,000 square feet of space in Garland, § éxauburb in the Dallas/Forth Worth
metroplex) which houses its operational headquarsdong with call centers for contact and prodevices. The Garland leases have
aggregate current monthly payments of approxima&&05,000 and remaining terms of four to six yeSoftware Spectrum leases
approximately 108,000 square feet of office spacgpokane, Washington with current aggregate mppdnyments of approximately $97,000.
As of April 30, 2001, the Spokane leases had reimgiterms of four years. Software Spectrum alsoshesntact services center in Tampa,
Florida. This facility consists of approximately,980 square feet of space which is leased for aopedely $134,000 per month. The
remaining term of the lease is approximately thyegrs. Software Spectrum leases approximately @300are feet of space for an additional
contact services center in North Richland Hillsxd® (a suburb in the Dallas/Fort Worth metroples)ich is currently unoccupied. The lease
provides for monthly rental payments of approxirha$69,000 and has a remaining term of approxinyegid years.

Software Spectrum leases approximately@Bgd@juare feet of space in Norwood, Massachudéteslease provides for monthly payments
of approximately $195,000 and has a remaining @frapproximately 3 years.

With respect to its European-based operafiSoftware Spectrum currently leases spacedondjor operations center in Munich,
Germany; Paris, France; and Dublin, Ireland. Inithald Software Spectrum has offices in The Nethredks, the United Kingdom, Switzerland,
Austria, Italy, Sweden, Belgium and Spain. Softw@pectrum's Asia/Pacific headquarters is locateglyiiney, Australia. Software Spectrum
also has offices in Australia, New Zealand, Singa@nd Hong Kong. Dublin, Ireland and its salediqearters in The Hague, The
Netherlands. In Asia/Pacific, Software Spectrunsésaspace for its Asia/Pacific headquarters in 8ydaAustralia and maintains sales office
six other markets.

(i )Structure also maintains its corporate headquaitespproximately 25,000 square feet of officecgpia the Broomfield, Colorado
area. The computer outsourcing businessi 9&fructure is located at an 89,000 square foot®#pace in Omaha, Nebraska and at a 60,000
square foot computer center in Tempe, ArizoridSructure maintains additional office space in galore, India (approximately 18,000 sqt
feet) and several locations in the United Kingdappfoximately 21,000 square feet) for its systamesgration busines



ITEM 3. LEGAL PROCEEDINGS

In May 2001, a subsidiary of Level 3 Comiigations, Inc. (the "Company") was named as a disfieninBauer, et. al. v. Level 3
Communications, LLC, et gla purported multi-state class action, filed iea thS. District Court for the Southern Districtlhihois and in
July 2001, the Company was named as a defend#&ayile, et. al. v. Level 3 Communications, Inc.aét., a purported multi-state class action
filed in the U.S. District Court for the Districf tdaho. Both of these actions involve the Companight to install its fiber optic cable network
in easements and right-of-ways crossing the pféshtand. In general, the Company obtained thbtago construct its network from railroads,
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utilities, and others, and is installing its netwaiong the rights-of-way so granted. Plaintiffdtie purported class actions assert that they are
the owners of lands over which the Company's figgic cable network passes, and that the railrasdgies, and others who granted the
Company the right to construct and maintain itswoek did not have the legal ability to do so. Thaiqiff's efforts to seek class action status
for this action have been denied. The complainksdamages on theories of trespass, unjust enrighemne slander of title and property, as
well as punitive damages. The Company has alsivest;eand may in the future receive, claims and aleas related to rights-of-way issues
similar to the issues in the these cases that radyabed on similar or different legal theoriesdate, all attempts to have class action status
granted on complaints filed against the Compargngrof its subsidiaries involving claims and densmrelated to rights-of-way issues have
been denied. Although it is too early for the Compto reach a conclusion as to the ultimate outcohtbese actions, management believes
that the Company and its subsidiaries have sulistaetfenses to the claims asserted in all of tlaesiens (and any similar claims which may
be named in the future), and intends to defend thigorously.

On November 19, 2002, Gary Haegle commencgthreholder's derivative suit on behalf of tben@any in the District Court of
Colorado for the City and County of Broomfield ¢letil Haegle v. Scott, et. al(Index No. 02-CV-0196). The action is broughtiagathe
Company as a nominal defendant and against thetaiseof the Company, a former director of the Campand Peter Kiewit Sons', Inc.
("PKS"). The Complaint alleges that the directofedelants, aided and abetted by PKS, breachedfithediary duties to the Company in
connection with several transactions between thag2amy and PKS including contracts under which P&iSstructed the Company's fiber o)
cable network and manages the Company's mine pireperhe Complaint also alleges that in building fiber optic cable network, the
defendants caused the Company to violate the propghts of landowners, thereby subjecting the @any to substantial potential liability.
addition, the Complaint alleges that Company assets transferred to its officers and directorthia form of personal loans, excessive sal
and the payment of personal expenses. The actéks $mth equitable and legal relief, includingitaibn, compensatory and punitive
damages of an unspecified amount, imposition afrestuctive trust, disgorgement and injunctiveefelThe defendants have not yet respor
to the Complaint. Although it is too early for ti@mpany to reach a conclusion as to the ultimateomoe of these actions, management
believes that there are substantial defenses tddires asserted in this action, and intends tertthem vigorously.

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

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

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

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

Market Information. The Company's common stock is traded on thel&tpablational Market under the symbol "LVLT." AsMfrch 14
2003, there were approximately 6,933 holders adneéof the Company's common stock, par value $dédlspare. The table below sets forth,
for the calendar
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guarters indicated, the high and low per shardrgjosale prices of the common stock as reportetthéyNasdaq National Market.

High Low

Year Ended December 31, 200
First Quartel $ 58t $ 2.22



Second Quarte 5.4¢ 2.9t

Third Quartel 7.0€ 2.57
Fourth Quarte 6.1C 4.04
Year Ended December 31, 2001

First Quarte! $ 49.6¢ $ 15.5(
Second Quarte 18.4¢ 4,52
Third Quartel 5.4¢ 3.14
Fourth Quarte 7.32 1.9¢

Equity Compensation Plan InformationLevel 3 has only one equity compensation plate-T995 Stock Plan (Amended and Restated
as of July 24, 2002)—under which Level 3 may issii@res of Common Stock to employees, officersctiire and consultants. This plan has
been approved by the Company's stockholders. Tilmviag table provides information about the shasékevel 3's common stock that may
be issued upon exercise of awards under the 13#2% $fan as of December 31, 2002.

Number of securities to

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

Plan Category rightst rightst under equity compensation plans
Equity compensation plans
approved by stockholde 64,645,788 $ 15.2 22,327,53
Equity compensation plans no
approved by stockholde — — —
T Includes awards of Outperform Stock Options ("O90Sbnvertible Outperform Stock Options ("C-OSOaf Special Recognition

Outperform Stock Options ("SR-OSOs"). For purpasfahis table, these securities are consideredéoausingle share of Level 3
Common Stock from the total number of shares resefor issuance under the 1995 Stock Plan.

¥ Includes weighted-average exercise price of outlitgnOSOs, C-OSOs and SR-OSOs at the date of graatexercise price of an
0SO, C-0S0 and SRSO is subject to change based upon the perfornadribe Level 3 Common Stock relative to the perfance o
the Standard & Poor's 500 Index from the time efghant of the award until the award has been eezic

Dividend Policy. The Company's current dividend policy, in effeiace April 1, 1998, is to retain future earnirfigsuse in the
Company's business. As a result, management do@sticipate paying any cash dividends on shar&oofimon Stock in the foreseeable
future. In addition, the Company is effectivelytreeged under certain debt covenants from payirghatividends on shares of its Common
Stock.
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ITEM 6. SELECTED FINANCIAL DATA

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

Fiscal Year Ended(1)

2002 2001 2000 1999 1998

(dollars in millions, except per share amounts

Results of Operation:

Revenue $ 3,14¢ % 153 $ 1,18 $ 51t % 392

Net loss from continuing operationsi (1,119 (5,44 (1,407 (482) (129)

Net earnings (loss)(: (85¢) (4,97¢) (1,45%) (487) 804
Per Common Shar

Earnings (loss) from continuing operations (2.79) (14.5¢) (3.89) (1.49 (0.43)

Net earnings (loss)(: (2.1) (13.39) (4.0 (1.4¢) 2.6€

Dividends(4) — — — — —

Financial Position
Total assets 8,96: 9,31¢ 14,91¢ 8,90¢ 5,527



Current portion of long-term debt 4 7 7 6 5

Long-term debt, less current portion| 6,10z 6,20¢ 7,31¢ 3,98¢ 2,641
Stockholders' equity (deficit)(6) (240) (65) 4,54¢ 3,40¢ 2,16t
(1)  The operating results of the Company's Asian ojmeraifor all periods are included in discontinugeti@tions in the statement of

@

operations due to the sale to Reach Ltd. in Jar2@0g.

The Company purchased software resellers CorpBofgnd Software Spectrum, Inc. in March and JUr2062, respectively. The
Company recorded approximately $1.8 billion of mawe attributable to these two businesses in 2002.

Level 3 incurred significant expenses in conjunctidgth the expansion of its communications andrimfation services business
beginning in 1998.

In 2000, 1999 and 1998, RCN Corporation issueckstopublic offerings and for certain transactiombese transactions reduced the
Company's ownership in RCN to 31%, 35% and 41%seaeinber 31, 2000, 1999 and 1998, respectivelyresudted in préax gains t
the Company of $95 million, $117 million and $62lman in 2000, 1999 and 1998, respectively.

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

In 1998, Cable Michigan, Inc. was acquired by Avaable of Michigan, Inc. Level 3 received approaiely $129 million for its
shares of Cable Michigan, Inc. in the dispositiod secognized a pre-tax gain of approximately $30an.

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

In 2002, the Company recognized approximately $h8tlon of impairment and restructuring chargesgjadn of approximately

$191 million from the sale of Commonwealth Telepb@nterprises, Inc. common stock, $88 million afuioed conversion expenses
attributable to the repurchase of the Company'senible debt securities and $120 million of Fedléa® benefits due to legislation
enacted in 2002.
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®)

(4)

(5)

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

In 2001, the Company recorded an impairment chaf§®16 million related to its discontinued Asigpeoations sold in January 2002.
Losses attributable to the Asian operations wegerilion, $48 million, $5 million and zero for fisl 2001, 2000, 1999 and 1998,
respectively.

In 2001, Level 3 also recognized an extraordinaiyn @f $1.1 billion as a result of the early extirhment of long-term debt.
In 2002, the Company recognized an extraordinaity gb$255 million as a result of the early extilghument of long-term debt.

The Company's current dividend policy, in effecicgl April 1998, is to retain future earnings foe urs the Company's business. A
result, management does not anticipate paying asly dividends on shares of common stock in thesémable future. In addition, the
Company is effectively restricted under certainazmants from paying cash dividends on shares ebitsmon stock.

In 1999, Level 3 received $798 million of net preds from an offering of $823 million aggregate pifial amount of its 69
Convertible Subordinated Notes Due 2009. In addjticevel 3 and certain Level 3 subsidiaries entémgmla $1.375 billion senior
secured credit facility. Level 3 borrowed $475 ioill in 1999 under the senior secured credit facilit

In 2000, Level 3 received net proceeds of approtéipa3.2 billion from the offering of $863 milliom convertible subordinated notes,
$1.4 billion in three tranches of U.S. dollar demaated senior debt securities, $780 million frono tiranches of Euro denominated
senior debt securities and $233 million from mogeg&nancings.

In 2001, the Company negotiated an increase itotiatamount available under its senior securedicfacility to $1.775 billion anc



borrowed $650 million under the facility. Also i®@1, a subsidiary of the Company and Level 3 rémsed, using cash and common
stock, approximately $1.9 billion face amount af thompany's long-term debt and recognized an exiirery gain of approximately
$1.1 billion as a result of the early extinguishineindebt.

In 2002, the Company received net proceeds of $4i8®n from the issuance of $500 million of 9% JanConvertible Subordinated
Notes due 2012. Also in 2002, the Company repurthassing cash and common stock, approximately &1bi&n face amount of its
long-term debt and recognized an extraordinary ghapproximately $255 million as a result of thelg extinguishment of debt.

(6) In 1999, the Company received approximately $1llbiof net proceeds from the sale of 28.75 millghares of its common stoc
In 2000, the Company received approximately $2libbiof net proceeds from the sale of 23 millidrases of its common stock.

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

In 2002, the Company issued approximately 47 mmilBbares of common stock, valued at approximat@B6$nillion, to repurchase
long-term debt.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking eta¢nts and information that are based on the balfaihanagement as well as assumptions
made by and information currently available to Le&€ommunications, Inc. and its subsidiaries ("&le¥' or the "Company"). When used in
this document, the words "anticipate”, "believgdlghs", "estimate" and "expect" and similar expigss as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksedamties and assumptions. Should one or morkeesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatesults may vary materially from those descrilvethis document. See "Cautionary
Factors That May Affect Future Results."

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

Critical Accounting Policies

The Company has identified the policieobehs critical to its business operations and tigetstanding of its results of operations. The
effect and any associated risks related to thekeiggon the Company's business operations isiggsrl throughout Management's Discussion
and Analysis of Financial Condition and Result©gplerations where these policies affect the Compaeyported and expected financial res

Revenue

Revenue for communications services, inogigrivate line, wavelengths, colocation, Interaetess, managed modem and dark fiber
revenue from contracts entered into after Jund 899, is recognized monthly as the services areiged based on contractual amounts
expected to be collected. Reciprocal compensatvenue is recognized only when an interconnectipaeament is in place with another
carrier, and the relevant regulatory authoritiegeh@pproved the terms of the agreement. Periogjcalk Company will receive payment for
reciprocal compensation services before the regylatuthorities approve the agreement. These amma@uatincluded in Other Current
Liabilities on the Consolidated Balance Sheet uhgl Company receives the necessary regulatoryaglst Revenue attributable to leases of
dark fiber pursuant to indefeasible rights-of-ugeeaments ("IRUs") that qualify for sales-type keascounting, and were entered into prior to
June 30, 1999, were recognized at the time of esliand acceptance of the fiber by the custometaibesale and long-term IRU agreements
of dark fiber and capacity entered into after J80e1999 are required to be accounted for in theesmanner as sales of real estate with
property improvements or integral equipment whiesults in the deferral of revenue recognition dkierterm of the agreement (currently uj
20 years).

It is the Company's policy to recognizeniration revenue when certain conditions have lmeen These conditions include: 1) the
customer has accepted all or partial delivery efdhset or service; 2) Level 3 has received coradida for the asset or service provided; and
3) Level 3 is not legally obligated to provide atlatial product or services to the customer or tee@cessor under the original contract.
Termination revenue is typically recognized in attans where a customer and Level 3 mutually aggréerminate all or a portion of the serv
provided, or the customer and/or its assets fahterge from bankruptcy, and therefore Level Jtsabligated to provide additional service to
the customer or its successor. If the conditiorscidleed above are met, the Company will recogrémmination revenue equal to the fair value
of consideration received, less any amounts preljaecognized
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Level 3 entered into joint build arrangetsetturing the construction of its North Americarddturopean networks in which it was the
sponsoring partner. These arrangements are ggnenalfacterized as fixed fee or cost sharing agaremnts. For fixed-fee joint build
arrangements in which Level 3 is the sponsor, the@any assumes the cost risk of completing the \imrk fixed price agreed upon at the
inception of the arrangement between the partiegel3 recognizes revenue equal to the value ofdhé&act when construction is complete
and payment is received from the joint build partf®r cost sharing arrangements each of the [niitdl parties shares the cost risk of
completing the work. These contracts typically imte provisions in which the sponsoring partnerixesea management fee for construction
services provided. Level 3 recognizes this managefee as revenue in the period when the contsambinpleted and payment is received
from the joint build partner.

Software Spectrum is a reseller of busisessvare. Accounting literature provides guidatwenable companies to determine whether
revenue from the reselling of goods and servicesilshbe recorded on a "gross” or "net" basis. Tom@any believes that the facts and
circumstances, particularly those involving pricengd credit risk indicate that the majority of Sadte Spectrum's sales should be recordec
"gross" basis. The latitude and ability of Softw&gectrum to establish the selling price to theéamasr is a clear indication of "gross" revenue
reporting. The assumption of credit risk is anothgvortant factor in determining "gross" versust"meporting. Software Spectrum has the
responsibility to pay suppliers for all productsl@red, regardless of when, or if, it collects frissncustomers. Software Spectrum is also solely
responsible for determining the creditworthinesgo€ustomers.

Microsoft Corporation, a significant suggplof software to the Company, has changed cditainsing programs whereby new enterprise-
wide licensing arrangements will be priced, bilted collected directly by Microsoft. The Companyi wontinue to provide sales and support
services related to these transactions and wili aaervice fee directly from Microsoft for thesivties. The Company only recognizes the
service fee as revenue and not the entire valtigecoftware for sales under this program. If Méofb is able to successfully implement and
sell a significant amount of software under thisggam, or it is determined that the accountingéselling of the software should be recorded
on a "net" basis, the Company may experience dfisigmt decline in information services revenueislpotential decrease in revenue is not
expected to affect the Company's earnings, a®itldrexperience a corresponding decline in costwénue for these transactions.

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

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

NonCash Compensation

The Company applies the expense recogrtionisions of SFAS No. 123, "Accounting for Stdgased Compensation" ("SFAS
No. 123"). Most companies do not follow the experesmgnition provisions of SFAS No. 123: ratheg)thlisclose the information only or
pro-forma basis. As a result, these pro-forma d&ales must be considered when comparing the Conspasults of operations to that
reported by other companies. Under SFAS No. 128fah value of an option or other stock-based oansgtion (as computed in accordance
with accepted option valuation models) on the ddigrant is amortized over the vesting periodshefdptions in accordance with FASB
Interpretation No. 28 "Accounting for Stock Appration Rights and Other Variable Stock Option or AdvRlans” ("FIN 28"). Although the
recognition of the value of the instruments resialts
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compensation or professional expenses in an enfitydncial statements, the expense differs framerotompensation and professional
expenses in that these charges, though permittiee $ettled in cash, are generally settled thrasgance of common stock, which would h
a dilutive impact upon per share net income or, ldssd when such shares are exercised.

LongLived Assets

Property and equipment is stated at cedtjaed by provisions to recognize economic impaitrirevalue when management determines
that events have occurred that require an anabygistential impairment. Costs associated diresith the uncompleted network and the
development of business support systems, primeniployee related costs, and interest expense etduring the construction period, are
capitalized. The Company capitalized $66 million &150 million of operating expenses, primarilyedirlabor and related employee benefits,
in 2002 and 2001, respectively, and $58 millionntérest expense in 2001. Intercity network segs)agateway facilities, local networks and
operating equipment that have been placed in searie being depreciated over their estimated ubeéd, primarily ranging from 3-25 years.
The total cost of a business support system is taadrover a useful life of three years. When asagt sold, retired or otherwise disposed of,
the cost and related accumulated depreciationlanéated from the accounts and the gain or lossdegnized



The Company evaluates the carrying valuertg-lived assets, including property and equipmehenever events or changes in
circumstances indicate that the carrying amoumtnodsset may not be recoverable. An impairmentdrisss when estimated undiscounted
cash flows attributable to the assets are lesstti@ncarrying amount. If an asset is deemed toripaired, the amount of the impairment loss
recognized represents the excess of the asseyingavalue as compared to its estimated fair vah@sed on management's assumptions and
projections. The Company recorded impairment cteao§é182 million and $3.2 billion in 2002 and 20Q@dspectively, to write down the
carrying amount of its North American and Europeanduits, its colocation assets and its transocezatile systems to their estimated fair
value as these telecommunications assets werdfiddrats being excess, obsolete or carried at gdlugt may not be recoverable due to an
adverse change in the extent in which these aasgtsbeing utilized in the business, which was edusy the unfavorable business climate
within the telecommunications industry.

Recently Issued Accounting Pronouncements

In June 2001, the FASB also issued SFASIMA, "Goodwill and Other Intangible Assets" ("SFNS. 142"). SFAS No. 142 is effective
for fiscal years beginning January 1, 2002. SFAS @ requires companies to segregate identifialdegible assets acquired in a business
combination from goodwill. The remaining goodwalmo longer subject to amortization over its estadaiseful life. However, the carrying
amount of the goodwill must be assessed at leastadly for impairment using a fair value based.t€&iodwill attributable to equity method
investments is no longer amortized but is stilljsabto impairment analysis using existing guidafareequity method investments. For the
goodwill and intangible assets in place as of Ddmamn31, 2001, the adoption of SFAS No. 142 didhase a material effect on the Company's
results of operations or its financial position eTgffect of SFAS No. 142 on the Company's finargtialements in the future will be dependent
upon the fair value of the net assets acquiredtiaresaction versus the total purchase price.

In June 2001, the FASB also approved SFASIM3, "Accounting for Asset Retirement Obligab('SFAS No. 143"). SFAS No. 143
establishes accounting standards for recognitishna@asurement of a liability for an asset retirenodatigation and the associated asset
retirement cost. The fair value of a liability fan asset retirement obligation is to be recogniaéte period in which it is incurred if a
reasonable estimate of fair value can be madea$beciated retirement costs are capitalized ardded as part of the carrying value of the
long-lived asset and amortized over the usefuldffthe asset. SFAS No. 143 will be effective toe Company beginning on January 1, 2003.
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The Company expects that its coal mining businekd®vaffected by this standard as the Companyuss; as a component of cost of revenue,
an estimate of future reclamation liability. Theleemation liability will be adjusted and a corresping asset established to comply with this
new standard. The net effect of the adoption of S’®. 143 to the Company was a decrease in nomtuiabilities of approximately

$6 million (which will be amortized to expense iutdre years) and will be reflected as a cumulagiffeet adjustment in the Consolidated
Statement of Operations. The communications busihas entered in to certain colocation leases Wlétés required upon termination of the
lease, to remove the leasehold improvements anchréte leased space to its original condition. Teenpany has also entered in to right-of-
way agreements for its intercity and metropolitatworks which may require the removal of the cohdufiber upon termination of the
agreement. The Company recorded obligations aneésmonding assets of approximately $31 million updaption of SFAS No. 143 related

to these lease and right of way agreements.

In April 2002, the FASB issued SFAS No. 1ZBescission of FASB Statements No. 4, 44, andAédendment of FASB Statement
No. 13, and Technical Corrections" ("SFAS No. 145FAS No. 145 is effective for fiscal years begngnand certain transactions entered
after May 15, 2002. SFAS No. 145 requires gainslasses from the extinguishment of debt be classifis extraordinary items only if they
meet the criteria in APB Opinion No. 30. PrevioyshASB Statement No. 4 generally required all gaind losses from debt extinguished prior
to maturity to be classified as an extraordinagynitin the statement of operations. APB Opinion 3fbrequires that to qualify as an
extraordinary item, the underlying event or tratiseicshould possess a high degree of abnormaliybanof a type clearly unrelated to, or only
incidentally related to, the ordinary activitiestbé Company, and would not reasonably be expeotestur in the foreseeable future. Any gain
or loss on extinguishment of debt classified asxraordinary item in prior periods presented thegs not meet the criteria in APB Opinion
No. 30 shall be reclassified. The Company belig¢liasdue to the recurring nature of its debt repases and exchanges, the adoption of S
No. 145 in 2003 will result in the reclassificatiohthe related extraordinary gains and losselarstatement of operations to other -
operating income.

SFAS No. 145 also addresses other issgkgling amending certain provisions of SFAS No."E&;counting for Leases" ("SFAS
No. 13"). SFAS No. 145 requires that capital ledhasare modified so that the resulting leaseegent is classified as an operating leas
accounted for under sales-leaseback provisions. dihendment and the other issues addressed in BBABI5 are not expected to have a
material effect on the financial position or resudf operations of the Company.

In June 2002, the FASB issued SFAS No. 14écounting for Costs Associated with Exit or Disgal Activities" ("SFAS No. 146").
SFAS No. 146 addresses financial accounting anattieg for costs associated with exit or disposaivities (excluding an entity newly
acquired in a business combination), often refetweab "restructuring costs"”, and nullifies priccaunting guidance with respect to such costs.
This Statement will spread out the reporting ofemges related to restructurings initiated after22@@cause commitment to a plan to exit an
activity or dispose of longived assets will no longer be enough to recoridlaillty for the anticipated costs. Under previgusdance, a liabilit
for an exit cost was recognized at the date ofrdityés commitment to an exit plan. Instead, exid @isposal costs will be recorded when a
liability has been incurred and can be measurégiratalue, and related liabilities will be subseqtly adjusted for changes in estimated cash
flows. The provisions of SFAS No. 146 shall be efffiee for exit or disposal activities initiated eftDecember 31, 2002, with no retroact



restatement allowed. Early application is permitteglrel 3's management continues to review portafrits communications business and
other businesses to determine how those businedisassist with the Company's focus on deliverycommunications and information
services and reaching free cash flow breakevehelCompany elects to exit these businesses, #is muired to exit or dispose of these
businesses will not be recorded until they areallgtincurred. Level 3 is
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unable to determine at this time whether thesesasit be incurred or whether they will be matetialits results of operations or financial
position.

In December 2002, the FASB issued SFASIM8, "Accounting for Stock-Based Compensation—Titamsand Disclosure”. SFAS
No. 148 amends SFAS No. 123 "Accounting for S-Based Compensation” to provide alternative mettoddsansition for a voluntary change
to the fair value based method of accounting foclsthased employee compensation. In addition, SNASL48 amends the disclosure
requirements of SFAS No. 123 to require prominéstidsures in both annual and interim financiatestgents about the method of accounting
for stock-based compensation and the effect ofrtbhod used on reported results. The Company aditipéedisclosure requirements of SFAS
No. 148 in 2002

In September 2002, the Emerging Issues Faste ("EITF") addressed the accounting for cotilvier debt for equity exchanges in Issue
02-15: "Determining Whether Certain Conversion€ofivertible Debt to Equity Securities Are withiretBcope of FASB Statement No. 84".
The EITF concluded in EITF 02-15 that these typgesamsactions should be accounted for as induoesarsions in accordance with FASB
No. 84, "Induced Conversions of Convertible DeB8KAS No. 84"). SFAS No. 84 requires a -cash charge to earnings for the implied value
of an inducement to convert from convertible debtammon equity securities of the issuer. The actiog is to be applied prospectively for
those convertible debt for equity exchanges coreglafter September 11, 2002, the date of the Eddrisensus. The Company applied the
provisions of SFAS No. 84 to all convertible dedat €quity exchange transactions completed aftez 30n 2002.

In November 2002, the EITF addressed tioewatting for revenue arrangements with multiplévéebbles in Issue 021: "Accounting fo
Revenue Arrangements with Multiple Deliverable€IT'F 00-21"). EITF 00-21 provides guidance on hbe arrangement consideration
should be measured, whether the arrangement sheui/ided into separate units of accounting, amd the arrangement consideration sh
be allocated among the separate units of accouriifig- 00-21 shall be effective for revenue arrangets entered into in fiscal periods
beginning after June 15, 2003. The Company doeexpsct the potential effect of EITF @a-will be significant to its results of operaticeusc
financial position.

In November 2002, the FASB issued FASBrjmietation No. 45, "Guarantor's Accounting and isare Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness ok@t'. FASB Interpretation No. 45 elaborates ondiselosures to be made by a guarantc
its interim and annual financial statements abtsubbligations under certain guarantees that ii$ssed. It also clarifies that a guarantor is
required to recognize, at the inception of a guaera liability for the fair value of the obligati undertaken in issuing the guarantee. The
initial recognition and initial measurement prowiss of the interpretation are applicable on a prope basis to guarantees issued or modified
after December 31, 2002. The disclosure requiresnemat effective for financial statements of intedmannual periods ending after
December 15, 2002. The Company has not enteredarrangements or guarantees that meet the critetigs interpretation and does not
expect the adoption of this interpretation will eev material effect on its results of operatiors famancial position.

In January 2003, the FASB issued FASB priation No. 46, "Consolidation of Variable Intgr&ntities an interpretation of ARB
No. 51" ("FIN 46"). FIN 46 addresses consolidatiynbusiness enterprises of variable interest estith variable interest entity is defined as
entity in which the total equity investment at risknot sufficient to permit the entity to finanitg activities without additional subordinated
financial support from other parties or as a grthepholders of the equity investment at risk laci ane of the following three characteristics
of a controlling financial interest: The directindirect ability to make decisions about an ergiggttivities through voting rights or similar
rights, the obligation to absorb the expected losdehe entity if they occur and, lastly, the
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right to receive the expected residual returndefdntity if they occur. FIN 46 applies immediatedyariable interest entities created after
January 31, 2003, and to variable interest entitieghich an enterprise obtains an interest aftat tlate. It applies in the first fiscal year or
interim period beginning after June 15, 2003, toakde interest entities in which an enterprisedsa variable interest that it acquired before
February 1, 2003. The Company does not expect bldd have a material effect on its results of ofiena or financial position.

Results of Operations 2002 vs. 2001

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



Revenuefor 2002 and 2001 is summarized as follows:

2002 2001

(dollars in millions)

Communication: $ 1,100 $ 1,29¢
Information Service 1,93: 12=
Coal Mining 84 87
Other 3C 25

$ 3148 $ 1,53t

Communications revenue of $1.101 billior2002 was comprised of $979 million of servicesrawe, which includes private line,
wavelengths, colocation, Internet access, managettm, joint build management fees, voice and amextdark fiber revenue, and
$122 million attributable to reciprocal compensati@ommunications revenue for 2001 was comprisekB@b million of services revenue,
$288 million of non-recurring revenue from darkeitcontracts entered into before June 30, 199%ifidch sales-type lease accounting was
applied, and $134 million of reciprocal compensatibhe increase in services revenue from 2001 wiasaply due to growth from existing
customers and new customer contracts, and a $li®miiicrease in termination revenue. Due to thientil in the telecommunications
industry, the Company experienced a significantdase in the number of customers disconnectingronimating service and believed that as
much as 25% of its recurring revenue base as oéber 31, 2001 consisted of financially weakeraprisk” customers. As of December 31,
2002, the Company believes that the credit qualitys customer base has improved to, and statdiliea level where recurring revenue from
at-risk customers now comprises less than 15%taf tecurring revenue. For some of these at-rigitaruers, Level 3 is able to negotiate and
collect termination penalties. Level 3 recogniz&® #illion and $57 million of services revenue B02 and 2001, respectively, for fees or
penalties associated with early termination of isest Level 3 recorded as services revenue $1ébmiind $35 million of revenue in 2002 and
2001, respectively, for joint build management g@y provided to other communications companies. Company also recognized
approximately $20 million of revenue from one-timrenon-recurring items in 2002. This revenue isnariily attributable to contract
settlements and metropolitan network conduit sial@ghich title was transferred. The decrease ik dimer revenue reflects the completion of
the intercity network in 2001. The Company did restognize dark fiber revenue under salgee lease accounting in 2002 as the last rema
segments sold prior to June 30, 1999 were deliverethd accepted by customers in the fourth quaft2f01.

The decrease in reciprocal compensatioames in 2002 is attributable to the Company rengivegulatory approval from several states
regarding its agreements with SBC Communicationsdnd BellSouth during the first half of 2001. Sheagreements established a rate
structure for transmission and switching servicewided by one carrier to complete or carry traffiigginating on another
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carrier's network. It is the Company's policy rotécognize revenue from these agreements untietegant regulatory authorities approve the
agreements. The Company reached an agreement migioa carrier in the fourth quarter of 2002 whielsulted in the recognition of
approximately $12 million of reciprocal compensatrevenue for services provided in prior periodsrt@in interconnection agreements with
carriers either expired in the second half of 260are scheduled to expire in 2003. In situatiohem interconnection agreements are not
renewed, the Federal Communications CommissionC'fF@as stated that the parties involved must $olCC rules with respect to

reciprocal compensation for traffic destined farehmet Service Providers ("ISPs"). These rules limaiy the amount of, and growth in, annual
billable minutes, and may also require the usageGif rates with respect to ISP-bound traffic. Thmoant of billable minutes allowed by the
FCC have historically been below those billed by @ompany, and the rates and compensation struedogged by the FCC may result in
reduced per-minute-of-use compensation. To thenextat the Company is unable to sign new interection agreements or signs new
agreements containing lower rates, reciprocal caoisgton revenue may decline significantly over time

Level 3 was a party to seven mopnetary exchange transactions in 2001 wherelpidtindefeasible rights of use or IRUs, other citya
or other services to a company from which Leved@ived communications assets or services in &eguraneous transaction. In total these
exchanges accounted for $24 million or less tharof#tal communications revenue ($2 million of aidehal revenue was recognized within
the loss from discontinued operations as the timsawas completed by the Company's discontinugidioperations) in 2001 and in each
case, provided network capacity or redundancy qmatacted transmission routes that Level 3's emgidetermined was required. The fair
value of these non-monetary transactions was détethusing similar transactions for which cash abersition was received. Level 3
recognized no revenue from non-monetary exchamgesactions prior to 2001. The Cash Revenue (a rioliFGmetric defined later) from
these exchanges was $81 million which was 4% af ©ash Revenue of $2.097 billion reported in 200d Cash Revenue was reported for
these transactions in 2002.

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

In August 2002, the staff of the Securitiesl Exchange Commission (the "SEC") indicatedttiatSEC staff had concluded that all non-
monetary exchange transactions for telecommunitatapacity should be accounted for as an exchafragsets, irrespective of whether



transaction involved the lease of assets. The aosimi was based on the SEC staff's view that tie to use an asset (that is, a lease) is in fact
an asset and not a service contract, irrespectiwdether such asset is characterized as an asse¢dalance sheet. This conclusion would
require that non-monetary exchange transactiontefecommunications capacity involving the exchaofyene or more operating leases be
recognized based on the carrying value of the sagsehanged, rather than at fair value, resultingoi recognition of revenue for the
transactions. Prior to the SEC's communicatiorh@issue, Level 3's accounting for these transastiwhich resulted in Level 3 recognizing
revenue, had been consistent with industry guid&mchese types of transactions. In addition,rhenue recognition approach for these
transactions that the Company followed was an dabéppractice in not only the communications iridubut other industries as well. The
SEC has indicated that it expected affected congsawiretroactively apply this guidance to histariton-monetary exchange capacity
transactions that occurred in prior years andpjirapriate, restate their financial statements.

Of the seven non-monetary transactionsriest above, three of the transactions involvedue of operating leases for capacity. The
revenue recognized in 2001 from these transacti@ss$21 million and $2 million has been recognirethe first six months of 2002 from
these transactions. The Cash Revenue from thesmatitions was $62 million, or 3% of total Cash Reneof $2.097 billion reported in 2001.
No Cash Revenue was reported for these transactict®?2.
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Taking into account the SEC's guidance gl.8woes not believe that it is appropriate téatesits previously issued financial statements
for this issue involving non-monetary transacticassthe amount of revenue recognized was not g&gnifto Level 3's reported revenue, and
Level 3 has previously disclosed the nature andusrnof these transactions in its previous periditiitgs with the SEC and in a press release
issued on February 13, 2002. However, Level 3 kased recognizing communications revenue fromhitettransactions involving operating
leases as of June 30, 2002.

The accounting guidance for non-monetagharge transactions continues to be subject teweand modification. The Company
continues to follow these developments. While tlhen@any is not aware of any specific informatiorated! to this issue, the Company believes
there is some risk that regulators or accountiagdsrds setting bodies, such as the SEC or Finakataunting Standards Board, may, at a
later date, interpret accounting guidance in a thay concludes that one or more of the remaining fmn-monetary exchange transactions
completed by Level 3 do not qualify for revenueoggtition. In any event, the Company does not beliat any accounting change related to
non-monetary exchange transactions would have arrab¢ffect on Level 3's historical financial statents.

The communications business generated Basbnue of $1,200 million during 2002. The Compadefines Cash Revenue as
communications GAAP revenue plus changes in cafdrréd revenue during the respective period. Conications Cash Revenue reflects
upfront cash received for dark fiber and other ciépaales that are recognized over the term ottrgract under GAAP, but it is not intended
to represent revenue or cash flows as defined bz ALommunications Cash Revenue was $2,097 miltio2001. This decrease in Cash
Revenue is a result of the substantial completicdhaintercity network in 2001. Dark fiber revenfoe 2002 was less than 2001 as the last
remaining segments were delivered to and accepteddiomers in the fourth quarter of 2001. In dadditthe Company experienced a decline
in dark fiber and capacity indefeasible rights s¢ wr IRU sales, particularly during the secondthird quarters of 2002.

2002 2001

(dollars in millions)

Communications Revent $ 1101 $ 1,29¢
Increase (Decrease) in Communications Deferred iRe. 5 73¢
Decrease (Increase) in Deferred Revenue not Ced 94 60

Communications Cash Revenue $ 1200 $ 2,097

In February 2003, Level 3 and XO Commurndat ("XO") completed the amendment of their 1968tsharing and IRU agreement. As
part of the 1998 agreement, XO purchased 24 fimetdsone empty conduit along Level 3's North Ameriiceercity network. The amendment,
among other things, requires XO to return six fib@nd the empty conduit to Level 3. In return Le3/glill 1) reduce the annual operations and
maintenance ("O&M") charges XO was required to pagier the original agreement, 2) provide XO anaptexpiring in July 2007, to acquire
a 20 year IRU for a single conduit within or aldmgvel 3's intercity network and 3) provide XO artiop to purchase up to 25% of the fiber
installed in the next conduit within or along eaggment of the intercity network.

As individual segments were delivered, Lésdeferred and amortized the revenue attributadotbe conduit over the term of the original
agreement. As result of the amended agreement) Bevi#l have no further obligation with respectttee original conduit, and thus expects to
recognize as revenue during the first quarter 6B82¢he remaining unamortized deferred revenus,ttesfair values of the other separable
elements that meet the relevant accounting crit@rnandependent valuation firm has been engageldevgl 3 to determine the fair value of
these obligations. The valuation firm has not catga its assessment at the time of this filing; énsv, Level 3 expects to
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recognize a significant amount of revenue and ireamthe first quarter of 2003 as a result of thasisaction. This transaction will not result in
additional Cash Revenue for the Company.

Also in February 2003, the Company completes acquisition of substantially all the asseid aperations of Genuity, Inc ("Genuity").
The Company expects communications revenue toaserby $600 million to $700 million in 2003 as aul¢ of this acquisition and modest
growth in its existing communications business. Tegority of this incremental revenue is expectetée attributable to contracts with Veriz
and America Online. Communications services pravideAmerica Online comprised approximately 13%haf Company's total
communications revenue for the year ended DeceBthe2002. With the acquisition of Genuity's contraith America Online and additional
contracts executed in the second half of 2002Ci@pany expects communications services reventeuttble to America Online will range
from approximately 23% to 25% of total communicaigevenue in 2003.

Information services revenue, which is casgal of the businesses af YStructure, and Software Spectrum (including CoffySimcrease
from $123 million in 2001 to $1,933 million for 2R0This increase is primarily attributable to thelusion of $1,837 million of revenue in
2002 reflecting activity subsequent to the acqioisit of CorpSoft and Software Spectrum, which oemlitate in the first and second quarter of
this year, respectively. The software reseller gtduis highly seasonal, with revenue and profifgdally being higher in the second and fourth
guarters of the Company's fiscal year. However,tdudicrosoft's special upgrade promotions thaetaated sales into the third quarter of
2002 that likely would have occurred during therfowquarter, the Company did not see the pronoustfedts of the usual seasonality during
the fourth quarter of 2002 {Structure's revenue declined in 2002 primarilp assult of lower systems integration revenue. Rege
attributable to the systems integration busineskl8fmillion was below last year's level of $38liil, due to certain contracts expiring and
(i )Structure continuing to focus on its outsourcingihess. Information services revenue is expectéactease in 2003 primarily as a resu
the inclusion of a full year of operations of Saftw Spectrum and Corpsoft, partially offset by aticgpated increase in sales under Micros:
new licensing program.

Coal mining revenue was $84 million for 2Gdmpared to $87 million for 2001. The declinegmenue is attributable to scheduled
reductions in contracted tonnage for a number sfaruers in 2002 partially offset by an increassgat coal sales.

Other revenue for the 2002 periods was @ratge to 2001 and is primarily attributable toif@ahia Private Transportation Company, |
("CPTC"), the owner-operator of the SR91 tollroacdouthern California. Other revenue is expectatetine in 2003 as the Company
completed the sale of the SR91 tollroad in Jan2a63.

Cost of Revenudor 2002 for the communications business was $2{i&m representing a 65% decrease over 2001 @ogtvenue of
$593 million. This decrease is a result of the latkosts in 2002 associated with pre-June 30, t29R fiber sales and the migration of
customer traffic from a leased network to the Conyfsmown operational network. Overall, the costesfenue for the communications busin
as a percentage of communications revenue, dedreaggficantly from 46% in 2001 to 19% during 20Q2vel 3 expects that for its existing
communications business, cost of revenue, as &ipage of communications revenue, will remain graximately 20% in 2003. As a resull
the Genuity acquisition, this ratio is expectedhtrease to 30-35% in the first quarter of 2003then trend towards 25-30% by the end of the
year. Overall, the cost of revenue for the infoiioraservices businesses, as a percentage of gaueywas 91% for 2002 up from 73%

2001. The margins of the information services' outsing and systems integration businesses in 28612002 were comparable at 29%.
Margins, as a percentage of revenue were approgiynd¥% for Software Spectrum, which managementbes is typical of the software
reseller industry. The cost of revenue for the comling business, as a percentage of revenue, 8#sfér 2002 and 2001,
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respectively. The release of $4 million in certagalty accruals for which the matter was favoraiglgolved in 2002 were partially offset by
the increase in lower margin spot coal sales.

The Company expects cost of revenue foctimemunications business to increase in 2003 asudtrof the Genuity acquisition and
information services cost of revenue to increase Esult of including a full year of results fasfvare Spectrum and Corpsoft. This increase
in costs for the information services business bypartially offset by a decline in costs due twéased sales under the Microsoft licensing
program under which the Company only recognizesrace fee as revenue.

Depreciation and Amortization expenses for 2002 were $802 million, a 29% decrase depreciation and amortization expenses of
$1,122 million recorded in 2001. This decreaseimarily attributable to the reduced basis of tl@pany's communications assets resulting
from the $3.2 billion impairment charge recordedhie fourth quarter of 2001 and a $35 million cleargcorded in the second quarter of 2001
for the write down of certain corporate faciliti@e Company also amortized $22 million of goodwitfibutable to the 1998 acquisition of
XCOM Technologies, Inc. in 2001. Goodwill attribbta to this investment has not been amortized 62245 a result of the adoption of SFAS
No. 142. In addition, certain assets with two dme¢-year depreciable lives became fully depreciatddta 2001 and during 2002. Partially
offsetting these declines was $25 million of anmation expense attributable to the intangible assequired in the McLeod, CorpSoft and
Software Spectrum transactions completed in 2002.

Selling, General and Administrativeexpenses decreased from $1,297 million in 200B# $nillion in 2002. Excluding nc-cash



compensation, selling, general and administratiyperses were $763 million in 2002, a 22% decrease2001. This decrease reflects the
Company's efforts to reduce and tightly controlrating expenses. The Company has reduced its gholp@nunications workforce by
approximately 2,700 employees since the beginnir@p01. Reductions in employee related costs, dinly compensation, facilities costs,
recruiting and training, as well as lower professiptravel and bad debt expenses contributedetaléieline in selling, general and
administrative costs. The Company was also abdetite certain matters for amounts less than puslyaecorded and release compensation
and other accruals for which the original purposéamger exists. These items resulted in a decrieaggerating expenses of $28 million in
2002. These reductions were partially offset by&dfllion of selling, general and administrativepexses attributable to Software Spectrum.
Included in operating expenses for 2002 and 20@te®181 million and $314 million, respectively,main-cash compensation expenses
recognized under SFAS No. 123 related to granstamlk options, warrants and other stock-based cosgtion programs. The decline in non-
cash compensation is a result of decreased headaondm decline in the value of equity based corsgigon awards distributed to employee-
owners and consultants.

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

Restructuring and Impairment Chargesof $181 million and $3.35 billion were recorded2®02 and 2001, respectively. In 2002, Level
3 recorded restructuring charges of $8 milliondosts associated with workforce reductions. Insseond quarter of 2002, a $3 million
restructuring charge was recorded for costs agsatigith a workforce reduction of approximately 28@ployees in the communications
business in North America and Europe. In the thirdrter the Company recorded a restructuring chafr§é million primarily for severance
and employee related costs associated with thgratien of CorpSoft and Software Spectrum. Appraatiely 100 employees, primarily in
Boston, were affected by the workforce reductidme Tompany was able to record benefits of $13anilfor the year ending December 31,
2002, due to the successful termination of leaseke$s than had originally been estimated andided it as a reduction in Restructuring and
Impairment Charges in the Consolidated Statemdr@perations in 2002.
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The Company recorded impairment chargegl6 million related to a colocation facility in 8ton, as well as certain corporate facilities
in Colorado and excess communications inventorychvare classified as held for sale in other noment assets. As a result of the completion
of additional colocation space in Boston by oth@vpers, the soft demand for office space in tleropolitan Denver area and the continued
overabundance of communications equipment in tberskary markets, the Company believes that thesx#saare obsolete and that the
estimated future undiscounted cash flows attridatebthese assets are insufficient to recover therent carrying value. The new carrying
values of these assets are based on offers rededradhird parties for the real estate propertieactual sales of similar communications
assets.

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

In addition to the New York sale leasebtreksaction, the Company also entered into a saeback transaction for a colocation facility
in London. These two transactions will initiallyiciease annual rent expense by approximately $&mithowever, the Company will only be
obligated to pay for its share of the maintenarastscwhich is expected to result in annual savaiggpproximately $9 million.

In 2001, the Company announced that dilee@uration and severity of the slowdown in thereamy and the telecommunications
industry, it would be necessary to reduce operaiqenses as well as reduce and reprioritize dapifenditures in an effort to be in a posit
to benefit when the economy recovers. As a reguhiese actions, the Company reduced its globakyiance, primarily in the communications
business in the United States and Europe by appedgly 2,700 employees. Restructuring charges mfoxgmately $10 million, $40 million
and $58 million were recorded in the first, secand fourth quarters of 2001, respectively, of wiéi® million related to staff reduction and
related costs and $42 million to real estate Iéasmination costs.

In the fourth quarter of 2001, in lighttbf continued economic uncertainty, continued gustadisconnections at higher rates than
expected, increased difficulty in obtaining newenewre, and the overall slow down in the communicatiodustry, the Company again
reviewed the carrying value of its long-lived asdet possible impairment in accordance with SFAS Ni4. The Company determined based
upon its projections, giving effect to the contimgieconomic slowdown and continued over-capacitgeitain areas of the telecommunications
industry, the estimated future undiscounted cashdlattributable to certain assets or assets gnvopid not exceed the current carrying value
of the assets. The Company, therefore, recordéshpairment charge of $3.2 billion in the fourth giea of 2001 to reflect the difference
between the estimated fair value of the assetsdiscaunted cash flow basis and their current @agryalue as further described below.

The impairments primarily related to colbea assets, excess conduits in North America amdfean intercity and metropolitan
networks, and certain transoceanic assets. Gedgadghapproximately 74% of the charges were lattiéble to North America, 17% were
attributable to Europe and 9% attributable to tadlastic assets.

The financial problems of many of the "doms", emerging carriers and competitors, a weakeetonomy, and changing customer
focus, led to an ov-capacity of colocation space in several U.S. ambfi@an markets. Level 3 attempted to sell or sgbléa exces



colocation space; however, market rates at the fimenuch of the space were below its carrying gallAs a result, the 2001 impairment
charge included approximately $1.6 billion relatedts colocation assets, which included ownediifes, leasehold improvements and related
equipment.
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Level 3 constructed its networks in Nortinérica and Europe in such a way that they couldonginuously upgraded to the most current
technology without affecting its existing customersvel 3 also installed additional conduits witle intention of selling them to other carriers.
As of December 31, 2001, the Company had sold ondugt in its North American network and, due te #tonomic environment and
decreasing capital expenditure budgets of potebntigérs, did not expect additional sales in thedeeable future. For this reason the
impairment charge in the fourth quarter of 2001uded approximately $1.2 billion for the condultait were previously determined to be
available for sale to third parties based on estichaash flows from the disposition of the conduits

The completion of several transoceanicealbstems in the second half of 2001 and the esgextmpletion of additional systems in 2(
resulted in an over abundance of transoceanic itgp@bis excess capacity, combined with limiteardend, adversely affected the transoce
capacity markets. At current pricing levels at Deber 31, 2001, the Company did not believe it waeltbver its investment in transoceanic
capacity from the future cash flows of these as#etsa result, the impairment charge in the foguharter of 2001 included approximately
$320 million for its transatlantic submarine assets

The Company's 2001 impairment chargesiatduoded approximately $126 million for spare equnént writedowns and abandoned late
fiber builds.

As a result of the continued weakness éncdimmunications industry, the Company again reetethe carrying value of its network as
at December 31, 2002 for possible impairment imedance with SFAS No. 144. The Company determirsesed upon its projections, which
assumes significant increases in revenue overmgeels, that the estimated future undiscounseshdlows attributable to the network assets
would exceed the carrying value of those assetstlarefore, an adjustment to the carrying valutho$e assets was not necessary. However,
there is no assurance that this could not happ#heifuture if these projections are not realized.

EBITDA , as defined by the Company, consists of earnitags€s) before interest, income taxes, depreciatimortization, non-cash
operating expenses (including stock-based compensatd impairments) and other noperating income or expenses. The Company exc
non-cash compensation due to its adoption of tipemrse recognition provisions of SFAS No. 123. EBATilhproved to positive $354 million
in 2002 from losses of $300 million in 2001. A resturing benefit of $1 million in 2002 (due to theversal of lease termination charges that
were settled for less than originally recorded) estructuring charges of $108 million in 2001 emaluded in EBITDA. This improvement w
predominantly due to the higher margins earnechbycommunications business, reductions in selfjiegeral and administrative expenses and
the results of Software Spectrum.

Adjusted EBITDA , as defined by the Company, is EBITDA as definedva plus the change in cash deferred revenuexahddéng the
non-cash cost of goods sold associated with cectgiacity sales and dark fiber contracts. For 280R)sted EBITDA was $457 million
compared to $659 million for 2001. The decreasédjusted EBITDA can be attributed to the declin€Ciash Communications Revenue,
partially offset by the significant improvementdammunications operating earnings and the earritigbutable to Software Spectrum.

2002 2001

(dollars in millions)

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

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

Interest Incomewas $29 million for 2002 compared to $161 million2001. The decrease is primarily attributablehtodecline in the
average cash and marketable security portfoliongaland a reduction in the weighted average irtesis earned on the portfolio. T



Company's average return on its portfolio decre&sed 4.6% in 2001 to 1.6% in 2002. Pending uttii@a of the cash and cash equivalents,
the Company invests the funds primarily in governt@d government agency securities and money infankés. The investment strategy
generally provides lower yields on the funds tharalternative investments, but reduces the rigkitecipal in the short term prior to using the
funds in the Company's business.

Interest Expense, netlecreased from 2001 by $86 million to $560 millior2002. Interest expense declined as a resufteofiebt
repurchased during the second half of 2001 anchg®002, and lower interest rates on the Seniour®dcCredit Facility and commercial
mortgages during 2002. The declines were partadfiyet by the interest attributable to the addiildmorrowings under the Senior Secured
Credit Facility in the first quarter of 2001, thesuance of the 9% Junior Convertible SubordinateNdue 2012 in the third quarter of 2002,
and a decline in the amount of capitalized intefBlse Company substantially completed the condtmaf its network in 2001, therefore
reducing the amount of interest capitalization. i@diged interest was $58 million for 2001 and zer@002. Excluding fluctuations in interest
rates and debt outstanding, interest expense Ecegbto increase as a result of the 50 basis pimincrease on borrowings under the
amended Senior Secured Credit Facility that waecétfe in August 2002.

Equity in Earnings of Unconsolidated Subsidiariess primarily attributable to the Company's investin@ Commonwealth Telephone.
The decline in equity earnings in 2002 is a resbithe sale of Commonwealth Telephone shares bZtmpany in the second and fourth
quarters of 2002. The Company's proportionate stle@®mmonwealth Telephone's earnings declined #6f% at December 31, 2001 to 4%
at December 31, 2002.

Other, netincreased to $94 million in 2002 from $2 million2001. In 2002, the Company realized a gain of $hfitlon on the sale of
the Commonwealth Telephone shares, $88 milliomdf@iced conversion expenses resulting from the Caypaepurchase of convertible debt
securities and realized losses of $14 million r@sylfrom the sale of foreign denominated curreriny2001, Other, net includes a $37 million
charge for an other than temporary decline in tlaesof investments, $27 million of income recogulizvhen Level 3 settled and was released
from an obligation to provide services to an ineestn $17 million gain on the sale of foreign deimaed securities and $19 million of losses
associated with the disposal of certain fixed asset

Income Tax Benefitfor 2002 was $121 million compared to zero in 20M4is benefit was primarily a result of Federaliséation
enacted in the first quarter of 2002 which enalttedCompany to carryback its 2001 Federal incomaé¢h operating losses to 1996. In
accordance with SFAS No. 109 "Accounting for Incohages”, the Company recorded the benefit in thigeén which the legislation was
enacted. The Company does not expect to recogdiidanal benefits in 2003, as it is unable to dade that it is more likely than not that the
tax benefits attributable to the net operatingdsssill be realizable. The income tax benefit waizan 2001 as a result of the Company
exhausting the taxable income in the carrybaclkopleias previously defined) in 2000.

Extraordinary Gain on Debt Extinguishment for 2002 was $255 million. In the first and secaeqpdhrters of 2002, the Company
purchased $171 million aggregate principal amotiitsaonvertible debt in exchange for the issuavfcapproximately 12 million shares of its
common stock with a market value of approximatég #illion. The transactions were accounted foexgiguishments of debt, in accordal
with APB No. 26 "Early Extinguishment of Debt." Thet gain on the early
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extinguishments of the debt, including transactioosts and unamortized debt issuance costs, wasrillion.

For the year ended December 31, 2002, tmepany purchased $12 million of its senior notes $t75 million face value ($141 million
carrying value) of its senior discount notes. ThemPany issued approximately 15 million sharest@mmon stock worth approximately
$70 million in exchange for these notes. The trefisas were accounted for as extinguishments of. déte net gain on the early
extinguishments of the debt, including transactiosts and unamortized debt issuance costs, wam#igh.

In February 2002, the Company repurcha$&dndillion aggregate principal amount of debt faslk of $31 million. The net gain on the
extinguishments of the debt, including transactiosts, realized foreign currency gains and unamedtdebt issuance costs, was approximi
$59 million.

In August 2002, the SEC staff notified eértpublic companies and accounting firms thatdsweviewing the accounting treatment for
certain transactions involving the conversion afwertible debt pursuant to inducements made to ptaonversion of the debt to equity
securities of the issuer. The SEC staff acknowlddbat there was diversity in accounting practice asked the Emerging Issues Task For:
the Financial Accounting Standards Board to addiessssue as part of its September 2002 agenda.

In September 2002, the EITF published 1€2+45 which addressed the accounting for condertibbt for equity exchanges. The EITF
concluded that these types of transactions shaiatbounted for as induced conversions in accoedaitb SFAS No. 84. SFAS No. 84
requires a non-cash charge to earnings for theeahphlue of an inducement to convert from conbétdebt to common equity securities of
the issuer. In addition, under SFAS No. 84, anaexttinary gain or loss, as applicable, is not @edrupon the conversion of convertible debt.
The accounting is to be applied prospectively fimse convertible debt for equity exchanges comglatter September 11, 2002, the date of
the EITF's consensus. The Company has appliedrtvésipns of SFAS No. 84 to all convertible deht égjuity exchange transactions
completed subsequent to June 30, 2!



In the third and fourth quarters of 200% Company purchased $258 million aggregate p@heimount of convertible debt in exchange
for the issuance of approximately 20 million shasis common stock with a market value of appnoiely $102 million. The value of
securities issuable pursuant to original converpiivileges was approximately $14 million. Therefopursuant to the provisions of SFAS
No. 84, a debt conversion expense of $88 millios vezzorded and included in Other, net on the Cadeield Statement of Operatiol

The extraordinary gain on debt extinguishtaevas $1.075 billion for 2001. The Company puselth$194 million of its convertible
subordinated notes in 2001 by issuing approximé&tl® million shares of its common stock worth apmately $72 million in exchange for
the debt. The net gain on the extinguishment ofigtat, including transaction costs and unamortdsat issuance costs, was $117 million.

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

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

2001 2000
Communication: $ 129 $ 857
Information Service 12z 11&
Coal Mining 87 19C
Other 25 22

$ 1538 $ 1,184

Communications revenue increased in 200318% compared to 2000. Included in total commurocatrevenue of $1.298 billion for
2001 was $876 million of services revenue whichuded private line, wavelengths, colocation, madagedem and amortized dark fiber
revenue, $288 million of non-recurring revenue fréarnk fiber contracts entered into before Junel909 for which salespe lease accountil
was used and $134 million attributable to reciptacapensation. Communications revenue for 2000amagprised of $593 million of
services revenue, $209 million of non-recurringerave from dark fiber and $55 million of reciprocampensation. The increase in services
revenue from 2000 was primarily due to growth imhbexisting customers as well as new customer aotgr Services revenue in 2000 inclu
revenue of $105 million related to submarine systgonimarily from the completion of the Companyansatlantic submarine cable and
subsequent sale to Viatel Inc. in November of 2@k to the current economic conditions of thed@femunications industry, the Company
had experienced a significant increase in the nurmbeustomers disconnecting or terminating seraicd believed that as much as 25% of its
recurring revenue base as of December 31, 200%jsted of financially weaker customers. Approxirha89% of these customers were
expected to disconnect services during the fisstreinths of 2002. These terminations, if they oairwould have resulted in slower growth
of services revenue for 2002. For some of thesmess, Level 3 was able to negotiate and colkrchination penalties. Level 3 recognized
$57 million of revenue in 2001 for early terminatiof services. Level 3 recorded in services reven@d01, $35 million of revenue for
construction management services provided to athiemmunications companies. The dark fiber reventleated the substantial completion of
the intercity network. The increase in reciproaahpensation in 2001 was a result of increased neghagdem usage and the Company
receiving regulatory approval from several stagggmrding its agreements with SBC Communicationsdnd BellSouth.

The communications business generated Raghnue of $2.097 billion during 2001 comparedt@®61 billion in 2000. This increase
was a result of growth in services revenue provigegisting customers, new customer contractscasti collections from those customers
December 31, 2001, deferred revenue increasedprpamately 103% to $1.459 billion from $720 mili@t December 31, 2000. The amount
of deferred revenue billed, but not collected athefend of the year decreased from $205 millio2G@0 to $145 million in 2001. For fiscal
2000, deferred revenue increased by
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$585 million and the amount not collected increasg®181 million. Communications Cash Revenue ismended to represent revenue ur



GAAP.

2001 2000
Communications Revent $ 129 $ 857
Change in Deferred Reven 73¢ 58t
Change in Deferred Revenue Billed but not Colle: 60 (181)

Communications Cash Revenue $ 209 $ 1,261

Information services revenue, which was posed of systems integration and outsourcing assies, increased from $115 million in 2
to $123 million in 2001. The increase was primaaitiributable to outsourcing revenue which incrdase$85 million for the year ended
December 31, 2001 compared to $65 million for #wme period in 2000. The increase in outsourcingmae is primarily due to new lorigrm
contracts signed in the second half of 2000. Rezattinibutable to the systems integration busidestined due to the expiration of certain
contracts.

Coal mining revenue decreased $103 miilio2001 compared to 2000. The decrease in revemsegwmarily attributable to the
expiration of long-term coal contracts with Commaalth Edison Company ("Commonwealth Edison") ardséie of the Company's interest
in Walnut Creek Mining Company in September 2000.

Other revenue for 2001 was comparable @D2hd is primarily attributable to California Pate Transportation Company, L.P.

Cost of Revenudor 2001 was $742 million, representing a 6% desgeaver 2000 cost of revenue of $792 million. Tdesrease as a
result of the continued migration of customersafffeased capacity to the Company's network anecaedise in the costs associated with
transoceanic sales, specifically costs attributeblbe Viatel transaction in 2000. Cost of reveimestuded costs attributable to dark fiber and
transoceanic sales and leased capacity, right-gfemats, access charges and other third party dostsly attributable to the network. Overall
the cost of revenue for the communications busjresa percentage of revenue, decreased signlifidesrn 73% during 2000 to 46% during
2001. The decrease can again be attributed to igm@tion of customer traffic from a leased netwtwkhe Company's owned network and
increased margins resulting from recent salestsffocused on "on-net" services.

The cost of revenue for the informationvgsss businesses, as a percentage of its reven@80il was 73% and approximated the 2000
figure of 77%. The cost of revenue for the coalimirbusiness, as a percentage of revenue, was &82001 up from 40% in 2000. The
increase related to coal mining is attributabléhtoexpiration of high margin long-term coal contsain 2000.

Depreciation and Amortization expenses were $1.122 billion in 2001, a 94% inerdasn 2000 depreciation and amortization expenses
of $579 million. The majority of the increase wadict result of the communications assets plategérvice in the latter part of 2000 and
2001, including gateways, local networks and intgrgegments. In addition, included in 2001 depaton expense was $45 million for the
impairment charge on a corporate facility the Conypdesignated as held-for-sale in June of 2001.

Selling, General and Administrativeexpenses were $1.297 billion in 2001, a 17% in@eagr 2000. Excluding non-cash compensation
expenses of $314 million and $236 million for 2G0M 2000, respectively, operating expenses inadeb2¥ from the prior year. This incree
was attributable to higher payroll expenses, psifesl fees, facilities related costs, and systeramtenance expenses, partially offset by
declines in travel, mine management services arrditeng expenses. The increase in
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non-cash compensation was predominantly due todheertible outperform stock options granted in@@@d 2001.

Restructuring and Impairment Chargeswere $3.35 billion in 2001. The Company announted tlue to the duration and severity of
economic slowdown for the telecommunications indyst would be necessary to reduce operating es@eas well as reduce and reprioritize
capital expenditures in an effort to be in a positio benefit when the economy recovers. As a resthese actions, the Company reduced its
global work force by approximately 2,350 employege2001, primarily in the communications busingsthie United States and Europe.
Restructuring charges of approximately $10 milli40 million and $58 million were recorded in tlrstf second and fourth quarters of 2001,
respectively, of which $66 million related to stedfluction and related costs and $42 million td estate lease termination costs. In total, the
Company has paid $49 million in severance andedlfiinge benefit costs and $1 million in leasenieation costs as of December 31, 2001
for these actions. The remaining $17 million of exgitures for workforce reductions primarily relédeapproximately 350 European
employees terminated in the first quarter of 2002.

The economic slowdown and the related eapgprioritization discussed above resulted inatertelecommunications assets being
identified as excess, obsolete or carried at vahsmay not be recoverable due to an adversggeharthe extent in which the
telecommunication assets were being utilized cabgdtie unfavorable business climate within thedeimmunications industry. As a result



the second quarter of 2001 the Company recordeshaash impairment charge of $61 million, repreisgnthe excess of the carrying value
over the fair value of these assets. The fair vafube spare equipment was based on recent cieshafasimilar equipment. The impaired
assets were written-off, as the Company does meaixo utilize them to generate future cash flows.

In the fourth quarter of 2001, in lighttbf continued economic uncertainty, continued gustadisconnections at higher rates than
expected, increased difficulty in obtaining neweaewe, and the overall slow down in the communicatiodustry, the Company again
reviewed the carrying value of its long-lived asder possible impairment in accordance with SFAS M4. The Company determined based
upon its projections, giving effect to the contimgieconomic slowdown and continued over-capacigeitiain areas of the telecommunications
industry, the estimated future undiscounted cashdlattributable to certain assets or assets gnwop&d not exceed the current carrying value
of the assets. The Company, therefore, recordéhpairment charge of $3.2 billion to reflect théfelience between the estimated fair valu
the assets on a discounted cash flow basis andctimeent carrying value as further described belble impairments primarily related to
colocation assets ($1.6 billion), conduits in Noktimerica and European intercity and metropolitatwieeks ($1.2 billion), and certain
transoceanic assets ($320 million).

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

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

2001 2000

EBITDA $ (300 $ (482
Change in Deferred Reven 73¢ 58t
Change in Deferred Revenue Billed but not Colle 60 (181)
Non-cash Cost of Goods Sc 16C 19¢€
Adjusted EBITDA $ 65¢ $ 11¢€

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

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

Interest Expense, nefncreased to $646 million from $282 million in 206dmpared to 2000. The interest expense and aratotizof
debt issuance costs associated with the debt raidate February 2000, the commercial mortgagésred into during the latter half of 2000,
and the increase in the size of the Senior Sedbredit Facility in the first quarter of 2001 allrtoibuted to the increase in interest expense.
Additionally, the increase can be attributed teeardase in the amount of interest capitalized Bil28s compared to 2000. The Company
completed a significant portion of the network atider communications related facilities during 20@erefore reducing the amount of inte
capitalized. Capitalized interest was $58 milliar2D01 versus $353 million in 2000. Partially offse these increases was the retirement of
approximately $1.9 billion face amount of debthee third and fourth quarters of 2001 and lowerafalg interest rates attributable to the senior
secured credit facility and GMAC mortgage.

Equity in Earnings (Losses) of Unconsolidated Subdiaries was earnings of $16 million in 2001, compared toss of $284 million in
2000. The equity losses in 2000 were predominaithjbutable to RCN Corporation ("RCN"). RCN isaxilities-based provider of
communications services to the residential mangetsarily on the East and West coasts as well &hicago. RCN is also the largest regional
Internet service provider in the Northeast. RCN wmasirring significant costs in developing its ness plan. The Company's proportionate
share of RCN's losses exceeded the remaining ngmaglue of Level 3's investment in RCN during fiberth quarter of 2000. Level 3 does not
have additional financial commitments to RCN; tffiere it only recognized equity losses equal tartestment in RCN. The Company will r
record any equity in RCN's future profits, untilracorded equity losses have been offset. The Coynglidmot recognize $249 million and
$20 million of equity losses attributable to RCN2@01 and 2000, respectively. Level 3 recordedtgdosses attributable to RCN of
$260 million for the twelve months ended Decemidgrz900.



Equity in earnings/losses of Commonwealttephone Commonwealth Telephone were earnings®fdllion in 2001 and losses of
$24 million in 2000. In 2000, Commonwealth Telepbaacognized losses primarily due to a chargehf@réstructuring of its CTCI subsidia
As aresult, Level 3 recorded a $27 million chaigeaquity in earnings (losses) of unconsolidatgosgiaries, for its proportionate share of
charge. In 2001, Commonwealth Telephone, in additidmproved
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operating results, was also able to recognize diorebenefit related to the settlement of certastructuring liabilities recorded in 2000.

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

Other, netincreased from a loss of $21 million for 2000 tgadn of $2 million for 2001. In 2001, Other, netlimdes a charge for an
other-than temporary decline in the value of innesits of $37 million and $27 million of gains whaimine, inc. agreed to release Level 3
from a deferred revenue obligation. Additionallye tCompany recorded losses of $19 million in 2@94ted to losses on certain fixed asset
disposals and $31 million of other items, prima#fitl/7 million of realized gains from the sale of @denominated marketable securities. In
2000, Other, net is primarily comprised of a $28io1i gain from the sale of the Company's 50% owhgr interest in the Walnut Creek
Mining Company and a loss of $37 million from thber-than temporary decline in the value of invesita.

Income Tax Benefitfor 2001 was zero as a result of the Company eximguthe taxable income in the carryback perio8000. As of
December 31, 2001, Level 3 had approximately $ili8m of net operating loss carryforwards avaikabd offset future taxable income. At
December 31, 2001, the Company was unable to dietenvhen it would have taxable income to offsetltdss carryforwards. The tax benefit
for 2000 differs from the statutory rate due to lihéted availability of taxable income in the cgoack period for which current year losses can
be offset.

Discontinued Operationsincludes the results of operations and the estidnates on the disposal of Level 3's Asian assats. O
December 19, 2001, Level 3 announced that it haekalgto sell its Asian telecommunications busined8each Ltd. for no cash consideration.
The agreement covers subsidiaries that includésden network operations, assets, liabilities aitdre financial obligations. This included
Level 3's share of the Northern Asian cable systapacity on the Japan-US cable system, capitabpachtional expenses related to these two
systems, gateways in Hong Kong and Tokyo, andiegisustomers on Level 3's Asian network. LevesBneated that this transaction would
reduce its future funding requirements by approxalyab300 million through a combination of reducisan capital expenditures, network and
operating expenses, taxes and working capital.

The transaction closed on January 18, 28682f December 31, 2001, the net carrying valukeesel 3's Asian assets was approximately
$465 million. In accordance with SFAS No. 144, LUe¥eecorded an impairment loss, within discontthoperations, equal to the difference
between the carrying value of the assets and thieivalue. Based upon the terms of the sale ageagrthe Company also paid $49 million in
certain remaining capital obligations it assumedlffie two submarine systems to be sold to Reachfransaction costs. The losses from the
discontinued Asian operating activities in 2001 2060 were $89 million and $48 million, respectiwelhe higher losses were primarily
attributable to increases in depreciation expensksalling, general and administrative expenses.

Extraordinary Gain on Debt Extinguishment was $1.1 billion for the twelve months ended Decen8i, 2001. The Company
recognized gains of approximately $117 millioneatransaction and debt issuance costs, whenlitagxged approximately 15.9 million shares
of common stock, valued at approximately $72 millitor $194 million of its convertible subordinatedtes in several private transactions.
Company also recognized gains of approximately $88lfon when it repurchased approximately $1.7idil of debt for approximately
$731 million in cash, including accrued intereltptigh the Modified Dutch Auction completed in Ga¢o of 2001. Offsetting these gains were
losses
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of $9 million from the write-off of debt issuanceats and prepayment expenses CPTC incurred tarefinits long-term debt.
Financial Condition—December 31, 2002

The Company's working capital decreasenh f§642 million at December 31, 2001 to $581 milladrDecember 31, 2002 due primarily to
the increase in noncurrent restricted securithesuse of available funds for operating expensdsraarest payments, and the net liabilities
assumed in the acquisitions of CorpSoft, SoftwgrecBum and McLeod's wholesale dial-up access bssimhese uses of working capital
were partially offset by the proceeds received ftbmsale of the 9% Junior Convertible Notes inttel quarter



Cash provided by operations decreased &®@aurce of $141 million in 2002 to a use of $42lfion in 2002. Changes in components of
working capital, primarily deferred revenue, weegponsible for the fluctuation in cash providedbpgrations. In addition, the Company made
a $21 million payment in full settlement of an dgatsling litigation matter that did not relate te tiompany's core businesses.

Investing activities primarily include thequisitions of CorpSoft for $93 million, net ofstereceived, Software Spectrum for $94 million,
net of cash received, the purchase of McLeod's egadé dial-up business for approximately $51 nmilbmd capital expenditures of
$218 million before the release of capital accrua2002, Level 3 was able to finalize negotiati@md claims on several of its large mykar
network construction projects. As a result, the @any was able to release approximately $215 mithbeapital accruals previously reported
as property, plant and equipment which were accasegroperty, plant and equipment based upon aiotga estimates of final completion
costs. The Company continues to resolve outstardaims for other network construction projectshiése claims are settled favorably,
additional capital expenditure accruals could beased in the future. In the ordinary course ofrrss, as construction projects come to a
close, the Company reviews the final amounts daesettles any outstanding amounts related to th@sgacts. In the context of the multi-
billion cost incurred in constructing the Level &work, the construction cost accruals are normdlreot significant to the financial stateme
The Company received $200 million of proceeds ftbmsale of marketable securities, $326 milliomfrihe sale of Commonwealth Teleph
shares and $130 million from the sale of propestgnt and equipment and other assets. The Compuasee into two sale leaseback
transactions whereby it received approximately $8lion in proceeds from the sale of communicatifenslities in Europe and North Ameri
The Company was also required to pledge $400 mili® restricted cash to the lenders of the Semionrgd Credit Facility in the third quarter
as part of amending the credit facility.

Financing activities in 2002 consisted ity of the repurchase for cash of the Comparoyigiterm debt for $31 million by Level 3
Finance, LLC, a reduction in the iStar mortgag®bf2 million and the payment of $12 million of dafized leases. Level 3 received
$488 million of net proceeds from the issuancehefa% Junior Convertible Subordinated Notes irthirel quarter of 2002.

Liquidity and Capital Resources

The Company provides a broad range of mated communications services as a facilities-basedder (that is, a provider that owns or
leases a substantial portion of the property, pdawdt equipment necessary to provide its servidége)Company has created, through a
combination of construction, purchase and, to seleextent, leasing of facilities and other assetsadvanced, international, end-to-end,
facilities-based communications network. The Conydzas designed its network based on optical aredriet Protocol technologies in order to
leverage the efficiencies of these technologiggréeide lower cost communications services.
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The further development of the communicagibusiness will continue to require significanpenxditures. These expenditures may resi
negative operating cash flow and net operatingelo$sr the Company in the near future. The Comgaewpenditures will be primarily
attributable to operating expenses, capital expgeredi, integration costs associated with the Ggradgitjuisition and interest payments. The
Company's capital expenditures declined by appratéig $2.3 billion for the twelve months of 2002es the same period in 2001 primarily
due to the completion of initial construction relhto the North American and European networkil2 The Company expects base capital
expenditures, (capital required to keep the netvoperating efficiently,) to be approximately $100lion in 2003. The Company's remaining
capital expenditures are expected to be successtbasstied to incremental revenue.

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

The Company currently estimates that iesrafions will reach free cash flow breakeven witreovequirement for additional financing.
The actual timing of free cash flow breakeven Wwéla function of revenue growth, the Company's mament of network, selling, general ¢
administrative, and capital expenditures, and tiegiration of Genuity's operations. The Compangsipus debt and equity offerings have
given the Company the ability to implement the hask plan. However, if additional investment opyaittes should present themselves, the
Company may be required to secure additional fimgnio the future. In order to pursue these possilpportunities and provide additional
flexibility to fund its business plan the CompaiyJanuary 2001, filed a "universal" shelf registna statement for an additional $3 billion of
common stock, preferred stock, debt securitiesramds, stock purchase agreements and depositorgssha July 2002, the Company sold
$500 million of 9% Junior Convertible Subordinatédtes due in July 2012 under this shelf registreiatement. The remaining availability
under this registration statement and under a pusly existing registration statement would alloewvkl 3 to offer an aggregate of up to
$2.7 billion of additional securities to fund itediness plan.

In addition to raising capital through thebt and equity markets, the Company may sellspatie of existing businesses, investments or
other noi-core assets to fund portions of the business pta?002, the Company completed the sale of appratéin 9.6 million shares «



Commonwealth Telephone for net proceeds of appratdty $326 million. The Company also announcedaimudry 2003 that it had received
approximately $46 million of proceeds for its irgstin CPTC. In addition, the Company has annoutttedt will seek to sell or sublease
excess real estate and may enter into sale ledstbasactions for required communications faeiitiin 2002, Level 3 was able to generate
approximately $97 million of proceeds from theseety of transactions. With the sale of CommonweEdtflephone shares, CPTC and certain
real estate transactions in 2002, management keslignat the Company has now sold the substantiakityeof its valuable non-core assets.

The Company may not be successful in prindusufficient cash flow, raising sufficient debtexquity capital on terms that it will consider
acceptable, or selling or leasing fiber optic céfyamr access to its conduits. In addition, procefrdm dispositions of the Company's assets
may not reflect the assets' intrinsic values. Farithxpenses may exceed the Company's estimatekeafidancing needed may be higher than
estimated. Failure to generate sufficient funds neayire the Company to
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delay or abandon some of its future expansion peeditures, which could have a material adversscetin the implementation of the busin
plan and could result in additional impairment ¢jesr on network assets.

In connection with the implementation of ilompany's business plan, management continuesiéw the existing businesses to
determine how those businesses will assist wittCii@pany's focus on delivery of communications iafarmation services and reaching free
cash flow breakeven. To the extent that certairnesses are not considered to be compatible withlétivery of communication and
information services or with obtaining cash floweatiives, the Company may exit those businessésplissible that the decision to exit these
businesses could result in the Company not recogdts investment in the businesses, and in thases; a significant charge to earnings could
result. For example, the Company sold its Asiarratens to Reach Ltd. in January 2002 and incuarkxss of $516 million.

In July 2001, Level 3 announced that it hatended its Senior Secured Credit Facility to fitetme Company to acquire certain of its
outstanding indebtedness in exchange for sharesnoimon stock. In 2001 and 2002 various issuanceewd| 3's outstanding senior notes,
senior discount notes and convertible subordinatgds traded at discounts to their respective da@ecreted amounts. Through December 31,
2002, the Company had exchanged, in private tréiosac approximately $776 million (carrying valus)its debt for shares of its common
stock valued at approximately $538 million.

In October 2001, the Company completeduginaits first tier, wholly owned subsidiary, Lev&Finance, LLC, a "Modified Dutch
Auction" tender offer for a portion of the Compangénior notes and convertible subordinate noe#elL3 Finance repurchased debt with a
face value of approximately $1.7 billion, plus acmt interest, if applicable, for a total cash passhprice of approximately $731 million. Le'
3 retired an additional $89 million face amountlebt securities using approximately $31 milliorcash during the second quarter of 2002.

Level 3 is aware that the various issuanédéts outstanding senior notes, senior discowtés and convertible subordinated notes con
to trade at discounts to their respective facecoreted amounts. In order to continue to reduagréutash interest payments, as well as future
amounts due at maturity, Level 3 or its affiliateay, from time to time, purchase these outstandéiyg securities for cash or exchange shares
of Level 3 common stock for these outstanding debtrities pursuant to the exemption provided lutiGe 3(a)(9) of the Securities Act of
1933, as amended, in open market or privately ieggot transactions. Level 3 will evaluate any stiahsactions in light of then existing
market conditions. The amounts involved in any suahsactions, individually or in the aggregateyrha material.

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

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

. Increased flexibility for the Company to pursue @isiions for cash consideratic

. Removal of two reveni-based financial covenan

. Modification of an Adjusted EBITDA-based covenant;

. Reduction of the $650 million undrawn revolving ditdacility by $500 million to $150 million, withestrictions on availability;
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. Maintenance of minimum cash balance, generally lequg625 million, of which $400 million is pledged the banks; and



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

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

The Company is required to maintain a mimmcash balance, generally equal to $525 milliom ddfault under the Senior Secured Cr
Facility shall be deemed to have occurred witheesfpo the minimum cash balance test if, withifixensonth period following the date on
which the cash balance falls below $525 milliors @ompany again attains a cash balance greateothteqqual to $525 million. Additionally,
the Company pledged to the lenders under the S8eicured Credit Facility $400 million of the minimwcash balance, which is reflected as
restricted cash within the noncurrent section ef@onsolidated Balance Sheet. The Company shakémed to be in default under the Senior
Secured Credit Facility if the cash balance fafiotv $450 million, including the $400 million pleeld to lenders.

Interest varies with the one month, two thothree month, or six month LIBOR, at the Compamjection, plus 325 basis points for the
revolving credit facility and tranche A term loaacflity, 425 basis points for the tranche B termrdacility and 450 basis points for the tran
C term loan facility. The Company may also eledthvender approval, the nine month or twelve mdoBOR.

The Senior Secured Credit Facility, as aeenhas customary covenants, or requirementstii@a@ompany and certain of its subsidia
must meet to remain in compliance with the contriche Company does not remain in compliance withcovenants, it could be in default
under the terms of the Senior Secured Credit Facih this event, the lenders could take actiansequire repayment.

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

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

Current economic conditions of the telecamivations and information services industry, cameliwith Level 3's financial position and
significant liquidity, have created potential opfpmities for Level 3 to acquire companies or porsi@f companies at attractive prices. Level 3,
in addition to the Genuity acquisition describetblae continues to evaluate these opportunitiesa@udd make additional acquisitions in 2003.
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On February 4, 2003, Level 3 announcedtimpuisition of substantially all of the assets apdrations of Genuity, Inc., a Massachusetts-
based provider of communications services. Undeatireement, Level 3 paid $60 million in net casis@deration to Genuity and assumed
certain long-term operating agreements. As patti@transaction, the Company also paid $77 miiliocash for assumed network obligations
to be used by Level 3 during 2003. The Company @kp®cts to incur one-time integration costs ofrapipnately $75 to $100 million during
2003. As part of the transaction, Level 3 assumestmf Genuity's existing customer contracts anaddition, has signed new multi-year
customer contracts that together represent expeetetiue in excess of $1 billion over the remairifegof the agreements. The majority of
Genuity's future revenue is expected to be atimitletto contracts with Verizon and America Onlifike Company believes that the transaction
will significantly improve Level 3's financial pdgin through the addition of substantial new rexvefrem high-quality customers and the
potential for significant network and operating tceergies, and reduced capital expenditureshfocombined communications business.

As of the acquisition date, Level 3 had agring $76 million of unamortized deferred revemtigibutable to cash received from Genuity
for IRU and dark fiber transactions completed impperiods. Due to the acquisition of Genuity, EE8 will not be able to recognize this
deferred revenue in future periods. As a result,8h6 million of deferred revenue will be includesian offset in computing the net purchase
price used to determine the fair value of assejsiead.

The following tables summarize the conwatbbligations and commercial commitments of tlenany at December 31, 2002, as
further described in the notes to the financiaestents.

Payments Due by Period

Less than
Total 1 Year 1-3Years 4-5 Years After 5 Years



Contractual Obligations

Long-Term Debt, including current portion $ 6,106 $ 4 $ 28¢ $ 80t $  5,00¢

Reclamation 94 2 5 9 78

Operating Lease 754 76 147 142 38¢

Purchase Orders 76 76 — — —
Other Commercial Commitments

Letters of Credit 47 45 — 1 1

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

Level 3 is subject to market risks arisfrggm changes in interest rates, equity prices aneign exchange rates. As of December 31, 2002
the Company had borrowed $1.125 billion under tbei@& Secured Credit Facility and $120 million unde&eommercial mortgage. Amounts
drawn on the debt instruments bear interest aalteenate base rate or LIBOR rate plus applicatdegms. As the alternate base rate and
LIBOR rate fluctuate, so too will the interest erpe on amounts borrowed under the credit facihty mortgages. The weighted average
interest rate based on outstanding amounts undse thariable rate instruments of $1.245 billioDatember 31, 2002, was approximately
5.3%. A hypothetical increase in the variable portdf the weighted average rate by 1% (i.e. a viejhverage rate of 6.3%) would increase
annual interest expense of the Company by appraziynd@12.5 million. At December 31, 2002, the Compaad $4.86 billion of fixed rate
debt bearing a weighted average interest rate3869A decline in interest rates in the future wibit benefit the Company due to the terms and
conditions of the loan agreements that requireCtepany to repurchase the debt at specified premiiliitee Company has been able to reduce
its exposure to interest rate risk by acquiringaiaroutstanding indebtedness in exchange for shefreommon stock and cash. The Company
continues to evaluate other alternatives to limi¢iiest rate risk.
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Level 3 continues to hold positions in aertpublicly traded entities, primarily Commonwéaltelephone and RCN. The Company
accounts for these two investments using the equéthod. In 2002, the Company sold approximatef @@ its holdings in Commonwealth
Telephone for net proceeds of approximately $328ami The market value of the Company's holding®RICN and Commonwealth Telephc
was approximately $51 million at December 31, 20@2ich is higher than their carrying value of $18lion. The Company may seek to sell
all or a portion of its shares in RCN and CommornitheBelephone over time. The value received forrdmaaining investments would be
affected by the market value of the underlying lstacthe time of any such transaction. A 20% deswéa the price of Commonwealth
Telephone and RCN stock would result in approxigeaeb10 million decrease in fair value of theseeistments. The Company does not
currently utilize financial instruments to minimiite exposure to price fluctuations in equity s&gs.

The Company's business plan includes dpirelcand operating a telecommunications netwoikurope. As of December 31, 2002, the
Company had invested significant amounts of capitéhat region. The Company issued €800 milliofh2% million outstanding at
December 31, 2002) in Senior Euro Notes in Febra@fp as an economic hedge against its net investimés European subsidiaries at the
time. Due to the historically low exchange ratesiming the U.S. Dollar and the Euro, during therth quarter of 2000, Level 3 elected to set
aside the remaining Euros received from the debtiafys. During the third quarter of 2001, Levedldcted to start funding its current
European investing and operating activities with Buros that had previously been set aside. AsecEBber 31, 2002, the Company held only
enough Euro denominated cash and cash equivatefusd its immediate working capital obligationgh@r than the issuance of the Euro
denominated debt and the holding of the EurosCibmpany has not made significant use of finanaistruments to minimize its exposure to
foreign currency fluctuations. Foreign exchange fhatctuations in 2002 did not have a material @ffn Level 3's results of operations and
financial position. The Company continues to analsigk management strategies to reduce foreigreoayrexchange risk.

The change in interest rates and equityritg@rices is based on hypothetical movementsancdot necessarily indicative of the actual
results that may occur. Future earnings and losgkBe affected by actual fluctuations in intereates, equity prices and foreign currency r:

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

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

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

Effective June 14, 2002, Level 3 Commurndce, Inc. (the "Registrant”) determined not toawrthe engagement of its independent
accountants, Arthur Andersen LLP ("Andersen”) apgainted KPMG LLP ("KPMG") as its new independeat@untants, effective
immediately. This determination followed the Regist's decision to seek proposals from indepenalerdguntants to audit its financial
statements for the fiscal year ending DecembeR302. The decision not to renew the engagemenndefsen and to retain KPMG was
approved by the Audit Committee of the RegistraBdard of Directors



Andersen's report dated January 29, 2002 (# with respect to matters discussed in Not®1fie financial statements, as to which the
date is March 13, 2002) on the Registrant's 20@dnitial statements was issued on March 13, 200@rijunction with the filing of the
Registrant's Annual Report on Form 10-K for therysraded December 31, 2001.
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During Level 3's two most recent fiscal ggeanded December 31, 2001, and the subsequeniigeriod through June 14, 2002, there
were no disagreements between the Registrant addréen on any matter of accounting principles acfices, financial statement disclosure,
or auditing scope or procedure, which disagreeméntst resolved to Andersen's satisfaction wowdédicaused them to make reference to the
subject matter of the disagreement in connectidh thieir reports. None of the reportable eventeidesd under Item 304(a)(1)(v) of
Regulation S-K occurred within the Registrant's tnwost recent fiscal years and the subsequentnmigeriod through June 14, 2002. The audit
reports of Andersen on the consolidated finand&tesnents of the Registrant and subsidiaries as@for the fiscal years ended December 31,
2001 and 2000 do not contain any adverse opiniatisataimer of opinion, nor were they qualifiedroodified as to uncertainty, audit scope
accounting principles.

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

During the Registrant's two most recenddigears ended December 31, 2001, and the subgdqtexim period through June 14, 2002,
the Registrant did not consult with KPMG regardamy of the matters or events set forth in Item a8Q2{(i) and (ii) of Regulation S-K.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information required by this Item 10risorporated by reference to the Company's défanjtroxy statement for the 2002 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission, however certain fiméion is included in Item 1. Business
above under the caption "Directors and Executiviicexs."

ITEM 11. EXECUTIVE COMPENSATION

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

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

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

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

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

ITEM 14. CONTROLS AND PROCEDURES

(a) Disclosure controls and procedures.The Company's Chief Executive Officer and Cligfancial Officer have evaluated the
effectiveness of the Company's disclosure conamtsprocedures within the 90 days prior to the dafding of this Annual Report on
Form 10-K. Based upon such review, the Chief Exeeudfficer and Chief Financial Officer have cordd that the Company has in place
appropriate controls and procedures designed wrertisat information required to be disclosed ly@ompany in the reports it files or subr
under the Securities Exchange Act of 1934, as agtrahd the rules there under, is recorded, predessmmarized and reported within the
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time periods specified in the Commission's rules fanms. Disclosure controls and procedures includénout limitation, controls and
procedures designed to ensure that informationimedjto be disclosed by an issuer in reportsesfibr submits under the Securities Exche



Act is accumulated and communicated to the Companghagement, including its principal executivéceff and principal financial officer, as
appropriate to allow timely decisions regardinguieed disclosure.

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

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

(a) Financial statements and financiakstent schedules required to be filed for the tegi$ under ltems 8 or 14 are set forth following
the index page at page F-I. Exhibits filed as & pfthis report are listed below. Exhibits incorated by reference are indicated in parentheses

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

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

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

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

3.5 Rights Agreement, dated as of May 29, 1998, betwleemRegistrant and Wells Fargo Bank Minnesota,(M#&a Norwest Ban
Minnesota, N.A.), as Rights Agent, which includes Form of Certificate of Designation, Prefereneesl Rights of Series A.
Junior Participating Preferred Stock of the Registtras Exhibit A, the Form of Rights CertificateExhibit B and the
Summary of Rights to Purchase Preferred Stockxhihi C (Exhibit 1 to the Registrant's FormA8Amendment No. 1 filed o
June 10, 1998

3.6 Amendment No. 1 to Rights Agreement, dated JuB0D2, between the Registrant and Wells Fargo Baimké&sota, NA, as
Rights Agent (Exhibit 1.5 to the Registrant's Catrieeport on Form-K filed on July 8, 2002

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

4.1 Indenture, dated as of April 28, 1998, betweerRbgistrant and 1BJ Schroder Bank & Trust Companyrastee relating to t
Registrant's 4/ s %Senior Notes due 2008 (Exhibit 4.1 to the Regi¢saRegistration Statement on Form S-4 File N@-33
56399).

4.2 Indenture, dated as of December 2, 1998, betweeRdgistrant and IBJ Schroder Bank & Trust Compnyrustee relating

the Registrant's 19/ 2% Senior Discount Notes due 2008 (Exhibit 4.1 ®Registrant's Registration Statement on Form S-4
File No. 33:-71687).

43.1 Form of Senior Indenture (incorporated by refereiocExhibit 4.1 to Amendment 1 to the RegistraRegjistration Statement
on Form &3 (File No. 33-68887) filed with the Securities and Exchange Cossioh on February 3, 199¢
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4.3.2 First Supplemental Indenture, dated as of Septe2®@099, between the Registrant and 1BJ Whitebetlk & Trust Compan
as Trustee relating to the Registrant's 6% Corbergubordinated Notes due 2009 (Exhibit 4.1 toRkgistrant's Current
Report on Form-K dated September 20, 199

4.3.3 Second Supplemental Indenture, dated as of FebA8ar2000, between the Registrant and The Bankeof Mork as Trustee
relating to the Registrant's 6% Convertible Submatiéd Notes due 2010 (Exhibit 4.1 to the Regissa&irrent Report on
Form &K dated February 29, 200(

434 Third Supplemental Indenture, dated as of July0®22 between the Registrant and The Bank of Nevk ésrTrustee relating
the Registrant's 9% Junior Convertible Subordin&tetes due 2012 (Exhibit 1.2 to the Registrant's'€hi Report on Form 8-
filed on July 8, 2002)

4.4 Indenture, dated as of February 29, 2000, betwseRegistrant and The Bank of New York as Trustaing to the
Registrant's 11% Senior Notes due 2008 (Exhibit@dthe Registrant's Registration Statement on F&#nFile No. 333-



4.5

4.6

4.7

4.8

10.1

10.2

10.3

10.4

37362).

Indenture, dated as of February 29, 2000, betweeRéegistrant and The Bank of New York as Trustésing to the
Registrant's 11/ 4% Senior Notes due 2010 (Exhibit 4.2 to the Reagigts Registration Statement on Form S-4 File 98- 3
37362).

Indenture, dated as of February 29, 2000, betweeRéegistrant and The Bank of New York as Trustésing to the
Registrant's 12/ 8% Senior Discount Notes due 2010 (Exhibit 4.3 ®Registrant's Registration Statement on Form #e4 F
No. 33:-37362).

Indenture, dated as of February 29, 2000, betweeRéegistrant and The Bank of New York as Trustésing to the
Registrant's 18/ 4% Senior Euro Notes due 2008 (Exhibit 4.1 to thgifeant's Registration Statement on Form S-4 File
No. 33:-37364).

Indenture, dated as of February 29, 2000, betweeRéegistrant and The Bank of New York as Trustésing to the
Registrant's 14/ 4% Senior Euro Notes due 2010 (Exhibit 4.2 to thgifeant's Registration Statement on Form S-4 File
No. 33:-37364).

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

Amendment No. 1 to Separation Agreement, dated M&8; 1997, by and among Peter Kiewit Sons’, Kiewit Diversified
Group Inc., PKS Holdings, Inc. and Kiewit ConstiantGroup Inc. (Exhibit 10.1 to the Registrant'srad.(-K for 1997).

Amendment and Restatement Agreement, dated asgfsA@23, 2002, among Level 3 Communications, lrevel 3
Communications, LLC, Level 3 International Servides., Level 3 International, Inc., BTE Equipmellt,C (collectively, the
"Borrowers"), Eldorado Funding LLC and JPMorgan §hBank, as Administrative Agent (including the Amded and
Restated Credit Agreement dated September 30, 28889 Level 3 Communications, Inc., the otherdwars and lenders
referred to therein and JPMorgan Chase Bank, asthgexhibit 99.2 to the Registrant's Current Répor Form 8-K, filed on
August 23, 2002)

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

10.6

10.7

10.8.1

10.8.2

10.8.3

10.8.4

10.8.5

10.9

Warrant Agreement, dated as of March 11, 2002 lesivtiee Registrant and William L. Grewcock (Exhitit5 to the
Registrant's Annual Report on Form-K for the year ended December 31, 20t

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

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

Asset Purchase Agreement by and among Level 3 Cancations, Inc., Level 3 Communications, LLC, Génuinc., and the
subsidiaries of Genuity Inc. listed on the signatpage thereto, dated as of November 27, 2002 fixi).1 to the Registrant's
Current Report on Forrr-K filed on December 2, 200z

Amendment, Consent and Waiver to the Asset Purchgesement, dated as of December 30, 2002, effeetivof
November 27, 2002, by and among the RegistranRtiiehasers and the Sellers (Exhibit 10.1 to tigidRant's current repo
on Form K dated January 3, 200:

Second Amendment and Waiver to the Asset Purchgseefnent, dated as of January 24, 2003, by and@gtherRegistrant,
the Purchasers and the Sellers (Exhibit 10.2 tdréggistrant's Current Report on For-K dated February 4, 200:

Third Amendment and Waiver to the Asset Purchasedégent, dated as of January 31, 2003, by and atherigegistrant, the
Purchasers and the Sellers (Exhibit 10.3 to thed®agt's Current Report on Forr-K dated February 4, 200:

Transition Services Agreement, dated as of FebrdaP903, by and among the Purchasers and theS@hehibit 10.4 to the
Registrant's Current Report on For-K dated February 4, 200:

Warrant Agreement, dated as of April 15, 2002, leetwvthe Registrant and Walter Scott, Jr. (file&dsibit 10.9 to the



Registrant's Annual Report on Form-K for the year ended December 31, 20t

21 List of subsidiaries of the Registrant (filed ashibit 21 to the Registrant's Annual Report on FAOvK for the year ended
December 31, 2002

231 Consent of KPMG LLF

23.2 Information Regarding Consent of Arthur AnderserPl

99 Certifications required by Section 906 of the Sags-Oxley Act of 200z

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

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

On November 8, 2002, the Registrant fil&cuarent Report on Form 8-K relating to the deteatipn of the Registrant's Board of
Directors to eliminate the Registrant's "pre-anmm@ment” policy and to clarify the number of shasethe Registrant's common stock, par
value $.01 per share Colin V.K. Williams is ableptachase upon exercise of certain vested outperétock options.

On December 2, 2002, the Registrant fil&lierent Report on Form 8-K relating to the exemubf the Asset Purchase Agreement by and
among the Registrant, Level 3 Communications, LGEnuity Inc., and the subsidiaries of Genuity listed on the signature page thereto.
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On January 1, 2003, the Registrant fil&larent Report on Form 8-K relating to the exequtidan amendment to the Asset Purchase
Agreement by and among the Registrant, Level 3 Conications, LLC, Genuity Inc., and the subsidiané&enuity Inc. listed on the
signature page thereto on December 30, 2002.

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

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Independent Auditors' Repc

Report of Independent Public Accounta

Financial Statements as of December 31, 2002 a@dl 20d for each of the three years en
December 31, 200.

Consolidated Statements of Operati

Consolidated Balance She:

Consolidated Statements of Cash Flc

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

Notes to Consolidated Financial Stateme

Schedules not indicated above have beettaahiecause of the absence of the conditions wmdieh they are required or because the
information called for is shown in the consolidafgthncial statements or in the notes thereto.
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INDEPENDENT AUDITORS' REPORT

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

We have audited the consolidated balaneetstf Level 3 Communications, Inc. (a Delawargoaation) and subsidiaries as of
December 31, 2002, and the related consolidatéehséats of operations, cash flows, changes in btudkrs' equity (deficit) and
comprehensive loss for the year then ended. Thastdated financial statements are the respditgibf the Company's management. Our
responsibility is to express an opinion on thesarftial statements based on our audit. The 2002@0@ consolidated financial statements of
Level 3 Communications, Inc. as listed in the acpganying index were audited by other auditors wheeteeased operations. Those auditors
expressed an unqualified opinion on those congeliiinancial statements in their report dated aan@9, 2002.

We conducted our audit in accordance witdlitang standards generally accepted in the Urtiitedes of America. Those standards require
that we plan and perform the audit to obtain reablanassurance about whether the financial statesnaes free of material misstatement. An
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6iileh statements. An audit also includes
assessing the accounting principles used and gignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audit providesaaonable basis for our opinion.

In our opinion, the 2002 financial statemsereferred to above present fairly, in all mate®apects, the consolidated financial position of
Level 3 Communications, Inc. and subsidiaries @3axfember 31, 2002, and the consolidated resuttseaf operations and their cash flows for
the year then ended in conformity with accountiniggples generally accepted in the United StafeSnoerica.

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

As discussed above, the 2001 and 2000 tidated financial statements of Level 3 Communmmadi Inc. and subsidiaries were auditet
other auditors who have ceased operations. Asibescin Note 9, these consolidated financial stateisihave been revised to include the
transitional disclosures required by Statementiofficial Accounting Standards No. 142, "Goodwiltl@ther Intangible Assets," which was
adopted by the Company as of January 1, 2002.domnion, the disclosures for 2001 and 2000 ind\®are appropriate. However, we were
not engaged to audit, review, or apply any procesitow the 2001 and 2000 consolidated financia¢istants of Level 3 Communications, Inc.
and subsidiaries other than with respect to sustialures, and, accordingly, we do not expresgariom or any other form of assurance or
2001 and 2000 consolidated financial statementstals a whole.

/sl KPMG LLP

Denver, Colorado
February 11, 200
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

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

We have audited the consolidated balaneetstof Level 3 Communications, Inc. (a Delawampaomtion) and subsidiaries as of
December 31, 2001 and 2000, and the related coiasetl statements of operations, cash flows, changagsckholders' equity (deficit) and
comprehensive income (loss) for each of the thesgsgyin the period ended December 31, 2001. Thesolidated financial statements are the
responsibility of the Company's management. Oysaesibility is to express an opinion on these foiahstatements based on our audits.

We conducted our audits in accordance adithiting standards generally accepted in the Urtatles. Those standards require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstaiements. An audit also includes asse:
the accounting principles used and significantnesties made by management, as well as evaluatirayérall financial statement presentation.
We believe that our audits provide a reasonabls fasour opinion.

In our opinion, the financial statementened to above present fairly, in all materialpests, the consolidated financial position of Level
3 Communications, Inc. and subsidiaries as of Déegr@1, 2001 and 2000, and the consolidated residteir operations and their cash flows
for each of the three years in the period endeceBer 31, 2001 in conformity with accounting prpies generally accepted in the United
States



/SI ARTHUR ANDERSEN LLF

Denver, Colorado

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

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

2002 2001 2000

(dollars in millions, except per share data)

Revenue
Communication $ 1,101 $ 1,29¢ % 857
Information Service 1,93¢ 123 11&
Coal Mining 84 87 19C
Other 30 25 22
Total revenug 3,14¢ 1,53: 1,18¢

Costs and Expense
Cost of revenue

Communication: 20¢ 598 62€
Information Service 1,76¢€ 90 88
Coal Mining 57 59 76
Total cost of revenu 2,032 742 792
Depreciation and amortizatio 80z 1,127 57¢
Selling, general and administrati 944 1,297 1,11
Restructuring and impairment charg 181 3,35¢ —
Total costs and expens 3,95¢ 6,514 2,481
Loss from Operation (811) (4,98)) (2,297)
Other Income (Expense
Interest incomt 29 161 32¢€
Interest expense, n (560) (64€) (282)
Equity in earnings (losses) of unconsolidated slibges, ne 14 16 (284)
Gain on equity investee stock transacti — — 10C
Other, ne 94 2 (22)
Total other income (expens (423) (467) (15¢9)
Loss from Continuing Operations Before Income (1,239 (5,44%) (2,45¢€)

Income Tax Benefi 121 — 49



Net Loss from Continuing Operatio (1,119 (5,449 (1,407
Loss from Discontinued Operatio — (60E (48)
Extraordinary Gains on Debt Extinguishments, 25E 1,07t —
Net Loss $ (85¢) $ (4979 $ (L,45%
.| .| .|
Earnings (Loss) Per Share of Level 3 Common StBelsi¢c and Diluted)
Continuing operation $ (279 $ (1459 3 (3.8¢)
I I I
Discontinued operatior $ — 8 (1.62) $ (0.13)
.| .| .|
Extraordinary gains on debt extinguishments, $ 0.6z $ 288 $ —
I I I
Net loss $ (211) $ (133) $ (4.01)
I I I
See accompanying notes to consolidated financissents.
F-4
LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2002 and 2001
2002 2001
(dollars in millions, except per
share data)
Assets

Current Assets
Cash and cash equivalel
Marketable securitie
Restricted cas
Receivables, less allowances for doubtful accooh$29 and $46, respective
Current assets of discontinued Asian operat
Other

Total Current Asset

Net Property, Plant and Equipme
Restricted cas

Goodwill and Intangibles, ni
Other Assets, n¢

Liabilities and Stockholders' Defic
Current Liabilities:

Accounts payabl

Current portion of lon-term debt
Accrued payroll and employee bene
Accrued interes

$ 1,14z $ 1,29
— 20€

99 15E

53¢ 23¢

— 74

154 63

1,93¢ 2,03
6,01( 6,89(

467 —

38¢ 28

172 364

$ 8965 $  9,31¢
| |
$ 691 $ 714
4 7

15€ 162

92 86



Deferred revenu 19¢ 124
Current liabilities of discontinued Asian operati — 74
Other 211 22t
Total Current Liabilities 1,35: 1,392
Long-Term Debt, less current portit 6,10z 6,20¢
Deferred Revenu 1,26¢ 1,33t
Accrued Reclamation Cos 92 92
Other Liabilities 392 353
Commitments and Contingenci
Stockholders' Deficit
Preferred stock, $.01 par value, authorized 10@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,50000@shares: 443,556,864
outstanding in 2002 and 384,703,922 outstandirROi 4 4
Class R, $.01 par value, authorized 8,500,000 shateshares outstandi — —
Additional paic-in capital 6,27: 5,60z
Accumulated other comprehensive I (132) (144)
Accumulated defici (6,38%) (5,527)
Total Stockholders' Defic (240) (65)
$ 8,96: $ 9,31¢
I L]
See accompanying notes to consolidated financigstents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the three years ended December 31, 2002
2002 2001 2000
(dollars in millions)
Cash Flows from Operating Activitie
Net Loss $ (856) $ (4979 $ (1,45Y
Loss from discontinued operatio — 60% 48
Extraordinary gain on debt extinguishments, (25%) (1,07%) —
Loss from continuing operatiol (1,119 (5,44%) (1,407
Adjustments to reconcile loss from continuing opierss to net cash
provided by (used in) continuing operatio
Equity (earnings) losses, r (14) (16) 284
Depreciation and amortizatic 802 1,122 57¢
Induced conversion expense on convertible 88 — —
Gain on equity investee stock transacti — — (100)
Dark fiber and submarine cable I-cash cost of revent 4 16C 19¢€
Loss on impairments and asset si 182 3,24¢ —
(Gain) loss on sale of property, plant and equipm@ammonwealtt
shares and other ass (189) 3 (29
Non-cash compensation expense attributable to stockda 181 314 23€



Deferred revenu 49 70€ 58€
Amortization of debt issuance co: 40 27 21
Accreted interest on discount dt 11C 11€ 10C
Accrued interest on loi-term debt 9 (37) 76
Change in working capital items net of amounts aequ
Receivable: (26) 27¢ (384)
Other current asse (77 4 (a7E
Payable: (340) (66€) 644
Other liabilities (11¢) 11F 157
Other a7) 22¢ 242
Net Cash Provided by (Used in) Continuing Operat (427) 141 1,03¢
Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketaloiersies 20C 3,67(C 7,82z
Purchases of marketable securi — (1,1672) (8,289
Decrease (increase) in restricted secur (410 56 (150
Capital expenditure (21¢) (2,325 (5,57¢)
Release of capital accru 21E — —
Purchase of assets held for sale, — (110 (52
Investments and acquisitio (16) — (39
McLeod acquisitior (51) — —
CorpSoft acquisition, net of cash acquired of (93 — —
Software Spectrum acquisition, net of cash acqofektO (94) — —
Proceeds from sale of Commonwealth sh 32€ — —
Proceeds from sale of property, plant and equipn@erdt other investmen 13C 67 99
Net Cash Provided by (Used in) Investing Activil $ 11) $ 19¢ $ (6,179
(continued)
See accompanying notes to consolidated financigstents.
F-6
2002 2001 2000
(dollars in millions)
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c $ 49C $ 761 $ 3,19t
Payments and repurchases of long-term debt, ingjuclirrent portion (159) (812) (22)
Issuances of common stock, net of issuance costs — — 2,40¢
Stock options exercise 1 2 16
Net Cash Provided by (Used in) Financing Activit 33z (49) 5,59¢
Net Cash Used in Discontinued Operati (49 (22¢€) (358)
Effect of Exchange Rates on Cash and Cash Equis: — (20 (56)
Net Change in Cash and Cash Equival (15%) 42 43
Cash and Cash Equivalents at Beginning of 1,297 1,25¢ 1,212
Cash and Cash Equivalents at End of Y $ 1,14 $ 1297 $ 1,25t
I I
Supplemental Disclosure of Cash Flow Informati
Income taxes paid $ — $ — 8 2
Interest paid 414 59¢ 461



Noncash Investing and Financing Activitir

Common stock issued in exchange for long term $ 46€ $ 72 $ —
Long term debt principal retired by issuing comnstock 582 194 —
Warrants issued in exchange for construction sesvic — 32 —
Equity securities received in exchange for serv — — 43
Issuances of stock for Businessnet acquisition — — 3

See accompanying notes to consolidated financigstents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)

For the three years ended December 31, 2002

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

(dollars in millions)

Balances at December 31, 1¢ $ 3 $ 2501 $ 5) $ 90€ $ 3,40¢
Common Stock
Issuances, net of offering co: 1 2,40¢ — — 2,41C
Stock options exercised — 15 — — 15
Stock plan grant — 237 — — 237
Shareworks pla — 5 — — 5
Net Loss — — — (1,455 (1,455
Other Comprehensive Lo — — (68) — (68)
Balances at December 31, 2( 4 5,167 (73) (549 4,54¢
Common Stock
Issued to extinguish longgrm dek — 72 — — 72
Warrants issued for capital ass — 32 — — 32
Stock options exercised — 2 — — 2
Stock plan grants — 312 — — 312
Shareworks pla — 17 — — 17
Net Loss — — — (4,97¢) (4,97¢)
Other Comprehensive Lo — — (71) — (71)
Balances at December 31, 2( 4 5,60z (144 (5,527) (65)
Common Stock
Issued to extinguish longrm dek — 46€ — — 46€
Stock options exercise — 1 — — 1
Stock plan grant — 16¢ — — 16¢
Shareworks plan — 36 — = 36
Net Loss — — — (85€) (85€)
Other Comprehensive Incor — — 12 — 12
Balances at December 31, 2( $ 4 % 6,27 $ (132) $ (6,387) $ (240

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

2002 2001 2000

(dollars in millions)

Net Loss $ (858) $ (4,979 $ (1,45
Other Comprehensive Income (Loss) Before 1
Foreign currency translation adjustme 24 (21) (81)
Unrealized holding gains (losses) and other aridiming perioc (21) (4) 5
Reclassification adjustment for (gains) lossesudet! in net los 9 (46) 8
Other Comprehensive Income (Loss), Before 12 (77) (68)

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

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

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

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

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

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

In 2001, the Company agreed to sell itasAdselecommunications business to Reach Ltd. ("Rgatherefore, the assets, liabilities,
results of operations and cash flows for this bessrhave been classified as discontinued operatidhs consolidated financial statements
(See note 3).

Communications

The Company's communications business gesva broad range of integrated communicationscssrprimarily in the United States and
Europe as a facilities-based provider (that is;cvider that owns or leases a substantial portfdhe@property, plant and equipment necessary
to provide its services). The Company has credtedugh a combination of construction, purchaselaasing of facilities and other assets, an
advanced international, end-to-end, facilities-dasemmunications network. The Company has built@minues to upgrade the network
based on optical and Internet Protocol technoloigi@sder to leverage the efficiencies of thes@metogies to provide lower cost
communications service



Revenue for communications services, inogigrivate line, wavelengths, colocation, Interaetess, managed modem, voice and dark
fiber revenue from contracts entered into afteeJ8®, 1999, is recognized monthly as the servicepr@vided based on contractual amounts
expected to be collected. Reciprocal compensaéivenue is recognized only when an interconnectipaeaent is in place with another
carrier, and the relevant regulatory authoritiegeh@pproved the terms of the agreement. Revenuiguadible to leases of dark fiber pursuant to
indefeasible rights-of-use agreements ("IRUs") thatlify for sales-type lease accounting, and veettered into prior to June 30, 1999, are
recognized at the time of delivery and acceptarickeofiber by the customer.

It is the Company's policy to recognizeneration revenue when certain conditions have lmeen These conditions include: 1) the
customer has accepted all or partial delivery efahset or service; 2) Level 3 has received coraida for the asset or service provided; and
3) Level 3 is not legally obligated to provide atlutial product or services to the customer or theacessor under the original contract.
Termination revenue is typically recognized in attans where a customer and Level 3 mutually aggréerminate all or a portion of the serv
provided, or the customer and/or its assets faherge from bankruptcy, and therefore Level 3isabligated to provide additional service to
the customer or its successor. If the conditiorstdeed above are met, the Company will recogrémaination revenue equal to the fair value
of consideration received, less any amounts prelja@cognized. Termination revenue is reporteth@nsame manner as the original product
or service provided, and amounted to $76 millio2092.

Level 3 entered into joint build arrangetseturing the construction of its North Americam&uropean networks in which it was the
sponsoring partner. These arrangements are generall
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characterized as fixed fee or cost sharing arraegénFor fixed-fee joint build arrangements inethiievel 3 is the sponsor, the Company
assumes the cost risk of completing the work ffixed price agreed upon at the inception of thamgement between the parties. Level 3
recognizes revenue equal to the value of the coinivien construction is complete and payment isived from the joint build partner. For
cost sharing arrangements each of the joint bughtigs shares the cost risk of completing the wdhese contracts typically include provisions
in which the sponsoring partner receives a managefae for construction services provided. Leve¢8ognizes this management fee as
revenue in the period when the contract is comglated payment is received from the joint build pert In 2002, most of the $14 million of
revenue recognized from joint build arrangemendsilted from management fees.

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

In August 2002, the staff of the Securitiesl Exchange Commission (the "SEC") indicated tti&SEC staff had concluded that all non-
monetary exchange transactions for telecommunitaitapacity should be accounted for as an exchafragsets, irrespective of whether the
transaction involved the lease of assets. The asimi was based on the SEC staff's view that tie to use an asset (that is, a lease), is in fac
an asset and not a service contract, irrespectiwdether such asset is characterized as an assleé dalance sheet. This conclusion requires
that nonmonetary exchange transactions for telecommunitatiapacity involving the exchange of one or mgrerating leases be recogni:
based on the carrying value of the assets exchamgber than at fair value, resulting in no redtign of revenue for the transactions. Prior to
the SEC's communication on this issue, Level ¥saating for these transactions, which resultedewel 3 recognizing revenue, had been
consistent with industry guidance for these tydesamsactions. In addition, the revenue recognitipproach for these transactions that the
Company followed was an acceptable practice ironbt the communications industry but other indestras well. The SEC indicated that it
expects affected companies to retroactively agpb/duidance to historical non-monetary exchangacity transactions that occurred in prior
years and, if appropriate, restate their finangialements

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

Taking into account the SEC's guidance gl8woes not believe that it is appropriate toatesits previously issued financial statements
for this issue involving non-monetary transacticasthe amount of revenue recognized was not gignifto Level 3's reported revenue, and
Level 3 has previously disclosed the nature anduartnof these transactions in its previous filinggwthe SEC and in a press release issued on
February 13, 2002. However, Level 3 ceased recognmmmunications revenue from the three transastinvolving operating leases,
estimated to be approximately $1 million per quaitethe third quarter of 2002.

The Company is obligated under dark fithld$ and other capacity agreements to maintairetsark in efficient working order and in
accordance with industry standards. Customersladigated for the term of the agreement to pay Hieirtallocable share of the costs for
operating and maintaining the network. The Compaepgnizes this revenue monthly as services angded.

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

Cost of revenue for the communications fess includes leased capacity, right-of-way cestsess charges and other third party circuit
costs directly attributable to the network, as vaslicosts of assets sold pursuant to sales-typede@he cost of revenue associated with sales-
type leases of dark fiber agreements entered mito {@ June 30, 1999, was determined based ofi@aton of the total estimated costs of the
network to the dark fiber provided to the custom@&tee allocation takes into account the serviceaciyp of the specific dark fiber provided to
customers relative to the total expected capaditii@network. Changes to total estimated costsnamaork capacity are included in the
allocation in the period in which they become kno@nst of revenue associated with the sale of tregenic capacity that previously met the
accounting requirements as sales-type leases,alsareletermined based on taking into account seapacity and costs incurred by Level 3
and its contractors to construct such assets.

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

Liquidity and Capital Resources

The communications industry is highly cotitpee. Additionally, the communications industiy ¢urrently operating in a difficult
economic environment. Many of the Company's exgstind potential competitors in the communicatiowistry have financial, personnel,
marketing and other resources significantly gretitan those of the Company, as well as other cdtiyeeadvantages including larger
customer bases. Increased consolidation and stratlignces in the industry resulting from the @@mmunications Act of 1996, the opening
of the U.S. market to foreign carriers, technolagadvances and further deregulation could give tassignificant new competitors to the
Company. Furthermore, as discussed in Note 11Ctmepany has certain covenants under its debt aridrssecured credit facility agreements
that could affect the future liquidity of the Conmyaf such covenants are not met. Management kedigwvill be able to take appropriate
actions to ensure that the Company will continua geing concern for the foreseeable future, beyoralyear.

Concentration of Credit Risk

The Company provides telecommunicationgises to a wide range of customers, ranging frorh eapitalized national carriers to
smaller, early stage companies. Beginning in 20@%el 3 changed its customer focus to the top 360aj users of bandwidth capacity. These
top 300 global users tend to be financially moabia than smaller, early stage companies. The Coynipas in place policies and procedure
review the financial condition of potential and ®kig customers and concludes that collectibilityewenue and other out-of-pocket expenses
are probable prior to commencement of servicabelfinancial condition of an existing customeredlietrates to a point where payment for
services is in doubt, the Company will not recogmivenue attributable to that customer until égashceived. Based on these policies and
procedures, the Company's customer base has dedrfeas) approximately 3,000 during the first quad£2001 to approximately 1,350
during the fourth quarter of 2002 and it's expogareredit risk within the communications businass the related effect on the financial
statements has been reduced over the past yea€drhpany is not immune from the affects of the dimnmin the economy and specifically
the telecommunications industry; however, manageelieves the concentration of credit risk witBpect to receivables is mitigated due to
the dispersion of the Company's customer base ageographic areas and remedies provided by terrognifacts and statutes.
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Information Services

The Company's information services busimessmprised of two operating units: }Structure, a provider of computer outsourcing and
systems integration services, and Software Spectnon("Software Spectrum™), a distributor, maeeeind reseller of business software) (
Structure provides outsourcing services, typictilypugh contracts ranging from 3-5 years, to fitiret desire to focus their resources on their
core businesses. Under these contradtsStfucture recognizes revenue in the month theceiy provided, generally equal to the contract
value amortized on a straight-line basis. Additind i )Structure provides systems integration servicashblp customers define, develop
implement cost-effective information systems. Remefrom the existing contracts is generally recpgdion a straight-line basis and in the
month the service is provided. Cost of revenueuities costs of consultants' salaries and othertdiosts for ( )Structure's businesses.

Software Spectrum, which includes the opena of CorpSoft, Inc. ("CorpSoft"), is a reseltdrbusiness software. Accounting literature
provides guidance to enable companies to determiivggher revenues from the reselling of goods amndcss should be recorded on a "gross"
or "net" basis. The Company believes that the fastscircumstances, particularly those involvinigipg and credit risk indicate that the
majority of Software Spectrum’s sales should berded on a "gross" basis. The latitude and abifitgoftware Spectrum to establish the
selling price to the customer is a clear indicatibtigross" revenue reporting. The assumption eélitirisk is another important factor in
determining "gross" versus "net" reporting. Sof&pectrum has the responsibility to pay suppfirall products ordered, regardless of
when, or if, it collects from its customers. Softe&pectrum is also solely responsible for deteimgithe creditworthiness of its custome



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

Software Spectrum recognizes revenue froftivare sales at the time of product shipmentnadcordance with terms of licensing
contracts, when the price to the customer is fixed, collectibility is reasonably assured. Revefinom maintenance contracts is recognized
when invoiced, the license period has commencednvitie price to the customer is fixed, and coltélitly is reasonably assured, as Software
Spectrum has no future obligations associated fwttire performance under these maintenance costradtzance billings are recorded as
deferred revenue until services are provided. 6bstvenues includes direct costs of the licensictiyity and costs to purchase and distribute
software. The costs directly attributable to adeabitlings are deferred and included in Other Quirgssets on the Consolidated Balance
Sheet. Rebate income received from software pudsisis recognized in the period in which the relmtarned and reflected as a reduction of
cost of revenue.

The information services industry is hightympetitive. Many of the Company's competitorthie industry have financial, marketing and
other resources significantly greater than thosa®iCompany. In addition, the Company's softwaselling business could be adversely
affected if major software publishers successfiniplement or expand programs for the direct salgoftivare through volume purchase
agreements or other arrangements intended to extheddistribution or resale channel.
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Coal Mining

Historically, coal sold by Level 3 or itslssidiaries has been sold primarily under lo@ign contracts with electric utilities, which buroa
in order to generate steam to produce electrigityubstantial portion of Level 3's coal revenue wamed from long-term contracts during
2002, 2001, and 2000. The remainder of Level 3&ssare made on the spot market where prices astasuially lower than those in the long-
term contracts. Beginning in 2001, a higher praparof Level 3's sales occurred on the spot maakdbng-term contracts began to expire.
Costs of revenue related to coal sales includesafshining and processing, estimated reclamatistsg royalties and production taxes.

The coal industry is highly competitive Me¢ 3 competes with other domestic and foreign sagbliers, some of whom are larger and
have greater capital resources than Level 3, atidalternative methods of generating electricity atternative energy sources. Many of Level
3's competitors are served by two railroads and,tduhe competition, often benefit from lower spartation costs than Level 3 which is
served by a single railroad. Additionally, many quatitors have more favorable geological conditithram Level 3, often resulting in lower
comparative costs of production.

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

Level 3's coal sales contracts are conatadrwith several electric utility and industriahepanies. In the event that these customers do nc
fulfill contractual responsibilities, Level 3 coupdirsue the available legal remedies.

Selling, General and Administrative Expenses

Selling, general and administrative experiselude salaries, wages and related benefittugiivgg charges primarily for stock based
compensation), property taxes, travel, insurarem, contract maintenance, advertising and otherirgEidtrative expenses.

Advertising Costs

Level 3 expenses the cost of advertising@asred. Advertising expense is included as amuament of selling, general and administrative
expenses in the accompanying consolidated statsroénperations.

Stock-Based Employee Compensation

The Company has accounted for stock-basgidogee compensation using the fair value basetiodgtursuant to SFAS No. 123
"Accounting for Stock-Based Compensation” since8l9%e Company recognizes expense using the aatedevesting methodology of FIN
28. (See Note 12)
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Depreciation and Amortization

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

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

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

Investee Stock Activity

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

Earnings Per Share

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

Restricted Cash

The Company classifies any cash or otheuritées that collateralize the amended Senior &gt Credit Facility, outstanding letters of
credit or certain operating obligations of the Camypas restricted cash. The Company also class#igls or other securities restricted to fund
certain reclamation liabilities or purchase nonentrassets as restricted cash. The classificafimstiicted cash on the consolidated balance
sheet as current or noncurrent is dependent odutaion of the restriction and the purpose forahitthe restriction exists.

Goodwill and Intangible Assets

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

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

Long-Lived Assets

The Company reviews the carrying amouronf-lived assets or groups of assets, excludiragglgill, for impairment whenever events or
changes in circumstances indicate that the cargingunt may not be recoverable. The determinati@my impairment includes a comparison
of estimated undiscounted future operating cashdlanticipated to be generated during the remailifim@f the asset to the net carrying value
of the asset.
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Reserves for Coal Reclamation

The Company follows the policy of providiag accrual for reclamation of mined propertiesedlon the estimated total cost of
restoration of such properties to meet complianitk laws governing strip mining, by applying penteeclamation rates to coal mined. These
reclamation rates are determined using the rengigstimated reclamation costs and tons of coal dtteohunder sales contracts. The
Company reviews its reclamation cost estimates ahnand revises the reclamation rates on a prdseebasis, as necessary.

Income Taxes



Deferred income taxes are provided fortémeporary differences between the financial repgréind tax basis of the Company's assets an:
liabilities using enacted tax rates in effect tog yyear in which the differences are expectedverse. Net operating losses not utilized can be
carried forward for 20 years to offset future tadeabcome. A valuation allowance has been recoedginst deferred tax assets, as the
Company is unable to conclude under relevant adowystandards that it is more likely than not ttieterred tax assets will be realizable.
Federal legislation enacted in 2002 permitted tbm@any to apply unutilized net operating lossesrsgd 996 taxable income. As a result, the
Company recognized a federal income tax benefitraoeived a refund of $120 million in 2002.

Comprehensive Income (Loss)

Comprehensive income (loss) includes netiegs (loss) and other n@wner related changes in equity not included ine@ehings (loss
such as unrealized gains and losses on markettleities classified as available for sale, foraigrrency translation adjustments related to
foreign subsidiaries, and other adjustments.

Foreign Currencies

Generally, local currencies of foreign ddiagies are the functional currencies for finahogporting purposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue, expenses and cash flows are texhsising average exchange rates prevailing
during the year. Gains or losses resulting frommenay translation are recorded as a componentafnaglated other comprehensive income
(loss) in stockholders' equity (deficit) and in statements of comprehensive income (loss).

Use of Estimates

The preparation of financial statementsdnformity with generally accepted accounting pples requires management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosuireofingent assets and liabilities at the da
the financial statements and the reported amodms/enues and expenses during the reporting pefitoel most critical estimates include
accounts receivable reserves, impairment charge$uldives of fixed assets and reclamation reserfetual results could differ from those
estimates.

Derivatives

In June 1998, the FASB issued Statemehtrafncial Accounting Standards ("SFAS") No. 133¢é&Aunting for Derivative Instruments
and Hedging Activities". SFAS No. 133 as amende@&BAS Nos. 137 and 138, is effective for fiscalrgdaeginning January 1, 2001.
SFAS No. 133 requires that all derivative instrutseye recorded on the balance sheet at fair v&lianges in the fair value of derivatives are
recorded each period in current earnings or otbempeehensive income, depending on whether a derévit designated as part of a hedge
transaction, the type of hedge, and the extenedf ineffectiveness. The Company currently doésismderivative instruments as defined by
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SFAS No. 133, so the adoption of SFAS No. 133 id12did not have a material effect on the Compamgslts of operations or its financial
position.

Recently Issued Accounting Pronouncements

In June 2001, the FASB also issued SFASIMA, "Goodwill and Other Intangible Assets" ("SFAS. 142"). SFAS No. 142 is effective
for fiscal years beginning January 1, 2002. SFAS Q@ requires companies to segregate identifialdegible assets acquired in a business
combination from goodwill. The remaining goodwalmo longer subject to amortization over its estédaiseful life. However, the carrying
amount of the goodwill must be assessed at leastadliy for impairment using a fair value based.t€siodwill attributable to equity method
investments is no longer amortized but is stilljsabto impairment analysis using existing guidafozeequity method investments. For the
goodwill and intangible assets in place as of Ddman31, 2001, the adoption of SFAS No. 142 didhase a material impact on the
Company's results of operations or its financialithon.

In June 2001, the FASB also approved SFASIM3, "Accounting for Asset Retirement Obligatidbi'SFAS No. 143"). SFAS No. 143
establishes accounting standards for recognitiohna@asurement of a liability for an asset retirenodatigation and the associated asset
retirement cost. The fair value of a liability fan asset retirement obligation is to be recogniaéle period in which it is incurred if a
reasonable estimate of fair value can be madea$beciated retirement costs are capitalized atdded as part of the carrying value of the
long-lived asset and amortized over the usefuldffthe asset. SFAS No. 143 will be effective toe Company beginning on January 1, 2003.
The Company expects that its coal mining businekdevaffected by this standard as the Companyuss; as a component of cost of revenue,
an estimate of future reclamation liability. Theleenation liability will be adjusted and a corresdng asset established to comply with this
new standard. The net effect of the adoption of SR. 143 to the Company was a decrease in nomtdiabilities of approximately
$6 million (which will be amortized to expense iutdre years) and will be reflected as a cumulagiffeet adjustment in the Consolidated
Statement of Operations. The communications busihas entered in to certain colocation leases wketés required upon termination of the
lease, to remove the leasehold improvements anthréte leased space to its original condition. Coenpany has also entered in to r-of-



way agreements for its intercity and metropolitatworks which may require the removal of the cohdpbn termination of the agreement.
The Company recorded obligations and corresporatisgts of approximately $31 million upon adoptib8BAS No. 143 related to these le
and right of way agreements.

In April 2002, the FASB issued SFAS No. 1“Bescission of FASB Statements No. 4, 44, andAédendment of FASB Statement
No. 13, and Technical Corrections” ("SFAS No. 145FAS No. 145 is effective for fiscal years begngnand certain transactions entered
after May 15, 2002. SFAS No. 145 requires gainslasskes from the extinguishment of debt be clastifis extraordinary items only if they
meet the criteria in APB Opinion No. 30. PrevioyshASB Statement No. 4 generally required all gaind losses from debt extinguished prior
to maturity to be classified as an extraordinagynitin the statement of operations. APB Opinion 3®requires that to qualify as an
extraordinary item, the underlying event or tratissicshould possess a high degree of abnormalidybanof a type clearly unrelated to, or only
incidentally related to, the ordinary activitiestbé Company, and would not reasonably be expeotestur in the foreseeable future. Any gain
or loss on extinguishment of debt classified asxraordinary item in prior periods presented thas not meet the criteria in APB Opinion
No. 30 shall be reclassified. The Company beli¢kiasdue to the recurring nature of its debt repases and exchanges, the adoption of S
No. 145 in 2003 will result in the reclassificatiohthe related extraordinary gains and losselarstatement of operations to other-
operating income.

SFAS No. 145 also addresses other issgkgling amending certain provisions of SFAS No."B;counting for Leases". SFAS No. 145
requires that capital leases that are modifiedhabthe
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resulting lease agreement is classified as an tipgiaase be accounted for under sale-leasebaskspyns. This amendment and the other
issues addressed in SFAS No. 145 are not expexteale a material effect on the financial posittomesults of operations of the Company.

In June 2002, the FASB issued SFAS No. 14écounting for Costs Associated with Exit or Disgal Activities", ("SFAS No. 146").
SFAS No. 146 addresses financial accounting anattieg for costs associated with exit or disposaivities (excluding an entity newly
acquired in a business combination), often refetveas"restructuring costs", and nullifies priocagnting guidance with respect to such costs.
SFAS No. 146 will spread out the reporting of exggxrelated to restructurings initiated after 2@@2ause commitment to a plan to exit an
activity or dispose of longived assets will no longer be enough to reconalaility for the anticipated costs. Under previgusdance, a liabilit
for an exit cost was recognized at the date ofrdityés commitment to an exit plan. Instead, exid @isposal costs will be recorded when they
are incurred and can be measured at fair valueredated liabilities will be subsequently adjustedchanges in estimated cash flows. The
provisions of SFAS No. 146 shall be effective fait er disposal activities initiated after Decemi3dr, 2002, with no retroactive restatement
allowed. Early application is permitted. Level 8ianagement continues to review portions of its camoations business and other businesses
to determine how those businesses will assist thighCompany's focus on delivery of communicatiamnd iaformation services and reaching
free cash flow breakeven. If the Company electxibthese businesses, the costs required to egispose of these businesses will not be
recorded until they are actually incurred. Levés 8Bnable to determine at this time whether thesgsowill be incurred or whether they will be
material to its results of operations or finangiasition.

In December 2002, the FASB issued SFASIM8, "Accounting for Stock-Based Compensation—Titeorsand Disclosure.” SFAS
No. 148 amends SFAS No. 123 "Accounting for S-Based Compensation" to provide alternative mettoddsansition for a voluntary change
to the fair value based method of accounting foclsthased employee compensation. In addition, SN8.SL48 amends the disclosure
requirements of SFAS No. 123 to require prominéstidsures in both annual and interim financialesteents about the method of accounting
for stock-based compensation and the effect ofrtéthod used on reported results. The Company aditiedisclosure requirements of SFAS
No. 148 in 2002

In September 2002, the Emerging Issues Faste ("EITF") addressed the accounting for cotitver debt for equity exchanges in Issue
02-15: "Determining Whether Certain Conversion€ohvertible Debt to Equity Securities Are withiret8cope of FASB Statement
No. 84" ("EITF 0:-15"). The EITF concluded in EITF 02-15 that thggees of transactions should be accounted fordwcied conversions in
accordance with FASB No. 84, "Induced ConversidnSanvertible Debt" ("SFAS No. 84"). SFAS No. 84juéres a non-cash charge to
earnings for the implied value of an inducemeradovert from convertible debt to common equity siies of the issuer. The accounting is to
be applied prospectively for those convertible debequity exchanges completed after Septembe2d2, the date of the EITF's consensus.
The Company applied the provisions of SFAS No.@B4dlltconvertible debt for equity exchange transast completed after June 30, 2002.

In November 2002, the EITF addressed tioewtting for revenue arrangements with multiplévéelbles in Issue 021: "Accounting fo
Revenue Arrangements with Multiple Deliverable€IT'F 00-21"). EITF 00-21 provides guidance on hbe arrangement consideration
should be measured, whether the arrangement sheud/ided into separate units of accounting, amal the arrangement consideration sh:
be allocated among the separate units of accouriid- 00-21 shall be effective for revenue arrangets entered into in fiscal periods
beginning after June 15, 2003. The Company doesxpsct the potential effect of EITF @a-will be significant to its results of operaticeusc
financial position.
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In November 2002, the FASB issued FASBrjietation No. 45, "Guarantor's Accounting and isare Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness bk@t'. FASB Interpretation No. 45 elaborates ondiselosures to be made by a guarantc
its interim and annual financial statements abtsubbligations under certain guarantees that ii$ssed. It also clarifies that a guarantor is
required to recognize, at the inception of a guaera liability for the fair value of the obligati undertaken in issuing the guarantee. The
initial recognition and initial measurement prowiss of the interpretation are applicable on a pFotpe basis to guarantees issued or modified
after December 31, 2002. The disclosure requiresnenmat effective for financial statements of intedmannual periods ending after
December 15, 2002. The Company has not enteredarrangements or guarantees that meet the critetiés interpretation and does not
expect the adoption of this interpretation will eev material effect on its results of operatiors famancial position.

In January 2003, the FASB issued FASB pritation No. 46, "Consolidation of Variable Intgr&ntities an interpretation of ARB
No. 51" ("FIN 46"). FIN 46 addresses consolidatiynbusiness enterprises of variable interest estith variable interest entity is defined as
entity in which the total equity investment at risknot sufficient to permit the entity to finanitg activities without additional subordinated
financial support from other parties or as a grthepholders of the equity investment at risk lack ane of the following three characteristics
of a controlling financial interest: The directindirect ability to make decisions about an ergiggttivities through voting rights or similar
rights, the obligation to absorb the expected losdehe entity if they occur and, lastly, the tigh receive the expected residual returns of the
entity if they occur. FIN 46 applies immediatelyvariable interest entities created after Janu&rn?2803, and to variable interest entities in
which an enterprise obtains an interest afterdag. It applies in the first fiscal year or intemeriod beginning after June 15, 2003, to vari
interest entities in which an enterprise holds dalde interest that it acquired before Februar@)3. The Company does not expect FIN 46 to
have a material effect on its results of operatiominancial position.

Reclassifications
Certain prior year amounts may have beelassified to conform to the current year presémtat
(2) Acquisitions

On January 24, 2002, Level 3 completedattuisition of the wholesale dial-up access businéd/cLeodUSA Incorporated for
approximately $51 million in cash consideration #mel assumption of certain operating liabilitiekted to that business. The acquisition
included customer contracts, approximately 350 P@Bmts of Presence) and related facilities actloss).S., equipment, underlying circuits
and certain employees. The acquisition enabled L3t provide managed modem services in all 5@&staith a coverage area that includes
approximately 80 percent of the United States patr, up from 37 states, and approximately 57 gr@rof the United States population. The
allocation of the purchase price resulted in theha@nsideration plus assumed liabilities exceetliadair value of the identifiable tangible ¢
intangible assets acquired by approximately $34ianjlwhich was recorded as goodwill. Subsequetihéoacquisition, the Company
reevaluated excess equipment acquired in this sitigni and as a result decreased property, plahegaipment by $7 million to reflect the
current carrying value of the assets. As a regabdwill was increased to $41 million. In accordamdth SFAS No. 142, the goodwill will be
assessed annually for impairment and will not beréimed. The results of operations attributabléheoMcLeod assets and liabilities are
included in the consolidated statements from the daacquisition.

On March 13, 2002, the Company acquiredapely held CorpSoft, Inc., a global provider, metge and reseller of business software.
Level 3 agreed to pay approximately $89 milliorcash and retire approximately $37 million in debatquire CorpSoft. The transaction was
valued at
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approximately $95 million, adjusted for CorpSo$i34 million cash position on the acquisition ddtee $129 million cash purchase price,
including transaction costs, exceeded the fairezalithe net tangible and intangible assets byamately $131 million based on an
independent formal valuation of the value of theets, and the Company's estimate of liabilitiesised. Subsequent to the initial valuation,
the Company has made immaterial changes to thén@seqrice allocation.

On June 18, 2002, the Company completeddhaisition of Software Spectrum, Inc., a glob@wvider, marketer and reseller of business
software. Software Spectrum shareholders recei@&drcash from Level 3 for each share of Softwspectrum common stock. The total ¢
consideration, including outstanding options angeeted transaction costs, was approximately $18®miThe transaction was valued at
approximately $95 million, adjusted for Softwaree8fum's $40 million cash position on the acquisitiiate. The $135 million purchase price,
including transaction costs, exceeded the fairevalfuthe net tangible and intangible assets byamately $79 million based on an
independent formal valuation of the value of theets, and the Company's estimate of liabilitiesised. Subsequent to the initial valuation,
the Company has made immaterial changes to thé@seqrice allocation.

The results of CorpSoft and Software Spees operations are included in the consolidatatgstents from the dates of acquisition. Level
3 expects these acquisitions will enable its infation services business to leverage CorpSoft aftv&® Spectrum'’s customer base,
worldwide presence and relationships to expangdtfolio of services. The Company believes thahpanies will, over time seek to gain
information technology operating efficiency by atg software functionality and data storage calfgtas commercial services purchased
and then delivered over broadband networks suthealsevel 3 network. As a result, Level 3 expeotstilize its network infrastructure



facilitate the deployment of software to CorpSaiti &oftware Spectrum's customers.

Effective on December 31, 2002, CorpSofs weerged with and into Software Spectrum, with\Bafe Spectrum being the surviving
company.

The following is unaudited pro-forma fingdnformation of the Company assuming the acdgoiss of McLeod, CorpSoft and Software
Spectrum had occurred at the beginning of 2001:

Pro-Forma
Years ended December 31,

2002 2001

(dollars in millions, except per
share data)

Revenue $ 3,77C $ 4,01¢
Loss from Continuing Operatiol (1,119 (5,579
Net Loss (864) (5,109
Net Loss per Shal (2.12) (13.67)

Included in the actual results and unaddi-forma financial information for the year edd@ecember 31, 2002, are $181 million
impairment and restructuring charges, a gain of@pmately $191 million from the sale of Commonwtbal elephone Enterprises, Inc.
common stock ("Commonwealth Telephone"), $88 millad induced conversion expenses attributableda¢purchase of a portion of the
Company's convertible debt securities, extraorgigains of $255 million as a result of the earlyirmguishments of certain long-term debt, and
$120 million of Federal tax benefits due to ledisia enacted in 2002.

Included in the actual result and unaudgtemforma financial information for the year endeecember 31, 2001, are a $3.2 hillion
impairment charge to reflect the reduction in therying value amount of certain of its communicasi@ssets, an impairment charge of
$516 million related to the
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discontinued Asian operations sold in January 2868, extraordinary gains of $1.1 billion as a regfithe early extinguishments of certain
long-term debt.

The following are the assets and liabgitiequired in the McLeod, CorpSoft and Softwarec8pen transactions as of their respective
acquisition dates:

Software
McLeod CorpSoft Spectrum
(dollars in millions)
Assets:
Cash and cash equivalents $ — % 34 % 4C
Accounts receivable — 134 13C
Other current asse — 18 3
Property, plant and equipment, net 12 6 13
Identifiable intangibles 49 26 49
Goodwill 41 131 79
Other assets — 6 1
Total Assets 10z 35E 31E
Liabilities:
Accounts payabl — 182 13¢
Accrued payrol — 19 19
Other current liabilities 43 7 23
Current portion of lon-term debt 8 — —
Other liabilities — 17 —

Total Liabilities 51 22¢€ 18C



Purchase Pric $ 51 $% 12¢ % 13¢

(3) Discontinued Asian Operations

In December 2001, Level 3 announced thzadt agreed to sell its Asian telecommunicatiorsnass to Reach Ltd. for no cash
consideration. The agreement covered subsididré&sricluded the Asian network operations, as$iats|ities and future financial obligations.
This included Level 3's share of the Northern Asiahle system, capacity on the Japan-US cablersystgpital and operational expenses
related to these two systems, gateways in Hong KmagTokyo, and existing customers on Level 3'aaAsietwork.

The transaction closed on January 18, 28682f December 31, 2001, the net carrying valukeesel 3's Asian assets was approximately
$465 million. In accordance with SFAS No. 144,he fourth quarter of 2001, Level 3 recorded an inmpant loss on these assets held for sale
within discontinued operations, equal to the défere between the carrying value of the assetstesidfair value. Based upon the terms of the
agreement, the Company was required to pay appedglyn$49 million for certain capital obligationsrfthe two submarine systems to be sold
to Reach, and estimated transaction costs. Therfiion was included in Current Liabilities of Disntinued Asian Operations in the
Consolidated Balance Sheet as of December 31, 2001.
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The 2002 operating results through thes@ation date were not significant. The followinghie summarized results of operations for the
two years ended December 31, 2001 for the discosdirisian operations:

Years Ended December 31

2001 2000

(dollars in millions)

Revenue $ 13 $ 1
Costs and Expense
Cost of revenue a7) 2
Depreciation and amortizatic (27) 5)
Selling, general and administrati (59) (42
Total costs and expenses (202 (49
Loss from Operation $ 89 $ (48)
Loss on Impairment of Asian Asst (51€) —
Loss from Discontinued Operatio $ (605 $ (48)

SFAS No. 144 requires that long-lived as#leat have met relevant criteria should be cleeskds "held for sale" and shall be identified
separately in the asset and liability sectiondeftialance sheet. The assets and liabilities oAsien operations met these criteria as of
December 31, 2001 and were classified as currentaltheir sale to Reach in January of 2002.

The following is summarized financial infeation for the discontinued Asian operations aB@fember 31, 2001 (dollars in millions):

Financial Positior

Current Assets

Cash and cash equivalel $ 34
Restricted securities 17
Receivables 21
Other 2
Total Current Asset $ 74

Current Liabilities:
Accounts payable and accrued liabilities $ 58



Current portion of long-term debt 8
Deferred revenu 6
Other 2
Total Current Liabilities 74
Net Assets $ —
|

(4) Restructuring and Impairment Charges

In 2001, the Company announced that dilee@uration and severity of the slowdown in thereamy and the telecommunications
industry, it would be necessary to reduce operatipenses as well as reduce and reprioritize dapipenditures in an effort to be in a posit
to benefit when the economy recovers. As a resuhiese actions, the Company reduced its globakyiance, primarily in the communications
business in the United States and Europe by appedgly 2,700 employees.
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Restructuring charges of $108 million were recorihe001 of which $66 million related to staff redion and related costs and $42 million to
real estate lease termination costs. The Compasyabia to record benefits of $13 million for theyending December 31, 2002, due to the
successful termination of leases for less thandnagihally been estimated and included the redmctibexpense in Restructuring and
Impairment Charges in the 2002 Consolidated Statéesye# Operations.

In the second and third quarters of 20@;dl 3 in two separate actions recorded restrugjurharges of $3 million and $5 million for
costs associated with workforce reductions. Then$Bon restructuring charge in the second quantas attributable to the costs associated
with a workforce reduction of approximately 200 dayees in the communications business in North Ataeaind Europe. In the third quarter
of 2002, the Company recorded a restructuring ehaf@5 million primarily for severance and empleyelated costs associated with the
integration of CorpSoft and Software Spectrum. Appmnately 100 employees, primarily in Boston, wafected by the workforce reduction.
As of December 31, 2002, the Company had paid $#ibmin costs associated with these workforce odidims. A summary of the restructuri
charges and related activity follows:

Severance and Related Facilities Related

Number of Amount Amount

Employees (in millions) (in millions)
2001 Charge 2,70C $ 66 $ 42
2001 Payment (2,34¢) (49 Q
Balance December 31, 20 354 17 41
2002 Charge 30C 8 —
2002 Reductions of 2001 Charg — — (13
2002 Payment (599) (22) (18)
Balance December 31, 20 55 $ 3 3 10

Lease termination obligations of $10 milliare expected to be paid over the terms of thaiirag leases, which extend to 2015, if the
Company is unable to negotiate a buyout of theskeas

Impairments

The Company recorded impairment charge&dfmillion and $57 million in the second and fouguarters of 2002 related to a coloca
facility in Boston, as well as abandoned latetaéfibuilds, certain corporate facilities in Colavaahd excess communications inventory, which
are classified as held for sale in other non-curaseets. As a result of the completion of add#@i@wolocation space in Boston by other
providers, the continued overabundance of commtinit@equipment in the secondary markets, anddftelemand for office space in the
metropolitan Denver area, the Company believestkizste assets are obsolete and that the estimated tindiscounted cash flows attributable
to these assets will be insufficient to recoveirtherrent carrying value. The new carrying valoéshese assets are based on offers received
from third parties for the real estate propertieadual sales of similar communications assets.

In December 2002, Level 3 sold one of iess\York colocation facilities and the colocatiowifily near Boston. The Company leased
back 3 of 10 floors of the New York colocation fagi The Company recognized a loss on these t@itss of approximately $81 milliot



which is included in Restructuring and Impairmeh&€es on the Consolidated Statements of Operations

In the fourth quarter of 2001, in lighttbf continued economic uncertainty, continued custadisconnections at higher rates than
expected, increased difficulty in obtaining neweene, and the overall slow down in the communicatiodustry, the Company again
reviewed the carrying value of its long-lived asdet possible impairment in accordance with SFAS Ni4. The Company
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determined based upon its projections, giving ¢ffethe continuing economic slowdown and continaeer-capacity in certain areas of the
telecommunications industry, the estimated futur@iscounted cash flows attributable to certain tassseassets groups would not exceed the
current carrying value of the assets. The Compteyefore, recorded an impairment charge of $3ldij in the fourth quarter of 2001, to
reflect the difference between the estimated falu® of the assets on a discounted cash flow baslisheir current carrying value as further
described below.

The 2001 impairments primarily related adocation assets, excess conduits in North AmerchEuropean intercity and metropolitan
networks, and certain transoceanic assets. Gedgadghapproximately 74% of the charges were lattiéble to North America, 17% were
attributable to Europe and 9% attributable to tadlastic assets.

The financial problems of many of the "doins", emerging carriers and competitors, a wealkgeatonomy, and changing customer
focus, led to an over-capacity of colocation sgacgeveral U.S. and European markets. Level 3 atteanto sell or sublease its excess
colocation space; however, market rates at the, fionenuch of the space were below its carryingigal As a result, the 2001 impairment
charge included approximately $1.6 billion, in 2pfdlated to its colocation assets, which includetied facilities, leasehold improvements
and related equipment.

Level 3 constructed its networks in Nortimérica and Europe in such a way that they couldooginuously upgraded to the most current
technology without affecting its existing customerke upgrade ability of the network is based oiftiple conduits available to the Company
to install new generations of fiber. Level 3 alsstalled additional conduits with the intentionsefling them to other carriers. As of
December 31, 2001, the Company has sold one coindtstNorth American network and, due to the ewoit environment and decreasing
capital expenditure budgets of potential buyers,ndit expect additional sales in the foreseealileduFor this reason, the Company's 2001
impairment charge included approximately $1.2 dillfor the conduits that were previously determittede available for sale to third parties
based on estimated cash flows from the disposifdhe conduits.

The completion of several transoceaniceapktems in the second half of 2001 and the eagextmpletion of additional systems in 2(
resulted in an over abundance of transoceanic igpahbis excess capacity, combined with limitedndad, adversely affected the transoce
capacity markets. At current pricing levels at Dmber 31, 2001, the Company did not believe it waeltbver its investment in transoceanic
capacity from the future cash flows of these asgetsa result, the Company's 2001 impairment chargaded approximately $320 million for
its transatlantic submarine assets.

The Company's 2001 impairment charge alslidled approximately $126 million for spare equémtnwrite-downs and abandoned lateral
builds in 2001.

Level 3 continues to conduct a comprehengiview of its communications assets, specificadlyets deployed along its intercity network
and in its gateway facilities. It is possible thdditional communications equipment may be ideedifais obsolete or excess and additional
impairment charges recorded to reflect the realezablue of these assets in future periods.

(5) Loss Per Share

The Company had a loss from continuing afi@ns for the three years ended December 31, Z0G2efore, the dilutive effect of the
approximately 156 million, 15 million and 19 milicshares issuable pursuant to the three seriesnekdible subordinated notes at
December 31, 2002, 2001, and 2000 respectively hatbeen included in the computation of dilutesklper share because their inclusion
would have been anti-dilutive to the computationaddition, the dilutive effect of the approximgt&é million, 53 million and 21 million
options and warrants outstanding at December 31,
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2002, 2001 and 2000 respectively, have not bedandad in the computation of diluted loss per shmreause their inclusion would have been
anti-dilutive to the computation.

The following details the earnings (loss} phare calculations for the Level 3 Common St



Year Ended

2002 2001 2000
Loss from Continuing Operations (in millior $ 1,119 $ (5,44¢) $ (1,407%)
Discontinued Operatior — (605) (48)
Extraordinary Gain on Debt Extinguishment, 25E 1,07t —
Net Loss $ (85¢) $ (4,97¢) $ (1,45%)

Total Number of Weighted Average Shares Outstandgegl to Comput

Basic and Dilutive Earnings Per Share (in thouspa 407,31 373,79. 362,53¢
Earnings (Loss) per Share (Basic and Dilut

Continuing operation $ (2.74) $ (14.5¢) $ (3.8¢)

I I I

Discontinued operatior $ — 3 (162 $ (0.1

I .| .|

Extraordinary gain on debt extinguishment, $ 0.6 $ 28t $ —

I I I

Net loss $ (211 $ (13.39) $ (4.01

I .| .|

(6) Disclosures about Fair Value of Financial Inguments

The following methods and assumptions wsed to determine classification and fair valueraincial instruments:

Cash and Cash Equivalents

Cash equivalents generally consist of fungested in highly liquid instruments purchasethvéin original maturity of three months or
less. The securities are stated at cost, whichoappates fair value.

Marketable and Restricted Securities

Level 3 has classified all marketable siti@sras available-for-sale. Restricted Securiti€rent primarily includes cash investments
serve to collateralize outstanding letters of dradd certain operating obligations of the Comparhe cost of the securities used in computing
unrealized and realized gains and losses is detediiy specific identification. Fair values ardreated based on quoted market prices for the
securities on hand or for similar investments. iekalized holding gains and losses are includeddaumulated other comprehensive loss

within stockholders' deficit.
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At December 31, 2002, the company did mdd lany marketable securities. At December 31, 268 cost, unrealized holding gains and
losses, and estimated fair values of marketable@stdcted securities were as follows:

Unrealized Unrealized
Holding Holding Fair
Cost Gains Losses Value

2001
Marketable Securitie:
U.S. Treasury securitie $ 206 $ — 3 — $ 20¢

Restricted Securitie!

Cash and cash equivalel $ 128 $ — 3 — $ 12¢
Wilmington Trust:
Intermediate term bond fund 15 — — 15
Equity fund 11 1 — 12

$ 154 $ 1 3 — $ 15t



For debt securities, costs do not varyifigantly from principal amounts. The Company reszgd $14 million of losses in 2002 and
$17 million of gains in 2001 from the sale of magt#e securities; all of which were attributablefdeeign currency gains and losses on
securities denominated in Euros. The Company dideumgnize any realized gains and losses on eélesrketable and equity securities in
2000.

Maturities for the restricted securitiew@aot been presented, as the types of securitesither cash or money market mutual funds
which do not have a single date.

Long-Term Debt

The fair value of long-term debt was estadausing the December 31, 2002 and 2001 averatlpe &iid and ask price, as provided by a
major financial institution, for the publicly tradelebt instruments. The fair value of the 9% Ju@ionvertible Subordinated Notes was
determined based on convertible bond valuationnigecies which incorporate the use of the Black-Sehatodel. The GMAC Commercial
Mortgage is not traded in an organized public manfiee fair value of this instrument is assumedgproximate its carrying value at
December 31, 2002 as it is secured by underlyisgtasind is at variable interest rates thus mimgizredit and interest rate risks.

The carrying amount and estimated fair @alof Level 3's financial instruments are as foow

2002 2001

Carrying Fair Carrying Fair
Amount Value Amount Value

(dollars in millions)

Cash and Cash Equivalel $ 114: $ 1,14: % 1,297 $ 1,291
Marketable Securitie — — 20€ 20¢€
Restricted Securiti—Current 99 99 154 15¢&
Restricted Securiti—Noncurrent 467 467 — —
Investments (Note 1( 21 62 127 56¢
Long-term Debt, including current portion (Not

11) 6,10¢ 4,24 6,21¢ 3,02¢
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(7) Receivables

Receivables at December 31, 2002 and 2@0& was follows:

Information
Communications Services Coal Other Total

(dollars in millions)

2002
Accounts Receivab—Trade:

Services and Software Sales $ 58 $ 48¢ $ 10 $ 1 3 55¢
Joint Build Cost: 1 — — — 1
Other Receivable 9 — — — 9
Allowance for Doubtful Account (24) 5 — — (29)
Total $ 44 % 484 $ 10 $ 1 3 53¢

| | | | |
2001
Accounts Receivab—Trade:

Services $ 171 $ 21 % 11 $ 1 % 204

Upfront Dark Fiber 23 — — — 23
Joint Build Cost: 33 — — — 33
Other Receivable 25 — — — 25

Allowance for Doubtful Account (43) 3 — — (46)




Total $ 20¢ % 18 $ 11 $ 13 23¢

Joint build receivables primarily relatectwsts incurred by the Company for constructionetfvork assets in which Level 3 is partnering
with other companies. Generally, under these tgb@greements, the sponsoring partner will incu9a®f the construction costs and bill the
other party as certain construction milestonesasacemplished.

Other receivables primarily include nonvées related receivables including European VATI(MaAdded Taxes), sales tax refunds,
equipment sales and other miscellaneous items.

The Company recognized bad debt expenselling, general and administrative expenses ahthéon, $42 million and $31 million in
2002, 2001 and 2000, respectively. The Companyedsed accounts receivable and allowance for ddwdmtéounts by approximately
$23 million, $29 million and $7 million in 2002, @0 and 2000, respectively, for previously reserfegdmounts the Company deemed as
uncollectible.

(8) Property, Plant and Equipment

The Company has substantially completecttimstruction of its communications network. Castsociated directly with the uncompleted
network, including employee related costs, haven lwegitalized, and interest expense incurred duwaorgstruction was capitalized based on the
weighted average accumulated construction expeardit@and the interest rates related to borrowingsdcated with the construction (Note 11).
The Company generally capitalizes operating expgeassociated with network construction, provisigrifi services and software
development. Capitalized labor and related expeasssciated with employees and contract labor wgrkin capital projects were
approximately $66 million, $150 million, and $162lrn, for the years ended December 31, 2002, 284 2000, respectively. Included in
capitalized labor and related expenses was $7omjl$49 million and $12 million of capitalized neash compensation expense related to
options and warrants for the years ended Decenthe20®2, 2001 and 2000, respectively. Intercitynsegts, gateway facilities, local networks
and operating equipment that have been placedwiteeare being depreciated over their estimateduliives, primarily ranging from 3-

25 years.
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The Company continues to develop businegpat systems required for its business plan.éiternal direct costs of software, materials
and services, payroll and payroll related expefmesmployees directly associated with the projant] interest costs incurred when develo
the business support systems are capitalized. Opapletion of a project, the total cost of the bhess support system is amortized over a
useful life of three years.

In 2002, Level 3 either sold or entered isdle leaseback transactions for colocation feslin London, Boston and New York City. The
carrying value of these assets at the time of th@ssactions was approximately $167 million arel@mmpany received approximately
$91 million in gross proceeds. The Company repatgage debt, including accrued interest, totali6@ million associated with the sale of
the New York City facility.

During 2002, Level 3 was able to finalizgnotiations and claims on several of its large rygdar network construction projects. As a
result, the Company was able to release approxiynd24.5 million of capital accruals for the yeaded December 31, 2002 that had
previously been reported as property, plant andpegent. In the ordinary course of business, astcoction projects come to a close, the
Company reviews the final amounts due and settigoatstanding amounts related to these contralstshwean result in changes to estimated
costs of the construction projects.

In 2001, the Company recorded a chargderstatement of operations for impairment of ceréaisets. The impairments primarily related
to colocation assets ($1.6 billion), conduits inrftdcAmerica and European intercity and metropolitatworks ($1.2 billion), and certain
transoceanic assets ($320 million).
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Capitalized business support systems atwdonke construction costs that have not been platagrvice have been classified as
construction-in-progress within Property, Plant §upment below.

Accumulated Book
Cost Depreciation Value

(dollars in millions)



2002

Land and Mineral Propertie $ 17¢ $ 13) $ 16t
Facility and Leasehold Improvemel
Communications 1,26( (125) 1,13¢
Information Service 28 5) 23
Coal Mining 65 (63) 2
CPTC 92 (17) 75
Network Infrastructure 4,10¢ (444) 3,66:
Operating Equipmer
Communications 1,38¢ (619) 767
Information Services 81 (55) 26
Coal Mining 78 (70 8
CPTC 19 (23) 6
Network Construction Equipme 34 (12 22
Furniture, Fixtures and Office Equipme 138 (87) 46
Constructio-in-Progres: 73 — 73
$ 753 % (1,529) $ 6,01

Accumulated Book
Cost Depreciation Value

(dollars in millions)

2001
Land and Mineral Properti¢ $ 20 % (16) $ 187
Facility and Leasehold Improvemel
Communications 1,42: (22 1,401
Information Services 26 ) 21
Coal Mining 65 (62 3
CPTC 92 (14) 78
Network Infrastructure 4,111 (107 4,004
Operating Equipmer
Communication: 1,15¢ (390 76¢
Information Services 69 (42) 28
Coal Mining 82 (72 1C
CPTC 18 (11 7
Network Construction Equipme 67 ()] 5C
Furniture, Fixtures and Office Equipme 178 (82) 92
Constructiorin-Progres: 24C — 24C

$ 7,728 $ (83¢) $ 6,89(

Depreciation expense was $777 million i02051,082 million in 2001 and $529 million in 2000
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(9) Goodwill and Intangibles, Net

As of December 31, 2002, $72 million, $IB#lion and $125 million of goodwill and intangildenet of amortization of intangibles, are
attributable to the McLeod, CorpSoft and Softwape@rum acquisitions, respectively.

Level 3 completed the acquisition of McL&sogholesale dialip business on January 24, 2002. The Company tidmitetd approximatel
$49 million of the purchase price to customer cat8 with an amortization period equal to the tefrthe primary contract or approximately
30 months. The purchase price in excess of thevédire allocated to identifiable tangible and imfifate assets resulted in goodwill of
$41 million.



The acquisition of CorpSoft was completadvarch 13, 2002. The $129 million cash purchagsepincluding transaction costs, excee
the fair value of the net assets by approximaté1smillion based on a third party formal valuatiithe assets, and the Company's estimate
of the liabilities acquired. The Company has atiiétl approximately $26 million of the purchase @tiic a customer relationship intangible
asset with an amortization period equal to tensiear

On June 18, 2002, the Company completeddhaisition of Software Spectrum, Inc. The $138iom purchase price, including
transaction costs, exceeded the fair value of gt@ssets by approximately $79 million based drird party formal valuation of the assets,
the Company's estimate of the liabilities acquifelte Company has attributed approximately $49 amlbf the purchase price to a customer
relationship intangible asset with an amortizapeniod equal to ten years.

Goodwill attributable to these acquisitionl be assessed at least annually for impairnreaccordance with SFAS No. 142, beginning
with the first anniversary of the acquisition anddember 31 of each year thereafter.

Goodwill and intangible asset amortizatiogpense, including amortization expense attribet&blequity method investees, was
$25 million, $41 million and $52 million for the ges ended December 31, 2002, 2001 and 2000, resgect

The following is a reconciliation of finaatinformation of the Company assuming that SFAS N2 had been in effect in 2001 and 2
and goodwill amortization expense had not beenrdech

Adjusted
Goodwill Net
As Reported Amortization Income
(dollars in millions)
Year Ended December 31, 200
Net Loss Before Extraordinary Iter $ (6,059 $ 41 3 (6,019
Net Loss. (4,97¢) 41 (4,937
Per Share
Net Loss Before Extraordinary Iter (16.20 (16.09
Net Loss. (13.32) (13.2))
Year Ended December 31, 200
Net Loss Before Extraordinary Iten $ (1,45%) $ 52 $ (1,407
Net Loss. (1,455 52 (1,409
Per Share
Net Loss Before Extraordinary Iter (4.01) (3.87)
Net Loss (4.01) (3.87)
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The amortization expense related to intaleghssets currently recorded on the Company'sdfmsleach of the five succeeding years is
estimated to be the following for the years endedédnber 31: 2003—$27 million; 2004—$19 million; 866$8 million; 2006—%$8 million
and 2007—$8 million.

(10) Other Assets, Net

At December 31, 2002 and 2001 other assetsisted of the following:

2002 2001

(dollars in millions)

Investment $ 21 $ 127
Debt Issuance Costs, r 93 115
Prepaid Network Asse 11 21
CPTC Deferred Development and Financing C 19 2C
Assets Held for Sal 10 62

Employee and Officer Notes Receiva 3 1C



Other 15 11

$ 172 $ 364

The Company holds equity positions in twblgly traded companies: RCN Corporation ("RCNigaCommonwealth Telephone
Enterprises, Inc. RCN is a facilities-based prowigfebundled local and long distance phone, caddkvision and Internet services to residential
markets primarily on the East and West coasts dsawé€hicago. Commonwealth Telephone owns Commalitv@elephone Company, an
incumbent local exchange carrier operating in vegiural Pennsylvania markets, and CTSI, Inc. apatitive local exchange carrier.

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 subsjdibat indirectly holds the Company's
ownership interests in RCN and Commonwealth Telaph@he total cash consideration paid to Mr. Mc€aouthis transaction was
$15 million and was accounted for as goodwill htitable to the RCN and Commonwealth Telephone tmeasts.

On December 31, 2002, Level 3 owned appnatly 24% and 4% of the outstanding shares of R@NCommonwealth Telephone,
respectively, and accounts for it's investmentdoheentity using the equity method. The marketealithe Company's investment in RCN and
Commonwealth Telephone was $14 million and $37iomlrespectively, on December 31, 2002.

On April 2, 2002, Eldorado Equity Holdingsc., an indirect, wholly owned subsidiary of Lé8e completed the sale of 4,898,000 shares
of common stock of Commonwealth Telephone in areandtten public offering. The 4,898,000 sharesespnted approximately 46% of
Level 3's economic ownership of Commonwealth Tebdggh Eldorado Equity Holdings received net proceddgpproximately $166 million
and recognized a gain on the sale of approxim&ed2 million in the second quarter of 2002, whiglnicluded in Other, net on the
Consolidated Statement of Operations.

On December 12, 2002, Eldorado Equity Haidisold 4,741,326 shares of common stock of Corwealth Telephone. Gross proceeds
for this sale were approximately $166 million, arel proceeds were approximately $159 million. T/¥l4,326 shares represented
approximately 82% of Level 3's economic ownersHigommonwealth Telephone at the time. A gain of §88ion was recognized on the
sale, which is included in Other, net on the Cadstéd Statements of Operations.

As a result of these transactions, the Gommwns approximately 4% of the total Commonwe@klephone shares outstanding as of
December 31, 2002 through its ownership of
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1,017,061 shares of Class B common stock as ofibleee31, 2002. Class B common shareholders ardeentio 15 votes for every share he
Therefore, the Company held a 29% voting inteme§&€ommonwealth Telephone at December 31, 2002 pboerily to the Company's
significant voting interest in Commonwealth Telepbpthe Company will continue to account for theestment using the equity method.

The Company's investment in Commonwealtledfeone, including goodwill, was $15 million and281million at December 31, 2002 and
2001, respectively.

During 2000, Level 3's proportionate shar&CN's losses exceeded the remaining carryingeval Level 3's investment in RCN. Level 3
does not have additional financial commitments @N\Rtherefore it recognized equity losses onlyhi® éxtent of its investment in RCN. If
RCN becomes profitable, Level 3 will not recordetguity in RCN's profits until unrecorded equityl@sses has been offset. The Company's
investment in RCN, including goodwill, was zerdstcember 31, 2002 and 2001. The Company did nogreze approximately $394 million,
$249 million and $20 million of suspended equitgdes attributable to RCN for the years ended DeeeSih 2002, 2001 and 2000,
respectively, bringing the total amount of suspehelguity losses to approximately $663 million atBaber 31, 2002. The Company recorded
equity losses attributable to RCN of $260 millian the year ended December 31, 2000.

The Company recognizes gains from the sgdaance and repurchase of stock by its equithogeinvestees in its statements of
operations. During 2000, RCN issued stock for ttguisition of 215tCentury Telecom Group, Inc., completed in AprilpR0and for certain
transactions which diluted the Company's ownershiRCN from 35% at December 31, 1999 to 31% at bDdwxr 31, 2000. The increase in
Company's proportionate share of RCN's net assagesult of these transactions resulted in dgrgrain of $95 million for the Company for
the year ended December 31, 2000. The Companyadiceoognize any gains for the years ended DeceB81het002 or 2001 and does not
expect to recognize future gains on RCN stock agtintil the suspended equity losses are recogrizethe Company.
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The following is summarized financial infeation of RCN for the years ended December 31, 22021 and 2000, and as



December 31, 2002 and 2001 (dollars in millions).

Year Ended December 31

2002 2001 2000
Operations
RCN Corporation
Revenue $ 457 % 40€ $ 33¢
Net loss available to common shareholc (1,570 (83€) (891)
Level 3's Share
Net loss $ — $ — $ (260
Goodwill amortization — — (2)
$ — $ — $ (26])

December 31,

2002 2001
Financial Position
Current Asset $ 4032 $ 95¢€
Other Asset: 1,587 2,64
Total assets 1,99( 3,60¢
Current Liabilities 31€ 35¢
Other Liabilities 1,711 1,88¢
Minority Interest 1 51
Preferred Stoc 2,30 2,14:
Total liabilities and preferred stoi 4,33¢ 4,43t
Common shareholders' deficit $ (2349 % (832)

The Company previously made investmentgitain public and private companies in connectiith those entities agreeing to purchase
various services from the Company. The Companyirally recorded these transactions as investmentglaferred revenue on the balance
sheet. The value of the investment and deferregine is equal to the estimated fair value of tisesarities at the time of the transaction or
value of the services to be provided, whichever mase readily determinable. Level 3 closely morstihre success of these investees in
executing their business plans. For those compamé&sre publicly traded, Level 3 also monitorsrent and historical market values of the
investee as it compares to the carrying value ®irtkiestment. The Company recorded a charge ofifidn during 2001, for an other-than
temporary decline in the value of such investmentsch is included in Other, net on the Consolidé&atements of Operations. Future
appreciation will be recognized only upon sale thieo disposition of these securities. The carrngngunt of the investments was zero at
December 31, 2002 and 2001. The Company recognézetue of approximately $3 million, $13 millioncaless than $1 million for actual
services provided to other entities involved in phegram for the twelve months ended December 320222001 and 2000, respectively. As of
December 31, 2002, the Company had deferred rewvanligations of $4 million with respect to thesartsactions.

In August 2001, The Company and divine,,inacompany included in those described aboveretinto an agreement whereby divine
would repurchase shares of common stock issuedwsell3 and absolve Level 3 of any further obligagiavith respect to the deferred revenue
recorded at the time of the original transactios.afresult, Level 3 recorded a $27 million gai®iher, net on the Consolidated Statements of
Operations in 2001.
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Assets held for sale primarily includestairtelecommunications equipment identified aseeg@nd which management expects to sell
due to the Company's decision in June 2001 toogfize its capital expenditures. The Company rdedrimpairment charges of $101 million
in 2002 to reflect the current market value of thassets as well as certain corporate facilitisswiere previously classified as held for sale
impaired.



Loans outstanding from certain employeeakddficers of the Company totaled $3 million at Betber 31, 2002. The loans were taken out
in 2001 and are secured by Level 3 common stodthar personal assets of the borrower and beaesitat 4.75%.

(11) Long-Term Debt

At December 31 2002 and 2001, long-ternt dets as follows:

2002 2001

(dollars in millions)

Senior Secured Credit Facilit
Term Loan Facility

Tranche A (4.65% due 200 $ 45C $ 45(
Tranche B (5.65% due 200 27¢ 27¢
Tranche C (6.26% due 2008) 40C 40C
Senior Notes (9.125% due 20( 1,38¢ 1,43(
Senior Notes (11% due 20C 43¢ 442
Senior Discount Notes (10.5% due 20 56€ 58:¢
Senior Euro Notes (10.75% due 20! 33t 307
Senior Discount Notes (12.875% due 20 371 38¢€
Senior Euro Notes (11.25% due 20 10¢ 93
Senior Notes (11.25% due 201 124 12¢
Convertible Subordinated Notes (6.0% due 2( 364 612
Convertible Subordinated Notes (6.0% due 2( 52k 72€
Junior Convertible Subordinated Notes (9% due 2! 50C —
Commercial Mortgage:
GMAC (3.84% due 20(-2005) 12C 12C
iStar — 112
CPTC Lon¢term Debt (with recourse only to CPT(
(7.63% due 20(-2028) 13¢ 14C
Other 7 9
6,10¢ 6,21¢
Less current portion 4 @)

$ 6,10 $ 6,20¢

In July 2001, Level 3 amended its Seniarused Credit Facility to permit the Company to dogeertain of its outstanding indebtedness
in exchange for shares of common stock. Variousisses of Level 3's outstanding senior notes, seigsoount notes and convertible
subordinated notes have traded at discounts torégpective face or accreted amounts.

In August 2002, the SEC staff notified eértpublic companies and accounting firms thatdsweviewing the accounting treatment for
certain transactions involving the conversion afwertible debt pursuant to inducements made to ptawonversion of the debt to equity
securities of the issuer. The SEC staff acknowlddbat there was diversity in accounting practicd asked the Emerging Issues
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Task Force of the Financial Accounting StandardarBdo address the issue as part of its Septen@@2 &yenda.

In September 2002, the EITF issuedl82-Determining Whether Certain Conversions of @atible Debt to Equity Securities Are witf
the Scope of FASB Statement No. 84". The EITF aatedl that these types of transactions should beuated for as induced conversions in
accordance with SFAS No. 84. SFAS No. 84 requinegracash charge to earnings for the implied vafuan inducement to convert from
convertible debt to common equity securities ofifiseier. In addition, under SFAS No. 84, an exttanary gain or loss, as applicable, is not
recorded upon the conversion of convertible debé accounting is to be applied prospectively fosthconvertible debt for equity exchanges
completed after September 11, 2002, the date dEKRE's consensus. The Company applied the prowgsid SFAS No. 84 to all convertible
debt for equity exchange transactions completedeslent to the second quarter of 2002.

In the third and fourth quarter of 2002 tbompany purchased $99 million aggregate prin@paunt of its 6% Convertible Subordinated
Notes due 2009 and $159 million aggregate prin@padunt of its 6% Convertible Subordinated Notes 2010 in exchange for the issuanc
approximately 20 million shares of its common stadth a market value of approximately $102 millidrhe value of securities issual



pursuant to original conversion privileges was agpnately $14 million. Therefore, pursuant to thevgsions of SFAS No. 84, a debt
conversion expense of $88 million was recordediamacluded in Other income (expense) in the Cadatéd Statements of Operations.

In the first and second quarter of 2008, @ompany purchased $136 million aggregate priheipeunt of its 6% Convertible
Subordinated Notes due 2009 and $35 million aggesgancipal amount of its 6% Convertible SubordatiNotes due 2010. The Company
issued approximately 12 million shares of its comratock with a market value of approximately $58iom. The transactions were accounted
for as extinguishments of debt, in accordance WRIB No. 26 "Early Extinguishment of Debt". The gain on the early extinguishments of
the debt, including transaction costs and unanestiebt issuance costs, was $114 million and wasded as an extraordinary item in the
Consolidated Statements of Operations.

For the year ended December 31, 2002, tepany purchased $12 million aggregate principa@amof its 9.125% Senior Notes due
2008, $87 million face value ($62 million carryinglue) of its 12.875% Senior Discount Notes duel2@hd $88 million face value
($79 million carrying value) of its 10.5% Seniorsbount Notes due 2008. The Company issued appreedyntb million shares of its common
stock worth approximately $70 million in exchange these senior notes. The transactions were atethfor as extinguishments of debt, in
accordance with APB No. 26, "Early ExtinguishmehbDebt". The net gain on the early extinguishmerthe debt, including transaction costs
and unamortized debt issuance costs, was $82 mélal was recorded as an extraordinary item ilCthresolidated Statements of Operations.

In February 2002, the Company's first-tienplly owned subsidiary, Level 3 Finance, LLC phased $89 million aggregate principal
amount of Company debt for cash of $31 million. Tie¢ gain on the extinguishments of the debt, ticlg transaction costs, realized foreign
currency gains and unamortized debt issuance aeatsapproximately $59 million and was recordedrasxtraordinary item in the
Consolidated Statements of Operations.
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The following information summarizes thelecaiepurchases of long-term debt:

Principal Amount Actual Weighted

at Maturity Average Purchase

Repurchased Price/$1,000

($ millions)
Senior Notes (9.125% $ 30 % 381
Senior Notes (11% 8 427
Senior Euro Notes (10.75¢ 23 422
Senior Euro Notes (11.259 1 40~
Senior Notes (11.25% 5 41F
Convertible Subordinated Notes (due 20 8 184
Convertible Subordinated Notes (due 20 14 19t

$ 89

Assumes 1€ = .87 USD

Level 3 will continue to evaluate thesesactions in the future. The amounts involved in such transactions, individually or in the
aggregate, may be material.

In 2001, the Company purchased $130 milibits 6% Convertible Subordinated Notes due id28nd $64 million of its 6% Convertit
Subordinated Notes due in 2010. The Company isapptbximately 15.9 million shares of its commorcktaworth approximately $72 million
in exchange for the debt. The net gain on the eadinguishments of the debt, including transactiosts and unamortized debt issuance costs,
was $117 million and is classified as an extraadjiritem in the Consolidated Statements of Openmatio

In 2001, the Company's fitser, wholly owned subsidiary, Level 3 Finance, Lc@nmmenced a "Modified Dutch Auction” tender offier
a portion of the Company's senior debt and coriertiebt securities. Under the "Modified Dutch Aact procedure, Level 3 Finance
accepted tendered notes in each offer in the afdiwe lowest to the highest tender prices speatibi the tendering holders within the
applicable price range for the applicable seriesatés. Level 3 Finance purchased debt with afatee of approximately $1.7 billion, plus
accrued interest, for a total purchase price of@pmately $731 million. The net gain on the rephase, including transaction costs, foreign
currency gains and unamortized debt issuance aeatsapproximately $967 million and was recordedrasxtraordinary item in the
Consolidated Statements of Operation.

Senior Secured Credit Facility

In September 1999, Level 3 and certain L8wwubsidiaries entered into a $1.375 billion sedwredit facility ("Senior Secured Cre



Facility"), which was amended in March 2001 to @ase the borrowing capacity by $400 million, to7$5. billion.

In August 2002, Level 3 and the Lendersraed the terms of the Senior Secured Credit Facilite most significant modifications to 1
Credit Facility include the following:

. Increased flexibility for the Company to pursue @isigions for cash consideratic

. Removal of two revenue based financial covenants;

. Modification of an Adjusted EBITDA-based covenant;

. Reduction of the $650 million undrawn revolving ditdacility by $500 million to $150 million, withestrictions on availability

. Maintenance of minimum cash balance, generally lequgb25 million, of which $400 million is pledged the banks; an
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. Increase of 0.5% per year to the cost of borrov

The remaining financial covenants contaiimetthe credit agreement will now be calculatedaaronsolidated basis, but those calculations
will exclude the Company's toll road operationstt&ie modifications were also made to the Totaldrage Ratio covenant (which is define
the agreement as the ratio of Total Debt to Adpi&BITDA) in accordance with the Company's curteuginess plan. In addition, this
covenant will now be tested on a trailing twelventiobasis beginning on June 30, 2004, with a mamirallowable level of 11.5x, versus the
original maximum allowable level of 6.0x beginniog December 31, 2004. Certain other covenants alaeebeen modified.

The Company is required to maintain a mimmcash balance, generally equal to $525 milliom ddfault under the Senior Secured Cr
Facility shall be deemed to have occurred with eesfo the minimum cash balance test if, withifixensonth period following the date on
which the cash balance falls below $525 milliore @ompany again attains a cash balance greateotheqqual to $525 million. Additionally,
the Company pledged to the lenders under the S8eicured Credit Facility $400 million of the minimwcash balance, which is shown as
noncurrent restricted cash in the December 31, Zi@isolidated Balance Sheet. The Company shalébmdd to be in default under the
Senior Secured Credit Facility if the cash balafatle below $450 million, including the $400 miltigpledged to the lenders.

Due to the reduced borrowing capacity efrvolving credit facility, existing debt issuaramsts were written off in proportion to the
decrease in the borrowing capacity. Approximatéydllion of the total $7 million of unamortizedisking debt issuance costs, related to the
revolving credit facility, were included in intetesxpense during the third quarter 2002. In addjtapproximately $5 million of direct costs ¢
bank fees incurred to amend the Senior SecuredtGracility were included in interest expense dgrihe third quarter 2002. Approximately
$7 million of costs incurred to amend the Seniccused Credit Facility were capitalized and will&mortized over the remaining life of the
Senior Secured Credit Facility.

The Senior Secured Credit Facility, as aheenis comprised of a senior secured revolvinditfacility in the amount of $150 million al
a threetranche senior secured term loan facility aggrega$il.125 billion. The secured term loan facilipnsisted of a $450 million tranche
a $275 million tranche B and a $400 million tran€h&erm loan facility, all of which have been fulyawn and are outstanding as of
December 31, 2002 and 2001. In the amendment, dhgp@ny agreed to reduce the amount of the undrawierssecured revolving credit
facility portion from $650 million to $150 milliorOf the $150 million, $50 million is available imufiately for letters of credit and the full
$150 million becomes available after August 30,25 ovided that the Company has satisfied an necue test that is related to a pro forma
fixed charge coverage ratio. As of December 3122€@@% Company had approximately $8 million indettof credit outstanding under this
agreement.

Interest varies with the one month, two thothree month, or six month LIBOR, at the Compamjection, plus 325 basis points for the
revolving credit facility and tranche A term loaacflity, 425 basis points for the tranche B termrdacility and 450 basis points for the tran
C term loan facility. The Company may also eledthyender approval, the nine month or twelve mdoBOR.

The Senior Secured Credit Facility, as aeenhas customary covenants, or requirementstii@a@ompany and certain of its subsidia
must meet to remain in compliance with the contriche Company does not remain in compliance withcovenants, it could be in default
under the terms of the Senior Secured Credit Facih this event, the lenders could take actiansequire repayment.

As of December 31, 2002, Level 3 had notdwed any funds under the $150 million revolvimgdit facility other than the letters of
credit outlined above. The availability of fundsiaany requirement to repay previously borrowed fuisccontingent upon the continued
compliance with the
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relevant debt covenants. The Company believesdhgsen management's review of the amended coveaadtsther provisions of the Senior
Secured Credit Facility, that it is in full compiige with all the terms of the Senior Secured Creditlity as of December 31, 2002.

9.125% Senior Notes

In April 1998, Level 3 Communications, Imeceived $1.94 billion of net proceeds from arenffg of $2 billion aggregate principal
amount 9.125% Senior Notes Due 2008 ("9.125% Séades"). As of December 31, 2002, a total of $61ilion aggregate principal amount
of the 9.125% Senior Notes had been repurchasttelt on the notes accrues at 9.125% per yeas ggayable on May 1 and November 1
each year in cash.

The 9.125% Senior Notes are subject tompdien at the option of Level 3 Communications,.Jiic whole or in part, at any time or from
time to time on or after May 1, 2003, plus accraad unpaid interest thereon to the redemption datedeemed during the twelve months
beginning May 1, of the years indicated below:

Year Redemption Price

2003 104.56%
2004 103.04%
2005 101.52%
2006 and thereafte 100.00(%

The 9.125% Senior Notes are senior, ungecobligations of Level 3 Communications, Inc.,kiag pari passwwith all existing and
future senior unsecured indebtedness of the Comdrgynotes contain certain covenants, which anodingr things, limit consolidated debt,
dividend payments, and transactions with affiliatesvel 3 Communications, Inc. used the net proseédhe note offering in connection with
the implementation of its business plan.

Debt issuance costs of $65 million wergiodlly capitalized and are being amortized asr@#eexpense over the term of the Senior N
As a result of amortization and debt repurchasescapitalized debt issuance costs have been mdu&24 million at December 31, 2002.

11% Senior Notes due 2008

In February 2000, Level 3 Communicatioms, received $779 million of net proceeds, aftansaction costs, from a private offering of
$800 million aggregate principal amount of its 1$#nior Notes due 2008 ("11% Senior Notes"). As ef@nber 31, 2002, a total of
$367 million aggregate principal amount of the 1%&#ior Notes had been repurchased. Interest amtles accrues at 11% per year and is
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T% Senior Notes are senior,
unsecured obligations of Level 3 Communications,,lrankingpari passuwith all existing and future senior debt. The 11&nidr Notes
cannot be prepaid by Level 3 Communications, laed mature on March 15, 2008. The 11% Senior Nmiagain certain covenants, which
among other things, limit additional indebtednelsgidend payments, certain investments and traisectvith affiliates.

Debt issuance costs of $21 million wergiodlly capitalized and are being amortized asr@geexpense over the term of the 11% Senior
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverégeced to $7 million at December .
2002.

10.5% Senior Discount Notes due 2008

In December 1998, Level 3 Communications, sold $834 million aggregate principal amounaturity of 10.5% Senior Discount
Notes Due 2008 ("10.5% Senior Discount Notes"). S&les
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proceeds of $500 million, excluding debt issuarests; were recorded as long-term debt. As of Deee®b, 2002, a total of $213 million
aggregate principal amount of the 10.5% Senior @ist Notes had been repurchased. Interest on tB&18enior Discount Notes accretes
rate of 10.5% per annum, compounded semiannuallyn taggregate principal amount of $834 million2%énillion after repurchases) by
December 1, 2003. Cash interest will not accrugherl0.5% Senior Discount Notes prior to Decembh@003; however, Level 3
Communications, Inc. may elect to commence theuataf cash interest on all outstanding 10.5% Sebiscount Notes on or after
December 1, 2001, in which case the outstandingipé@l amount at maturity of each 10.5% Senior &uist Note will on the elected
commencement date be reduced to the accreted efalhe 10.5% Senior Discount Note as of that datéeash interest shall be payable on
Note on June 1 and December 1 thereafter. Commgedaime 1, 2004, interest on the 10.5% Senior DisicNotes will accrue at the rate
10.5% per annum and will be payable in cash semliynin arrears. Accrued interest expense foryésr ended December 31, 2002 on the
10.5% Senior Discount Notes of $62 million was atittelon¢-term debt



The 10.5% Senior Discount Notes will bejeabto redemption at the option of Level 3 Comneations, Inc., in whole or in part, at any
time or from time to time on or after December @02 at the following redemption prices (expressegercentages of accreted value) plus
accrued and unpaid interest thereon to the redemgtte, if redeemed during the twelve months breggnDecember 1, of the years indicated
below:

Year Redemption Price

2003 105.2%
2004 103.5%
2005 101.7%
2006 and thereafte 100.0(%

These notes are senior unsecured obligatibhevel 3 Communications, Inc., rankipgri passwwith all existing and future senior
unsecured indebtedness of Level 3 Communicatiogs,The 10.5% Senior Discount Notes contain cedairenants which, among other
things, restrict or limit the Company's abilityitewur additional debt, make certain restricted pagts, pay dividends, enter into sale and
leaseback transactions, enter into transactiorsafftliates, and sell assets or merge with anotanpany.

Debt issuance costs of $14 million wergioally capitalized and are being amortized overtdrm of the 10.5% Senior Discount Notes.
As a result of amortization and debt repurchasescéapitalized debt issuance costs have been rdu&sd million at December 31, 2002.

10.75% Senior Euro Notes due 2008

On February 29, 2000, Level 3 Communicatjdnc. received438 million ($478 million when issued) of net preds, after debt issuan
costs, from an offering of €500 million aggregatmpipal amount 10.75% Senior Euro Notes due 2008.75% Senior Euro Notes"). As of
December 31, 2002, a total of €179 million aggregaincipal amount of the 10.75% Senior Euro Néi@s been repurchased. Interest on the
notes accrues at 10.75% per year and is payaBarws semi-annually in arrears on March 15 ande®ejpér 15 each year beginning on
September 15, 2000. The 10.75% Senior Euro Noteaa@rredeemable by Level 3 Communications, Inorpo maturity. Debt issuance costs
of €12 million ($12 million) were originally capiiaed and are being amortized over the term oflth&5% Senior Euro Notes. As a result of
amortization and debt repurchases, the net cag@thliebt issuance costs have been reduced to &nail December 31, 2002.

The 10.75% Senior Euro Notes are seni@ecured obligations of the Company, rankiagi passwwith all existing and future senior
debt. The 10.75% Senior Euro Notes contain certain
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covenants, which among other things, limit addiildndebtedness, dividend payments, certain investsnand transactions with affiliates.

The issuance of the €500 million 10.75%i&eBuro Notes has been designated as, and igigffexs, an economic hedge against the
investment in certain of the Company's foreign &libges. Therefore, foreign currency gains anddéasresulting from the translation of the
debt have been recorded in other comprehensivenadmss) to the extent of translation gains osésson such investment. The 10.75% S
Euro Notes were valued, based on current exchartgs, rat $335 million in the Company's financiatestnents at December 31, 2002. The
difference between the carrying value at DecemliePB02 and the value at issuance, after repurshases recorded in other comprehensive
income.

12.875% Senior Discount Notes due 2010

On February 29, 2000, Level 3 Communicatjdnc. sold in a private offering $675 million aggate principal amount at maturity of its
12.875% Senior Discount Notes due 2010 ("12.8758d8®iscount Notes"). The sale proceeds of $360anj excluding debt issuance co
were recorded as long-term debt. As of Decembe2@02, a total of $187 million aggregate principalount of the 12.875% Senior Discount
Notes had been repurchased, leaving $488 milligmeagte principal amount outstanding. Interesthenlt?2.875% Senior Discount No
accretes at a rate of 12.875% per year, compousgfedannually, to an aggregate principal amou$4@&8 million by March 15, 2005. Cash
interest will not accrue on the 12.875% Senior Bist Notes prior to March 15, 2005. However, Le&€ommunications, Inc. may elect to
commence the accrual of cash interest on all cudgtg 12.875% Senior Discount Notes on or afterdidr5, 2003. In that case, the
outstanding principal amount at maturity of eact8I8% Senior Discount Note will, on the elected omencement date, be reduced to the
accreted value of the 12.875% Senior Discount ldstef that date and cash interest shall be payabiee 12.875% Senior Discount Notes on
March 15 and September 15 thereafter. CommencipteBder 15, 2005, interest on the 12.875% Seniscdint Notes will accrue at the rate
of 12.875% per year and will be payable in cashismmually in arrears. Accrued interest expenseheryear ended December 31, 2002 or
12.875% Senior Discount Notes of $47 million wadextito long-term debt.

The 12.875% Senior Discount Notes are stiltferedemption at the option of Level 3 Commuti@ss, Inc., in whole or in part, at any
time or from time to time on or after March 15, 80Qevel 3 Communications, Inc. may redeem the 2598 Senior Discount Notes at the
redemption prices set forth below, plus interdsdny, to the redemption date. The following priees for 12.875% Senior Discount Notes
redeemed during the -month period commencing on March 15 of the yeatr$osth below and are expressed as percentagasnoipal



amount.

Year Redemption Price

2005 106.43%
2006 104.29%
2007 102.14t%
2008 and thereafte 100.00(%

The 12.875% Senior Discount Notes are senisecured obligations of the Company, rankiag passuwith all existing and future
senior debt. The 12.875% Senior Discount Notesaiomertain covenants, which among other thingsif idditional indebtedness, dividend
payments, certain investments and transactionsaffilfates.

Debt issuance costs of $9 million were ioadly capitalized and are being amortized as egteexpense over the term of the 12.875%
Senior Discount Notes. As a result of amortizadod debt repurchases, the capitalized debt isswarsts have been reduced to $5 million at
December 31, 2002.
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11.25% Senior Euro Notes due 2010

On February 29, 2000, Level 3 Communicatjdnc. received 293 million ($285 million when issued) of net preds, after debt issuan
costs, from an offering of €300 million aggregatmpipal amount 11.25% Senior Euro Notes due 2010.25% Senior Euro Notes"). As of
December 31, 2002, a total of €196 million aggregatincipal amount of the 11.25% Senior Euro Nbi@s been repurchased. Interest on the
notes accrues at 11.25% per year and is payablieasgmally in arrears in Euros on March 15 and Smybier 15 each year beginning
September 15, 2000.

The 11.25% Senior Euro Notes are subjestdemption at the option of Level 3 Communicatjdns., in whole or in part, at any time or
from time to time on or after March 15, 2005. THe2b6% Senior Euro Notes may be redeemed at then@den prices set forth below, plus
accrued and unpaid interest, if any, to the redEmpmtate. The following prices are for 11.25% Seitiaro Notes redeemed during the 12-
month period commencing on March 15 of the yearosth below, and are expressed as percentagasnzipal amount.

Year Redemption Price

2005 105.62%
2006 103.75(%
2007 101.87"%
2008 and thereafte 100.00(%

Debt issuance costs of €7 million ($7 roilli were originally capitalized and are being aimed over the term of the 11.25% Senior Euro
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverbgeced t€2 million at December 31,
2002. The 11.25% Senior Euro Notes are senior,auned obligations of the Company, rankiperi passuwith all existing and future senior
debt. The 11.25% Senior Euro Notes contain cedau#enants, which among other things, limit addiidndebtedness, dividend payments,
certain investments and transactions with affiate

The issuance of the €300 million 11.25%i&eBuro Notes has been designated as, and igigffexs, an economic hedge against the
investment in certain of the Company's foreign &libges. Therefore, foreign currency gains anddasresulting from the translation of the
debt have been recorded in other comprehensivenadtoss) to the extent of translation gains osdsson such net investment. The 11.25%
Senior Euro Notes were valued, based on currefitaege rates, at $109 million in the Company's fimgrstatements at December 31, 2002.

11.25% Senior Notes due 2010

In February 2000, Level 3 Communicatioms, received $243 million of net proceeds, aftansaction costs, from a private offering of
$250 million aggregate principal amount of its BE@Senior Notes due 2010 ("11.25% Senior Notess)oPDecember 31, 2002, a total of
$126 million aggregate principal amount of the 5#@2Senior Notes had been repurchased. Interesieomotes accrues at 11.25% per year anc
is payable semi-annually in arrears on March 15%eyptember 15 in cash beginning September 15, 2000.

The 11.25% Senior Notes are subject tomgdien at the option of Level 3 Communications,.)mg whole or in part, at any time or from
time to time on or after March 15, 2005. Level 31@ounications, Inc. may redeem the 11.25% Senioe&at the redemption prices set forth
below, plus accrued and unpaid interest, if anyhéoredemption date. The following prices are
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for 11.25% Senior Notes redeemed during the 12-mpetiod commencing on March 15 of the years g#h foelow:

Year Redemption Price

2005 105.62%
2006 103.75(%
2007 101.87"%
2008 and thereafte 100.00(%

The 11.25% Senior Notes are senior, ungeoobligations of the Company, rankipari passuwith all existing and future senior debt.
11.25% Senior Notes contain certain covenants, lwaiong other things, limit additional indebtednebgdend payments, certain
investments and transactions with affiliates.

Debt issuance costs of $7 million were ioadly capitalized and are being amortized as egeexpense over the term of the 11.25% S
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverbéeced to $2 million at December !
2002.

6% Convertible Subordinated Notes due 2009

On September 14, 1999, the Company receive8 million of proceeds, after transaction costan an offering of $823 million
aggregate principal amount of its 6% Convertible@dinated Notes Due 2009 ("Subordinated Notes 'J008e Subordinated Notes 2009 are
unsecured and subordinated to all existing anddwanior indebtedness of the Company. Intereth®@®Subordinated Notes 2009 accrues at
6% per year and is payable each year in cash oohMidy and September 15. The principal amount oStifeordinated Notes 2009 will be due
on September 15, 2009. The Subordinated Notes 2@%%e converted into shares of common stock o€mapany at any time prior to
maturity, unless the Company has caused the caomaights to expire. The conversion rate is 1513dBares per each $1,000 principal
amount of Subordinated Notes 2009, subject to &dgst in certain circumstances. On or after Sepeerib, 2002, Level 3, at its option, may
cause the conversion rights to expire. Level 3 marcise this option only if the current marketprexceeds approximately $91.27 (which
represents 140% of the conversion price) for 2@itigadays within any period of 30 consecutive tngdilays including the last day of that
period. As of December 31, 2002, less than $1 onilbf debt had been converted into shares of constamk. As of December 31, 2002, a
total of $459 million aggregate principal amounttod Subordinated Notes 2009 had been repurchasedaisanged for common stock.

Debt issuance costs of $25 million wergioally capitalized and are being amortized asr@#ieexpense over the term of the Subordir
Notes 2009. As a result of amortization and deptirehases, the capitalized debt issuance costshiesrereduced to $7 million
December 31, 2002.

6% Convertible Subordinated Notes due 2010

In February 2000, the Company received $88lon of net proceeds, after transaction costsn a public offering of $863 million
aggregate principal amount of its 6% Convertible@dinated Notes due 2010 ("Subordinated Notes'20TBe Subordinated Notes 2010 are
unsecured and subordinated to all existing anddutanior indebtedness of the Company. Interett@Subordinated Notes 2010 accrues at
6% per year and is payable semi-annually in casiarth 15 and September 15 beginning SeptembetQ). The principal amount of the
Subordinated Notes 2010 will be due on March 13020

The Subordinated Notes 2010 may be conyénte shares of common stock of Level 3 Commuiteat Inc. at any time prior to the
close of business on the business day immediatelyeping maturity, unless previously redeemed,nd@sed or Level 3
Communications, Inc. has
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caused the conversion rights to expire. The comerate is 7.416 shares per each $1,000 prinaeipalunt of Subordinated Notes 2010,
subject to adjustment in certain events.

On or after March 18, 2003, Level 3, abitgion, may cause the conversion rights to expiesel 3 may exercise this option only if the
current market price exceeds approximately $18@8wvFch represents 140% of the conversion pricejpfdeast 20 trading days within any
period of 30 consecutive trading days, including ldst trading day of that period. As of DecembirZ)02, no debt had been converted into
shares of common stock. As of December 31, 20@@ahof $338 million aggregate principal amountleé Subordinated Notes 2010 had been
repurchased or exchanged for common stock.

Debt issue costs of $27 million were oréadiy capitalized and are being amortized as intexrgense over the term of the Subordinated
Notes. As a result of amortization and debt repasels, the capitalized debt issuance costs haverédeced to $12 million at December !



2002.
Junior Convertible Subordinated Notes

On July 8, 2002, the Company sold $500iomlhggregate principal amount of its 9% Junior @wtible Subordinated Notes due 2012 to
entities controlled by three institutions: Longl&&rtners Funds, Berkshire Hathaway, Inc., and IMagon, Inc. Level 3 intends to use the net
proceeds of approximately $488 million, after ti@ei®ns costs of $12 million, for general corponateposes, including potential acquisitions
relating to industry consolidation opportunitieapital expenditures and working capital. The notdsch mature in 10 years, pay 9% cash
interest annually, payable quarterly beginning ®etdl5, 2002. The notes are convertible, at theomf the holders, into Level 3 common
stock at any time at a conversion price of $3.4ibjext to certain customary adjustments) which wpat December 31, 2002, result in the
issuance of approximately 147 million common shafée notes are convertible at the Company's opitanconvertible preferred stock under
certain conditions and circumstances. The conJertibtes rank junior to substantially all of thevee3 Communications, Inc.'s outstanding
indebtedness.

Debt issuance costs of $12 million weretediped and are being amortized as interest expemsr the term of the Junior Convertible
Subordinated Notes.

GMAC Commercial Mortgage due 2003

In June 2000, HQ Realty, Inc. (a wholly @arsubsidiary of the Company) entered into a $1B@®mfloating-rate loan ("GMAC
Mortgage") providing secured, non-recourse delfinence the Company's world headquarters. HQ Relaity is a single purpose entity
organized solely to own, hold, operate and manlagevorld headquarters which has been 100% leadeeivd 3 Communications, LLC in
Broomfield Colorado. Under the terms of the loareagent, HQ Realty, Inc., will not engage in angibass other than the ownership,
management, maintenance and operation of the aeddquarters. The assets of HQ Realty Inc. aravalable to satisfy any third party
obligations other than those of HQ Realty, Incadidition, the assets of the Company are not avVaitatsatisfy the obligations of HQ
Realty, Inc. HQ Realty, Inc. received $119 milliohnet proceeds after transaction costs. Level 8mequired to place $13 million of the net
proceeds in a restricted account. The releasesgktfunds is contingent upon Level 3's debt ratingeasing to BBB by S&P and Baa2 by
Moody's which did not occur in 2002.

The initial term of the GMAC Mortgage is Btnths with two one-year no cost extension optitmterest varies monthly with the 30 day
London Interbank Offering Rate ("LIBOR") for U.Solbar Deposits as follows:

The Index plus:
@ 240 basis points during the Initial Ter
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(2) 250 basis points during the First Extension;

3 260 basis points during the Second Extens
At December 31, 2002 the interest rate 8v84%.

The GMAC Mortgage may be prepaid at pawiole or in part in multiples of $100,000. The enmfprincipal is due at maturity or at the
end of the elected extension period. Interest entlue during the initial three-year term. Inter@stl amortization are due during the extension
terms based on a 30 year amortization period withllmon payment at maturity.

Existing debt issuance costs of $1 milliegre capitalized and are being amortized as intesgense over the term of the GMAC
Mortgage.

iStar Commercial Mortgage due 2004

In March 2002, 85 Tenth Avenue, LLC (a whawned subsidiary of the Company) amended it3%illion floatingrate loan, originall
provided by Lehman Brothers Holdings, Inc. (thehitrean Mortgage") that provided secured, non-recodese to finance the purchase and
renovations of the New York Gateway facility. Thmendment resulted in iStar DB Seller, LLC ("iStas§coming the sole lender for the
property. Previously, iStar, along with other thiraties, owned notes of the 85 Tenth Avenue Tpusthased from Lehman Brothers
Holdings, Inc. Using funds previously reservedddditional renovations at the New York Gatewaylfgcialong with funds advanced from
iStar, 85 Tenth Avenue, LLC repaid the other thadty holders of the notes of 85 Tenth Avenue Tanst reduced the principal outstanding
under the amended loan agreement to $60 milliowlitAwhally, the amendment negotiated with iStae(ttfStar Mortgage") extended the initial
term of the loan to March 1, 2004, with two optiboae-year extensions. There was no prepaymenitgemaler the revised agreement.
Interest varied monthly with the 30 day LIBOR for3JDollar Deposits, plus 650 basis points. Theraineent provided a LIBOR floor «



2.00% at all times. This interest, together witimgipal payments based on a 20-year amortizatiologhewere due monthly during the initial
term of the loan.

On December 31, 2002, the New York Gatefaaifity was sold. The proceeds from the transacti@re used to repay the iStar Mortgage
balance of $60 million including accrued interéftamortized existing debt issuance costs of $Ganillvere included in interest expense
during the fourth quarter of 2002

CPTC

In July 2001, CPTC completed the refinagaits development and construction debt. Thes$th8lion financing proceeds were used to
repay CPTC's original lenders, repay subordinatdd darried by Orange County Transportation Autlgand cover refinancing and
prepayment costs. The prepayment costs and wifitefdEbt issuance costs on the old debt of $9anilare reflected as an extraordinary loss,
net of other gains, on early extinguishment of delthe 2001 statement of operations. The debtesaan interest rate of 7.63% and requires
principal payments in varying amounts through 20& debt is the obligation of CPTC and is nonresetio Level 3 Communications, Inc.
(See Note 16)

The debt instruments above contain certamfinancial covenants with which the Companyéeds it is in full compliance as of
December 31, 2002.

The Company capitalized $58 million and $84illion of interest expense and amortized detuasce costs related to network
construction and business systems developmentgsdjar the years ended December 31, 2001 and 200hterest expense or amortized (
issuance costs were capitalized for the year ebéegmber 31, 2002.
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Future Debt Maturities:

Scheduled maturities of long-term debtagdollows (in millions):
2003—%$4; 2004—%$48; 2005—3$240; 2006—$145; 2007—%G6D$5,009 thereafter.

Included in the 2005 long-term debt maiesiis $117 million related to the GMAC Commerdvidrtgage. The initial term of the GMAC
Commercial Mortgage is through June 2003 with twe-gear no cost extensions. The debt maturitiesckdlh assumes the Company will
exercise both of the one-year extensions.

(12) Employee Benefit Plans

The Company adopted the recognition promsiof SFAS No. 123, "Accounting for Stock Basedrnpensation" ("SFAS No. 123") in
1998. Under SFAS No. 123, the fair value of anaptr other stock-based compensation (as compnutadcordance with accepted option
valuation models) on the date of grant is amortizegt the vesting periods of the options in accocdavith FASB Interpretation No. 28
"Accounting for Stock Appreciation Rights and OtMariable Stock Option or Award Plans"("FIN 28")lthough the recognition of the value
of the instruments results in compensation or @sit;al expenses in an entity's financial statesyéné expense differs from other
compensation and professional expenses in that ttiewges may not be settled in cash, but ratreegenerally settled through issuance of
common stock.

The adoption of SFAS No. 123 has resultethaterial non-cash charges to operations sin@dgtion in 1998, and will continue to do
so. The amount of the non-cash charges will bertigrg upon a number of factors, including the nunabgrants and the fair value of each
grant estimated at the time of its award.

The Company recognized on the statemeapefations a total of $181 million, $314 millionda$236 million of non-cash compensation
in 2002, 2001 and 2000, respectively. Includedigcehtinued operations is n@ash compensation expense of $7 million and $5anifor the
years ended 2001 and 2000, respectively. In additie Company capitalized $7 million, $49 milliand $12 million in 2002, 2001 and 20!
respectively, of non-cash compensation for thospl@eyees and contractors directly involved in thastauction of the network or development
of the business support systems.

The following table summarizes non-cash pensation expense and capitalized non-cash compeEngar the three years ended
December 31, 2002.

2002 2001 2000

(dollars in millions)

NQSO $  — % 8 $ 9



Warrants 11 42 1

0SO 11€ 227 193
C-0SO 40 58 18
Restricted Stoc 1 2 4
Stock Issuet — — 5
Shareworks Match Ple 12 13 5
Shareworks Grant Ple 8 13 13

18¢ 362 24¢&
Capitalized Noncash Compensat @) (49 (12

181 314 23€
Discontinued Asian Operatiol — 7 5

$ 181 $ 321 $ 241
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Non-qualified Stock Options and Warrants

In June 2002, the Company issued two millicarrants to a contractor as payment for conguligrvices. The warrants allow the
contractor to purchase common stock at $4.25 peeshVarrants to purchase 640,000 shares of corstnok were vested immediately upon
grant with the remaining 1,360,000 vesting equallgr eight months. The warrants expire in Febr2&d0. Pursuant to the relevant accour
guidance, the fair value of these warrants is ddtexd on their respective vesting dates. The faline of the unvested portion of these warrants
is determined at each financial reporting datewaas $1 million at December 31, 2002 for the 340,00@ested warrants. At December 31,
2002, the total fair value of these warrants waga@gmately $7 million and was calculated using Biack-Scholes valuation model with a ri
free interest rate of 4.88%, a term of approximyaselven years, and an expected volatility rate6&b &ver the term. As of December 31, 2002,
the Company had not reflected less than $1 miibanamortized compensation expense in its findistédements for the warrants.

In 2001, the Company issued approximatedynlillion fully vested warrants to Peter Kiewitr&dInc ("Kiewit") as payment for certain
construction services. The warrants, which allowwit to purchase Common Stock at $8 per share, fulyevested at issuance and will
expire on June 30, 2009. The fair value of the arater granted in 2001 was $32 million and was catedl using the Black-Scholes valuation
model with a risk free interest rate of 4.8% anckgpiration date of June 30, 2009. The Company asegkpected volatility rate of 70% to
reflect the longer exercise period. Kiewit has gkl these warrants as collateral to Level 3 whiettvo parties resolve outstanding claims
with regard to the North American intercity netwolkit is determined through the dispute resolntyocess, that Kiewit is liable for certain
claims, it may settle, at Level 3's option, theigdition with cash or by returning all or part oétbutstanding warrants.

As of December 31, 2002, there were appreaieély 14.6 million warrants outstanding rangingiites from $4.25 to $60.06. Of these
warrants, approximately 14.0 million were exercisat December 31, 2002 with a weighted averagecesesprice of $10.05 per warrant.

The Company did not grant any NQSOs duttiregyear ended December 31, 2002. As of Decemhe&(8P, the company had not
reflected $1 million of unamortized expense iffiigincial statements for NQSOs and warrants presijogranted.
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Transactions involving NQSO stock optionsrged are summarized as follows:

Exercise Price Weighted Average
Units Per Unit Exercise Price
Balance December 31, 19 14,078,56 $ .12-3$84.7" $ 6.6
Options grante: 230,00( 21.6¢ 21.6¢
Options cancelle (228,029 12- 61.7¢ 9.5¢
Options exercised (2,079,32) .12 -56.7¢ 8.0C
Balance December 31, 20 12,001,20 12- 84.7¢ 6.65
Options granted — — —
Options cancelle (348,956 1.76- 56.7¢ 10.1¢

Options exercise (460,54¢) .12- 35.31 5.32



Balance December 31, 20
Options granted

Options cancelled
Options exercise

Balance December 31, 20

Options exercisable
December 31, 200

December 31, 200
December 31, 2002

11,191,70

(1,181,12)
(215,341

9,795,23

7,166,63!
9,013,91!
9,667,66.

A12- 84.7¢

1.76 - 56.7¢
A12- 5.4:

$ .12-$84.7¢ $

$ .12-$84.78 $
A12- 84.7¢
$ .12-$84.78 $

6.5¢

6.71
4.51

6.6C

6.67
6.7C
6.6(

Options Outstanding

Options Exercisable

Weighted

Number Average Weighted Number Weighted

Outstanding Remaining Average Exercisable Average

as of Life Exercise as of Exercise

Range of Exercise Price 12/31/02 (years) Price 12/31/02 Price

$ 0.12-% 0.12 61,16¢ 5.1t % A2 61,16¢ $ A2
1.76- 1.79 5,19¢ 5.3¢ 1.7¢ 3,121 1.7¢
4.04- 5.43 7,285,82! 4.2¢ 5.0¢ 7,285,82! 5.0¢
6.20- 8.50 1,944,45: 5.0t 6.97 1,818,96: 6.9¢
17.50- 25.03 230,67¢ 2.4¢€ 21.7(¢ 230,67¢ 21.7(
26.80- 39.13 230,64 .54 30.62 230,64 30.6:
40.38- 51.88 23,667 .67 40.5¢ 23,667 40.5¢
56.00- 57.47 7,00( 1.5¢ 55.87 7,00(C 55.8i
61.75- 84.75 6,60( 1.2¢ 84.7¢ 6,60( 84.7¢
9,795,223 43C $ 6.6( 9,667,66. $ 6.6(

Outperform Stock Option Plan

In April 1998, the Company adopted an otftpen stock option ("OSO") program that was des@jge that the Company's stockholders
would receive a market return on their investmexfible OSO holders receive any return on their otid he Company believes that the OSO
program aligns directly management's and stockhsligerests by basing stock option value on thm@any's ability to outperform the
market in general, as measured by the Standardo&$P@S&P") 500 Index. Participants in the OSOgreom do not realize any value from
awards unless the Company's common stock priceedotms 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@€x (or less than the corresponding loss on &R Bdex), the value received for awards
under the OSO plan is based on a formula involaing
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multiplier related to the level by which the Comparcommon stock outperforms the S&P 500 IndexthiBoextent that Level 3's common
stock outperforms the S&P 500 Index, the value 803 to a holder may exceed the value of nonquélifieck options.

In August 2002, the Company modified thedO®Bogram to target that no more than 25% of L&&ebutperformance was delivered to
employee-owners, and that the exercise of pasfiance OSO grants does not exceed shares resewessfiance under the Company's 1995
Stock Plan, as amended. The following modificatj@ifecting August 19, 2002 and later grants, weaele to the Plan:

. OSO targets will be defined in terms of number &3 rather than a target theoretical dollar value.
. The success multiplier was reduced from eight tw.1
. Awards will continue to vest over 2 years and hav-year life. However, 50% of the award will vestla &nd of the first ye:

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

. A 2-year exercise moratorium was enacted for a podfddSO grants made to Senior Vice Presidents amdehior executiv
team.



The mechanics for determining the valuarofndividual OSO is described below:

The initial strike price, as determinedtbe day prior to the OSO grant date, is adjustest e (the "Adjusted Strike Price"), until the
exercise date. The adjustment is an amount equlétpercentage appreciation or depreciation irvéhee of the S&P 500 Index from the date
of grant to the date of exercise. The value of@ISO increases for increasing levels of outperfolmaa®SOs granted prior to August 19, 2002
have a multiplier range from zero to eight depegdipon the performance of Level 3 common stockixado the S&P 500 Index as shown in
the following table. OSOs granted August 19, 2002 later have a multiplier range from zero to fdapending upon the performance of Le
3 common stock relative to the S&P 500 Index asvshion the following table.

Then the Pre-multiplier Gain Is
Multiplied by a Success Multiplier of:

If Level 3 Stock
Outperforms the

S&P 500 Index by: Pre August 19, 2002 Grant:

August 19, 2002 and Later Grants

0% or Less 0.00

More than 0% but Less than 11¢  Outperformance percentage
multiplied by 8/11

0.00

Outperformance percentage
multiplied by 4/11

11% or More 8.00 4.00
The Pre-multiplier gain is the Level 3 common stpdke minus the Adjusted Strike Price on the adtexercise
OSO awards are made quarterly to eligibltigipants on the date of the grant.

Awards granted prior to August 19, 2002twe®qual quarterly installments over two yeard have a fousear life. Awards granted pri
to March 2001 typically have a two-year moratoriomexercise from the date of grant. As a resulteamparticipant is 100% vested in the
grant, the two-year moratorium expires. Thereforest awards granted prior to March 2001 have arceseewindow of two years. Level 3
granted 2.1 million OSOs to employees in DecemB@02hat vest 25% after six months with the rermajri5% vesting after 18 months.
These OSOs and all additional OSOs granted Mar20d] and later are exercisable immediately upating and have a four-year life. One
half of OSOs granted on and after August 19, 2082 at the end of the first year after grant, \liga remaining 50% vesting over the second
year (12.5% per quarte!
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The fair value of the OSOs granted in 28@2 calculated by applying a modified Black-Schaoteslel with the assumptions identified
below. The Company uses a modified Bl&holes model due to the additional variables redutio calculate the outperformance multiplie
the OSO program. The Company consulted with optadoation experts when the program was establisheétermine the appropriate
methodology to fair value these options.

Pre August 19, 2002 Grant:

August 19, 200z
and Later Grants

S&P 500 Expected Dividend Yield Re
Expected Life

S&P 500 Expected Volatility Ra

Level 3 Common Stock Expected Volatility Ri
Expected Correlation Fact

Calculated Theoretical Valt

1.8(% 1.88%
2 2
23% 25%
55% 10(%
.81 .6C
15(% 18€%

The fair value of each OSO grant equalgtikeretical value multiplied by the Level 3 comnstack price on the day prior to the grant

date.

The fair value under SFAS No. 123 for theraximately five million OSOs awarded to partigitgaduring the year ended December 31,
2002 was approximately $34 million. As of Decem®&y 2002, the Company had not reflected $20 mikibonamortized compensation

expense in its financial statements for OSOs gdapteviously.

Transactions involving OSO stock awardsitgd are summarized below:

Weighted
Average
Option Price Per Option



Units

Unit

Price

Balance December 31, 19 5138,98 $ 29.78-$ 785( $ 54.1¢
Options granted 5,402,55. 26.87-113.8" 52.9¢
Options cancelled (262,54") 26.87 - 113.8° 72.5¢
Options exercise (214,409 29.78- 37.1¢ 36.2¢

Balance December 31, 20 10,064,58 26.87- 113.8 53.5(
Options grante: 15,757,97 3.82- 25.3: 9.52
Options cancelled (1,758,72) 3.82-113.8 25.6¢
Options expired (406,38 25.31 - 113.8° 48.6¢
Options exercise (96,03)) 3.82- 34.5( 8.4t

Balance December 31, 20 23,561,41 3.82- 113.8° 26.4:%
Options grante: 5,435,94. 2.45-  5.5¢ 3.92
Options cancelled (567,129 3.02-113.8 9.57
Options expired (2,955,66) 3.02 - 113.8° 39.5:
Options exercise (977,510 3.02- 5.5¢ 4.1¢

Balance December 31, 20 24,497,05 $ 2.45-$113.8 $ 21.1¢

Options vested as ¢

December 31, 2000 423727 $ 29.78 -$113.8° $ 56.1¢
December 31, 200 8,738,51 3.82- 113.8° 47.3:
December 31, 2002 15,714,499 $ 3.02 -$113.8 $ 29.6¢
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OSOs Vestec
At December 31, 2002

0OSOs Outstanding
at December 31, 2002

Weighted
Average Weighted Weighted
Remaining Average Average
Number Life Option Number Option
Range of Exercise Price Outstanding (years) Price Vested Price
$ 2.45- 3.02 2,959,93. 317 $ 2.9¢ 1,007,14. $ 3.02
3.82- 5.58 9,292,32 2.8¢ 4.8¢€ 3,636,90! 4.6¢
11.20 3,713,17! 2.4z 11.2( 2,806,65 11.2(
25.31- 37.12 4,579,62! 2.01 26.3¢ 4,340,47. 26.3¢
56.00- 78.50 2,844,46! .73 68.6¢ 2,820,25 68.6¢
87.23-113.87 1,107,52! 1.51 95.9¢ 1,103,051 95.9(
24,497,05 237 $ 21.1¢ 15,714,499 $ 29.6:

All of the approximately 16 million OSO tsivested at December 31, 2002 are exercisablBefémber 31, 2002, based on the Level 3
stock price and post-multiplier values, the Compawoyld have been obligated to issue approximatglynillion shares for vested and
exercisable OSO units.

In July 2000, the Company adopted a coiblerbutperform stock option program, ("C-OSO")aasextension of the existing OSO plan.
The program is a component of the Company's ongenimgloyee retention efforts and offers similar deas to those of an OSO, but provides
an employee with the greater of the value of alsisgare of the Company's common stock at exeroidbe calculated OSO value of a single
OSO at the time of exercise.

C-0OSO awards were made to eligible emplsyeeployed on the date of the grant. The awards wede in September 2000,
December 2000, and September 2001. The awardsdran2000 vest over three years as follows: 1/@awh grant at the end of the first year,
a further 2/6 at the end of the second year andetimaining 3/6 in the third year. The Septemberl2@@ards vest in equal quarterly
installments over three years. Each award is imatelyi exercisable upon vesting. Awards expire f@ars from the date of the grant.
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As of December 31, 2002, the Company hadeftected $18 million of unamortized compensagopense in its financial statements for

C-0OSOs awarded in 2000 and 2001.

Transactions involving C-OSO stock awangssummarized below:

Weighted
Average
Option Price Per Option
Units Unit Price

Balance December 31, 19 — % — -3 — 3 —
Options granted 1,965,50! 26.87 - 87.2¢ 56.67
Options cancelle (25,527) 87.2: 87.2:
Balance December 31, 20 1,939,98 26.81 - 87.2: 56.61
Options grante: 4,958,78I 3.82 3.82
Options cancelle (890,05Y) 3.82 - 87.2: 28.07
Options expired (7,827) 87.2: 87.2:
Options exercise (35,36¢) 3.8z - 87.2¢ 46.5¢
Balance December 31, 20 5,965,52! 3.82 - 87.2: 16.9(
Options cancelle (318,189 3.8z - 87.2¢ 13.0Z
Options expirec (76,607) 3.82 - 87.2¢ 20.4¢
Options exercised (570,75) 3.8z - 87.2¢ 13.4(
Balance December 31, 20 4,999,98" $ 382 -$% 872 % 17.4¢
| | |

Options vested as ¢
December 31, 2000 — — —
December 31, 2001 622,678 $ 382 -% 872 % 24.7(
December 31, 200 1,957,80- $ 38z - $ 872 $ 19.8:

C-0SOs Outstanding
at December 31, 2002

C-OSOs Exercisable
at December 31, 2002

Weighted
Average Weighted Weighted
Remaining Average Average
Number Life Option Number Option
Range of Exercise Prices Outstanding (years) Price Exercisable Price
$ 3.82 3,670,28. 27 $ 3.82 1,369,32. $ 3.82
26.87 705,34¢ 1.8 26.87 294,10¢ 26.8i
87.23 624,35 1.7 87.2: 294,37" 87.2%
4,999,98! 244 $ 17.4¢ 1,957,80- $ 19.8:

At December 31, 2002, based on the Lewtb8k price and post-multiplier values, the Compawoyld have been obligated to issue
approximately 5 million shares for vested and eisafle C-OSO units.

Restricted Stock

In 2001 and 2000, approximately 96 thousamdi 116 thousand shares, respectively, of restristtock were granted to employees. The
restricted stock shares were granted to employte®s eost. The shares typically vest over a ortériee year period; however, the employees
are restricted from selling these shares for tigezgs. The fair value of restricted stock grantedd01 and 2000 of less than $1 million and
$7 million, respectively, was calculated using viatue of the Common Stock the day prior to the gran
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Shareworks and 401(k) Plans



Level 3 has designed its compensation aragrwith particular emphasis on equity-based irieemrograms. The Company had
developed two plans under its Shareworks prograenMatch Plan and the Grant Plan. In December 260#der to provide employees
opportunities to diversify their investments in Guany-sponsored savings and retirement plans anskth evel 3's resources as effectively as
possible, the Company decided to enhance the 4@lgk)by introducing a Company match on employegrdmitions. At the same time the
Company determined that, effective January 1, 20@8Shareworks Match and Grant Plans would bedtstued and past Shareworks Grant
Plan contributions would be rolled into the 401gkan.

Match Plan— The Match Plan allowed eligible employees to defgween 1% and 7% of their eligible compensatiopuichase
Common Stock at the average stock price for thetgud-ull time employees of the communicationsifiess and certain information services
businesses were considered eligible on the fingtodighe calendar quarter after their hire. The @any matched the shares purchased by the
employee on a one-for-one basis. Stock purchasedpayroll deductions was fully vested. Stock passdd with the Company's matching
contributions vests three years after the end@fjtrarter in which it was made. Effective Januar(D3, past contributions to the Match Plan
will continue to vest, however, there will be nather contributions to the Plan by either employaethe Company.

The Company's quarterly matching contritmuis amortized to compensation expense over thngeperiod of 36 months. The
Company's matching contributions were $9 milliohé $nillion and $14 million under the Match Plar2i®02, 2001 and 2000, respectively.

As of December 31, 2002, the Company hageoreflected unamortized compensation expengd 6fmillion related to the Company's
matching contributions.

Grant Plan— The Grant Plan enabled the Company to grant steu@smmon Stock to eligible employees of the Comitations
business and certain information services busisdsased upon a percentage of the employees' eliggidry up to a maximum of 5%. Level 3
employees employed on December 31 of each yearweh® age 21 or older with a minimum of 1,000 haueglited service were considered
eligible. The shares granted were valued at theriarket value as of the last business day of étendar year. All prior and future grants
vested immediately upon the employee's third amsary of joining the Shareworks Plan. All prior gisfor active employees were vested as
of January 1, 2003 and were transferred into tHgld(lan.

Foreign subsidiaries of the Company adofteaireworks programs in 2000. These programs pitiniaclude a grant plan and a stock
purchase plan whereby employees may purchase Be&veimmon Stock at 80% of the share price at thenheyy of the plan year.

401(k) Plan—The Company and its subsidiaries offer their digaliemployees the opportunity to participate sheéined contribution
retirement plan qualifying under the provisionsSefction 401(k) of the Internal Revenue Code. Eaapl@yee was eligible to contribute, on a
tax deferred basis, a portion of annual earningsmexceed $11,000 in 2002. The Company did ndtim@mployee contributions for the
communications business and therefore did not inoyrcompensation expense related to the 401(k)piar to January 1, 2003. Employees
of CorpSoft and Software Spectrum were eligiblestmeive matching contributions up to a certain lleVee Company recognized less than
$1 million of cash compensation expense for thismpEffective January 1, 2003, the Company willeh&lt00% of employee contributions up
to 7% of eligible earnings or applicable regulattimjits. The Company's matching contribution wiél made with Level 3 Common Stock
based on the closing stock price on each pay aeemployees will be able to diversify the Comparatch contribution as soon as they are
made, even if they are not fully vested. The Corgfsamatching contributions will be fully vested upcompletion of three years of service.

F-52

The Company made a discretionary contrdsutd the 401(k) Plan in Level 3 Common Stock aBefember 31, 2002, equal to three
percent of eligible employees' 2002 eligible eagsinnder the Shareworks Grant Plan. The depositveate into the employees' 401(k)
accounts during the first quarter of 2003.

Other

The Company recorded approximately $5 onillof non-cash compensation expense for stockdssuemployees during the year ended
December 31, 2000. The noash compensation charge was based on the Comptogksprice on the day prior to the grant. The @any did
not issue stock to employees in 2002 and 2001.

(13) Income Taxes

An analysis of the income tax benefit atitable to loss from continuing operations befomme taxes for the three years ended
December 31, 2002 follows:

2002 2001 2000

(dollars in millions)

Current:
United States Federal $ 12¢ $ — 3 50



State 1 — D

121 — 49

Deferred:
United States Federal ()] 1,35% 25E
State — _ —
(17) 1,357 25E
Valuation Allowance 17 (1,35%) (255)
Income Tax Benefi $ 121 % — 3 49

The United States and foreign componentsess from continuing operations before income saodlows:

2002 2001 2000

(dollars in millions)

United State: $ (630) $ (4509 $ (99%)
Foreign (604) (940 (467)

$ (1,23) $ (5449 $ (1.45¢
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A reconciliation of the actual income taenkefit and the tax computed by applying the U.SlefFa rate (35%) to the loss from continuing
operations, before income taxes for the three yeaded December 31, 2002 follows:

2002 2001 2000

(dollars in millions)

Computed Tax Benefit at Statutory R $ 432 $ 1907 $ 52€
State Income Taxe — — (€N}
Coal Depletior 1 1 2
Goodwill Amortization — (13 (17)
Taxes on Unutilized Losses of Foreign Operat| (26) (63 (35)
Taxes on Extinguishments of Convertible D (83) — —
Other 2 (90 @
Excess Book Net Operating Los: (205) (1,742 (425)
Income Tax Benefi $ 121 % — 3 49
|

For federal income tax reporting purposies,Company has approximately $2.3 billion of ne¢mating loss carryforwards, net of previous
carrybacks, available to offset future Federal bdex&ncome. The net operating loss carryforwardgsrexn 2022 and are subject to examination
by the tax authorities.

The Internal Revenue Code contains promgsighich may limit the net operating loss carryfards available to be used in any given year
upon the occurrence of certain events, includiggificant changes in ownership interests.

For federal income tax reporting purposies,Company has approximately $19 million of al&ivre minimum tax credits available to
offset future regular federal income tax. The dsedan be carried forward until fully utilized.
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The components of the net deferred taviliies for the years ended December 31, 2002 &td 2vere as follows:

2002 2001

(dollars in millions)

Deferred Tax Asset:

Asset base—accumulated depreciati $ 1,04¢ $ 1,10¢
Compensation and related benefits 307 254
Investment in securitie 1 —
Investment in subsidiarie 2 2
Provision for estimated expenses or deferred rexvenu 54 18¢
Investment in joint venture 54 52
Unutilized tax net operating loss 79C 613
Other 66 45
Total Deferred Tax Asse 2,31¢ 2,26¢

Deferred Tax Liabilities

Investments in securities — 9
Coal sales 32 32
Other 45 22
Total Deferred Tax Liabilitie 77 63
Net Deferred Tax Assets before valuation allowe 2,24; 2,201

Valuation Allowance Component
Net Deferred Tax Asse (2,212) (2,152)
Stockholders' Equity (primarily tax benefit fromtam exercises (120) (120)
Net Deferred Tax Liabilities after Valuation Allowee $ (90) $ (71
|

The current net deferred tax assets atibee 31, 2002 and 2001 are zero, after currenttialu allowances of ($70) million and ($206)
million, respectively, and the non-current deferiax liabilities are ($90) million and ($71) miltio respectively, after non-current valuation
allowance of ($2,262) million and ($2,066) millioespectively.

(14) Stockholders' Equity

During 2002, the Company issued approxitpaté million shares in exchange for $582 milliaggeaegate principal amount of long-term
debt. See Note 11.

During August and December 2001, the Compssued approximately 15.9 million shares, valatdpproximately $72 million, in
exchange for $194 million in convertible subordethhotes.

In February 2000, the Company raised $Rlid, after underwriting discounts and offeringpenses, from an offering of 23 million
shares of its common stock through an underwrfttgslic offering. The net proceeds from the offenmgs used for working capital, capital
expenditures, acquisitions and other general catpgrurposes in connection with the implementatiothe Company's business plan.
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Issuances of common stock, for sales, asitves, option exercises and acquisitions for kineet years ended December 31, 2002 are
shown below. The Level 3 1995 Stock Plan permitigapholders to tender shares to the Company tercioeome taxes due on option
exercises.

December 31, 199 341,396,72



Shares Issue 23,000,00

Option and Shareworks Activi 3,202,76!
6% Convertible Notes Converted to Shares 382
December 31, 200 367,599,87
Option and Shareworks Activi 1,245,09:
Debt for Equity Exchanges 15,858,95
December 31, 200 384,703,92
Option and Shareworks Activi 11,852,31
Debt for Equity Exchange 46,970,43
Other 30,19(
December 31, 200 443,556,86
I

(15) Industry and Geographic Data

SFAS No. 131 "Disclosures about SegmengndEnterprise and Related Information” definegatieg segments as components of an
enterprise for which separate financial informat®available and which is evaluated regularly iy Company's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesaiments are managed separatel
represent strategic business units that offer idiffeproducts and serve different markets. The Gy reportable segments include:
communications; information services (including t8@fre Spectrum); and coal mining. Other primanilglides California Private
Transportation Company, L.P. ("CPTC"), equity inwesnts, and other corporate assets and overheadtribtitable to a specific segment.

EBITDA, as defined by the Company, considtearnings (loss) before interest, income tadepreciation, amortization, non-cash
operating expenses (including stock-based compensand impairments) and other non-operating incomexpense. The Company excludes
non-cash compensation due to its adoption of tiperse recognition provisions of SFAS No. 123. EBATI® commonly used in the
communications industry to analyze companies orbé#sts of operating performance. EBITDA is notivtted to represent net income or cash
flow for the periods presented and is not recoghireder Generally Accepted Accounting Principl&éSAAP") but is used by management to
measure segment results.

In 2002, Level 3 was able to finalize neégtidns and claims on several of its large muli@yeetwork construction projects. As a result,
the Company was able to release approximately $#8llisn of capital accruals for the year ended Dmber 31, 2002 previously reported as
property, plant and equipment. In the ordinary sewf business, as construction projects comelosa, the Company reviews the final
amounts due and settles any outstanding amoumatgdeio these contracts which can result in adjeistento the estimated costs of the
construction projects.

The information presented in the tablebfeing includes information for the twelve montheded December 31, 2002, 2001 and 200(
all statement of operations and cash flow infororapiresented, and as of December 31, 2002 andf@f@ll balance sheet information
presented. Information related to acquired busemissincluded from their respective acquisitiotedaRevenue and the related expenses are
attributed to countries based on where serviceprangded.
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Industry and geographic segment financifrimation follows. Certain prior year informatibas been reclassified to conform to the 2002
presentation.

Information Coal
Communications Services Mining Other Total

(dollars in millions)

2002

Revenue

North America $ 1,00C $ 1,391 $ 84 $ 30 $ 2,50t
Europe 101 48¢ — — 58¢

Asia — 54 — — 54




$ 1,101 $ 193 $ 84 $ 30 $ 3,14¢
I I I | |
EBITDA:
North America $ 28t % 36 $ 20 $ 10 $ 351
Europe 4 6 — — 2
Asia — 1 — — 1
$ 281 $ 43 $ 20 $ 10 $ 354
| | | | |
Gross Capital Expenditure
North America $ 177 $ 15 $ 1 % 2 3 19t
Europe 23 — — — 23
Asia — — — — —
$ 20C $ 15 $ 13 2 % 21¢
| | | | |
Depreciation and Amortizatiol
North America $ 674 $ 25 % 3 % 5 % 707
Europe 94 1 — — 95
Asia — — — — —
$ 76€ $ 26 $ 3 % 5 % 802
I I I | |
2001
Revenue
North America $ 1,137 $ 11C $ 87 $ 25 $ 1,35¢
Europe 161 13 — — 174
$ 1,29¢ $ 12 % 87 $ 25 $ 1,53¢
I I I | |
EBITDA:
North America $ (139 $ 4 $ 23 3 7 % (119
Europe (183) 2 — — (181)
$ (3229 $ 6 $ 23 3 7 % (300)
I I I | |
Gross Capital Expenditure
North America $ 2,131 $ 17 $ 5 $ 1 $ 2,15¢
Europe 171 — — — 171
$ 230z $ 17 $ 5 % 1 $ 232
| | | | |
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Depreciation and Amortizatiol
North America $ 894 $ 15 $ 3 % 6 $ 91¢
Europe 202 2 — — 204
$ 1,09¢ $ 17 $ 3 3 6 $ 1,12%
| | | | |
2000

Revenue



North America $ 744 $ 102 $ 19C $ 22 $ 1,05¢
Europe 113 12 — — 12¢
$ 857 $ 115 $ 19C $ 22 $ 1,18¢
I I I | |
EBITDA:
North America $ (407 $ 2 % 86 $ 7 % (312
Europe 174 4 — — (170
$ (581 $ 6 $ 86 $ 7 % (482)
I I I | |
Capital Expenditures
North America $ 457: $ 11 $ 2 $ — $ 4,58¢
Europe 98¢ 1 — — 99C
$ 556z $ 12 3 2 $ — $ 557¢
I I I | |
Depreciation and Amortizatiol
North America $ 43¢ $ 18 $ 5 % 6 $ 467
Europe 11C 2 — — 112
$ 54¢  $ 20 $ 5 % 6 $ 57¢
I I I | |
| dentifiable Assets
December 31, 200
North America $ 529 $ 76 $ 29¢ $ 153 $ 7,88¢
Europe 881 15¢% — 30 1,06¢€
Asia — 9 — — 9
$ 6,177 $ 927 $ 29¢ $ 156 $ 8,96:
| | | | |
December 31, 200
North America $ 6,25¢ $ 74 $ 30 $ 1566 $ 8,19¢
Europe 1,001 5 — 37 1,04:
Discontinued Asian Operations 74 — — — 74
$ 7331 $ 79 % 30 $ 160 $ 9,31¢
| | | | |
Long-Lived Assets (excluding Goodwill)
December 31, 200
North America $ 519: $ 132 $ 15 $ 587 $ 5,927
Europe 82C 3 — — 822
Asia — — — — —
$ 6,01 $ 135 % 15 $ 587 $ 6,75C
I I I | |
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December 31, 200
North America $ 6,03¢ $ 50 $ 16 $ 23C $ 6,33¢
Europe 91¢ 1 — — 92C




$ 6,957 $ 51 % 16 $ 23C $ 7,25¢

Goodwill

December 31, 200
North America $ 68 $ 20 % — 8 — 3 277
Europe — 2 — — 2
Asia — — — — —

December 31, 200
North America $ 28 $ — 3 — $ — 3 28

Europe — — — — —

Product information for the Company's cominations segment follows:

Reciprocal Up-front
Services Compensation Dark Fiber Total
Communications Revenue
2002
North America $ 87¢ $ 122 % — $ 1,00¢
Europe 101 — — 101
$ 97¢ % 12z $ — 3 1,101
| .| | |
2001
North America $ 715 $ 134 $ 28¢ $ 1,137
Europe 161 — — 161
$ 87¢ $ 134 % 286 $ 1,29¢
| | | |
2000
North America $ 48C $ 55 $ 20 $ 744
Europe 112 — — 11z

$ 59 $ 55 $ 20 $ 857

The majority of North American revenue detssof services and products delivered withinWimited States. The majority of European
revenue consists of services and products deliveniedhrily within the United Kingdom but also Franand Germany. Transoceanic revenue is
allocated equally between North America and Eumpé represents services provided between theseetgions.
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Product information for the Company's imfiation services segment follows:

2002 2001 2000

(dollars in millions)

Services
(hStructure:



Outsourcing $ 8 $ 85 $ 65

Systems Integratio 16 38 50
Software Spectrum 54 — —
15C 12z 11¢

Software Sale
Software Spectrum 1,78: — —

$ 193 $ 128 $ 11t

The following information provides a recdiation of EBITDA, as defined by the Company, ts$ from continuing operations for the
three years ended December 31, 2002:

2002 2001 2000

(dollars in millions)

EBITDA $ 354 $ (300) $ (482)
Depreciation and Amortization Exper (802) (1,127) (579
Non-Cash Compensation Exper (181) (3149 (236€)
Non-Cash Impairment Expen: (182 (3,245 —

Loss from Operation (811 (4,98)) (1,297%)
Other Income (Expens (423 (467) (159
Income Tax Benefi 121 — 49

Net Loss from Continuing Operatio $ (1,119 $ (5449 $ (1,400

(16) Commitments and Contingencies

In May 2001, a subsidiary of Level 3 Comiications, Inc. (the "Company") was named as a digfeninBauer, et. al. v. Level 3
Communications, LLC, et ah,purported multi-state class action, filed in th&. District Court for the Southern District olilbis and in
July 2001, the Company was named as a defend#&mtyile, et. al. v. Level 3 Communications, Inc.,at, a purported multi-state class action
filed in the U.S. District Court for the District tdaho. Both of these actions involve the Compsaunight to install its fiber optic cable network
in easements and right-of-ways crossing the pféshtand. In general, the Company obtained thbtago construct its network from railroads,
utilities, and others, and is installing its netwaiong the rights-of-way so granted. Plaintiffdtie purported class actions assert that they are
the owners of lands over which the Company's fiaggic cable network passes, and that the railrasdgies, and others who granted the
Company the right to construct and maintain itswoek did not have the legal ability to do so. Theiftiff's efforts to seek class action status
for this action have been denied. The complainksdamages on theories of trespass, unjust enrighemne slander of title and property, as
well as punitive damages. The Company has alsivest,eand may in the future receive, claims and aleas related to rights-of-way issues
similar to the issues in these cases that may $edban similar or different legal theories. To dateattempts to have class action status
granted on complaints filed against the Compargnyrof its subsidiaries involving claims and densmrelated to rights-of-way issues have
been denied. Although it is too early for the Compto reach a conclusion as to the ultimate outcohtbese actions, management believes
that the Company and its subsidiaries have sulistaetfenses to the claims
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asserted in all of these actions (and any simi&ms which may be named in the future), and inseioddefend them vigorously.

On November 19, 2002, Gary Haegle commeacgthreholder's derivative suit on behalf of toen@any in the District Court of
Colorado for the City and County of Broomfield ¢letii Haegle v. Scott, et allndex No. 02-CV-0196). The action is brought agaihe
Company as a nominal defendant and against thetdiseof the Company, a former director of the Campand Peter Kiewit Sons', Inc.
("PKS"). The Complaint alleges that the directoiedeants, aided and abetted by PKS, breachedfitheiary duties to the Company in
connection with several transactions between thag2amy and PKS including contracts under which P&iSstructed the Company's fiber o)
cable network and manages the Company's mine pgiregpefhe Complaint also alleges that in buildihg fiber optic cable network, the
defendants caused the Company to violate the pyopghts of landowners, thereby subjecting the @any to substantial potential liability.
addition, the Complaint alleges that Company assets transferred to its officers and directorthia form of personal loans, excessive sal
and the payment of personal expenses. The actéks $®th equitable and legal relief, including itesbn, compensatory and punitive
damages of an unspecified amount, imposition aresttuctive trust, disgorgement and injunctiveafellhe defendants have not yet respor



to the Complaint. Although it is too early for tB®mpany to reach a conclusion as to the ultimateoooe of these actions, management
believes that there are substantial defenses toldiras asserted in this action, and intends tertthem vigorously.

The Company and its subsidiaries are mttienany other legal proceedings. Managementusdithat any resulting liabilities for these
legal proceedings, beyond amounts reserved, wiliragerially affect the Company's financial conatiti future results of operations, or future
cash flows.

Operating Leases

The Company is leasing rights of way, comioations capacity and premises under various tipgreeases which, in addition to rental
payments, require payments for insurance, maintaamoperty taxes and other executory costs cetatéhe lease. Certain leases provide for
adjustments in lease cost based upon adjustmetite tonsumer price index and increases in thddeaid management costs. The lease
agreements have various expiration dates through.20

The Company has obligations under non-dabtzoperating leases for certain facilities agdipment. Future minimum payments,
including common area maintenance, for the next y@ars under these leases consist of the folloatii@ecember 31, 2002 (in millions):

2003 $ 76
2004 74
2005 73
2006 71
2007 71
Thereaftel 38¢
Total $ 754
|

Rent expense, including common area maémes, under non-cancelable lease agreements wagifigh in 2002, $95 million in 2001
and $63 million in 2000.

It is customary in Level 3's industrieaus® various financial instruments in the normalrsewf business. These instruments include i
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh 2iccordance with specified terms and
conditions. As of December 31, 2002, Level 3 haidtanding letters of credit of approximately $41liom. The Company does not believe i
practicable to estimate the fair value of the st credit and does not believe exposure toioBkely nor material.
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(17) Related Party Transactions

Peter Kiewit Sons', Inc. ("PKS") acted las general contractor on several significant ptejéar the Company in 2002, 2001 and 2000.
These projects include the YStructure Phoenix Data Center, the U.S. intemogtjwork, certain metropolitan networks and cer@ateway
sites, the Company's corporate headquarters aed affice space in Colorado. PKS provided approxaétya$9 million, $693 million, and
$1,764 million of construction services relatedhese projects in 2002, 2001, and 2000 respectite8001, Level 3 issued warrants, value
$32 million, in lieu of cash for services relatedconstruction of the North American intercity netw. PKS transferred a portion of these
warrants to Walter Scott, Jr. and William L. Grewkpa director and former director, respectivelyefel 3 and PKS, for consideration in
2002.

Level 3 also receives certain mine manageservices from PKS. The expense for these sexviges $7 million for 2002, $5 million for
2001, and $29 million for 2000, and is recordedéfiing, general and administrative expenses. A3emfember 31, 2002, the Company owed
approximately $2 million for fourth quarter mine naement services.

In September 2000, the Company sold itseemtterest in Walnut Creek Mining Company to Pi&cash of $37 million. The sale
resulted in a préax gain of $21 million to the Company, which isluded in gain on sale of assets in the accompgr@onsolidated Statem
of Operations.

RCN, an equity method investee, purchasgs than $1 million, $3 million and $2 million @lé¢communications and information services
outsourcing services from the Company in 2002, 284 2000, respectively. At December 31, 2002, R@MEd Level 3 approximately
$3 million for costs associated with communicatigmist build projects. RCN and the Company are eutly 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 subsidihat indirectly holds the Compan



ownership interests in RCN and Commonwealth Telaph@he total cash consideration paid to Mr. Mc€aouthis transaction was
$15 million and was accounted for as goodwill htitable to the RCN and Commonwealth Telephone tmeasts.

(18) Subsequent Events

On January 3, 2003 Level 3 received appnaiely $46 million in cash from the sale of the B¥press Lanes" toll road in Orange Cou
California. In addition, the Company's loterm debt was reduced by approximately $139 millitme Orange County Transportation Authc
purchased the toll road from the California Privatansportation Company, L.P. (CPTC), for $207.8iom in cash and assumed debt. Level 3
received proceeds from the sale because it ispe@®nt owner of CPTC. Level 3 recorded a gairherttansaction of approximately
$70 million in the first quarter of 2003.

In January 2003, in order to ensure a stostture appropriate for the difficult communicais market, Level 3 announced a limited
workforce reduction of approximately 120 employgethe communications business in North America Batbpe. In addition, the
information services business announced workfoedeetions related to its systems integration bsine Ireland and Software Spectrum in
Dallas. Approximately 75 and 50 employees werectéie in Ireland and Dallas, respectively. Chargdmsted to these actions will be recorded
as incurred.
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On February 4, 2003, Level 3 announcedatitpiisition of substantially all of the assets apdrations of Genuity, Inc., a Massachusetts-
based provider of communications services. Undeatireement, Level 3 paid $60 million in net cass@deration to Genuity and assumed
certain long-term operating agreements. The Compésoypaid $77 million in cash for assumed netwalrligations to be used by Level 3 in
2003. As part of the transaction, Level 3 assumestmf Genuity's existing customer contracts anaddition, has signed new multi-year
customer contracts with AOL Time Warner and Verizon

In February 2003, Level 3 and XO Commurndrat ("XO") amended their 1998 cost sharing and BRjteement. As part of that
agreement, XO purchased 24 fibers and one emptguitoseong Level 3's North American intercity netkoThe amended agreement, among
other things, requires XO to return six fibers #melempty conduit to Level 3. In return Level 31 reduce the annual operations and
maintenance ("O&M") charges XO was required to pagier the original agreement, 2) provide XO anaptexpiring in July 2007, to acquire
a 20 year IRU for a single conduit within or aldmgvel 3's intercity network and 3) provide XO artiop to purchase up to 25% of the fiber
installed in the next conduit within or along eaggment of the intercity network.

As individual segments were delivered, Lésdeferred and amortized the revenue attributadbtbe conduit over the term of the original
agreement. As a result of the amended agreemeve] Bewill have no further obligation with respéctthe original conduit, and thus expect
be able to recognize as revenue, the remaining oriezed deferred revenue, less the fair valueb®ither separable elements that meet the
relevant accounting criteria. An independent vatuatirm has been engaged by Level 3 to deterntieddir value of these other elements. The
valuation firm has not completed its assessmettteatime of this filing, however, Level 3 expeatsrécognize a significant amount of revenue
and income in the first quarter of 2003 as a resfuthis transaction.

(19) Unaudited Quarterly Financial Data

March June September December

2002 2001 2002 2001 2002 2001 2002 2001

(in millions except per share data)

Revenue $ 38¢€ $ 44¢ $ 75C $ 387 $ 1,067 $ 372 $ 94t $ 32¢€
Loss from Operation (223 (413) (211 (572 (129 (39€) (24¢) (3,600
Net Loss (90) (53%) (15€) (731) (299 (437) (319 (3,275

Loss per Share (Basic and Dilute
Net Loss from Continuing Operatio $ (0560% (14D$ (0598 @1999% 0.7H% (135)$ (089)% (9.70

Discontinued Operatior — (0.09 — (0.0%) — (0.09) — (2.40
Extraordinary Gain on Del

Extinguishmen 0.3¢ — 0.1¢ — 0.01 0.2t 0.1C 2.5€
Net Loss $ (029% (145H%$ (0398 (1999 0.79% @1Hn$ (0.79% (8.59)

Loss per share was calculated for eactethrenth period on a stand-alone basis. As a restbck transactions during the periods, the
sum of the loss per share for the four quarteesach year may not equal the loss per share fantslge month periods



The Company purchased software resellerp&it and Software Spectrum in March and Juné622respectively. Revenue attributa
to these businesses was $53 million, $422 milli@2 million and $620 million in the first, secoritlird and fourth quarters of 2002,
respectively.

The Company recorded impairment chargegtdfmillion and $57 in the second and fourth quarté 2002 related to a colocation facility
in Boston, as well as excess communications invgrgod certain corporate facilities in Colorado,iethare classified as held for sale in other
non-current
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assets. As a result of the completion of additimaédcation space in Boston by other providers cthrinued overabundance of
communications equipment in the secondary markets$ the soft demand for office space in the metigpoDenver area, the Company
believes that these assets are obsolete and ¢hastimated future undiscounted cash flows attietto these assets will be insufficient to
recover their current carrying value. The new dagyalues of these assets are based on offeriveddeom third parties for the real estate
properties or actual sales of similar communicatiassets.

In December 2002, Level 3 sold one of iesM\York colocation facilities and a colocation faginear Boston. The Company recognized a
loss on these transactions of approximately $8liamilvhich is included in restructuring and impaént charges on the Consolidated
Statements of Operations.

In the fourth quarter of 2001, the Compdrtermined that, due to the continuing economiwvdtwn and continued over-capacity in
certain areas of the telecommunications indushe astimated future undiscounted cash flows atalida to certain assets would not exceet
current carrying value of the assets. The Comptmeyefore, recorded an impairment charge of $3ldmito reflect the difference between the
estimated fair value of the assets and their cugamying value.

The Company realized gains of $102 milkord $89 million in the second and fourth quartér20®2, respectively, attributable to the sale
of Commonwealth Telephone common stock.

Level 3 recognized an income tax benefi20 million in the first quarter of 2002 due tederal tax legislation enacted in the period.

As described in Note 3, the Company sad\dian telecommunication operations to Reachibtdanuary 2002. In accordance with SF
No. 144, the Company classified these assets d-for-sale and accordingly reclassified the loss&&atable to the Asian operations to
Discontinued Operations. In the fourth quarter @2, the Company recognized a loss of $516 millithin discontinued operations, equal to
the difference between the carrying value of thaAsperations and its estimated fair value.

The Company repurchased approximately $6iflibn of its long-term debt using cash and equity2002. The Company recognized
extraordinary gains of approximately $130 milli&7,6 million, $5 million and $44 million during tHist, second, third and fourth quarters of
2002, respectively. In addition, the Company reéogphinduced conversion expense related to theamgehof equity for convertible debt of
$20 million and $68 million during the third andufth quarters of 2002, respectively. The inducetveosion expense is included in Other, net
on the Consolidated Statements of Operations.

The Company repurchased approximately BilliBn of its long-term debt using cash and equit2001. The Company recognized
extraordinary gains of approximately $93 milliord$981 million on these transactions in the thind &urth quarters of 2001, respectively.
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SIGNATURES

Pursuant to the requirements of SectionrlB5(d) of the Securities Exchange Act of 1934, rbgistrant has duly caused this amended
report to be signed on its behalf by the undersigtieereunto duly authorized, this #Hay of April, 2003.

LEVEL 3 COMMUNICATIONS, INC.

By: /s/ NEILJ. ECKSTEIN

Name: Neil J. Eckstei
Title: Vice Presiden




CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. I have reviewed this annual reporfFomm 10-K/A-1 of Level 3 Communications, Inc.;

2. Based on my knowledge, this annuadredoes not contain any untrue statement of @mahfact or omit to state a material fact
necessary to make the statements made, in lightafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this annual report;

3. Based on my knowledge, the finansiatements, and other financial information inctidethis annual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this annual
report;

4. The registrant's other certifyingicdfs and | are responsible for establishing anithtaiaing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14)He registrant and we have:

a) designed such disclosure controlsprndedures to ensure that material informatioatirg) to the registrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in which this annual repor
being prepared;

b) evaluated the effectiveness of thggsteant's disclosure controls and procedures asdafte within 90 days prior to the filing
date of this annual report (the "Evaluation Datetjd

c) presented in this annual report auratusions about the effectiveness of the discksontrols and procedures based on our
evaluation as of the Evaluation Date;

5. The registrant's other certifyingicéfs and | have disclosed, based on our most rewatuation, to the registrant's auditors and the
audit committee of registrant's board of direc{arspersons performing the equivalent function):

a) all significant deficiencies in thesijn or operation of internal controls which coattversely affect the registrant's ability to
record, process, summarize and report financia datl have identified for the registrant's auditorng material weaknesses in internal
controls; and

b) any fraud, whether or not materiattinvolves management or other employees who aaignificant role in the registrant's
internal controls; and

6. The registrant's other certifyingicdfs and | have indicated in this annual reporétiver or not there were significant changes in
internal controls or in other factors that coulginsficantly affect internal controls subsequentte date of our most recent evaluation, inclu
any corrective actions with regard to significaeficiencies and material weaknesses.

Date: April 11, 200:

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

* Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules 13a-14 and
15d-14. The required certification must be in tkaat form set forth above.

CERTIFICATIONS*
I, Sureel A. Choksi, certify that:

1. | have reviewed this annual reporfFonm 1(-K/A-1 of Level 3 Communications, Inc



2. Based on my knowledge, this annuadredoes not contain any untrue statement of @mahfact or omit to state a material fact
necessary to make the statements made, in lightdafircumstances under which such statementsmwade, not misleading with respect to the
period covered by this annual report;

3. Based on my knowledge, the finansiatements, and other financial information inctidethis annual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaaral for, the periods presented in this annual
report;

4. The registrant's other certifyingicdfs and | are responsible for establishing anithtai@aing disclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-14)He registrant and we have:

a) designed such disclosure controlsprndedures to ensure that material informatioatirg) to the registrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during teriod in which this annual repor
being prepared;

b) evaluated the effectiveness of thggsteant's disclosure controls and procedures asdafte within 90 days prior to the filing
date of this annual report (the "Evaluation Datetjd

c) presented in this annual report auratusions about the effectiveness of the discksontrols and procedures based on our
evaluation as of the Evaluation Date;

5. The registrant's other certifyingicdfs and | have disclosed, based on our most resatuation, to the registrant's auditors and the
audit committee of registrant's board of direc{arspersons performing the equivalent function):

a) all significant deficiencies in thesijn or operation of internal controls which coattversely affect the registrant's ability to
record, process, summarize and report financia datl have identified for the registrant's auditorng material weaknesses in internal
controls; and

b) any fraud, whether or not materiattinvolves management or other employees who aaignificant role in the registrant's
internal controls; and

6. The registrant's other certifyingicdfs and | have indicated in this annual reporétiver or not there were significant changes in
internal controls or in other factors that coulginsficantly affect internal controls subsequenthte date of our most recent evaluation, inclu
any corrective actions with regard to significaefidencies and material weaknesses.

Date: April 11, 200:

/s/ SUREEL A. CHOKSI

Sureel A. Choksi
Chief Financial Officel

* Provide a separate certification for each princgadcutive officer and principal financial officef the registrant. See Rules 13a-14 and
15d-14. The required certification must be in tkaat form set forth above.
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Exhibit 23.1
Independent Auditors' Consent

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by refeecincthe registration statements (Nos. 333-53933;®1899, 333-68887 and 333-71713) on
Forms S-3 and the registration statements (Nos.73833, 333-42465, 333-68447, 333-58691 and 33%3B26n Forms S-8 of Level 3
Communications, Inc. and subsidiaries of our redated February 11, 2003, with respect to the dafeded balance sheet of Level 3
Communications, Inc. and subsidiaries as of Decel®@bg2002, and the related consolidated statenudrgerations, changes in stockholders
equity (deficit), cash flows, and comprehensives Ifis the year then ended, which report appeatfseiibecember 31, 2002, annual report on
Form 10-K/A-1 of Level 3 Communications, Inc. andbsidiaries.

Our report refers to a change in the metfaatcounting for goodwill effective January 102Qupon adoption of Statement of Financial
Accounting Standards No. 142.

/sl KPMG LLP

Denver, Colorado
April 10, 2003
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Exhibit 23.2
Information Regarding Consent of Arthur Andersen LLP

Section 11(a) of the Securities Act of 1.988amended (the "Securities Act"), provides ifhaart of a registration statement at the time it
becomes effective contains an untrue statementrwdtarial fact, or omits a material fact requirede stated therein or necessary to make the
statements therein not misleading, any person engua security pursuant to such registration steta (unless it is proved that at the time of
such acquisition such person knew of such untruttndssion) may assert a claim against, among stlaer accountant who has consented
named as having certified any part of the registnestatement or as having prepared any repouderin connection with the registration
statement.

Level 3 Communications, Inc. ("Level 3"srdiissed Arthur Andersen LLP ("Andersen”) as itejpehdent auditors, effective June 14,
2002. For additional information, see Level 3's &éepn Form 8-K dated June 21, 2002. After reastenafforts, Level 3 has been unable to
obtain Andersen's written consent to the incorpondby reference into Level 3's registration staata on Forms S-3 (File Nos. 333-53914,
333-91899, 333-68887 and 333-71713) and on For@i¢Fle Nos. 333-79533, 333-42465, 333-68447, 33393 and 333-52697)
(collectively the "Registration Statements") of Ansen’s audit report with respect to Level 3's obidated financial statements as of
December 31, 2001 and for the two years in theogahien ended. Under these circumstances, Ruleut8¥s the Securities Act permits Level
3 to file this Annual Report on Form 10-K, whichimgorporated by reference into the Registratiate®hents, without a written consent from
Andersen. As a result, with respect to transactiohevel 3 securities pursuant to the Registratetements that occur subsequent to the date
this Annual Report on Form 10-K is filed with thecsirities and Exchange Commission, Andersen willawe any liability under Section 11
(a) of the Securities Act for any untrue statemeffiis material fact contained in the financial staénts audited by Andersen or any omissions
of a material fact required to be stated thereictakdingly, you would be unable to assert a clagait@st Andersen under Section 11(a) of the
Securities Act.
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Exhibit 99

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

In connection with the Annual Report of e€8@ Communications, Inc. (the "Company") on Fo®rKIA-1 for the year ended
December 31, 2002 as filed with the SecuritiesExchange Commission on the date hereof (the "R8parfames Q. Crowe, Chief Execut
Officer of the Company, certify, pursuant to 18 IS8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

(1) The Report fully complies with the uég@ments of section 13(a) or 15(d) of the Seasittxchange Act of 1934; and

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

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Officer
April 11, 2003

A signed original of this written statement required by Section 906 has been provided to Level 3 Commigations, Inc. and will be
retained by Level 3 Communications, Inc. and furniked to the Securities and Exchange Commission osistaff upon request.

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

In connection with the Annual Report of E€8 Communications, Inc. (the "Company") on Fo®rKIA-1 for the year ended
December 31, 2002 as filed with the SecuritiesExchange Commission on the date hereof (the "R§parBureel A. Choksi, Chief Financ
Officer of the Company, certify, pursuant to 18 IS8 1350, as adopted pursuant to § 906 of thieaBas-Oxley Act of 2002, that:

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

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

/sl SUREEL A. CHOKSI

Sureel A. Choksi
Chief Financial Officer
April 11, 2003

A signed original of this written statement required by Section 906 has been provided to Level 3 Commigations, Inc. and will be
retained by Level 3 Communications, Inc. and furnibed to the Securities and Exchange Commission osistaff upon request.
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