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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

FORM 10-Q/A-1

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the Quarterly Period Ended June 30, 2003

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period to

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

Delaware 47-021060:.
(State of Incorporation) (I.LR.S. Employe

Identification No.
1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code

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

Indicate by check mark whether the regigt(a) has filed all reports required to be filgd®ection 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiach shorter period that the registrant was redquodile such reports(s)), and (2) has been
subject to such filing requirements for the pasti@gs. Yeskx No O

The number of shares outstanding of eaa$sabdf the issuer's common stock, as of Augusd@3:2

Common Stock 655,012,020 shares

Level 3 is filing this Form 10-Q/A-1 to todify the use of the term "independent valuatitmbughout, 2) update the pro-forma financial
information provided for the six months ended J88e2002 in Note 2 to the Consolidated Condensedrigial Statements, to among ot



changes, include restructuring and impairment caamgcurred by Genuity, 3) modify Part | tem 4—@ols and Procedures, 4) conform our
change in the use of the term "EBITDA" to "Adjus@BDA" in Note 15 to the Consolidated CondenseathRcial Statements and in ltem 2.—
Management's Discussion and Analysis of Financtaidtion and Results of Operations.

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations
(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions, except per share data) 2003 2002 2003 2002
Revenue
Communications (Note ¢ $ 434 % 27¢ $ 1,142 $ 554
Information Service 491 447 997 527
Coal Mining 16 20 32 40
Other — 7 — 15
Total Revenut 941 75C 2,171 1,13¢
Costs and Expense
Cost of revenue
Communication: 10z 62 192 12¢
Information Service 452 407 917 474
Coal Mining 12 15 26 28
Total cost of revenu 567 484 1,13¢ 63C

Depreciation and amortizatic 22¢ 19C 43t 40C



Selling, general and administrati 27€ 24C 547 49¢

Restructuring and impairment char 9 47 20 47
Total Costs and Expens 1,08( 961 2,137 1,57C
Income (Loss) from Operatiol (139 (211 34 (434)
Other Income (Expense

Interest incom: 5 6 10 15

Interest expense, n (143 (131) (283) (260)

Other, net and gains on extinguishments of | (17¢) 18C (102) 314
Total Other Income (Expens (3149 55 (37%) 69
Loss from Continuing Operations Before Income Te (453) (15€) (341) (365)
Income Tax Benefi — — — 11¢
Net Loss Before Change in Accounting Principle Bxistontinuec
Operations (453 (15€) (341 (24¢€)
Cumulative Effect of Change in Accounting Princi — — 5 —
Loss from Discontinued Operatio 9 — @) —
Net Loss $ (462 $ (15€) $ (343 $  (24¢)

Earnings (Loss) Per Share of Level 3 Common StBelsi¢ and Diluted)
Loss Before Change in Accounting Principle and bigmued

Operations $ (09) $ (039 $ (079 $ (0.62
Cumulative Effect of Change in Accounting Princi — — 0.01 —
Loss from Discontinued Operatio (0.09 — (0.09) —
Net Loss $ (09 $ (039 $ (079 $ (0.62

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

(unaudited)
June 30, December 31

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

Cash and cash equivalents $ 91t $ 1,142

Restricted cash 69 99

Accounts receivable, less allowances of $34 and &2Z@ectively 507 527

Current assets of discontinued operati — 17

Other 13¢ 154
Total Current Asset 1,63( 1,93¢
Net Property, Plant and Equipme 5,941 6,00t
Restricted Cas 474 467
Goodwill 27¢ 27¢
Intangibles, ne 203 101
Other Assets, n¢ 14z 172

$ 8,66¢ $ 8,96:



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

(unaudited)
June 30, December 31
(dollars in millions, except per share data 2003 2002
Liabilities and Stockholders' Equity (Defic
Current Liabilities:
Accounts payabl $ 567 $ 691
Current portion of lon-term deb! 12t 4
Accrued payroll and employee bene 14¢€ 147
Accrued interes 88 92
Deferred revenu 12¢ 19¢
Current liabilities of discontinued operatic 6 2
Other 20¢ 21¢
Total Current Liabilities 1,26¢ 1,35:
Long-Term Debt, less current portit 5,634 6,102
Deferred Revenu 93¢ 1,26¢
Other Liabilities 54¢ 484
Commitments and Contingenci
Stockholders' Equity (Deficit,
Preferred stock, $.01 par value, authorized 100@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@shares
641,528,886 outstanding in 2003 and 443,556,86¢tanding in 200: 6 4
Class R, $.01 par value, authorized 8,500,000 shateshares outstandi — —
Additional paic-in capital 7,12¢ 6,27:
Accumulated other comprehensive i (220 (132
Accumulated defici (6,72¢) (6,385)
Total Stockholders' Equity (Defici 282 (240)
$ 8,66¢ $ 8,96:

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

(unaudited)

Six Months Ended



June 30,

(dollars in millions) 2003 2002
Cash Flows from Operating Activitie
Net Loss $ (343 $ (24
Cumulative effect of change in accounting princ (5) —
Loss from discontinued operatio 7 —
Loss before change in accounting principle andatisSnued operation (341) (24¢€)
Adjustments to reconcile loss before change in aetiog principle and discontinued
operations to net cash used in continuing operst
Equity earnings, ne 2 @)
Depreciation and amortizatic 43t 40C
Induced conversion expense on convertible 19C —
Gain on debt extinguishments, 1 2 (20€)
Dark fiber and submarine cable 1-cash cost of Revent — 3
Loss on impairment — 44
Gain on sale of property, plant and equipment-road operations and other ass (67) (100
Non-cash expense attributable to si-based award 48 117
Deferred revenu (33€) 12C
Accrued interest on marketable securi — 5
Amortization of debt issuance co 10 8
Accreted interest on lo-term discount dek 54 55
Accrued interest on loi-term debi 9 3
Changes in working capital items net of amountsiaed:
Receivable: 21 (159
Other current asse 47 (117)
Payable: (12€) (51)
Other current liabilitie: (29) (76)
Other D 9
Net Cash Used in Continuing Operatic (90) (222)

Six Months Ended

June 30,
(dollars in millions) 2003 2002
Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketalolergies $ — 3 20C
Decrease in restricted cash and securities, net 2 9
Capital expenditures (90 (142
Release of capital expenditure accrt 21 114
Genuity transaction (1449 —
Investments QD (16)
McLeod transactiol — (50
CorpSoft acquisition, net of cash acquired of $34 — 94)
Software Spectrum acquisition, net of cash acquofekitO — 93
Proceeds from sale of toll road operati 46 —
Proceeds from sale of Commonwealth Telephone shares — 16€
Proceeds from sale of property, plant and equipn@e other assets 21 12
Net Cash Provided by (Used in) Investing Activit (14%) 10€
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance ci — 2



Purchases of and payments on long-term debt, imduzlirrent portion
Proceeds from stock options exerci:

Net Cash Used in Financing Activiti
Net Cash Provided by (Used in) Discontinued Opens

Effect of Exchange Rates on Cash and Cash Equi

Net Change in Cash and Cash Equival

Cash and Cash Equivalents at Beginning of Pe

Cash and Cash Equivalents at End of Pe

Supplemental Disclosure of Cash Flow Informati

Cash interest paid

Noncash Investing and Financing Activiti

Common stock issued in exchange for l-term debi

Accrued interest paid with common stc

Long-term debt principal retired by issuing comnstock
Settlement of obligation with restricted securit
Long-term debt extinguished due to sale of toll roadrafiens

(14) (91)

3 —

(11) (89)

16 (48)

3 7

(227) (24€)

1,147 1,297

$ 91E $ 1,05

$ 21C %

$ 774 $

60C
1C
13¢

19t

71

31¢

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

(unaudited)
Accumulated
Additional Other
Common Paid-in Comprehensive Accumulated
(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 4 % 6,27: % 132) $ (6,38:)) $ (240
Common Stock
Issued to extinguish long-term debt 2 781 — — 78<
Stock options exercise — 3 — — 3
Stock plans and warrant gral — 34 — — 34
Shareworks plans — 33 — — 33
Net Loss — — — (343) (343)
Other Comprehensive Incor — — 12 — 12
Balances at June 30, 20 $ 6 $ 712¢ % (120 $ (6,728 $ 282
I I I I |

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

(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2003 2002 2003 2002
Net Loss $ (462 $ (15€) $ (3439 $ (249
Other Comprehensive Income Before T
Foreign currency translation adjustme 15 46 21 34
Unrealized holding losses and other arising dupegod (5) D (8 2
Reclassification adjustment for (gains) lossesudet! in net los D 1 QD 5)
Other Comprehensive Income Before ~ 9 46 12 27
Income Tax Expense Related to Items of Other Cohgrsive Incom: — — — —
Other Comprehensive Income Net of Ta 9 46 12 27
Comprehensive Los $ (459 $ (110 $ (33D $ (219

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

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

The consolidated condensed financial statementsdache accounts of Level 3 Communications, Imcl subsidiaries (the "Company" or
“Level 3") in which it has control, which are engadgn enterprises primarily related to communigaidnformation services and coal mining.
Fifty-percent-owned mining joint ventures are cdigsided on a pro rata basis. Investments in otberpanies in which the Company exercises
significant influence over operating and finangalicies or has significant equity ownership arecamted for by the equity method. All
significant intercompany accounts and transactitng been eliminated.

The consolidated condensed balance sheet of Le@eh@nunications, Inc. and subsidiaries at DecerBbheP002 has been condensed fromr
Company's audited balance sheet as of that ddtethdr financial statements contained herein asudited and, in the opinion of
management, contain all adjustments (consisting ehhormal recurring accruals) necessary for afegsentation of financial position, results
of operations and cash flows for the periods preeseThe Company's accounting policies and cedthiar disclosures are set forth in the notes
to the consolidated financial statements containgde Company's Annual Report on Form 10-K as atednfor the year ended December 31,
2002. These financial statements should be readnjunction with the Company's audited consoliddieahcial statements and notes thereto.
The preparation of the consolidated condensed ¢inhstatements in conformity with accounting prples generally accepted in the United
States requires management to make estimates sunghjgisons that affect the reported amount of asselddiabilities, disclosure of contingent
assets and liabilities and the reported amoungwdmue and expenses during the reported periodaletsults could differ from these
estimates.

The results of operations for the three and sixthmanded June 30, 2003 are not necessarily ingBoatt the results expected for the full year.

The Company's communications business providesadmange of integrated communications servicesaily in the United States and
Europe as a facilities-based provider (that isscvider that owns or leases a substantial porticheproperty, 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-das@mmunications network. The Company has built@mtinues to upgrade the network
based on optical and Internet Protocol technoloigi@sder to leverage the efficiencies of thes&mebogies to provide lower co



communications services.

Revenue for communications services, includinggigdine, wavelengths, colocation, Internet acamssiaged modem, voice and dark fiber
revenue, is recognized monthly as the serviceprangdded based on contractual amounts expected tmlected. Reciprocal compensation
revenue is recognized only when an interconne@greement is in place with another carrier, andéh®/ant regulatory authorities have
approved the terms of the agreement.

It is the Company's policy to recognize terminatsettlement revenue when certain conditions haea beet. These conditions include: 1) the
customer has accepted all or partial delivery efabset 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/settlement revenue is recognized imasibns where a customer and Level 3 mutually aggréerminate all or a portion of the
service provided, or the customer and/or its agadt® emerge from bankruptcy and, therefore,&leédsis not obligated to provide additional
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product or services to the customer or its suceetfdhe conditions described above are met, tam@any will recognize
termination/settlement revenue equal to the fduevaf consideration received, less any amountgiqusly recognized.

Termination revenue is recognized when a custonseodnects service prior to the end of the confpaciod, for which Level 3 had previous
received consideration and for which revenue rettiognwas deferred. In addition, termination revensirecognized when customers make
termination penalty payments to Level 3 to settietractually committed purchase amounts that tiséoooer no longer expects to meet.
Settlement revenue is recognized when a custoniet@vel 3 renegotiate a contract under which L&vislno longer obligated to provide
product or services for consideration previousbereed and for which revenue recognition has bederted. Termination/settlement revenue
is reported in the same manner as the originalymtoor service provided, and amounted to $7 milaod $333 million during the three and six
months ended June 30, 2003, respectively (SeeNpgnd $20 million and $59 million during the tarand six months ended June 30, 2002.

The Company is obligated under dark fiber IRUs attér capacity agreements to maintain its networdficient working order and in
accordance with industry standards. Customersldigated 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 the Compamydwuide certain service level commitments. If Le¥eloes not meet the required service
levels, it may be obligated to provide credits,allguin the form of free service for a short perifdtime. Services that result from providing
these credits are not included in revenue andt®ltve not been material.

Cost of revenue for the communications businedsidies leased capacity, right-of-way costs, acckasges and other third party circuit costs
directly attributable to the network, as well astsmof assets sold which were immaterial in thedtand six month periods ended June 30, 200:
and 2002.

The Company's information services business is cisen of two operating units:i (Structure, a provider of computer infrastructure
outsourcing services, and Software Spectrum, l'Soffware Spectrum™), a global distributor, marketed reseller of business software) (
Structure provides outsourcing services, 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 theéceeiy provided, generally equal to the contract
value recognized on a straight-line basis. Cose¢wénue for these businesses includes costs a#ileuto employees directly responsible for
supporting the customer's operations, softwareytarel maintenance, software/hardware rental anédedata circuits.

Software Spectrum is a reseller of business sofiwatcounting literature provides guidance to eaapmpanies to determine whether
revenues from the reselling of goods and servibesld be recorded on a "gross” or "net" basis. Company believes that the facts and
circumstances of the Software Spectrum businesscylarly those involving pricing and credit riskdicate that the majority of Software
Spectrum's sales should be recorded on a "grosss. Jde latitude and ability of Software Spectronestablish the selling price to the
customer is one significant indication of "grossVenue reporting. The assumption of credit risknisther important factor in determining
"gross" versus "net" reporting. Software Spectras the responsibility to pay suppliers for all pro ordered, regardless
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of when, or if, it collects from its customers. Badre Spectrum is also solely responsible for deit@ng the creditworthiness of its customers.

Microsoft Corporation, a significant supplier offtseare to Software Spectrum, changed certain licgngrograms in 2001 whereby new
enterprise-wide licensing arrangements will beeatidilled and collected directly by Microsoft. 8efire Spectrum will continue to provide
sales and support services related to these trtamssiand will earn a service fee directly from kisoft for these activities. Under this
licensing program, Software Spectrum only recogthe service fee it receives from Microsoft aeraie and not the entire value of



software for sales under this program. The Compamyinues to sell Microsoft products under varibasnsing programs but has recently
experienced an increase in the level of sales uhieenew program. If Microsoft is able to succe#igfimplement and sell a significant amount
of software under this program, or it is determitteat the accounting for reselling of the softwsineuld be recorded on a "net" basis, the
Company may experience a significant decline iorimiation services revenue and a comparable dealioest of revenue.

Revenue is recognized from software sales at the ¢if product shipment, or in accordance with teofrl&censing contracts, when the price to
the customer is fixed, and collectibility is reaably assured. Revenue from maintenance contractsdgnized when invoiced, the license
period has commenced, when the price to the custanfized, and collectibility is reasonably assiliras Software Spectrum has no future
obligations associated with future performance utigliese maintenance contracts. Advance billingsererded as deferred revenue until
services are provided. Cost of revenue includesctitosts of the licensing activity and costs trchase and distribute software. The costs
directly attributable to advance billings are degdrand included in Other Current Assets on thealislated condensed balance sheet. Rebate
income received from software publishers is recogphias a reduction of cost of revenue in the peariadhich the rebate is earned based on a
systematic allocation of the total rebate thatr@bpble.

In June 2001, the FASB approved SFAS No. 143, "Antiag for Asset Retirement Obligations” ("SFAS Nd3"). SFAS No. 143 establishes
accounting standards for recognition and measureafenliability for an asset retirement obligatiand the associated asset retirement cost.
The fair value of a liability for an asset retiremebligation is to be recognized in the periodvimich it is incurred if a reasonable estimate of
fair value can be made. The associated retirenosts @re capitalized and included as part of theyiog value of the long-lived asset and
amortized over the useful life of the asset. SFAS NI3 was effective for the Company beginningamuary 1, 2003. The Company's coal
mining business had previously accrued, as a coemgaf cost of revenue, an estimate of future reatéon liability. The net effect of the
adoption of SFAS No. 143 to the Company's coal ngifdusiness as of January 1, 2003 was a decreaseadnrrent liabilities of
approximately $5 million (which will be amortized éxpense in future years) and was reflected asralative-effect adjustment in the
consolidated condensed statement of operationscdmenunications business has entered in to certdatation leases whereby it is required
upon termination of the lease, to remove the lealdéimprovements and return the leased space @wigsal condition. The Company has also
entered in to right-ofvay agreements for its intercity and metropolitetworks that may require the removal of the condpdn termination ¢
the agreement. Upon adoption of this standard poalg 1, 2003, the Company also recorded obligationd corresponding assets of
approximately $31 million upon adoption of SFAS Nd3 on January 1, 2003 for these lease and righyp agreements. Accretion of asset
retirement obligation expense of $3 million andn$ilion was recorded

11

during the three and six months ended June 30,,2888ectively; resulting in total asset retiremaritgations, including reclamation costs for
the coal business, of $121 million at June 30, 20B@ Company has restricted cash of approxim&lymillion set aside to fund the
reclamation liabilities. Accretion expense of $2limh and $3 million related to the communicatidnssiness was recorded in selling, general
and administrative expenses on the consolidatedesmed statements of operations for the threeiamdanths ended June 30, 2003,
respectively. Accretion expense of $2 million ardrillion related to the Company's coal mining Inesis was recorded in cost of revenue on
the consolidated condensed statements of operdtotise three and six months ended June 30, 2@8Bgectively. There were no material
payments or settlements of asset retirement omiggtiuring the six months ended June 30, 2003 fdlleving is unaudited pro-forma
financial information of the Company assuming SM& 143 had been in effect as of January 1, 2000:

Three Months Six Months Years Ended December 31

Ended Ended

June 30, June 30,
(dollars in millions, except per share data) 2002 2002 2002 2001 2000
Asset Retirement Obligatiol $ 111 $ 111 % 11C % 102 95
Effect of SFAS 14 ) (%) (8) (6) (5)
Prc-Forma Net Los: (15¢) (250) (86€) (4,989 (1,460
Prc-Forma Loss Per Sha (0.40 (0.69) (2.19) (13.39 (4.0%)

In April 2002, the FASB issued SFAS No. 145, "Residn of FASB Statements No. 4, 44, and 64, AmemdimeFASB Statement No. 13, a
Technical Corrections” ("SFAS No. 145"). SFAS Nd5Wwas effective for fiscal years beginning andaiartransactions entered into after
May 15, 2002. SFAS No. 145 requires gains and foBsen the extinguishment of debt be classifiegxsaordinary items only if they meet"
criteria in APB Opinion No. 30. Previously, FASBagtment No. 4 generally required all gains andde$om debt extinguished prior to
maturity to be classified as an extraordinary itarthe statement of operations. APB Opinion Noré&fuires that to qualify as an extraordinary
item, the underlying event or transaction shoulgsess a high degree of abnormality and be of adigaely unrelated to, or only incidentally
related to, the ordinary activities of the Compaaryd would not reasonably be expected to recurdrfdreseeable future. Any gain or loss on
extinguishments of debt classified as an extraagiitem in prior periods that does not meet ttiteiga in APB Opinion No. 30 should be
reclassified. Upon adoption of SFAS No. 145, duth®orecurring nature of its debt repurchases anbanges, the Company reclassified the
related gains previously classified as extraorgimgins during the three and six months ended 30n2002 of $76 million and $206 million,
respectively, in the statement of operations t@otion-operating income.

On January 1, 2003 the Company adopted SFAS Noq."260unting for Costs Associated with Exit or pisal Activities", ("SFAS
No. 146"). Under SFAS No. 146 the Company can ngéo record estimated losses upon the decisioxrita éusiness. The Compan
information services business announced, in 20@8,it was exiting the systems integration businesstact services business ¢



consolidating certain facilities and operation$Software Spectrum. The Company expects to incusdos workforce reductions, lease
terminations and loss of tax incentives as a rasduhis decision. Due to the adoption of SFAS 46, the Company will not record the
anticipated losses nor the costs associated wetethctions until they occur.
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In April 2003, the FASB issued SFAS No. 149, "Amereht of Statement 133 on Derivative Instrumentstdedging Activities”, ("SFAS

No. 149"). SFAS No. 149 amends and clarifies theanting and reporting for derivative instrumeimngjuding embedded derivatives, and
hedging activities under FASB Statement No. 133;c®unting for Derivative Instruments and Hedgingivities". SFAS No. 149 is effective
for contracts entered into or modified after JuBe2Z003, and for hedging relationships designated dune 30, 2003. The Company currently
does not use derivative instruments as definedA#SSNo. 149 and does not believe that the adomtidhis standard will have any impact on
the Company's consolidated financial statements.

In May 2003, the FASB issued SFAS No. 150, "Acconghfor Certain Financial Instruments with Charaistécs of Both Liabilities and
Equity", ("SFAS No. 150"). SFAS No. 150 providegdance on how an entity classifies and measurgaindimancial instruments with
characteristics of both liabilities and equity. S&-No. 150 is effective for financial instrument$ezad into or modified after May 31, 2003,
otherwise is effective at the beginning of thetfirderim period beginning after June 15, 2003. Toenpany has not entered into any material
financial instruments meeting the liability recatipn requirements of SFAS No. 150. Therefore, tben@any does not believe that the
adoption of SFAS No. 150 will have a material imipaic the Company's consolidated financial statement

In November 2002, the FASB issued FASB Interpretablo. 45, "Guarantor's Accounting and Disclosuegitrements 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 iisssged. It also clarifies that 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 Company has not ehterte any material arrangements or guarantedsitbat the criteria of this interpretation
and the adoption of this interpretation did notdavmaterial effect on its results of operations fmancial position.

In January 2003, the FASB issued FASB Interpretatio. 46, "Consolidation of Variable Interest Eestan 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 grthgholders 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 immediatelysariable interest entities created after Janu&n2803, 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 @abde interest that it acquired before Februar)3. The adoption of FIN 46 by the Comp.
did not have a material effect on its financialufesfor the three and six months ended June 308 20d is not expected to have a material
effect on its future results of operations or ficahposition as the Company has no unconsolidegeidble interest entities.
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In January 2003, the EITF addressed the accoufdirgubsequent investments in equity method inessédter the suspension of equity me
loss recognition in Issue No. 02-18: "Accounting &ubsequent Investments in an Investee after 8agpeof Equity Method Loss
Recognition" ("EITF 02-18"). The EITF reached a sensus that if the additional investment, in whalén part, represents, in substance, the
funding of prior losses, the investor should reéogpreviously suspended losses only up to the atfithe additional investment determir

to represent the funding of prior losses. EITF 8X%hould be applied to additional investments initygmethod investees made subsequent to
February 5, 2003, and previously suspended cummeléisses existing at the time of that investm®&e Company has not made any additit
investments in investees in which equity method tegognition has been suspended and does nottd&iéc02-18 to have a material effect
on its results of operations or financial position.

In May 2003, the EITF addressed how to determinetiadr an arrangement contains a lease that isnvitiei scope of SFAS No 13,
"Accounting for Leases" ("SFAS No 13") in Issue M@-8: "Determining Whether an Arrangement Containease" ("EITF 01-8"). The
guidance in EITF 01-8 requires both parties tormargement to determine whether a service contrasimilar arrangement is or includes a
lease within the scope of SFAS No 13. An arrangerisesm lease or contains an embedded lease ihiteys the right to control the use of
property, plant or equipment. If an arrangemenwei®rmined to be a lease pursuant to SFAS No ¥8ntes formerly reported from sales of
products or services may need to be treated aal @niieasing income. EITF & should be applied to new or modified arrangembatgnning
after May 28, 2003. The Company does not expecEBIT-8 to have a material effect on its future Itssaf operations or financial position.

Deferred income taxes are provided for the tempyatdferences between the financial reporting andhasis of the Company's assets and
liabilities using enacted tax rates in effect foe year in which the differences are expectedverse. Net operating losses not utilized ca



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 theterred tax assets will be realizable.
Federal legislation enacted in 2002 permitted then@any to apply unutilized net operating lossesregd 996 taxable income. As a result, the
Company recognized a federal income tax benefitraoeived a refund of $119 million in the first quea of 2002.

Where appropriate, items within the consolidateddemsed financial statements have been reclas#ifiedthe previous periods to conform to
current period presentation.

2. Acquisitions

On February 4, 2003, Level 3 completed the acdoisiif substantially all of the assets and operatiof Genuity, Inc. ("Genuity"), a Tier 1
Internet Protocol (IP) communications company. Wdtel cash consideration, including transactiorts;osas approximately $144 million
including approximately $60 million in cash cons@l@on to the Genuity bankruptcy estate plus appnately $77 million in cash to reimburse
the estate for payments on assumed capital ledigatidins related to network operating equipmemtaddition, Level 3 assumed certain of
Genuity's long term operating agreements. Leveit8red into certain transactions with Genuity ptathe acquisition of Genuity by Level 3,
whereby it received cash for communications sesvioebe provided in the future. As a result ofdlquisition, Level 3 can no longer amortize
this deferred revenue into earnings and
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accordingly, reduced the purchase price appligddmet assets acquired in the Genuity transabiidi’6 million, the amount of the
unamortized deferred revenue balance on Febru&9Q8. The preliminary fair value of the tangibssets acquired was determined based on
the fair value of similar assets. Customer consracd liabilities were valued based on future dkstrs and customer lists were valued using
the expected replacement cost. The results of bpesaattributable to the Genuity assets and li@sl are included in the 2003 consolidated
condensed statements from the date of acquisifioa.Genuity transaction provides Level 3 the opputy to acquire high-quality customers
and create additional value by leveraging the ngtvaad operating synergies of the combined business

The terms of the transaction also provide for pbssing purchase price adjustments related toinguat of (a) annualized recurring revenue,
(b) various prepaid items and deposits, (c) proptastes payable on purchased property, (d) severpagments to certain of Genuity's former
employees and (e) an adjustment based on the aggragllar value of rejection claims in the Gentlugnkruptcy estate. Level 3 and the
Genuity bankruptcy estate will submit the calcuatof the post-closing purchase price adjustmeahtmdependent arbitrator. Level 3
anticipates that the arbitrator will rule on thespolosing purchase price adjustment in the figdt bf 2004.

In January 2002, Level 3 completed the acquisitibtihe wholesale dial-up access business of McL&A&IUhcorporated ("McLeod™), for
approximately $51 million in cash consideration #mel assumption of certain operating liabilitieted to that business. The acquisition
included customer contracts, approximately 350 P@Bsts of Presence) and related facilities actiosd).S., equipment, underlying circuits
and certain employees. The allocation of the pisehmice resulted in the cash consideration plsisrasd liabilities exceeding the fair value of
the identifiable tangible and intangible assetauaegl by approximately $41 million, which was reded as goodwill. The results of operations
attributable to the McLeod assets and liabilitiesiacluded in the consolidated condensed statesmérperations from the date of acquisition.

In March 2002, the Company acquired privately l@tapSoft, Inc. ("CorpSoft"), a global provider, rkater 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 approximately $95 million, adjusted far@Soft's $34 million cash position on the acqigsidate. The $129 million cash purchase
price, including transaction costs, exceeded thevédue of the net tangible and intangible asbgtapproximately $128 million based on a
valuation of the assets acquired and an estimdielilities assumed. The values of the tangibketswere determined primarily by using the
fair value of similar assets. The intangible customelationships were valued using the estimatadduwliscounted cash flows attributable tc
relationships.

In June 2002, the Company completed the acquisiid@oftware Spectrum, Inc., a global provider, keter and reseller of business software.
Software Spectrum shareholders received $37 infcashLevel 3 for each share of Software Spectrammon stock. The total cash
consideration, including outstanding options amadi$action costs, was approximately $135 milliore Transaction was valued at
approximately $95 million, adjusted for SoftwareeBwum's $40 million cash position on the acqusitilate. The $135 million purchase price,
including transaction costs, exceeded the fairezaluthe net tangible and intangible assets byapmately $79 million based on a valuatior
the assets acquired and an estimate of liabitgssimed. The values of the tangible assets wezenuiaed
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primarily by using the fair value of similar assefse intangible customer relationships were valusidg the estimated future discounted cash
flows attributable to the relationshiy



The results of CorpSoft and Software Spectrum'satjpms are included in the consolidated condestsements of operations from the dates
of acquisition. Effective on December 31, 2002, i3wft was merged with and into Software Spectruith ®oftware Spectrum being the
surviving company.

The following is unaudited préarma financial information of the Company assumting acquisitions of McLeod, CorpSoft, Software Gpem
and Genuity had occurred at the beginning of thieogds presented:

Pro Forma

Six Months Ended

As Restated

June 30, June 30,

(dollars in millions, except per share data 2003 2002
Revenue $ 223¢ % 2,29¢
Net Loss before Change in Accounting Principle Bistontinuec

Operations (340 (760)
Cumulative Effect of Change in Accounting Princi 5 —
Income (Loss) from Discontinued Operatic @) 1
Net Loss (342 (759
Net Loss per Shai (0.79) (1.92)

The pro-forma information for the six-month perieaiding June 30, 2002 has been restated to referuti€y's results of operations through
June 30, 2002 and include $186 million of restriiniand impairment charges attributable to Genuity

The distressed financial condition of Genuity hesutted in the deterioration of its recurring ravemase. Level 3 expects revenue to be
significantly below historical results reported Ggnuity as a result of customers disconnectingaeriThe Company also expects to reject
certain customer contracts that will also result iecrease in revenue. Included in the 2002 praddnformation is $186 million of
impairment charges related to deployed assetstsassiel for sale, goodwill and intangibles, as vaslirestructuring charges for workforce
reductions and lease termination charges for abmditacilities attributable to Genuity.

Included in the actual results and pro-forma finahioformation for the six months ended June 3M2are certain amounts which impact the
comparability of the results, including $294 mitliof revenue related to a contract settlement fuckthe revenue had been in the process of
being recognized over the contract term, a $70aniljain on the sale of the Company's interedsitoil road operations and $190 million of
induced conversion expense as a result of thenssuaf shares of Level 3 Common Stock in exchangea portion of the Company's
convertible debt. Included in the actual resultd pro-forma financial information for the six mostanded June 30, 2002 are certain amounts
which impact the comparability of the results, irdihg gains of $206 million as a result of the pasttinguishments of certain long-term debt
and a gain of $101 million on the sale of a portdéthe Company's investment in Commonwealth Tedeph
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The following are the assets and liabilities acegiiin the McLeod, CorpSoft, Software Spectrum arduity transactions as of their respective
acquisition dates:

Software
(dollars in millions) McLeod CorpSoft Spectrum Genuity
Assets:
Cash and cash equivalents $ — % 34 3 40 % —
Accounts receivabl — 134 13C —
Other current assets — 18 3 33
Property, plant and equipment, net 12 6 13 27C
Identifiable intangible: 49 26 49 131
Goodwill 41 12¢€ 79 —
Other assets — 11 1 22
Total Asset: 10z 357 31t 45€
Liabilities:
Accounts payabl — 181 13¢ —
Accrued payrol — 19 19 —

Other current liabilities 43 7 23 52



Current portion of long-term debt 8 — — 121

Long-term debt — — — 18¢
Deferred revenue—Genuity — — — 6
Deferred revenue—Level 3 — — — 76
Other liabilities — 21 — 21
Total Liabilities 51 22¢ 18C 31z
Purchase Pric $ 51 § 12¢ 3 13t 3 144

The fair market value of the assets and liabiliiequired in the Genuity acquisition were determiibased on a valuation completed in

May 2003. In the second quarter of 2003, Levelcdmded $11 million of additional liabilities (witd corresponding increase in property, plant
and equipment and identifiable intangibles) foresance benefits earned by former Genuity emplogées to the acquisition and obligations
for which the Company will not receive any econoimémefit. The purchase price allocation is prelamnand could change significantly.

During the second quarter of 2003, the Companyeéstiie managed hosting portion of the businessjitieed through its recent transaction
with Genuity. The Company's hosting customers gretations will be served by Computer Sciences Gatmm ("CSC"). Due to the decision
to exit the managed hosting portion of the businebéch had been contemplated at the time of adtpnsthe net operating results of the
business have not been consolidated in the coaseticcondensed statement of operations. Level Baticealize any proceeds from the sale of
the hosting business to CSC. Level 3 continues\@w the operations acquired in the Genuity tretiga to see how they will assist in
providing communications and information services.
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3. Discontinued Operations

In June 2003, Software Spectrum announced thastexiting the contact services business in omleohcentrate on the software business. In
conjunction with this decision, Software Spectruwids significant portion of the contact servicesibess to H.1.G. Capital for approximately
$8 million in cash subject to working capital adjuents. Software Spectrum recorded a loss wittnatitinued operations of approximately
$9 million on the sale. The terms of the salesemgent required Software Spectrum to provide a iceai@ount of working capital with the
business at the time of closing. In July 2003, Bafe Spectrum paid H.l.G. Capital approximatelynfifion for working capital adjustments
which reduced the net proceeds received in theacion. In addition, Software Spectrum paid H.IGapital approximately $2 million

primarily for accounts receivable purchased byGl.ICapital but collected by Software Spectrum duthre second quarter and subsequent to
the closing date.

The Company is in the process of closing the reimgioontact services facilities not included in fae, and expects to record additional
expenses within discontinued operations duringsgwnd half of 2003.

The following is the summarized results of openragiof the contact services business for the sixthsoended June 30, 2003 and 2002. The
results of operations for the six months ended B&002 were not significant due to the busimessg acquired in June 2002.

Six Months Ended

June 30,
2003 2002

Revenue $ 38 $ —
Costs and Expense

Cost of revenue 25 —

Depreciation and amortizatic 1 —

Selling, general and administrative 10 —

Total costs and expenses 36 —

Income from Operation 2 —

Loss from Sale of Discontinued Operatic (9) —

Loss from Discontinued Operatio $ n $ —



In December 2001, Level 3 announced that it hadeayto sell its Asian telecommunications busines$dach Ltd. for no cash consideration.
The agreement covered subsidiaries that included#ian network operations, assets, liabilities fardre financial obligations. This included
Level 3's share of the Northern Asian cable systapacity on the Japan-US cable system, capitabpathtional expenses related to these two
systems, gateways in Hong Kong and Tokyo, andiegististomers on Level 3's Asian network. The tatien closed on January 18, 2002.

In December 2001, Level 3 recorded a loss equiid@arrying value of the assets plus the valdetafe obligations. Based upon the terms of
the agreement, the Company was required to payzgiopately $49 million for certain capital obligatie for the two submarine systems to be
sold to Reach, and estimated transaction costsCbhgpany paid $48 million of the accrued liabilityring the first six months of 2002.
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4. Settlement Revenue

In February 2003, Level 3 and XO Communications@"Xamended their 1998 cost sharing and IRU agreeme part of the 1998
agreement, XO purchased 24 fibers and one empguitomlong Level 3's North American intercity netlkeoThe amended agreement, among
other things, requires XO to return six fibers #mel empty conduit to Level 3. In return Level 3Ivi reduce the annual operations and
maintenance ("O&M") charges XO was required to pagler the original agreement, 2) provide XO anaptexpiring July 2007, to acquire a
20 year IRU for a single conduit within or alongvieé3's intercity network and 3) provide XO an optto 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, Level 3 def# and amortized the revenue attributable ta:tmeluit over the term of the original
agreement. As a result of the amended agreemeve| Behas no further obligation with respect to dhigiinal conduit, and thus recognized
$294 million of communications revenue relatedn® temaining unamortized deferred revenue, lestathealues of the other separable
elements of the amended agreement. The value ottiee elements was determined based on the flaie wd similar assets.

5. Restructuring and Impairment Charges

In 2001, the Company reduced its global work fopremarily in the communications business in thetébh States and Europe by
approximately 2,700 employees due to the duratimhszverity of the slowdown in the economy andtéecommunications industry.
Restructuring charges of $108 million were recoruhe®001 of which $66 million related to staff redion and related costs and $42 million to
real estate lease termination costs.

In the second and third quarters of 2002, Levedcdrded restructuring charges of $3 million andriiion, respectively for costs associated
with workforce reductions of approximately 300 eoyaes in North America and Europe. The workforaiotions were primarily related to
the integration of CorpSoft and Software Spectrgnwvall as to ensure a cost structure appropriatthéodifficult communications market. The
Company reversed $4 million, $2 million and $7 raill of restructuring liabilities during the secomitiyd and fourth quarters of 2002,
respectively, due to the successful terminatioleases for less than had originally been estimiat@®01.

In the first quarter of 2003, Level 3 announcedkfance reductions that would ultimately affect apgmately 800 employees in the
communications business by the end of 2003. Thetgena were primarily a result of the integratidraoquired operations from the Genuity
transaction into Level 3's operations and the Compaatching its European cost structure with exgaecevenues. As of June 30, 2003, the
Company had notified approximately 600 employeas ey would be affected by these actions. The i2my recorded restructuring charges
of approximately $5 million and $16 million relatemlthese actions during the three and six mombea June 30, 2003, respectively. As of
June 30, 2003, the Company had paid $13 milliccosts associated with the 2003 workforce reductions

As of June 30, 2003, the Information Services bessrecognized approximately $4 million of restiiag charges related to the ongoing
integration and restructuring of Software Spectramyell as the closure of Structure's systems integration operations iratré] These
actions are expected to affect approximately 28pleyees. As of June 30, 2003 the Company had adtédpproximately 250 employees that
they would be affected by these actions. As of Bhe2003, the Company had paid
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approximately $1 million in costs associated withse workforce reductions. The Company expectsciar iadditional costs for workforce
reductions, lease terminations and loss of taxntiees in the third quarter of 2003.

A summary of the restructuring charges and relativity follows:

Severance and Relate
Facilities Related

Number of



Employees Amount Amount
(in millions) (in millions)

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 10
2003 Charge 89¢ 20 —
2003 Payment (391) 17 2
Balance June 30, 20( 56z $ 6 $ 8

| | ]

Impairments

During the second quarter of 2002, the Companyrdstban impairment charge of $44 million relatedrooperating colocation facility near
Boston, as well as excess communications invergodycertain corporate facilities in Colorado. Agsult of the completion of additional
colocation space in Boston by other providers cthrinued overabundance of communications equipinghe secondary markets, and the
soft demand for office space in the metropolitam@ area, the Company believed that these assetsobsolete and that the estimated future
undiscounted cash flows attributable to these asgetld be insufficient to recover their currentrgang value.

Level 3 continues to conduct a comprehensive rewikits communications assets, specifically assefdoyed in and along its intercity
network, in its gateway facilities and its colocatifacilities and obligations. It is possible thdtitional communications assets may be
identified as obsolete or excess and additionahimpent charges recorded to reflect the realizahlee of these assets in future periods.

6. Sale of Toll Road Operations

On January 3, 2003, California Private Transparta€ompany ("CPTC"), a majority owned subsidiaryheaf Company, sold the "91 Express
Lanes" toll road in Orange County, California te tbirange County Transportation Authority. The Conyp@ceived net proceeds from the
of $46 million and recorded a gain of approximat®ip million in other, net in the consolidated censed statement of operations. The
Company's total longerm debt was reduced by approximately $139 miléiera result of the sale as the debt incurrechemfie the constructi
of the toll road had been consolidated due to the@any's 65% equity interest in CPTC.
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7. Loss Per Share

The Company had a loss from continuing operationshfe three and six months ended June 30, 2002@0®2l Therefore, the dilutive effect
the approximately 9 million and 12 million sharesuable pursuant to the convertible subordinatéssmuutstanding at June 30, 2003 and 2
respectively, have not been included in the comjmurtaf diluted loss per share, because their Bioluwould have been anti-dilutive to the
computation. In addition, the dilutive effect obthpproximately 53 million and 58 million optionsdawarrants outstanding at June 30, 2003
and 2002, respectively, have not been includetiéercomputation of diluted loss per share becateeiticlusion would have been anti-dilutive
to the computation.

The following details the earnings (loss) per sltaleulations for the Level 3 common stock:

Three Months Ended Six Months Ended

June 30, June 30,
(dollars in millions, except per share data) 2003 2002 2003 2002
Net Loss Before Change in Accounting Principle
Discontinued Operatior $ (453 $ (156) $ (341 $ (24¢€)
Cumulative Effect of Change in Accounting Princi — — 5 —
Loss from Discontinued Operatio 9 — @) —
Net Loss $ (462) $ (15€) $ (343 $ (24€)

Total Number of Weighted Average Shares Outstanding
used to Compute Basic and Dilutive Earnings (L&%<’



Share (in thousand 484,43t 398,72: 467,72 395,02(

Earnings (Loss) Per Share of Level 3 Common StBelsi¢

and Diluted):
Before Change in Accounting Principle and Discounid
Operations $ 093 $ 039 $ 079 $ (0.62)
Cumulative Effect of Change in Accounting Princi — — 0.01 —
Discontinued Operatior (0.09 — (0.0 —
Net loss $ 0.95 $ 039 $ 079 $ (0.62)
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8. Receivables

Receivables at June 30, 2003 and December 31,\28@2as follows (dollars in millions):

Information
Communications Services Coal Other Total

June 30, 200:
Accounts Receivab—Trade:
Services and Software Sa $ 19t $ 332 $ 9% — $ 53¢
Other Receivable 5 — — — 5
Allowance for Doubtful Account (25) 9 — — (34)

$ 17t $ 322 % 9% — 3 507

December 31, 200:
Accounts Receivab—Trade:

Services and Software Sa $ 58 $ 477 $ 10 $ 1% 54¢
Joint Build Cost: 1 — — — 1
Other Receivable 9 — — — 9
Allowance for Doubtful Account (24) 5) — — (29)

$ 44 % 47z $ 10 % 13 527

Accounts receivable of $12 million attributablethe Information Services' contact services busiagfecember 31, 2002 have been
reclassified to current assets of discontinuedatjmers on the consolidated condensed balance abeetesult of the sale of the contact sen
business during the second quarter of 2003.

Other receivables primarily include neervice related receivables including European \(¥dlue Added Taxes), sales tax refunds, equipt
sales and other miscellaneous items.

The Company recognized bad debt expense in sefjarggral and administrative expenses of $3 mikind $7 million for the three and six
months ended June 30, 2003, respectively. The Coymezognized bad debt expense of $1 million anch#don for the three and six months
ended June 30, 2002, respectively. The Companydsed accounts receivable and allowance for ddwditéounts by approximately

$2 million for the six months ended June 30, 20606B8previously reserved for amounts the Companyrdekas uncollectible.

9. Property, Plant and Equipment, net

The Company has substantially completed the cortstruof its communications network. Costs assedatirectly with the network, includir
employee related costs, have been capitalizedindgigst expense incurred during construction vegstalized based on the weighted average
accumulated construction expenditures and thedsteates related to borrowings associated witltdimstruction. The Company generally
capitalizes direct costs associated with networstroiction, provisioning of services and softwaggelopment. Capitalized labor and related
expenses associated with employees and contrastiadyking on capital projects was approximately $dillion and $28 million for the three
and six months ended June 30, 2003, respectivetiuded in capitalized labor and related expenses$t million and $2 million of
capitalized non-cash compensation expense relateptions and warrants for the three and six moatied June 30, 2003, respectively.
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Capitalized labor and related expenses associdthcemployees and contract labor working on capitajects was approximately $18 million
and $41 million for the three and six months endiete 30, 2002, respectively. Intercity segmentevgay facilities, local networks and
operating equipment that have been placed in seare being depreciated over their estimated ubedd, primarily ranging from 3-25 years.

The Company continues to develop business suppsteras required for its business plan. The extatimatt costs of software, materials and
services, payroll and payroll related expensegifoployees directly associated with the project,iatetest costs incurred when developing the
business support systems are capitalized. Upon lediop of a project, the total cost of the busingggport system is amortized over a useful
life of three years.

During 2002 and 2003, Level 3 was able to finatizgotiations and claims on several of its largetirygar network construction projects. A
result, the Company released approximately $2Iianitknd $114 million of capital accruals for the sionths ended June 30, 2003 and 2002,
respectively that had previously been reportedraggty, plant and equipment. In the ordinary cewsbusiness, as construction projects
come to a close, the Company reviews the final antsodue and settles any outstanding amounts refiatbese contracts which can result in
changes to estimated costs of the constructiorepisj

Capitalized business support systems and netwarktaation costs that have not been placed inseihave been classified as construction-in-
progress within Property, Plant & Equipment below.

Accumulated Book
(dollars in millions) Cost Depreciation Value
June 30, 200
Land and Mineral Propertie $ 18C $ a7n $ 162
Facility and Leasehold Improvemel
Communications 1,307 (155) 1,152
Information Services 28 (6) 22
Coal Mining 65 (63) 2
Network Infrastructure 4,31¢ (593) 3,72¢
Operating Equipmer
Communications 1,53¢ (803) 731
Information Service 85 (58) 27
Coal Mining 154 (14¢€) 8
Network Construction Equipme 34 (15) 19
Furniture, Fixtures and Office Equipme 11¢ (90 29
Constructiorin-Progres: 62 — 62
$ 7881 $ (1,946 $ 5,941
I I
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Accumulated Book
(dollars in millions) Cost Depreciation Value
December 31, 2002
Land and Mineral Propertie $ 17¢ $ 13) $ 16t
Facility and Leasehold Improvemei
Communications 1,26( (125) 1,13t
Information Service 28 5) 23
Coal Mining 65 (63) 2
CPTC 92 ()] 75
Network Infrastructure 4,217 (448) 3,76¢
Operating Equipmer
Communication: 1,28( (615) 66&
Information Services 81 (55) 26
Coal Mining 78 (70 8
CPTC 19 (13 6



Network Construction Equipme 34 (12 22

Furniture, Fixtures and Office Equipme 12¢€ (85) 41
Constructio-in-Progres: 73 — 73
$ 752 $ (1,52) $ 6,00¢
| |

Depreciation expense was $210 million and $404ianilfor the three and six months ended June 303,2@3pectively. Depreciation expense
was $186 million and $391 million for the three aixilmonths ended June 30, 2002, respectively.

10. Goodwill

The Company adopted the provisions of SFAS No.ifd2nuary 2002. SFAS No. 142 requires companisedoegate identifiable intangible
assets acquired in a business combination fromwidod@he remaining goodwill is no longer subjeotamortization over its estimated useful
life. However, the carrying amount of the goodwiillist be assessed at least annually for impairnséng & fair value based test. Level 3 has
acquired several businesses since the adoptioRASMNo. 142. In January 2002, Level 3 completedaitguisition of McLeod's wholesale
dial-up business. The total purchase price paid fomMbleeod assets exceeded the fair value of the retiithble tangible and intangible ass
acquired and resulted in goodwill of $41 million.

In March and June of 2002, the Company acquire@1@9 million and $135 million, including transasticosts, CorpSoft and Software
Spectrum, respectively. The combined purchasee ericeeded the fair value of the net tangible atahgible assets by approximately
$207 million, which was recognized as goodwill, ézhen valuations of the assets acquired and estinwdithe liabilities assumed. A final
assessment of the assets acquired and liabilgEs@ed in the CorpSoft and Software Spectrum tcéioss, performed in the second quarte
2003, resulted in a decrease in goodwill of apprately $7 million. The decrease in goodwill wasibtttable to declines in deferred tax and
other liabilities.

During the second quarter of 2003, the Companyfsv@oe Spectrum business was reviewed for possitg@irment pursuant to SFAS
No. 142. The Company determined that the fair vaflube Software Spectrum business was greaterithaet book value; therefore,
impairment charge was necessary as of June 30, 2003

Level 3 purchased substantially all of the assetaperations of Genuity in February 2003. A vabratndicated that the assets acquired n
the Company's estimate of obligations assumed was
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in excess of the purchase price paid by $37 milllsa result, the Company did not recognize gobdmwthis transaction and reallocated the
negative goodwill against the asset values in alzomare with SFAS No. 141.

In 1998, the Company acquired XCOM Technologies amd its softswitch technology. As of Januaryd)2, the Company had $30 million
unamortized goodwill remaining attributable to tacquisition.

11. Intangibles, Net

As of June 30, 2003, $21 million, $66 million, abtll6 million of intangibles, net of amortizatiomeattributable to the McLeod, Software
Spectrum (including CorpSoft) and Genuity acquisisi, respectively.

The Company has attributed approximately $49 nmlbd the McLeod purchase price to customer corgraith an amortization period equa
the term of the primary contract of approximatelyr8onths.

The Company has attributed approximately $26 nmlkad $49 million of the CorpSoft and Software $peu purchase prices, respectively
customer relationship intangible assets with arnatibn periods equal to ten years.

The Company has attributed approximately $131 omlbf the Genuity purchase price to identifiablemgible assets, including $93 million to
specific customer contracts and $38 million toeResting customer base. Level 3 expects to amattiese intangibles over periods ranging
from 3-5 years.

Intangible asset amortization expense was $18anilind $31 million for the three and six monthseshdune 30, 2003, respectively. Intang
asset amortization was $4 million and $9 millionttee three and six months ended June 30, 2002ectgely.

The amortization expense related to intangibletaszerently recorded on the Company's books foh ed the five succeeding years



estimated to be the following for the years endeddnber 31: 2003-$56 million; 2004-$50 million; 8e889 million; 2006-$39 million and
2007-$15 million.

12. Other Assets, Net

At June 30, 2003 and December 31, 2002 other assesssted of the following:

June 30, December 31,

(dollars in millions) 2003 2002
Investment $ 24 $ 21
Debt Issuance Costs, r 72 93
Prepaid Network Asse 30 11
Assets Held for Sal 8 1C
Employee and Officer Notes Receiva — 3
CPTC Deferred Development and Financing C — 19
Other 8 15

$ 14z % 17z

The Company holds equity positions in two publithded companies: RCN Corporation ("RCN") and Comerlth Telephone. RCN is a
facilities-based provider of bundled local and |afigtance phone,
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cable television and Internet services to residéntiarkets primarily on the East and West coastgedisas Chicago. Commonwealth Teleph
owns Commonwealth Telephone Company, an incumbeat Exchange carrier operating in various rurali3glvania markets, and CTSI, |
a competitive local exchange carrier.

On June 30, 2003, Level 3 owned approximately diiamishares of RCN common stock and approximabeky million of Commonwealth
Telephone Class B common shares, representingxdppately 24% and 4% of the outstanding shares diilR6d Commonwealth Telephone,
respectively, and accounts for its investment icheantity using the equity method. The market valithe Company's investment in RCN and
Commonwealth Telephone was $53 million and $49iomjlrespectively, on June 30, 2003.

In 2002, the Company sold in two transactions agregate of approximately 9.6 million shares of cammstock of Commonwealth Telephao
or 90% of its holdings in Commonwealth Telephonige Tompany received net proceeds of $325 milli@hranognized gains on the sales of
approximately $191 million.

As a result of these transactions, the Company @appsoximately 4% of the total Commonwealth Telaphshares outstanding as of June 30,
2003 through its ownership of 1,017,061 sharesla§<CB common stock. Class B common shareholdersrditled to 15 votes for every share
held. Therefore, the Company held a 29% voting&stein Commonwealth Telephone at June 30, 2008.Dimarily to the Company's
significant voting interest in Commonwealth Telepbpthe Company accounts for the investment usiag¢uity method.

On April 25, 2003, it was announced that the Corggard Commonwealth Telephone had entered intoapiadization agreement that
provides for the reclassification and conversioeach outstanding share of Commonwealth Telephtemes® common stock into 1.09 shares
of Commonwealth Telephone common stock. If the jdeapproved by Commonwealth Telephone's sharetgltevel 3's voting interest
would be reduced from approximately 29.3% to appnexely 4.6%. The recapitalization agreement iseekgd to be voted on by
Commonwealth Telephone's shareholders during et dlnarter of 2003.

The Company's investment in Commonwealth Telephioelyding goodwill, was $17 million and $15 millicat June 30, 2003 and
December 31, 2002, respectively.

During 2000, Level 3's proportionate share of RGbdkses exceeded the remaining carrying value e€lL&s investment in RCN. Level 3 dc
not have additional financial commitments to RCierefore it recognized equity losses only to thtemtxof its investment in RCN. Level 3
will not record its equity in RCN's profits untihtecorded equity in losses has been offset. Thep@agndid not recognize equity losses
attributable to RCN for the six months ended June2B03 of approximately $23 million; increasing tiotal amount of suspended equity lo
to approximately $686 million at June 30, 2003. Tmenpany did not recognize approximately $318 onillof suspended equity losses
attributable to RCN for the six months ended June2B02. The Company's investment in RCN, includjngdwill, was zero at June 30, 2003
and December 31, 2002.

As of the date of completion of the Genuity traisec Level 3 was obligated as part of certain dpease agreements, to purch



approximately $30 million of operating and mainteca ("O&M") services from suppliers over the nestif years. The Company has reflected
the current ($9 million) and noncurrent ($21 mitljgortions of the payments due under these arraegts as prepaid assets and liabilities.
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Assets held for sale at June 30, 2003 include icetislecommunications equipment identified as ex@sl which management expects to sell
due to the Company's decision in June 2001 toosfizie its capital expenditures. Certain assetehmeen reclassified to other current assets
due to their sale in third quarter of 2003.

Loans outstanding from certain employees and oioé the Company totaled less than a million dsli&t June 30, 2003. The loans were t:
out in 2001 and are secured by Level 3 common stodither personal assets of the borrower andib&aest generally at 4.75%.

13. Long-Term Debt

At June 30, 2003 and December 31, 2002, long-tesint @as as follows:

June 30, December 31
(dollars in millions) 2003 2002
Senior Secured Credit Facilit
Term Loan Facility

Tranche A (4.64% due 200 $ 45C $ 45C

Tranche B (5.64% due 2008) 27¢ 27¢

Tranche C (5.84% due 2008) 40C 40C
Senior Notes (9.125% due 20( 1,28¢ 1,38¢
Senior Notes (11% due 20C 43: 43:
Senior Discount Notes (10.5% due 20 59¢€ 56€
Senior Euro Notes (10.75% due 20 367 33t
Senior Discount Notes (12.875% due 20 394 371
Senior Euro Notes (11.25% due 20 11¢ 10¢
Senior Notes (11.25% due 20! 124 124
Convertible Subordinated Notes (6.0% due 2( 364 364
Convertible Subordinated Notes (6.0% due 2( 52k 52t
Junior Convertible Subordinated Notes (9% due 2! — 50C
Commercial Mortgage:

GMAC (3.72% due 20(-2005) 12C 12C
Genuity Capital Lease Obligations (15% due 2-2006) 297 —
CPTC Lon¢term Debt (with recourse only to CPT(

(7.63% due 2004-2028) — 13¢
Other 7

5,75¢ 6,10¢€

Less current portion (125) 4

$ 563¢ $ 6,10z

The debt instruments above contain certain findreid non-financial covenants with which the Comphalieves it is in full compliance as of
June 30, 2003.

No interest expense or amortized debt issuancs vese capitalized for the six months ended Jup@@03 and 200z

In September 2002, the EITF issued 02-15, "DetamgikiVhether Certain Conversions of Convertible DielEquity Securities Are within the
Scope of FASB Statement No. 84". The EITF conclutthed these types of transactions should be aceddot as induced conversions in
accordance with SFAS
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No. 84. SFAS No. 84 requires a I-cash charge to earnings for the implied value dhdncement to convert from convertible debt to owon



equity securities of the issuer. In addition, unBEAS No. 84, an extraordinary gain or loss, adiegigle, is not recorded upon the conversion
of convertible debt. The accounting is to be agppeospectively for those convertible debt for égeixchanges completed after September 11,
2002, the date of the EITF's consensus. The Comggapljed the provisions of SFAS No. 84 to all camitde debt for equity exchange
transactions completed subsequent to the secomtbgo&2002.

In the third and fourth quarter of 2002, the Comppuarchased $99 million aggregate principal amadrits 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 issuable
pursuant to original conversion privileges was agpnately $14 million. Therefore, pursuant to thevpsions of SFAS No. 84, a debt
conversion expense of $88 million was recordedhénthird and fourth quarters of 2002.

In the first and second quarter of 2002, the Comganmchased $136 million aggregate principal amaidiis 6% Convertible Subordinated
Notes due 2009 and $35 million aggregate princpabunt of its 6% Convertible Subordinated Notes 2. The Company issu
approximately 12 million shares of its common stadth a market value of approximately $52 millidrhe transactions were accounted for as
extinguishments of debt, in accordance with APB R&®:'Early Extinguishment of Debt". The net gaintba early extinguishments of the de
including transaction costs and unamortized dedbisisce costs, was $71 million and $43 million,ther first and second quarters of 2002,
respectively, and was originally recorded as areextinary item.

During the second quarter 2002, the Company puech&g5 million face value ($53 million carrying ua) of its 12.875% Senior Discount
Notes due 2010. The Company issued approximatelillidn shares of its common stock worth approxietat$19 million in exchange fc
these senior notes. The transaction was accouates fan extinguishment of debt, in accordance AMRB No. 26, "Early Extinguishment of
Debt". The net gain on the early extinguishmerthefdebt, including transaction costs and unanegtdebt issuance costs, was $33 million
and was originally recorded as an extraordinam.te

During the second half of 2002, the Company pureti&i 2 million aggregate principal amount of it525% Senior Notes due 2008,

$12 million face value ($9 million carrying valuef)its 12.875% Senior Discount Notes due 2010,%8®Imillion face value ($79 million
carrying value) of its 10.5% Senior Discount Nadee 2008. The Company issued approximately 10anikhares of its common stock worth
approximately $50 million in exchange for theseieenotes. The transactions were accounted foxtsgalishments of debt, in accordance
with APB No. 26, "Early Extinguishment of Debt". &met gain on the early extinguishment of the debtuding transaction costs and
unamortized debt issuance costs, was $49 milliohveas originally recorded as an extraordinary item.

In February 2002, the Company's first-tier, whallyned subsidiary, Level 3 Finance, LLC purchase@lid8lion aggregate principal amount
of various issuances of the Company's debt for c&$881 million. The net gain on the extinguishnseot the debt, including transaction costs,
realized foreign currency gains and unamortized @slnance costs, was approximately $59 millionaad originally recorded as an
extraordinary item.

Pursuant to SFAS No. 145, the Company has redkedsife extraordinary gains on extinguishment diftdecognized in 2002 to Other Incor
The following is a reconciliation of financial imimation of
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the Company assuming that SFAS No. 145 had beefiigat in 2001 and 2002. There were no extinguisitmef debt in 2000.

Year Ended December 31,

2002 2001
Previously Previously
Reported Restated Reported Restated
Net Loss from Continuing Operatio $ 1,119 $ (856) $ (5,448 $ (4,379
Loss from Discontinued Operatio — — (60%) (605)
Extraordinary Gains on Debt Extinguishments, 25E — 1,07t —
Net Loss $ (85¢) $ (856 $ (4,979 $ (4,97¢)

Earnings (Loss) Per Share of Level 3 Common StBelsi¢ and

Diluted):
Continuing operation $ 2749 $ 211 $ (1459 $ (11.70
I I I I
Discontinued operatior $ — $ — 8 (1.62) $ (1.62)



Extraordinary gains on debt extinguishments, $ 06 $ — $ 28t % —

Net loss $ 1) $ (211 $ (13.3) $  (13.39)

In the second quarter of 2003, the Company purch®$e0 million aggregate principal amount of it§Z5% Senior Notes due 2008. The
Company issued approximately 13 million sharesso€ommon stock with a market value of approxinya$8lé million. The transaction was
accounted for as an extinguishment of debt, in @zowe with APB No. 26. The net gain on the eaxlynguishment of the debt, including
transaction costs and unamortized debt issuands, wess $2 million. In addition, the Company issapgroximately 184,000 shares of its
common stock in payment of approximately $2 millafraccrued interest.

Level 3 will continue to evaluate potential debtghase transactions in the future. The amountdwedan any such transaction, individually
in the aggregate, may be material.

Senior Secured Credit Facility

In addition, to the amounts outstanding, the SeBanured Credit Facility, as amended, containss $dillion revolving credit facility. Of the
$150 million, $50 million is available immediateiyr letters of credit and the full $150 million lmenes available after August 30, 2003;
provided that the Company has satisfied an incae¢est that is related to a pro-forma fixed chaameerage ratio. As of June 30, 2003, the
Company had approximately $7 million in letterscoddit outstanding under this agreement.

The availability of funds and any requirement tpay previously borrowed funds is contingent upaabntinued compliance with tihelevant
debt covenants. The Company believes that, basau management's review of the amended covenantsthadprovisions of the Senior
Secured Credit Facility, it is in full compliancetiwall the terms of the Senior Secured Credit igas of June 30, 2003.
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Junior Convertible Subordinated Notes

On July 8, 2002, the Company sold $500 million agate principal amount of its 9% Junior Convert®idordinated Notes due 2012 to
entities controlled by three institutions: Longl&&frtners Funds, Berkshire Hathaway, Inc., and IMagon, Inc. The notes, which had a

10 year maturity, paid 9% cash interest annuallyaple quarterly beginning October 15, 2002. Theswwere convertible, at the option of the
holders, into Level 3 common stock at any time ep@aversion price of $3.41 (subject to certain aongtry adjustments). The notes were
convertible at the Company's option into conveetipteferred stock under certain conditions anduaistances. The convertible notes ranked
junior to substantially all of the Level 3 Commuations, Inc.'s outstanding indebtedn

In January 2003, a holder of the Junior Convertdieordinated Notes converted $20 million of theddanto approximately six million shat
of Level 3 common stock. Pursuant to the origimadwersion terms, the holder received 293.255 shafresvel 3 common stock for each
$1,000 principal amount of notes converted. The dets converted pursuant to the original convertéoms; therefore, no gain or loss was
recognized on the transaction.

In April 2003, a holder of the Junior Convertiblet®rdinated Notes converted $23 million of the ateo approximately 7 million shares of
Level 3 common stock. The debt was converted puatdoahe original conversion terms; thereforega or loss was recognized on the
transaction.

In the second quarter of 2003, the remaining $4Blfomaggregate principal amount of the Compa®ys Junior Convertible Subordinated
Notes due 2012 were converted into approximatelyrhélion shares of its common stock with a mankatie of approximately $1.135 billio
The value of securities issuable pursuant to caigionversion privileges was approximately $943iamil Therefore, pursuant to the provisic
of SFAS No. 84, induced conversion expense of $@Biibn was recorded in the second quarter of 2@Qgroximately $7 million of foregon
accrued interest through the date of the convemsscredited to capital as a cost of the secarigigued. In addition, approximately

$10 million of unamortized debt issuance costs wbarged to capital.

Genuity Capital Lease Obligations

As part of the Genuity transaction that closed ehrkary 4, 2003, the Company assumed certain t&gmatse obligations of Genuity for
operating equipment. The Company used a 15% discatento present value the minimum lease paymespsesenting the effective interest
rate that could be obtained by the Company fomalai agreement, resulting in a capital lease albiign assumed of $309 million. The capital
lease agreements also contain provisions wheretl [3eis required to purchase approximately $30ionilof O&M and network capacity
ratably over the lease term. The future minimunségaayments under the capital lease obligation$ dsne 30, 2003, excluding the O&M and
network capacity obligations and assuming the l¢arses remain the same as on the acquisition degeb46 million in 2003; $133 million in
2004; $116 million in 2005; and $76 million in 200he lease arrangements with the equipment praadain provisions whereby Level 3
can terminate portions of the lease if one of igaiBcant customers using the equipment terminatesr part of its commitment, subject



certain conditions. As of the inception of the kahis termination provision was considered remOtee of the customers utilizing this leased
equipment has the option of reducing its minimumtactual commitment beginning in 2004.

30

iStar Commercial Mortgage due 2004

In March 2002, 85 Tenth Avenue, LLC (a wholly owrmdsidiary of the Company) amended its $113 milfloating-rate loan, originally
provided by Lehman Brothers Holdings, Inc. (thelibran Mortgage") that provided secured, non-recodede to finance the purchase and
renovations of the Company's second New York Gagdagility. The amendment resulted in iStar DB 8elLLC ("iStar") becoming the sole
lender for the property. Previously, iStar, alorithvether third parties, owned notes of the 85 fiektenue Trust, purchased from Lehman
Brothers Holdings, Inc. Using funds previously reee for additional renovations at the New York &edy facility, along with funds
advanced from iStar, 85 Tenth Avenue, LLC repa@dther third party holders of the notes of thél8&6th Avenue Trust and reduced the
principal amount outstanding under the amended éggeement to $60 million. There was no prepaymenalty under the revised agreement.
Interest varied monthly with the 30 day LIBOR for3JDollar Deposits, plus 650 basis points. Thisrist, together with principal payments
based on a 20-year amortization period, were dugmhoduring the initial term of the loan.

On December 31, 2002, the New York Gateway faciliss sold. The proceeds from the transaction addiadal cash on hand were used to
repay the iStar Mortgage balance of $60 millioduding accrued interest. Unamortized existing detiiance costs of $6 million were inclu
in interest expense during the fourth quarter @20

CPTC

On January 3, 2003, CPTC sold the "91 Express Lanksoad and related assets and obligations. Company's long-term debt was reduced
by approximately $139 million as a result of trenaction. The Company had reflected the debtsarpitsolidated condensed balance sheet
due to its 65% equity interest in CPTC.

14. Stock-Based Awards

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compenset{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiomthrer stock-based compensation (as computed indawoe with accepted option valuation
models) on the date of grant is amortized ovewtsting periods of the options in accordance wAISB Interpretation No. 28 "Accounting f
Stock Appreciation Rights and Other Variable St@gkion or Award Plans" ("FIN 28"). Although the oemition of the value of the
instruments results in compensation or professierpénses in an entity's financial statementsexpense differs from other compensation
professional expenses in that these charges mayerssttled in cash, but rather, are generalljesktiirough issuance of common stock.

The adoption of SFAS No. 123 has resulted in matanne€ash charges to operations since its adoption38,18nd will continue to do so. T
amount of the non-cash charges will be dependestt amumber of factors, including the number ohggand the fair value of each grant
estimated at the time of its award.

The Company recognized on the statement of opesatidotal of $25 million and $48 million of nonstecompensation for the three and six
months ended June 30, 2003, respectively. In adithe Company capitalized $1 million and $2 roiili respectively, of non-cash
compensation for those employees and contractogstlii involved in the construction of the netwoirkstallation of
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customers or development of the business suppstersg. In addition, $1 million was capitalized floe six months ended June 30, 2003
related to acquisitions.

The Company recognized on the statement of opesatidotal of $53 million and $117 million of noast compensation expense for the three
and six months ended June 30, 2002, respectivebddition, the Company capitalized $2 million &4dmillion of non-cash compensation
expense for the three and six month periods, réispdc

The following table summarizes non-cash compensatigense and capitalized non-cash compensatidhddhree and six months ended
June 30, 2003 and 2002.

Three Months Ended
June 30, Six Months Ended June 3(

(dollars in millions) 2003 2002 2003 2002



NQSO $ —$ — 3 — 3% —
Warrants 5 4 6 5
0soO 8 34 19 81
C-0SsO 5 11 10 24
Shareworks Match Ple 2 3 5 7
401(k) Match 4 — 7 —
Shareworks and Profit Sharil 2 3 3 4

26 55 50 121
Capitalized Noncash Compensat Q) 2 2 4

25 53 48 117

Non-Qualified Stock Options and Warrants

During the first quarter of 2003, the Company issapproximately 684,000 fully vested warrants tmasultant as payment primarily for
acquisition-related consulting services. The wasatiow the consultant to purchase common sto@4 &0 per share. The warrants were fully
vested at issuance and will expire on January 13 20he fair value of the warrants was $2 milliod avas calculated using the Black-Scholes
valuation model with a risk free interest rate df286 and an expiration date of January 1, 2013.Adrapany used a volatility rate of 70% to
reflect the longer exercise period.

On March 31, 2003, the Company issued approximat&ynillion warrants to a consultant as paymenfidture consulting financial advisory
services. The warrants allow the consultant to lpase common stock at $5.16 per share. The wawastequally in quarterly installments
over twelve months. The warrants expire March 81,02 Pursuant to the relevant accounting guidatheefair value of these warrants is
determined on their respective vesting dates. @hesélue of the unvested portion of these warratietermined at each financial reporting
date and was $6 million at June 30, 2003 for tBenillion unvested warrants. At June 30, 2003 tthal fair value of these warrants was
approximately $8 million and was calculated usimg Black-Scholes valuation model with a risk freeiest rate of 3.31%, a term of seven
years and a volatility rate of 75% over the te

In June 2002, the Company issued two million wagam the consultant providing financial advisoey\dces described above as payment for
services. The warrants allow the consultant to lpase common stock at $4.25 per share. Warranisrth@se 640,000 shares of common s
were vested immediately upon grant with the renmgjrii,360,000 vesting equally over eight months. Waeants
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expire in February 2010. The fair value of theserarts was determined on their respective vestatgsd All warrants were vested at June 30,
2003. The total fair value of these warrants wgg@dmately $7 million and was calculated using Biack-Scholes valuation model with a
risk free interest rate of 4.88%, a term of apprately seven years, and a volatility rate of 86%rdfie term. The Company recognized less
than $1 million in expense during the six monthdezhJune 30, 2003. The warrants were fully expeaseaf March 31, 2003.

The Company did not grant any Non-Qualified Stogki@ns ("NQSOs") during the six months ended June2803 or 2002. As of June 30,
2003, the company had not reflected $4 million mémortized expense in its financial statement®N@SOs and warrants previously granted.

Outperform Stock Option Plan

In April 1998, the Company adopted an OutperforocktOption program that was designed so that thapg2my's stockholders would receive
a market return on their investment before OSOédrsldeceive any return on their options. The Comtmatieves that the OSO program aligns
directly management's and stockholders' intergstsabking stock option value on the Company's ghititoutperform the market in general, as
measured by the Standard & Poor's ("S&P") 500 In@axticipants in the OSO program do not realize\etue from awards unless the
Company's common stock price outperforms the S&PIBAex during the life of the grant. When the &tpdce gain is greater than the
corresponding gain on the S&P 500 Index (or leas the corresponding loss on the S&P Index), theevieeceived for awards under the OSO
plan is based on a formula involving a multiplielated to the level by which the Company's comnmooksoutperforms the S&P 500 Index.
the extent that Level 3's common stock outperfaimesS&P 500 Index, the value of OSOs to a holder exaeed the value of non-qualified
stock options.

The fair value of the OSOs granted in 2002 and 2088 calculated by applying a modified Black-Schateodel. The Company uses a
modified Black-Scholes model due to the additiorslables required to calculate the outperformanaéiplier of the OSO program. The
Company consulted with an option valuation firm wihlkee program was established to determine theopppte methodology to fair value
these options



The fair value under SFAS No. 123 for the approxétyaone million OSOs awarded to participants dgitime six months ended June 30, 2003
was approximately $9 million using a modified Bla8kholes valuation model with a S&P 500 volatiligge of 25% over the term, a Level 3
common stock volatility rate of 80%, an expectedaation factor of 46% and an S&P 500 dividenddiaf 1.51%. As of June 30, 2003, the
Company had not reflected $11 million of unamodizempensation expense in its financial statemfent®SOs granted previously.

In July 2000, the Company adopted a convertiblpetdivrm stock option program, ("C-OS0") as an esi@m of the existing OSO plan. The
program is a component of the Company's ongoindayep retention efforts and offers similar featueshose of an OSO, but provides an
employee with the greater of the value of a sisgi@re of the Company's common stock at exercigbearalculated OSO value of a single
OSO at the time of exercise.

C-0OSO awards were made to eligible employees eredloy the date of the grant. The awards were mm8eptember 2000, December 2000,
and September 2001. The awards granted in 200@vesthree years as follows: 1/6 of each grathie@end of the first year, a further 2/6 at
the end of the second year and the remaining 3éeithird year. The September 2001 awards vesfjuial quarterly installments over three
years. Each award is immediately exercisable ugsting. Awards expire four years from the datehefgrant
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As of June 30, 2003, the Company had not reflegéenhillion of unamortized compensation expensesrinancial statements for C-OSOs
awarded in 2000 and 2001.

Restricted Stock

In 2003, approximately 360,000 shares of restristedk were granted to employees. The restrictmtksthares were granted to employees at
no cost and substantial risk of forfeiture. Therehavest equally over a three year period; howekieremployees are restricted from selling
these shares for three years. The fair value tfictesd stock granted in 2003 of approximately $iftiom, was calculated using the value of
Level 3's common stock the day prior to the grastof June 30, 2003 the Company had not reflectenhilion of unamortized compensation
expense in its financial statements for restrictedk.

Shareworks and 401(k) Plans

Level 3 has designed its compensation programspeitticular emphasis on equibased incentive programs. The Company had deve loyz
plans under its Shareworks program: the Match Bhahthe Grant Plan. In December 2002, in orderdwige employees opportunities to
diversify their investments in Company-sponsoredrggs and retirement plans and to use Level 3@uress as effectively as possible, the
Company decided to enhance the Level 3 401(k) Byantroducing a Company match on employee cortiiobs. At the same time the
Company determined that, effective January 1, 28@8Shareworks Match and Grant Plans would bevdigaied and past Shareworks Grant
Plan contributions would be rolled into the Level@L(k) Plan.

Match Plan— The Match Plan allowed eligible employees to deftween 1% and 7% of their eligible compensatiopuaehase Common
Stock at the average stock price for the quartdi.tifme employees of the communications businesscertain information services business
employees were considered eligible on the firstafaye calendar quarter after their hire. The Canypmatched the shares purchased by the
employee on a one-for-one basis. Stock purchaseudpayroll deductions was fully vested. Stock pasdd with the Company's matching
contributions vests three years after the endefitrarter in which it was made. Effective JanuargQD3, past contributions to the Match Plan
will continue to vest, however, there will be nather contributions to the Plan by either employeethe Company.

The Company's quarterly matching contribution i®gimed to expense over the vesting period of 3Gt

As of June 30, 2003, the Company had not yet reftbanamortized compensation expense of $11 mitktated to the Company's matching
contributions.

Grant Plan— The Grant Plan enabled the Company to grant slohii@emmon Stock to eligible employees of the Comitations business
and certain information services businesses based a percentage of the employees' eligible salptp a maximum of 5%. Level 3
employees employed on December 31 of each yearweh® age 21 or older with a minimum of 1,000 haweglited service for the year were
eligible. The shares granted were valued at thherfarket 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 adopted Shaksymograms in 2000. These programs primarilyudela grant plan and a stock purct
plan whereby employees may purchase Level 3 Common
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Stock at 80% of the share price at the beginninth®plan year. The Company recognized less thamifibn of expense attributable to this
program in the first half of 2002 and 2003.

401(k) Plans—The Company and its subsidiaries offer their giediemployees the opportunity to participate irefirsbd contribution
retirement plan qualifying under the provisionsSefction 401(k) of the Internal Revenue Code. Eaapl@yee is eligible to contribute, on a tax
deferred basis, a portion of annual earnings nekteed $12,000 in 2003. The Company did not mattgbloyee contributions for the
communications business and therefore did not inoyrcompensation expense related to the 401(k)iar to January 1, 2003. Employees
of CorpSoft and Software Spectrum were eligiblestteive matching contributions of $.25 for everjlatocontributed up to 6% of eligible
earnings. Effective January 1, 2003, the Compaggienatching 100% of communications gndstructure employee contributions up to 7%
of eligible earnings or applicable regulatory limaiThe Company's matching contributions are matte vevel 3 common stock based on the
closing stock price on each pay date. The valubefCompany's matching contributions are expenael period as incurred. The
communications employees are able to diversifyfGbmpany match contribution to other investmentaiwithin the 401(k) Plan as soon as
they are made, even if they are not fully vestedstihg and future Company matching contributiores fally vested upon completion of three
years of service

15. Industry and Segment Data

SFAS No. 131 "Disclosures about Segments of anrfige and Related Information” defines operatiagnsents 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 Gmys reportable segments include:
communications; information services; and coal maniOther primarily includes CPTC (prior to 2008yuity investments, and other corporate
assets and overhead not attributable to a speeifiment. On January 3, 2003, CPTC sold theiraalll operations to Orange County
Transportation Authority. Therefore, the operatiang assets of CPTC have been significantly deededhe geographic region Other
primarily includes Asia.

Adjusted OIBDA, is defined by the Company, as opegaincome/(loss) from the consolidated conderstatements of operations, less
income/(loss) from discontinued operations, legg@gation and amortization expense, less non-castpensation expense included within
selling, general and administrative expense argltles non-cash portion of restructuring and impairhtharges. Adjusted OIBDA is not a
measurement under accounting principles generatlg@ed in the United States and may not be usedhgy companies. Management
believes that Adjusted OIBDA is a relevant methiattit uses internally to measure the businesi,igan indicator of operating performance,
especially in a capitahtensive industry such as telecommunications esihexcludes items that are not directly attrilbl#zto ongoing busine
operations.

The data presented in the tables following includé&smation for the three and six months endece&M 2003 and 2002 for all statement of
operations and cash flow information presented,andf June 30, 2003 and December 31, 2002 faédhce sheet information presented.
Information related to acquired businesses is bedfrom their respective acquisition dates. Regeeand the related expenses are attributed to
countries based on where services are provided.
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Industry and geographic segment financial infororafollows. The 2002 geographical Adjusted OIBDguiies for the Communications
business have changed from prior years to reflecttrrent methodology of allocating certain comiwations selling, general and
administrative costs to the regions. In addititwe, tontact services business has been refleciediasontinued operation.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months Ended June 30, 200
Revenue
North America $ 40C $ 357 % 16 $ — $ 77%
Europe 34 121 — — 15&
Other — 13 — — 13
$ 434  $ 491 $ 16 $ — % 941

Adjusted OIBDA:
North America $ 106 $ 3 % 3 % 1)

Europe 4 ©) — —
Other — — — —




$ 112 — $ 3 3 1)
| ] | |
Capital Expenditures
North America $ 58 3 $ 1 % — $ 62
Europe 3 — — — 3
Other — — — — —
$ 61 3 $ 1 3 — % 65
| ] | | |
Depreciation and Amortizatiol
North America $ 19t 8 $ 1 % — 3 204
Europe 23 1 — — 24
Other — — — — —
$ 21¢ 9 $ 1 3 — % 22¢
| ] | | |
Six Months Ended June 30, 2003
Revenue
North America $ 1,07¢ 67¢ $ 32 % — $ 1,79
Europe 62 294 — — 35€
Other 1 24 — — 25
$ 1,14 997 $ 32 % — $ 2,171
| | | | |
Adjusted OIBDA:
North America $ 511 5 % 5 1)
Europe D 2 — —
Other — — — —
$ 51C 3 $ 5 $ Q)
| | | |
Capital Expenditures
North America $ 77 6 $ 1 3 — $ 84
Europe 6 — — — 6
Other — — — — —
$ 83 6 $ 1 3 — $ 90
| | | | |
Depreciation and Amortizatiol
North America $ 37¢€ 15 $ 2 $ — $ 39¢
Europe 41 1 — — 42
Other — — — — —
$ 417 16 $ 2 $ — % 43t
| ] | | |
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Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months Ended June 30, 200
Revenue
North America $ 252 30 % 20 % 7 $ 58t
Europe 23 13C — — 15&
Other — 12 — — 12
$ 27¢€ 447 $ 20 % 7 % 75C




I I I | |
Adjusted OIBDA:
North America $ 56 $ 15 4 3
Europe (5) 2 — —
Other — 1 — —
$ 51 $ 18 4 3
I I I |
Capital Expenditures
North America $ 63 $ 4 — 1 % 68
Europe 13 — — — 13
Other — — — — —
$ 76 % 4 — 1 % 81
| | | | |
Depreciation and Amortizatiol
North America $ 154 $ 5 1 1 s 161
Europe 29 — — — 29
Other — — — — —
$ 18 $ 5 1 1 % 19C
| | | | |
Six Months Ended June 30, 2002
Revenue
North America $ 50C $ 36C 40 15 $ 91¢
Europe 54 15E — — 20¢
Other — 12 — — 12
$ 554 $ 527 40 15 $ 1,13¢
I I I | |
Adjusted OIBDA:
North America $ 104 $ 21 9 1
Europe (13) 2 — —
Other — 1 — —
$ 93 % 24 9 1
I I I |
Capital Expenditures
North America $ 111 % 9 1 1 % 122
Europe 20 — — — 2C
Other — — — — —
$ 131 $ 9 1 1 % 14z
I I I | |
Depreciation and Amortizatiol
North America $ 332 $ 9 2 2 % 34t
Europe 55 — — — 58
Other — — — — —
$ 387 $ 9 2 2 $ 40C
I I I | |
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Information Coal
(dollars in millions) Communications Services Mining Other Total

Identifiable Assets



June 30, 200z

North America $ 5372 $ 57t $ 297 $ 1,187 $ 7,431
Europe 1,092 112 — 24 1,22¢
Other — 9 — — 9
$ 6,46 $ 69€ $ 297 $ 1211 $ 8,66¢
| | | | |
December 31, 200;
North America $ 529 $ 763 $ 29¢ $ 153t $ 7,88t
Europe 881 15& — 30 1,06¢
Other — 9 — — 9
$ 6,177 $ 927 $ 29¢ $ 156 $ 8,96
| | | | |
Long-Lived Assets (excluding Goodwill’
June 30, 200:
North America $ 529: $ 11€ $ 12 $ 49 $ 5,91/
Europe 84:< 3 — — 84¢
Other — — — — —
$ 6,13¢ $ 11¢  $ 12 $ 492 $  6,76(
| ] | | |
December 31, 200:
North America $ 519: $ 127 $ 15 $ 587 $ 5,92
Europe 82C 3 — — 82¢
Other — — — — —
$ 6,01 $ 13C $ 15 $ 587 $ 6,74f
| | | | |
Goodwill
June 30, 200:
North America $ 71 $ 207 $ — % — % 27¢
Europe — — — — —
Other — — — — —
$ 71 % 207 $ — % — 3 27¢
| ] | | |
December 31, 200;
North America $ 69 $ 21C % — % — % 27¢
Europe — — — — —
Other — — — — —
$ 68 $ 21C $ — 3 — % 27¢
| ] | | |
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Product information for the Company's communicaieagment follows:
Services
Transport and IP/Data Reciprocal
(dollars in millions) Infrastructure Softswitch Services Compensation Total
Communications Revenug
Three Months Ended June 30, 200
North America 101 % 171 $ 9 3 38 40C
Europe 17 — 17 — 34



Other

Six Months Ended June 30, 200
North America

Europe
Other

Three Months Ended June 30, 200
North America

Europe

Six Months Ended June 30, 200
North America

Europe

$ 11 $ 171 $ 107 $ 38 $ 434
| .| | | |
$ 51€  $ 324 $ 156 $ 79 $ 1,07¢

31 — 31 — 62

— — 1 — 1
$ 54¢ $ 324 $ 19C $ 79 $ 1,147
.| | | .| |
$ 117 $ 80 $ 24 $ 32 $ 257

14 — 9 — 23
$ 131 $ 80 $ 33 % 32 $ 27¢
.| | | .| |
$ 244 $ 145 $ 47 $ 64 $  50C

33 3 18 — 54
$ 277 $ 148 $ 65 $ 64 $ 554
| .| | | |

Communications revenue is classified into two caties, services revenue and reciprocal compensatim Company further segregates
services revenue into three basic lines of busifdgsBransport and Infrastructure (including privdite services, wavelength services,

transoceanic services, amortized dark fiber sesvéeel colocation), 2) Softswitch Services (inclgdinanaged modem services and voice
services), and 3) IP and Data Services (includiegrhet Protocol services, data services, DSL agdien services and security services).

The majority of North American revenue consists@fvices and products delivered within the Uniteates. The majority of European revet
consists of services and products delivered prignaithin the United Kingdom but also includes Fearand Germany. Transoceanic reven
allocated equally between North America and Eumpé represents services provided between theseetgions.

Product information for the Company's informati@msces segment follows:

Three Months Ended

Six Months Ended

June 30, June 30,
(dollars in millions) 2003 2002 2003 2002
Services Revent
(i )Structure
Outsourcing $ 20 $ 2C 40 $ 41
Systems Integratio 1 5 2 11
Software Spectrum 2 5 5 5
23 3C 47 57
Software Sale
Software Spectrur 46€ 417 95C 47C
$ 491 $ 447 997 $ 527
| | | |
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The results of operations of the Company's corgastices business have been included in discortinperations for the three and six months

ended June 30, 2003 and 2002.

The following information provides a reconciliatiofiNet Loss to Adjusted OIBDA, as defined by thengpany, for the three and six months

ended June 30, 2003 and 20



Information

(dollars in millions) Communications Services Coal Mining Other Total
Three Months Ended June 30, 200

Net Income (Loss $ (55¢) $ 9 % 23 % 62 $ (462
Loss from Discontinued Operatio — 9 — — 9
Total Other Income (Expens 42€ (28) (22) (63) 314
Depreciation and Amortization Exper 21¢ 9 1 — 22¢
Non-Cash Compensation Exper 24 1 — — 25
Adjusted OIBDA $ 11z $ — 3 3 % 1) % 114

Six Months Ended June 30, 2003

Net Income (Loss $ (607) $ 29 3 48 $ 187 $ (343
Loss from Discontinued Operatio — 7 — — 7
Cumulative Effect of Change in Accounti

principle — — (5) — 5)
Total Other Income (Expens 65E (52 (40) (18¢) 37&
Depreciation and Amortization Exper 417 16 2 — 43t
Non-Cash Compensation Exper 45 3 — — 48
Adjusted OIBDA $ 51C $ 3 % 5 % (1) $ 517

Three Months Ended June 30, 200

Net Income (Loss $ (362) $ 31 $ 23 $ 152 $ (156
Total Other Income (Expens 13€ (22) (20 (150 (55)
Depreciation and Amortization Exper 18¢ 5 1 1 19C
Non-Cash Compensation Exper 50 3 — — 53
Non-Cash Impairment Expen: 44 — — — 44
Adjusted OIBDA $ 51 $ 18 % 4 $ 3 % 76

Six Months Ended June 30, 2002

Net Income (Loss $ (541) $ 52 $ 47 $ 19 $ (246
Income Tax Benefi (1179 2 — — (119
Total Other Income (Expens 20¢ (40) (40 (297) (69)
Depreciation and Amortization Exper 387 9 2 2 40C
Non-Cash Compensation Exper 112 5 — — 117
Non-Cash Impairment Expen: 44 — — — 44
Adjusted OIBDA $ 93 $ 24 % 9 $ 1 3 127
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16. Related Party Transactions

Peter Kiewit Sons', Inc. ("PKS") acted as the gehesntractor on several projects for the Compan3003 and 2002. These projects include
the U.S. Intercity network, certain metropolitariviserks and certain Gateway sites, the Company[socate headquarters and other office
space in Colorado. PKS provided $4 million and $ifian of construction services related to thesejgcts in the first six months of 2003 and
2002, respectively.

The Company reached a final agreement with PKSay BD03 regarding disputed claims on an interaiytact. PKS returned approximately
606,000 fully vested warrants that had been gratatéidem in December 2001 and had been capital@edoperty, plant and equipment. The
Company reduced equity and property, plant andpeaent by approximately $2 million for the valuetbé warrants returned. The Company
also satisfied $10 million of related current obligns with PKS with funds that had been classifiedestricted cash.

Level 3 also receives certain mine managementcaEsfrom PKS. The expense for these services wasldn for both the three and six
months ended June 30, 2003 and is recorded imgefjeneral and administrative expenses. The eggdenshese services was $1 million and
$3 million for the three and six months ended B®e2002. As of June 30, 2003, the Company owedthem $1 million for the second quai



mine management services.

RCN an equity method investee, purchased less$thamillion and $1 million of telecommunications anébrmation services from the
Company for the three and six months ended Jun2(XB, respectively. RCN purchased less than $lomibf telecommunications and
information services from the Company for the thead six months ended June 30, 2002. At June 3B, CN owed Level 3 approximately
$2 million for costs associated with communicatigmst build projects. RCN and the Company are ently negotiating a settlement of this
receivable.

On February 22, 2002, Level 3 Holdings, Inc., a ishowned subsidiary of the Company agreed to aegiwom Mr. David C. McCourt, a
director of the Company, his 10% interest in Le¥@lelecom Holdings, Inc., the Company's subsidiaay 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.

17. Other Matters

In May 2001, a subsidiary of Level 3 Communicatidns. was named as a defendanBauer, et. al. v. Level 3 Communications, LLC, et al. ,

a purported multi-state class action, filed in th&. District Court for the Southern District ofiibis and in July 2001, the Company was
named as a defendantKioyle, et. al. v. Level 3 Communications, Inc., et. al. , a purported multstate class action filed in the U.S. District Cc
for the District of Idaho. In September 2002, Legélommunications, LLC was named as a defenda@tith et al v. Sprint Communications
Company, L.P., et al , a purported nationwide class action filed inthréted States District Court for the Northern Disttof Illinois. These
actions involve the Company's right to installfibeer optic cable network in easements and righivaf/s crossing the plaintiffs' land. In
general, the Company obtained the rights to coaisitainetwork from railroads, utilities, and otBgand is installing its network along the
rights-of-way so granted. Plaintiffs in the purgaltclass actions assert that they are the owndasdé over which the Company's fiber optic
cable network passes, and that the railroadstiegiliand others who granted the Company the tigbonstruct and maintain its network did
have the legal ability to do so. The plaintiff'§oefs to seek class action status for this actiavehbeen denied. The complaint seeks damages o
theories of trespass, unjust enrichment and slaofdéte and property, as well as punitive damagése
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Company has also received, and may in the futweive, claims and demands related to rightsa¥-issues similar to the issues in these ¢
that may be based on similar or different legabthess. To date, all attempts to have class actiatus granted on complaints filed against the
Company or any of its subsidiaries involving claiaml demands related to rights-of-way issues haea denied. On July 25, 2003, Bsith
Court entered an Order preliminarily approving @lesment agreement which will resolve all claimsimgt the Company arising out of the
Company's location of fiber optic cable and reldedcommunications facilities that the Company swiithin railroad rights of way
throughout the United States. In connection with@ourt's Order preliminarily approving the settim the Court entered an Order enjoining
the parties in all pending federal and state radrdghts of way class action litigation involvitige Company from further pursuing those
pending actions at this time.

Under the terms of the settlement agreement, landswvho own property adjacent to the railroadtsgti way in which the Company placed
its fiber optic cable and related facilities maypmsiit claims and receive specified compensation. Chepany is unable to quantify the ultim
amount of payments to be made pursuant to theesetit until if and when (1) the settlement recefired approval and all appeals have been
exhausted; and (2) the claims process has beenletup

It is too early for the Company to reach a condnsis to the ultimate outcome of these actions.é¥ew management believes that the
Company and its subsidiaries have substantial defeto the claims asserted in all of these acf@mmd any similar claims which may be nar
in the future), and intends to defend them vigokous

On November 19, 2002, Gary Haegle commenced alsblde's derivative suit on behalf of the Compamthie District Court of Colorado for
the City and County of Broomfield entitléthegle v. Scott, et al ., (Index No. 02-CV-0196). The action is broughaiagt the Company as a
nominal defendant and against the directors oCti@pany, a former director of the Company and R&i&writ Sons’, Inc. The Complaint
alleges that the director defendants, aided antleabby PKS, breached their fiduciary duties to@mmpany in connection with several
transactions between the Company and PKS inclutbngracts under which PKS constructed the Compdilngs optic cable network and
manages the Company's mine properties. The Complisim alleges that in building the fiber optic leabetwork, the defendants caused the
Company to violate the property rights of landovenéhnereby subjecting the Company to substantig@mial liability. In addition, the
Complaint alleges that Company assets were tramesféo its officers and directors in the form ofgmal loans, excessive salaries and the
payment of personal expenses. The action seekshoitable and legal relief, including restitutimempensatory and punitive damages of an
unspecified amount, imposition of a constructivesty disgorgement and injunctive relief. The defertd have filed a motion to dismiss that is
currently pending before the court for a decisisithough it is too early for the Company to reactoaclusion as to the ultimate outcome of
these actions, management believes that theraibstasitial defenses to the claims asserted irattisn, and intends to defend them
vigorously.

The Company and its subsidiaries are parties toyrotiver legal proceedings. Management believesaimaresulting liabilities for these legal
proceedings, beyond amounts reserved, will not naditeaffect the Company's financial conditionfute results of operations, or future ci



flows.

It is customary in Level 3's industries to use @asi financial instruments in the normal courseusibess. These instruments include items
as letters of credit. Letters of credit are cowditii commitments issued on behalf of Level 3 imbadance with specified terms and conditions.
As of June 30, 2003, Level 3 had outstanding letbécredit of approximately $34 million.
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18. Subsequent Events

On July 8, 2003 the Company completed the offenin§373.75 million aggregate principal amount ef2t875% Convertible Senior Notes (
2010 ("2.875% Convertible Senior Notes") in an uaditen public offering. The 2.875% Convertiblerfs& Notes are convertible into shares
of the Company's common stock at a conversionafa$?.18 per share. Level 3 intends to use therateeds for working capital, capital
expenditures and other general corporate purposgsding new product development, debt repurchasesacquisitions.

On July 11, 2003 the Company purchased $18 midiggregate principal amount of its 11% Senior Ndigs 2008, $23 million of its 9.125%
Senior Notes due 2008 and $2 million aggregatecfah amount of its 11.25% Senior Notes due 20H@& Tompany issued approximately

7 million shares of its common stock with a mankaiue of approximately $41 million. The transactisas accounted for as an extinguishment
of debt, in accordance with APB No. 26. The nehgai the early extinguishment of the debt, inclgdimamortized debt issuance costs, was
$2 million and was recorded during the third quaote2003.

On July 11, 2003 the Company purchased $2 millggregate principal amount of its 6% Convertible &dinated Notes due 2009 and
$11.5 million aggregate principal amount of its €dnvertible Subordinated Notes due 2010. The Compsued approximately 2 million
shares of its common stock with a market valueppfaximately $10 million. The value of securitissuable pursuant to original conversion
privileges was approximately $1 million. Therefopersuant to the provisions of SFAS No. 84, a debtversion expense of $9 million was
recorded in the third quarter of 2003.

In July 2003, Level 3 completed the acquisitiorTefverse Communications, Inc. for approximately $#8ion in Level 3 common stock and
$1 million in cash consideration. Telverse, a pteviof IP-based voice and data services, has deeloertain technologies that will enable
Level 3 to expand its presence in the voice-ovem#rket.

In July 2003, the Company sold the former Genuityg, headquarters building for approximately $2@ioni in cash. Level 3 will not recogni:
a gain or loss on this transaction due to the arag-gllocation provisions of SFAS No. 141. The Campwill continue leasing a portion of the
facility through 2003.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

The following discussion should be read in conjiorctvith the Company's consolidated condensed fii@istatements (including the notes
thereto), included elsewhere herein.

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the Comypa/Nhen used in this document, the words "antteihdbelieve”, "plans”, "estimate" and
"expect" and similar expressions, as they relatbgdCompany or its management, are intended tdifgéorward- looking statements. Such
statements reflect the current views of the Compeitly respect to future events and are subjecettam risks, uncertainties and assumptions.
Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions priogerrect, actual results may vary
materially from those described in this document. & more detailed description of these risks awtbfs, please see the Company's additional

filings with the Securities and Exchange Commission
Results of Operations 2003 vs. 2002

Revenuefor the periods ended June 30, is summarized vl

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

(dollars in millions) 2003 2002 2003 2002



Communication: $ 434 % 27¢ % 1,142 $ 554

Information Service 491 447 997 527
Coal Mining 16 20 32 40
Other — 7 — 15

$ 941 $ 75C $ 2,171 $ 1,13¢

Communicationsrevenue is classified into two categories, serviegsnue and reciprocal compensation. The Compatlyefr segregates
services revenue into three basic lines of busifigsBransport & Infrastructure (including privdiee services, wavelength services,
transoceanic services, amortized dark fiber sesvéecel colocation), 2) Softswitch Services (inclgdinanaged modem and voice services), and
3) IP & Data Services (including Internet Protosetvices, data services, DSL aggregation servisgsecurity services). Revenue attributable
to these lines of business are identified in thi®fang table:

Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2003 2002 2003 2002
Services
Transport & Infrastructur $ 11€ % 131  $ 54¢ ¢ 277
Softswitch Services 171 8C 324 14¢
IP & Data Service: 107 33 19C 65
Total Services Revent 39¢ 244 1,06: 49(
Reciprocal Compensatic 38 32 79 64
Total Communications Reven $ 434 $ 27¢ % 1,14z $ 554
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Transport & Infrastructure revenue in the seconartgu of 2003 declined 10% from the same perio20@2. The decrease is primarily
attributable to a decline in settlement and tertimmarevenue. For the three months ended June(®2, 2 evel 3 recognized approximately
$20 million of settlement and termination revenoetfansport and colocation services compared kp $hmillion in the same period in 2003.
Level 3 expects to recognize termination and gaglg revenue in the future as customers desiren@gotiate contracts or are required to
terminate service. However, the Company is not abkstimate the value of these types of transastimtil they occur. Slight increases in
private line and wavelength revenue were offsed logcline in colocation revenue. Softswitch reveingecased 114% to $171 million in the
second quarter of 2003 compared to 2002. An inergaianaged modem sales to new and existing cessoims well as revenue from
customers obtained in the Genuity transaction teduh the increase in softswitch service reveee the three months ending June 30, 2003,
the Company's customers used approximately 29i@rbihinutes compared to 12.6 billion in the sarmeeqa of 2002. This increase in usage
was equally attributable to an increase from nedvexisting customers, and customers obtained iG#auity transaction. Due to the
seasonality of the business, declines in minutgaisae typical in the second and third quarterdeéline in voice revenue, due to the
expiration of a significant contract, partially st the increase in managed modem revenue. IP &f@aénue increased significantly and is
primarily attributable to the Genuity transactitmcreases in DSL aggregation, Internet access endrity services all contributed to the
increase in IP and Data revenue.

The increase in reciprocal compensation in 20@8imarily attributable to an increase in minutesusége by its existing and new customers.
Certain interconnection agreements with carridiseeiexpired in the second half of 2002 or are dalesl to expire in 2003. In situations where
interconnection agreements are not renewed, ther&e@ommunications Commission ("FCC") has stdtedt the parties involved must follow
FCC rules with respect to reciprocal compensatioriraffic destined for ISPs. These rules may lithé amount of, and growth in, annual
billable minutes, and may also require the usageGf 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 struadogged by the FCC may result in
reduced per-minute-of-use compensation. The Compapgcts reciprocal compensation revenue to detlitiee second half of 2003 as a
result the aforementioned issues, particulariitnés in annual billable minutes. To the exterdttthe Company is unable to sign new
interconnection agreements or signs new agreementaining lower rates, reciprocal compensatiornee may decline significantly over
time.

For the six months ending June 30, 2003, Transpdmfrastructure revenue increased significantlynpared to the six month period ended
June 30, 2002, and is primarily attributable toréeognition of additional settlement and termioatievenue. As previously described in this
filing, Level 3 and XO Communications amended ab iByreement entered into in a prior year. The ameérgdreement resulted in Level 3
recognizing $294 million of revenue that had pregly been deferred, but did not result in any daestefit to the Company. Softswitch reve



in the first half of 2003 increased 119% from taeng period in 2002. The growth in Softswitch reweisuattributable to the Genuity
transaction and sales to new and existing custorRerghe six months ending June 30, 2003, the @oryip customers used approximately

63 billion minutes compared to 25 billion in thesfihalf of 2002. Revenue attributable to voiceseess was consistent with that of the first half
of 2002. IP and Data revenue also increased sulztpi§192%) for the six months ended June 30,3260mpared to the same period in 2002.
The Genuity transaction and growth in IP reveneepaimarily responsible for the increase in IP &®eevenue. The increase in reciprocal
compensation in 2003 is again primarily attribuéatal an increase in minutes of usage by existingnenw customers.

Information servicesrevenue, which is primarily comprised of (i)Struets outsourcing business and Software Spectruwrgased from
$447 million in the three months ended June 30220491 million for the respective period in 2008is increase is predominantly due to
the inclusion of
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Software Spectrum's results for a full quarteretffsy a softness in sales and a change in the s@tasnder Microsoft's licensing programs.
The Company acquired Software Spectrum in Jun®@22For the three months ended June 30, 200Z dhgany recognized $422 million
revenue attributable to the software businessthethree months ended June 30, 2003, revenueuadie to this business totaled

$470 million. It should be noted that while Levedli@ not acquire Software Spectrum until June, 2@0gignificant portion of the second
quarter sales for this business occur late in #gregd. Software Spectrum has recently experienoed@ease in sales under Microsoft's 6.0
licensing program which Microsoft implemented irD20Under this program, new enterprise-wide licegsirrangements will be priced, billed
and collected directly by Microsoft. Software Spaot will continue to provide sales and support @y related to these transactions and will
earn a service fee directly from Microsoft for taetivities. The Company will recognize the sesViee it receives from Microsoft as revenue
and not the entire value of the software for saleder this program. If Microsoft is successfulrimpiementing this licensing program, it will
result in a significant decline in the amount dbimation services revenue recognized by the CompEme decline in revenue is not expected
to have a meaningful effect to earnings as the Gmyghould experience a corresponding decline shaforevenue. Information service's
revenue attributable to the Company's (i)Struchwsiness declined by approximately $4 million priityeas a result of the Company's decis

to focus on its infrastructure outsourcing busiress exit the systems integration business. Irs¢ioend quarter of 2003, the Company notified
its systems integration customers and employeésttivauld honor its existing contracts. Howevemnce these contracts expire, the Company
will no longer be providing systems integrationvéegs. The existing contracts primarily expirelie tsecond and third quarters of 2003. The
Company recognized an insignificant amount of rexeeattributable to the services for the three noetided June 30, 2003.

Information services revenue was $997 million aB&@7million for the six months ended June 30, 2808 2002, respectively. The increase in
revenue is attributable to the acquisitions of Garfpin March of 2002 and Software Spectrum in Jein2002, partially offset by the increase
in sales under Microsoft's 6.0 licensing programvéhue from these software businesses increaseds@5 million in 2002 to $955 million

in 2003. Revenue attributable to (i)Structure'siiess declined from $52 million in 2002 to $42 ioil, primarily as a result of the decision to
exit the systems integration business.

Coal mining revenue decreased to $16 million and $32 milliartlie three and six month periods ending June @03 2respectively. For the
three and six months ending June 30, 2002, reverases20 million and $40 million, respectively. Thefeclines are attributable to the timing
of coal shipments taken by a major customer. Tha@2my expects the customer to fulfill its contrattobligations in the third or fourth
quarter of 2003.

Other revenue in 2002 was attributable to California 8evTransportation Company, L.P, the owaperator of the 91 Express Lanes toll r
in southern California, which was sold in Janugd92

Cost of Revenudor the second quarter 2003 was $567 million comgao $484 million for the second quarter 2002 sTihcrease is a result
of the costs associated with software sales anG#meiity transaction. Overall the cost of reveraretie communications business, as a
percentage of revenue, increased from 22% duriagjtiarter ended June 30, 2002 to 24% during the g@miod of 2003. This increase is
primarily attributable to the settlement and teration revenue, which typically does not have aesponding cost of revenue, recognized by
the Company in both periods. Excluding the effeftermination and settlement revenue, the costwénue, as a percentage of revenue,
would have been consistent at 24% for the two plsri&xcluding the effects of settlement and tertdnmarevenue, the Company expects cost
of revenue, as a percentage of revenue, to dedreétse future as a result of the migration of Gantraffic to the Level 3 network. The cost of
revenue for the information services businessea,mgcentage of its revenue, was 92% for the skgoarter of 2003 up slightly from 91% in
the same period in 2002. This increase is attriilateo an increase in lower
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margin software sales. Overall, the cost of sales percentage of revenue, remained consistenofbrthe software and outsourcing
businesses during the second quarters of 2003@0%l Zhe cost of revenue for the coal mining bussnas a percentage of revenue, was 75%
for both the second quarter of 2003 and 2002.

The cost of revenue for the six months ending BMe&003 and 2002 was $1.135 billion and $630 amillrespectively. The increase is ac



due to the costs attributable to the InformatiorviBe's software business and the Genuity trarsacGommunications cost of revenue, as a
percentage of revenue, for the period remainedistems with that of the prior year at 24% when tgration and settlement revenue are not
included in the calculation for both periods. Tlstcof revenue, as a percentage of revenue, fantbemation service's software and (i)
Structure businesses was similar to the ratiosutztked for the three month periods ended June@IB 2nd 2002. The cost of revenue, as a
percentage of revenue, for the Company's miningnkess increased to 81% in 2003 from 70% in 200 arily as a result of lower revenues
and an increase in labor costs at one of the Coygarines in 2003.

Depreciation and Amortization expenses for the quarter were $228 million, a 20&eiase from the second quarter 2002 depreciation a
amortization expenses of $190 million. This inceesprimarily attributable to the depreciation amdortization expense attributable to the
tangible and intangible assets obtained in the (Betransaction.

Depreciation and amortization expenses for thergirths ending June 30, 2002 and 2003 were $40848& million, respectively. This
increase is again attributable to the assets aamjirirthe Genuity transaction partially offset leytain assets becoming fully depreciated in |
periods.

Selling, General and Administrativeexpenses were $276 million in the three months @ddee 30, 2003, a 15% increase over second quarte
2002. This increase is a result of the additiongpleyees and other expenses associated with theit@eamd Software Spectrum transactions.
The Company's global workforce initially increassdapproximately 4,500 employees as a result afelaequisitions. The additional
employees resulted in higher compensation, trarghing and facilities expenses. The Company alggerienced an increase in insurance,
marketing and professional expenses for the thieetms ended June 30, 2003. These increases weialpaffset by declines in CPTC's
operating expenses, non-cash compensation andrpré@e expense. During the second quarter, the oy received final assessments from
several jurisdictions for property taxes accruedd02. These assessments were lower than the Cgregpacted and therefore, it reduced its
property tax accrual by approximately $8 milliorridg the quarter. Included in operating expenseshie three months ended June 30, 2003
and 2002, were $25 million and $53 million, respey, of non-cash compensation and professionpérges recognized under SFAS No. 123
related to grants of stock options, warrants aheérostock-based compensation programs. The dedreasa-cash compensation expense is
attributable to decline in the value of grantsrilistted to eligible employees. The Company expseliing, general and administrative expel

to decline from current levels as the Company tetprrealize the synergies derived from the Gertugtysaction by the end of 2003.

For the six months ended June 30, 2002 and 20DiBgs@eneral and administrative expense were $8iBon and $547 million, respectively.
The factors described above, primarily the acqoisét of Genuity, Software Spectrum and CorpSofiulted in the increase in selling, general
and administrative expenses in 2003.

Restructuring and Impairment Charges were $9 milliothe second quarter of 2003 and $47 milliothensecond quarter of 2002. During the
first quarter, Level 3 announced workforce reduttithat ultimately will affect approximately 800 plmyees in the communications business
by the end of 2003. During the second quarter aqiprately 400 employees were terminated and the Gomppecorded an additional

$5 million of expenses attributable to the inteigrabf acquired operations in the
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Genuity transaction into Level 3's operations. Adune 30, 2003, approximately 600 employees had bffected by these actions.

In the second quarter of 2003, the Information Bes/business recognized $4 million of restrucgharges related to the ongoing integre
and restructuring of Software Spectrum, as wethasclosure of ()Structure's system integration operations. Thesers resulted in the
termination of 250 employees in the second quartdrare expected to affect an additional 30 empeleye the third quarter. The Company
expects to incur additional costs for workforceugibns, lease terminations and loss of tax ingestin the third quarter as a result of these
additional actions announced by Software Spectruthe third quarter.

Restructuring charges of $3 million were recordethe second quarter of 2002 for costs associaide termination of approximately 200
communications employees in North America and Eerdppairments of $44 million were recorded in thieee month period ending June 30,
2002. The Company decreased the carrying valuertdia colocation assets, excess equipment and@epfacilities by approximately

$44 million due to the continued deteriorationlué value of these assets

For the six months ended June 30, 2003 and 2086Z;dmpany recorded restructuring and impairmentgeisaof $20 million and $47 million,
respectively. In addition to the items describedvah Level 3 recorded restructuring expenses ofrfiillion in the first quarter of 2003 related
to its communications business. These expensesatteititable to the integration of Genuity's opierss into those of Level 3 and the right
sizing of the European cost structure with expectednues.

The Company expects to incur additional costs forkforce reductions, lease terminations and logaxfncentives in the third quarter of
2003. Level 3 continues to conduct a comprehensiview of its communications assets, specificallyeds deployed in and along its intercity
network, in its gateway facilities and its colocatifacilities and obligations. It is possible thdtitional communications assets may be
identified as obsolete or excess and additionahimpent charges recorded to reflect the realizahlee of these assets in future periods.

Adjusted OIBDA , is defined by the Company, as operating incom&gjl from the consolidated condensed statemermigevétions, les



depreciation and amortization expense, lessaasi compensation expense included within seljegeral and administration expense and
the non-cash portion of restructuring and impairmodrarges. Adjusted OIBDA is not a measurement uadeounting principles generally
accepted in the United States and may not be usethbr companies. Management believes that AGuUSIBDA is a relevant metric that it
uses internally to measure the business, asiitisdicator of operating performance, especiallg itapital-intensive industry such as
telecommunications, since it excludes items thatnat directly attributable to ongoing businessrapiens. Note 15 of the Consolidated
Condensed Financial Statements provides a recatailiof Adjusted OIBDA for each of the Companyemting segments.

Communications Adjusted OIBDA improved to $112 moill in the second quarter of 2003 from $51 millfonthe same period in 2002. This
improvement was predominantly due to lower netwanll selling, general and administrative expensetyding the $8 million property tax
adjustment recorded in the second quarter of 2808%ell as the additional earnings provided byGkeauity transaction. Adjusted OIBDA for
the Information Services business declined from&ilBon in the second quarter of 2002 to less thanillion for the same period in 2003.
Level 3 acquired Software Spectrum in June 2002 asdioted above, a significant portion of the neseand gross profit for the software
business occurs late in the quarter. As a resildtCompany was able to record sales and profitewigurring a disproportionately low amol
of operating expenses. In 2003, profits earnedditnw@re Spectrum on the additional sales were ri@e offset by the additional operating
expenses incurred for the full three month perfdjusted OIBDA in the second quarter of 2003 fae thformation Service's business was
adversely affected by $4 million of restructurintaeges. Adjusted OIBDA for the Company's coal nmgnrusiness was $3 million and

$5 million for the three
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month periods ending June 30, 2003 and 2002, régplyc This decline is attributable to a decreasmining revenue. Adjusted OIBDA for
the Company's other businesses declined from &y®$B3 million for the three months ended JuneZBM?2 to a negative $1 million for the
same period in 2003. The absence of earnings flbEx@ress Lanes toll road, which was sold in Jana&R003, is primarily attributable to
decrease in Adjusted OIBDA.

Adjusted OIBDA for the communications business #a$0 million and $93 million for the six months edJune 30, 2003 and 2002,
respectively. The increase in 2003 is primarilyilatttable to the $326 million of termination andtlgsment revenue recognized by the Comj
in the first quarter of 2003, and is not expecteddntinue at these levels in the near future. Alsatributing to the increase in 2003 were lo
network and selling, general and administrativeesges, and earnings attributable to the Genuitgéetion. Adjusted OIBDA for the
Information Service's business declined from $24ionifor the six months ended June 30, 2002, tordiBon for the corresponding period in
2003 and is primarily attributable to the reasatentified above. Adjusted OIBDA for the mining boesss declined to $5 million for the six
months ended June 30, 2003, from $9 million insdme period of 2002. The decrease is due lowenuo@geand an increase in labor costs at
one of the Company's mines in 2003. Adjusted OIBDBr¥the Company's other businesses decreased frmmitive $1 million in 2002, to a
negative $1 million in 2003. The decline is agdinilautable to the sale the toll road in Januar@2@artially offset by a decline in professio
fees.

Interest Incomewas $6 million and $15 million for the three and sionths ended June 30, 2002 declining to $5 milkind $10 million for

the same periods in 2003. Interest income declim@®03 compared to 2002 due to a decline in thighted average interest rate earned or
portfolio, partially offset by an increase in theeeage portfolio balance during the period. Therage portfolio balance increased as a result of
the $490 million of net proceeds received fromdffering of the Junior Convertible Subordinated &oin the third quarter of 2002 and

$160 million of proceeds from the sale of Commoriie@elephone in the fourth quarter of 2002. Ins¢rates earned by the Company on its
portfolio declined by approximately 40% in 2003 stgs the rates in 2002 as a result of an overaliatezh in interest rates. Pending utilization
of the cash and cash equivalents, the Companyttkes funds primarily in U.S. government and W@&vernment agency securities and
money market funds that hold U.S. and U.S. goventragency securities. This investment strategy goegde lower yields on the funds, but
is expected to reduce the risk to principal inghert term prior to using the funds in implementihg Company's business plan.

Interest Expense, nefncreased by $12 million to $143 million during thecond quarter of 2003. Interest expense incressadesult of the
issuance of $500 million of 9% Junior ConvertiblebSrdinated Notes and the capitalized leases assimibe Genuity transaction. These
increases in interest expense were partially ofigehe interest on debt repurchased or sold dwtafter the second quarter of 2002 and
slightly lower interest rates on the adjustable @¢nior Secured Credit Facility and the commeniattgage during the three months ended
June 30, 2003.

Interest Expense for the six months ended Jun2@IB was $283 million increasing from $260 milliornthe same period in 2002. As noted
above, the additional interest on the 9% Junion@dible Subordinated Notes and the Genuity capédlleases, partially offset by the interest
on debt repurchased or sold in 2002 and 2003 amerlmterest rates on the variable debt, attribtietthe increase in interest expense.

Other, netincludes equity in earnings of unconsolidated dlibgies, gains and losses on the disposal of nenatipg assets and gains on the
extinguishment of debt. The Company had previoakligsified gains on the extinguishment of debtraexraordinary item in the statement of
operations. Pursuant to SFAS No. 145, Level 3 belsissified these gains to Other income. For theetimonths ended June 30, 2003, Other,
net is primarily comprised of induced conversiopenxses of $190 million incurred to convert the 9¥idr Convertible Subordinated Notes to
equity and $2 million of gains on
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the extinguishment on debt. For the correspondergpd in 2002, the Company recorded $101 milliogaihs on the sale of 4.9 million
Commonwealth Telephone shares and gains on thegeidhment of debt of $76 million.

Other, net was a loss of $102 million and a gai$3#4 million for the six months ended June 30,280d 2002, respectively. In addition to
the items described above, the Company recordeiheof§$70 million from the sale of the 91 Exprésses toll road in the first quarter of
2003. In the first quarter of 2002, the Companyrded additional gains of $130 million on the egtirshment of debt.

Income Tax Benefitfor the first six months of 2002 was $119 millioongpared to zero for the same period in 2003. Fétsgaslation enacte
in the first quarter of 2002 enabled the Compangatoyback its 2001 Federal income net operatisgds to 1996. In accordance with SFAS
No. 109 "Accounting for Income Taxes", the Compaagorded the benefit in the period in which thedkiegion was enacted. The Company
it is unable to determine when the tax benefitdbattable to the remaining net operating lossekhvélrealizable, has recorded a valuation
allowance against the deferred tax assets.

Loss from Discontinued Operationswvas $9 million and $7 million for the three and sionths periods ended June 30, 2003, respectiaety,
attributable to Information Service's contact seggibusiness. The loss in the second quarter piymepresents the loss on the sale from the
business. The Company expects to recognize additiosses in the second half of 2003 as it closeméact service's facility that was not
included in the sales transaction. These lossesarexpected to be significant.

Cumulative Effect of Change in Accounting Principleof $5 million resulted from the adoption of SFAS.Nd@3 as of January 1, 2003. The
$5 million reflects the net change in accrued maelgon liability attributable to the Company's cogkrations.

Financial Condition—June 30, 2003

Cash used by operating activities decreased frd22 ##llion in the first half of 2002 to $90 milliom the same period of 2003. Changes in
components of working capital, primarily in thednfhation Services business and improvements iopleeating results of the communications
business were responsible for the decline. Thdardewlas partially offset by an increase in commatidn's accounts receivable. The
Company's contractual terms and conditions pereneL 3 to bill the customer at the beginning of skevice period. The vast majority of
customer contracts acquired in the Genuity transacequire billings to be made at the end of tavise period, or in arrears. As a result, the
Company's communications' receivables balanceasexsignificantly this period.

Investing activities primarily include the Genuttansaction for $144 million, including transactioosts, and gross capital expenditures of
$90 million. The Company received $46 million obpeeds from the sale of its share of the 91 Exprasss toll road operations, $21 million
from the sale of property, plant and equipmentathér assets, and reduced its restricted cashemudities balance by $2 million.

Financing activities in 2003 consisted of the repaxt of long-term debt for $14 million, primarilppitalized leases acquired in the Genuity
transaction, and the non-cash conversion of bof® $5illion of 9% Junior Convertible SubordinatedtBsand $100 million of 9.125% Senior
Notes to common stock. The Company was also abikediace its lon-term debt by approximately $139 million due to fade of CPTC. In
addition to cash proceeds, the buyer also assumeeghiigations of the toll road at the time of ahgs

The Company's discontinued contact services busipewided approximately $16 million of cash foe first six months of 2003, including
$8 million of proceeds from the sale of the businés
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July 2003, Software Spectrum paid the buyer appraiely $4 million for working capital adjustment$ish reduced the net proceeds received
in the transaction. In addition, the Company p&dllion to the buyer primarily for accounts recadble purchased by the buyer but collected
by Software Spectrum in the second quarter andesutest to the closing date.

Liquidity and Capital Resources

The further development of the communications kessrwill continue to require significant expendigirThese expenditures may result in
negative operating cash flow and net operatingel$sr the Company in the near future. The Compawpenditures will be primarily
attributable to operating expenses, capital experefi, integration costs associated with the Ggmditjuisition and interest payments. The
Company expects base capital expenditures (capiaired to keep the network operating efficienttype approximately $100 million in
2003. The majority of the Company's ongoing cagtgdenditures are expected to be success-baseekl ¢o incremental revenue.

Level 3 has approximately $915 million of cash amatketable securities on hand at June 30, 2003.fihire does not include $400 million
cash that was pledged to the banks participatiniggrCompany's amended Senior Secured Credit fyacéflected as Restricted Cash within
the noncurrent portion of the balance sheet) nen#t proceeds of $362 million received from tt&73% Convertible Note offering in

July 2003. Based on information available at tiget management of the Company believes that tiep@ay's current liquidity, ar



anticipated future cash flows from operations Wdlsufficient to fund its business plan. In additithe Company has undrawn commitments of
approximately $150 million under its amended SeBecured Credit Facility. There are certain restms on the availability of these undrawn
amounts.

If additional investment opportunities should preséemselves, the Company may be required to sexditional financing in the future. In
order to pursue these possible opportunities aodghe additional flexibility to fund its businestap the Company, in January 2001, filed a
"universal" shelf registration statement for aniaddal $3 billion of common stock, preferred stodebt securities, warrants, stock purchase
agreements and depository shares. In July 200Z;dingpany sold $500 million of 9% Junior ConvertiBlebordinated Notes due 2012 under
this shelf registration statement. In July 2008, @ompany also sold approximately $374 milliontsf2.875% Senior Convertible Notes under
this shelf registration statement. The remainingilability under this registration statement and@ma previously existing registration
statement would allow Level 3 to offer an aggregstep to $2.3 billion of additional securitiesftmd its business plan.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposxisting businesses, investments or other
non-core assets or operations to fund portions of tigness plan. In 2002, the Company completed tleeo§@pproximately 9.6 million shar

of Commonwealth Telephone for net proceeds of apprately $325 million. The Company also receivegragimately $46 million of cash
proceeds for its interest in CPTC during Januag32@n addition, the Company has announced thaitliseek to sell or sublease excess real
estate and may enter into sale leaseback transadtiorequired communications facilities. In 2@0®1 2003, Level 3 generated approximately
$97 million and $15 million, respectively, of prews from these types of real estate transactioniuly 2003, the Company also completec
sale of Genuity's former headquarters buildingafoproximately $20 million. With the sale of Commaradth Telephone shares, CPTC and
certain real estate transactions in 2002 and 2@@8agement believes that the Company has nowlsslsubstantial portion of its valuable
non-core assets.

The Company may not be successful in producindcsefit cash flow, raising sufficient debt or equigpital on terms that it will consider
acceptable, or selling or leasing fiber optic célyamr 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

51

be higher than estimated. Failure to generatecseiffi funds may require the Company to delay ondba some of its future expansion or
expenditures, which could have a material adveffeeteon the implementation of the business plath @uld result in additional impairment
charges on network assets.

In connection with the implementation of the Comparusiness plan, management continues to reviewtisting businesses to determine
how those businesses will assist with the Compdaglss on delivery of communications and informatégrvices and generating positive cash
flows. To the extent that certain businesses areamnsidered to be compatible with the deliverga@fmunication and information services or
with obtaining cash flow objectives, the Companyyraait those businesses. It is possible that thiésote to exit these businesses could result
in the Company not recovering its investment inlibsinesses, and in those cases, a significangetarearnings could result. For example
Company sold its Asian operations to Reach Ltdainuary 2002 and incurred a loss of $516 million.

Various issuances of Level 3's outstanding serotes) senior discount notes and convertible subated notes traded at discounts to their
respective face or accreted amounts in 2001 angl. 200.ough June 30, 2003, the Company had exchaimgpdvate transactions,
approximately $876 million (carrying value) of debt for shares of its common stock valued at apprately $635 million. In addition, Level
3 also exchanged $500 million of its 9% Junior Gartible Subordinated Notes for approximately 14#iom shares of common stock pursu
to the terms of the Notes and an additional 27ionilshares to induce conversion. Level 3 Finandisttier, wholly owned subsidiary of
Level 3, repurchased in 2001 and 2002 senior andestible subordinate notes with a face value girapimately $1.8 billion, plus accrued
interest, if applicable, for a total cash purchaisee of approximately $762 million.

The fair values of the various issuances of itstamiding senior notes, senior discount notes andectible subordinated notes have increased
in the last year. These issuances however, contintrade at discounts to their respective facacoreted amounts. In order to continue to
reduce future cash interest payments, as welltassfamounts due at maturity, Level 3 or its afdis may, from time to time, purchase these
outstanding debt securities for cash or exchangeeshof Level 3 common stock for these outstandety securities pursuant to the exemption
provided by Section 3(a)(9) of the Securities Ac1833, as amended, in open market or privatelytiagd transactions. Level 3 will evaluate
any such transactions in light of then existing keticonditions. The amounts involved in any suahgactions, individually or in the aggreg
may be material.

Current economic conditions of the telecommunicetiand information services industry, combined Wwilel 3's financial position and
significant liquidity, have created potential opjpmities for Level 3 to acquire companies or porsi@f companies at attractive prices. Level 3,
in addition to the Genuity and Telverse transadtidescribed below, continues to evaluate theserappties and could make additional
acquisitions in 2003.

On February 4, 2003, Level 3 acquired substantallpf the assets and operations of Genuity, ldlassachusetts-based provider of
communications services. Under the agreement, L2pelid $60 million in net cash consideration t® @enuity bankruptcy estate and asst
certain lon-term operating agreements. As part of the trarmactihe Company also paid $77 million in cash tmbairse the estate fi



payments on assumed capital lease obligationstketatnetwork operating equipment to be used byL&wuring 2003. The Company also
expects to incur one-time integration costs of appnately $75 to $100 million during 2003. As paftthe transaction, Level 3 assumed most
of Genuity's existing customer contracts and initaatd has signed new multi-year customer contrtiwas together represent expected revenue
in excess of $1 billion over the remaining lifetbé agreements. The majority of Genuity's futukeeneie is expected to be attributable to
contracts with Verizon and AOL Time Warner. The Qamy believes that the transaction will signifidaminprove
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Level 3's financial position through the additidrsabstantial new revenue from higlaality customers and the potential for significaetwork
and operating cost synergies, and reduced capipanelitures for the combined communications busines

In July 2003, Level 3 completed the acquisitiorTefverse Communications, Inc. for approximately $#8ion in Level 3 common stock and
$1 million in cash. Telverse, a provider of IP-lihseice and data services, has developed certeimodogies that will enable Level 3 to
expand its presence in the voice-over-IP market.

The Company's debt instruments contain certaimfirz and non-financial covenants. The Companyebel, based upon management's
review of the covenants, that it is in full compiéz with all the terms of the debt instrumentsfatuae 30, 2003 and will be for at least the |
twelve months.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Level 3 is subject to market risks arising frommfp@s in interest rates, equity prices and foreiginange rates. As of June 30, 2003, the
Company had borrowed $1.125 billion under the SeBaxured Credit Facility and $120 million underoanmercial mortgage. Amounts dra
on the debt instruments bear interest at the @teripase rate or LIBOR rate plus applicable mardiaghe alternate base rate and LIBOR rate
fluctuate, so too will the interest expense on am®borrowed under the credit facility and mortgagéhe weighted average interest rate basec
on outstanding amounts under these variable rataiments of $1.245 billion at June 30, 2003, wawzaximately 5.16%. A hypothetical
increase in the variable portion of the weightedrage rate by 1% (i.e. a weighted average ratel@f6) would increase annual interest
expense of the Company by approximately $12.5 onillAt June 30, 2003, the Company had $4.51 billibfixed rate debt bearing a weigh
average interest rate of 9.83%. A change in inteegss in the future will not affect the Compamedo the terms and conditions of the loan
agreements that require the Company to repurchasgebt at specified premiums. The Company has &lglerto reduce its exposure to inte
rate risk by acquiring certain outstanding indeh&ss in exchange for shares of common stock ard €ae Company continues to evaluate
other alternatives to limit interest rate risk.

Level 3 continues to hold positions in certain pelpltraded entities, primarily Commonwealth Telepk and RCN. The Company currently
accounts for these two investments using the equéthod. In April 2003, the Company and Commonvie@#tlephone announced a
recapitalization plan whereby Level 3 would converiClass B shares into the common stock of Conweaith Telephone. If the plan is
approved by Commonwealth Telephone shareholdexg! 3ewould own approximately 4.6% of the equitgamoting rights of Commonweal
Telephone and account for its investment in Comneaith Telephone using the cost method. In 2002Ctdrapany sold approximately 90%
of its holdings in Commonwealth Telephone for netgeeds of approximately $325 million. The markaue of the Company's holdings in
RCN and Commonwealth Telephone was approximated $dillion at June 30, 2003, which is higher thiagitt carrying value of $17 million.
The Company may seek to sell all or a portion®shares in RCN and Commonwealth Telephone over. fiilme value received for the
remaining investments would be affected by the miavklue of the underlying stock at the time of angh transaction. A 20% decrease in the
price of Commonwealth Telephone and RCN stock woesdilt in approximately a $20 million decreaséain value of these investments. The
Company does not currently utilize financial instents to minimize its exposure to price fluctuasiamequity securities.

The Company's business plan includes operatingeeoimmunications network and information servicesithess in Europe. As of June 30,
2003, the Company had invested significant amoointgpital in the region for its communications iness. The Company issue80® million
(€425 million outstanding at June 30, 2003) in 8ekiuro Notes in February 2000 as an economic hadgmst its net investment in its
European subsidiaries at the time. As of June 803 2the Company held only

53

enough foreign denominated currency to fund its @diate working capital obligations. The Company hasmade significant use of financial
instruments to minimize its exposure to foreignrency fluctuations. Foreign exchange rate fluctregiin 2003 did not have a material effect
on Level 3's results of operations and financialifian. The Company continues to analyze risk mamant strategies to reduce foreign
currency exchange risk.

The change in interest rates and equity securitgpiis based on hypothetical movements and areeuassarily indicative of the actual results
that may occur. Future earnings and losses willffected by actual fluctuations in interest raggpyity prices and foreign currency rat



Item 4. Controls and Procedures

(@) Disclosure controlsand procedures. The Company's Chief Executive Officer and Cliiefancial Officer have evaluated the
effectiveness of the Company's disclosure conamtsprocedures as of June 30, 2002. Based uporrevielv, the Chief Executive Officer a
Chief Financial Officer have concluded that the @amy's controls and procedures are effective amdi@esigned to ensure that information
required to be disclosed by the Company in thentepbfiles or submits under the Securities ExaeAct of 1934, as amended, and the rules
there under, is recorded, processed, summarizecegodied within the time periods specified in @@mmission's rules and forms. Disclosure
controls and procedures include, without limitatioantrols and procedures designed to ensurertf@iation required to be disclosed by an
issuer in reports it files or submits under theusiéies Exchange Act is accumulated and communictiehe Company's management,
including its principal executive officer and pripal financial officer, as appropriate to allow @iy decisions regarding required disclosure.

(b) Internal controls. There was no change in Level 3's internal adswver financial reporting that has occurred githe second quart
2003 that has materially affected or is reasonbikdyy to materially affect, Level 3's internal dools over financial reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
PART [I—OTHER INFORMATION
Item 4. Submission of Matters to a Vote of SecurityHolders

At the annual meeting of stockholders held on MayZD03 the following matters were submitted taotev

1. Election of three Class Il Directors to the BoafdDirectors of Level 3 for a thr-year term until the 2006 Annual Meeting
Stockholders:
In Favor Withheld
Arun Netravali 418,111,40 2,670,701
John T. Reel 414,135,97 6,646,13
Michael B. Yanne) 388,383,87 32,398,23

Item 5. Other Information

a) Statement Regarding Computation of Ratio of Eamiiog-ixed Charges and Preferred Stock Dividends:

Six Months Ended

June 30, Fiscal Year Ended
2003 2002 2002 2001 2000 1999 1998

Loss from Continuing Operations Before Ta $ (341 $ (365) $ 981) $ (4,379 $ (1,45¢6) $ (702) $ (15
(Earnings)Losses of Equity Investe ) () (13) (16) 284 12¢ 13
Interest on Debt, Net of Capitalized Inter 282 26C 56C 64¢€ 282 174 13
Amortization of Capitalized Intere 34 34 68 68 19 — -
Interest Expense Portion of Rental Expe 18 10 22 20 15 12
Earnings (Losses) Available for Fixed Char $ 8) $ (68) $ (349 $ (3,655 $ (85€) $ (38¢) $ 11

5 5 N N N N
Interest on Dek $ 28 % 26C $ 56C $ 702 $ 63t $ 28¢ $ 14
Preferred Dividend — — — — — — -
Interest Expense Portion of Rental Expe 18 10 22 20 15 12
Total Fixed Charge $ 301 $ 27C $ 58z $ 723 % 65C $ 301 $ 15

5 5§ N N _§ B |
Ratio of Earnings to Fixed Charg — — — — — — -

5 5§ N N _§ B |

Deficiency $ (309 $ (339 $ (9268 (4,379 % (1,500 $ (689) $ @3
. i N B ]



Upon adoption of Statement of Financial AccountBigndards no. 145, "Rescission of Financial Acdogrstandards Board
Statements No. 4,44, and 64, Amendment of FASBeBtamt No. 13, and Technical Corrections”, in 2@Q& to the recurring nature
its debt repurchases and exchanges, the Compdags#ied the related gains previously classifieggtraordinary gains to Other
income within Loss from Continuing Operations Beftmcome Tax of $206 million for the six months eddune 30, 2002,

$255 million for the year ended December 31, 20@2%i,075 million for the year ended December 8D12

In June 2003, the Company sold its contact sentiosmess. The Company accounted for the contagtes business as a discontin
operation in its June 30, 2003 financial statemdfdsnings from discontinued operations beforeddwsethe year ended December 31,
2002 of approximately $2 million have been reclégsdifrom continuing operations. Earnings from distinued operations before taxes
for the six months ended June 30, 2002 were less$h million.
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Item 6. Exhibits and Reports on Form 8-K

@)

311
31.2
32.1

32.2

(b)

Exhibits filed as part of this report are listeddve

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

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

Certification of Chief Executive Officer puiant to 18 U.S.C. Section 1350, as adopted pursuan
to Section 906 of the Sarba-Oxley Act of 2002

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursu
Section 906 of the Sarbal-Oxley Act of 2002

On April 17, 2003 the Company filed a Current Repor Form -K related to the appointment of Arun Netravalite Board o
Directors.

On April 21, 2003, the Company filed a Current Réppom Form 8-K/A amending the Current Report onfr@&-K dated February 13,
2003 related to the acquisition of substantiallyofithe assets, and the assumption of certaihefiabilities of Genuity, Inc.

On May 23, 2003, the Company filed a Current ReporEForm 8-K related the election of Class Ill diggs, new committee
appointments, Mr. Sunit S. Patel as the new Chirgdrieial Officer, and the modification of irrevodalwaivers granted by the
Company's Group Vice Presidents, members of thedBarad R. Douglas Bradbury, Kevin J. O'Hara andri€gim E. Stinson, to permit
the exercise of certain stock options.

On June 18, 2003, the Company filed a Current RepoForm 8-K/A-2 supplementing the Current Report-orm 8-K/A dated
April 21, 2003 related to the acquisition of subsily all of the assets, and the assumption dfade of the liabilities of Genuity, Inc.

On June 23, 2003, the Company filed a Current RepoForm 8-K related to the conversion of the Camys 9% Junior Convertible
Subordinated Notes due 2012 into shares of the @ayp common stock.

On July 1, 2003, the Company filed a Current ReporForm 8-K related to a press release annourhbmgffering of $250 million
aggregate principal amount of its Convertible Sehiotes due 2010 (plus an option to purchase aitiawldl $37.5 million aggregate
principal amount of its Convertible Senior Notedgly to cover over-allotments), in an underwritfablic offering.

On July 9, 2003, the Company filed a Current ReporForm 8-K related to the offering of $373.75lioil aggregate principal amount
of its Convertible Senior Notes due 2010, in anamditten public offering.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.



Dated: March 5, 2004

LEVEL 3 COMMUNICATIONS, INC.

/s/ ERIC J. MORTENSEN

Eric J. Mortensen
Senior Vice President, Controller
and Principal Accounting Office
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Exhibit 31.1
CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. I have reviewed this Quarterly Report on Form 18-Q/of Level 3 Communications, Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

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

(a) Designed such disclosure controls and proceduregused such disclosure controls and proceduies ttesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being preszh

(c) Evaluated the effectiveness of the registrant'slaksire controls and procedures and presentedsimetport our conclusior
about the effectiveness of the disclosure contants procedures, as of the end of the period cougyeldis report based on such
evaluation; and

(d) Disclosed in this report any change in the regitsanternal control over financial reporting tloacurred during the registran
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod) lttas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportingpan

5. The registrant's other certifying officer(s) anlaalve disclosed, based on our most recent evaluatimrternal control over financi
reporting, to the registrant's auditors and thataaommittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(@)  All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting whic
are reasonably likely to adversely affect the itegig's ability to record, process, summarize apibrt financial information; ar

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

Date: March 5, 2004

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

* Provide a separate certification for each priatigxecutive officer and principal financial officef the registrant. See Rules 13a-14(a) and
15d-14(a).
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Exhibit 31.2
CERTIFICATIONS*
I, Sunit S. Patel, certify that:
1. I have reviewed this Quarterly Report on Form 18-Q/of Level 3 Communications, Inc.;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this report;

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

(a) Designed such disclosure controls and proceduregused such disclosure controls and proceduies ttesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being preszh

(c) Evaluated the effectiveness of the registrant'slaksire controls and procedures and presentedsimetport our conclusior
about the effectiveness of the disclosure contants procedures, as of the end of the period cougyeldis report based on such
evaluation; and

(d) Disclosed in this report any change in the regitsanternal control over financial reporting tloacurred during the registran
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod) lttas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportingpan

5. The registrant's other certifying officer(s) anlaalve disclosed, based on our most recent evaluatimrternal control over financi
reporting, to the registrant's auditors and thataaommittee of the registrant's board of direct@ispersons performing the equivalent
functions):

(@)  All significant deficiencies and material weaknessethe design or operation of internal contradiofinancial reporting whic
are reasonably likely to adversely affect the itegig's ability to record, process, summarize apibrt financial information; ar

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

Date: March 5, 2004

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Office!

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

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

In connection with the Quarterly Reporteivel 3 Communications, Inc. (the "Company") onrRdr0-Q/A-1 for the three months ended
June 30, 2003 as filed with the Securities and Brgle Commission on the date hereof (the "RepdrtJames Q. Crowe, Chief Executive
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 requirementseétion 13(a) or 15(d) of the Securities Exchangeoh 1934; and

2) The information contained in the Report fairly gets, in all material respects, the financial ctiadiand results of operations of the
Company.

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Officer
March 5, 200
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Exhibit 32.2

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

In connection with the Quarterly Reporteivel 3 Communications, Inc. (the "Company") onrRdr0-Q/A-1 for the three months ended
June 30, 2003 as filed with the Securities and Brgke Commission on the date hereof (the "RepdstSunit S. Patel, Chief Financial Officer
of the Company, certify, pursuant to 18 U.S.C. §0,3s adopted pursuant to § 906 of the Sarbanks@xt of 2002, that:

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

2) The information contained in the Report fairly gets, in all material respects, the financial ctiadiand results of operations of the
Company.

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officer
March 5, 200
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