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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q/A-1

(Mark One)

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

For the Quarterly Period Ended March 31, 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 47-0210602
(State of Incorporatior (I.R.S. Employer Identification No

1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code)

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

Indicate by check mark whether the regigt(a) has filed all reports required to be filed®ection 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wejuired to file such reports(s)), and
(2) has been subject to such filing requirementstfe past 90 days. Yesl No O

The number of shares outstanding of eaa$sabf the issuer's common stock, as of May 2,:2003

Common Stock: 462,484,528 shares




Level 3 is filing this Form 10-Q/A-1 to todify the use of the term "independent valuatidmbughout, 2) include restructuring and
impairment charges incurred by Genuity in the poo¥fa financial information provided for the threemths ended March 31, 2002 in Note 2
to the Consolidated Condensed Financial Statem@nispdify Part 1 ltem 4—Controls and Proceduresl, 4) conform our change in the use
of the term "EBITDA" to "Adjusted OIBDA," and remeveferences to EBITDA in Note 15 to the Consoéidatondensed Financial
Statements and in Iltem 2—Management's Discussidriaalysis of Financial Condition and Results ofe@gions.

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Part —Financial Informatior

Item 1. Unaudited Financial Statemen
Consolidated Condensed Statements of Opera
Consolidated Condensed Balance Sh
Consolidated Condensed Statements of Cash F
Consolidated Condensed Statement of Changes iki®tioers' Defici
Consolidated Condensed Statements of Compreheimsivme (Loss
Notes to Consolidated Condensed Financial Statex

Item 2. Management's Discussion and Analysis of Financtaddtion and Results of Operatio
Item 3. Quantitative and Qualitative Disclosures about MaRisk
Item 4. Controls and Procedur

Part IOther Informatior
Item 6. Exhibits and Reports on Forn-K

Signatures

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Condensed Statements of Operations

(unaudited)
Three Months Ended
March 31,
2003 2002
(dollars in millions,
except per share data)
Revenue
Communications (Note 3) $ 70€ $ 27¢
Information Services 52¢ 80
Coal Mining 16 20
Other — 8
Total revenue 1,25( 38¢€

Costs and Expense
Cost of revenue:

Communications 89 66
Information Services 47¢ 67



Coal Mining

Total cost of revenue
Depreciation and amortization
Selling, general and administrative
Restructuring charges

Total costs and expenses

Income (Loss) from Operatiol
Other Income (Expense
Interest income

Interest expense, net
Other, net and gains on extinguishments of debt

Total other income (expense)

Income (Loss) Before Income Tax
Income Tax Benefi

Net Income (Loss) Before Change in Accounting Rpiiec
Cumulative Effect of Change in Accounting Princi

Net Income (Loss
Basic Earnings (Loss) per Sha
Net Income (Loss) Before Change in Accounting Rpiec

Cumulative Effect of Change in Accounting Principle

Net Income (Loss

Diluted Earnings (Loss) per Sha
Net Income (Loss) Before Change in Accounting Rpilec

Cumulative Effect of Change in Accounting Principle

Net Income (Loss

See accompanying notes to consolidated condensaucfal statements.

14 13

581 14€

20¢ 21¢

27E 252

11 —

1,07¢ 60<

17t (229)

5 9

(140) (129)

74 134

(61) 14

114 (209)

— 11¢

114 (90)

5 J—

11¢ $ (90)
| |
0.2t $  (0.29

0.01 —

0.2€ $  (0.29
| |
0.21 $  (0.29

0.01 —

0.2z $  (0.29
| |

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Balance Sheets

(unaudited)

Assets
Current Assets

Cash and cash equivalel
Restricted cas

2003

December 31, 2002

(dollars in millions,

944
79

except per share data)

1,14
99



Accounts receivable, less allowances of $31 and &2®ectively

Other
Total Current Asset

Net Property, Plant and Equipme¢
Restricted Cas

Goodwill

Intangibles

Other Assets, ne¢

Liabilities and Stockholders' Defic
Current Liabilities:

Accounts payabl

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

Deferred revenu

Other

Total Current Liabilities

Long-Term Debt, less current portit
Deferred Revenu

Accrued Reclamation Cos

Other Liabilities

Commitments and Contingenci

Stockholders' Deficit

Preferred stock, $.01 par value, authorized 10@shares: no shares outstanc

Common stock

Common stock, $.01 par value, authorized 1,5000@@shares: 453,405,681

outstanding in 2003 and 443,556,864 outstandirZp0R

Class R, $.01 par value, authorized 8,500,000 shageshares outstandi

Additional paic-in capital
Accumulated other comprehensive |
Accumulated defici

Total Stockholders' Defic

42¢ 53¢

117 154

1,56( 1,93¢

6,045 6,01(

46¢ 467

28E 27¢

22C 101

18€ 172

$ 8,76: $ 8,96:
| ]
$ 492 $ 691
124 4

12€ 14¢

88 92

117 19¢

23€ 21¢

1,18¢ 1,353

6,167 6,102

92t 1,26¢

86 92

46C 392

5 4

6,337 6,27%
(129) (132)
(6,266) (6,385)
(58) (240)

$ 8,76: $ 8,96:
| |

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

Consolidated Condensed Statements of Cash Flows

(unaudited)

Three Months Ended March 31,

2003 2002



Cash Flows from Operating Activitie

Net Income (Loss

Adjustments to reconcile net income (loss) to resthcused in operating activitie

Cumulative effect of change in accounting princ
Equity earnings, ne

Depreciation and amortizatic

Gain on debt extinguishments, 1

Dark fiber and submarine cable 1-cash cost of revent

(Gain) loss on sale of property, plant and equipnteli-road operations and other ass

Non-cash expense attributable to stock awi
Deferred revenu
Accrued interest on marketable securi
Amortization of debt issuance co:
Accreted interest on loi-term discount det
Accrued interest on loi-term debt
Change in working capital items net of amounts aeqiu
Receivable:
Other current asse
Payable
Other liabilities
Other

Net Cash Used in Operating Activiti

Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketaloleries
Decrease in restricted cash and securities
Capital expenditure
Release of capital expenditure accrt
Genuity transactio
Investments and acquisitio
McLeod business transacti
CorpSoft acquisition, net of cash acquired of
Proceeds from sale of t-road operation

Proceeds from sale of property, plant and equipnserd other asse

Net Cash Provided by (Used in) Investing Activil

Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance ct

Purchases of and payments on -term debt, including current portic

Net Cash Used in Financing Activiti
Net Cash Used in Discontinued Operati
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 pai
Noncash Investing and Financing Activitit

Common stock issued in exchange for long term

Long-term debt extinguished due to sale of-road operation

See accompanying notes to consolidated condensaukcfal statements.
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(dollars in millions)

11¢ $ (90)
(5) —
(1) (4

20€ 21¢
— (130)
— 2

(69) 2
23 64

(34¢) 23
5

26 27

— (27)

11¢ 35
50 (15)

(199) (165)

(27) 4

(6) (7
(108) (65)
— 20C
7 18
(29) (53
6 J—
(149) —
(1) (19
— (50)
— (89
46 —
16 6

(94) 18
— 2
(1) (90)
(1) (88)

— (47)

2 (5)

(199) (187)

1,14: 1,291

944 $ 1,11(
| |
10¢ $ 11€

20 $ 32

13¢ —



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statement of Changes in Skbolders' Deficit

For the three months ended March 31, 2003

(unaudited)
Accumulated Other
Additional Paid- Comprehensive Income
Common Stock in Capital (Loss) Accumulated Deficit Total
(dollars in millions)
Balances at December 31, 2( $ 4 $ 6,27: % (132 $ (6,385 $ (240
Common Stock
Issued to extinguish long-term debt — 20 — — 20
Stock plan grants — 18 — — 18
Shareworks plan 1 21 — — 22
Net Income — — — 11¢ 11¢
Other Comprehensive Incor — — 3 — 3
Balances at March 31, 20! $ 5 8 6,33: $ (129 $ (6,266) $ (58)
I I I I |
See accompanying notes to consolidated condensaucfal statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Comprehensieeome (Loss)
(unaudited)
Three Months Ended March 31,
2003 2002
(dollars in millions)
Net Income (Loss $ 11¢ $ (90)
Other Comprehensive Income (Loss) Before 1
Foreign currency translation gains (losses) 6 (23
Unrealized holding losses and other arising dupegdod (©)] Q)
Reclassification adjustment for gains includedeétincome (loss) — 5
Other Comprehensive Income (Loss), Before 3 (19

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

Other Comprehensive Income (Loss) Net of Te 3 (19
Comprehensive Income (Los $ 122 $ (109
I I

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 statgsinclude the accounts of Level 3 Communicafioms and subsidiaries (the "Company"
or "Level 3") in which it has control, which aregaged in enterprises primarily related to commuioes, information services, and coal
mining. Fifty-percent-owned mining joint venture® @&onsolidated on a pro rata basis. Investmerdthier companies in which the Company
exercises significant influence over operating finaincial policies or has significant equity owrtgpsare accounted for by the equity mett
All significant intercompany accounts and trangatdihave been eliminated.

The consolidated condensed balance shéetvael 3 Communications, Inc. and subsidiaries etddnber 31, 2002 has been condensed
from the Company's audited balance sheet as oflttitat All other financial statements containeceimeare unaudited and, in the opinion of
management, contain all adjustments (consisting ohhormal recurring accruals) necessary for agegsentation of financial position,
results of operations and cash flows for the perjpesented. The Company's accounting policiesantdin other disclosures are set forth in
the notes to the consolidated financial statemesnained in the Company's Annual Report on ForaiK B amended, for the year ended
December 31, 2002. These financial statements dh@utead in conjunction with the Company's auditeasolidated financial statements
and notes thereto. The preparation of the condelideondensed financial statements in conformiti &tcounting principles generally
accepted in the United States requires managememake estimates and assumptions that affect gogteel amount of assets and liabilities,
disclosure of contingent assets and liabilities #twedreported amount of revenue and expenses dilméngeported period. Actual results could
differ from these estimates.

The results of operations for the three theended March 31, 2003 are not necessarily itidecaf the results expected for the full year.

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

Revenue for communications services, inolgigrivate line, wavelengths, colocation, Interaetess, managed modem, voice and dark
fiber revenue, is recognized monthly as the sesvége provided based on contractual amounts expaztee collected. Reciprocal
compensation revenue is recognized only when @ndohnection agreement is in place with anotheteraand the relevant regulatory
authorities have approved the terms of the agreemen

It is the Company's policy to recognizertiration/settlement revenue when certain condittoage been met. These conditions include:
1) the customer has accepted all or partial dalieéthe asset or service; 2) Level 3 has receogetsideration for the asset or service
provided; and 3) Level 3 is not legally obligatedorovide additional product or services to thet@orer or their successor under the original
contract. Termination/settlement revenue is recagin situations where a customer and Level 3 aliytagree to terminate all or a portion
of the service provided, or the customer and/oastsets fail to emerge from bankruptcy and, theeefcevel 3 is not obligated to provide
additional product or services to the custometsosuccessor. If the conditions described abovenatethe Company will recognize
termination/settlement revenue equal to the fdue/af

consideration received, less any amounts previaeslygnized. Termination revenue is recognized veheastomer disconnects service prior
to the end of the contract period, for which Le¥dlad previously received consideration and forcwhievenue recognition was deferred. In
addition, termination revenue is recognized whestaumers make termination penalty payments to L8¥elsettle contractually committed
purchase amounts that the customer no longer expeateet. Settlement revenue is recognized wheistamer and Level 3 renegotiate a
contract under which Level 3 is no longer obligaieg@rovide product or services for consideratiogvpusly received and for which revenue
recognition has been deferred. Termination/setttemrevenue is reported in the same manner as iji@arproduct or service provided, and
amounted to $326 million during the first three riftsnof 2003 (See Note 3).

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



Level 3's customer contracts require then@any to provide certain service level commitmelitsevel 3 does not meet the required
service levels, it may be obligated to provide @sedisually in the form of free service for a shmeriod of time. Services that result from
providing these credits are not included in reveane to date, have not been material.

Cost of revenue for the communications mess includes leased capacity, right-of-way c@stsess charges and other third party circuit
costs directly attributable to the network, as vaslicosts of assets sold which were immateriddérquarters ended March 31, 2003 and 2002.

The Company's information services busimessmprised of two operating units: (i)Structumegrovider of computer infrastructure
outsourcing services, and Software Spectrum, l'Soffware Spectrum"), a global distributor, marketed reseller of business software. (i)
Structure provides outsourcing services, typicdihpugh contracts ranging from3years, to firms that desire to focus their resesion thei
core businesses. Under these contracts, (i)Steioéaognizes revenue in the month the serviceoisged, generally equal to the contract
value recognized on a straight-line basis. Coseéwénue for these businesses includes costs adiileuo employees directly responsible for
supporting the customer's operations, softwarelirare maintenance, software/hardware rental anédedata circuits.

Software Spectrum is a reseller of busiseésvare. Accounting literature provides guidatwenable companies to determine whether
revenues from the reselling of goods and servibesld be recorded on a "gross" or "net" basis. Chmpany believes that the facts and
circumstances of the Software Spectrum businesticplarly those involving pricing and credit riskdicate that the majority of Software
Spectrum's sales should be recorded on a "grosss. e latitude and ability of Software Spectianestablish the selling price to the
customer is a clear indication of "gross" revergpporting. The assumption of credit risk is anofhgrortant factor in determining "gross"
versus "net" reporting. Software Spectrum has ¢spansibility to pay suppliers for all productsene, regardless of when, or if, it collects
from its customers. Software Spectrum is also gakdponsible for determining the creditworthinekis customers.

Microsoft Corporation, a significant sugplbf software to Software Spectrum, changed celizénsing programs in 2001 whereby new
enterprise-wide licensing arrangements will begatjdilled and collected directly by Microsoft. 8eére Spectrum will continue to provide
sales and support services related to these ti@msmand will earn a service fee directly from kdisoft for these activities. Software
Spectrum only recognizes the service fee as revendaot the entire value of the
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software for sales under this program. The Compaminues to sell Microsoft products under thel@ednsing programs but has recently
experienced an increase in the level of sales uhiienew program. If Microsoft is able to succefigfimplement and sell a significant
amount of software under this program, or it ied®ined that the accounting for reselling of thitveare should be recorded on a "net" basis,
the Company may experience a significant declinaformation services revenue and a comparablerdeiri cost of revenue.

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

In June 2001, the FASB approved SFAS N8, 1Accounting for Asset Retirement ObligationsSFAS No. 143"). SFAS No. 143
establishes accounting standards for recogniticdhnaeasurement of a liability for an asset retirenadrigation and the associated asset
retirement cost. The fair value of a liability fan asset retirement obligation is to be recognizéde period in which it is incurred if a
reasonable estimate of fair value can be madea$beciated retirement costs are capitalized ardded as part of the carrying value of the
long-lived asset and amortized over the usefuldffthe asset. SFAS No. 143 was effective for tben@any beginning on January 1, 2003.
The Company's coal mining business had previousiyuad, as a component of cost of revenue, an &stiof future reclamation liability.

The net effect of the adoption of SFAS No. 143 €ompany's coal mining business as of Janu#9Q3 was a decrease in noncurrent
liabilities of approximately $5 million (which wilbe amortized to expense in future years) and eftected as a cumulative-effect adjustment
in the consolidated condensed statement of opertithe communications business has entered irtaiic colocation leases whereby it is
required upon termination of the lease, to rembedeasehold improvements and return the leasex $pats original condition. The
Company has also entered in to rightaedy agreements for its intercity and metropolitetworks that may require the removal of the cor
upon termination of the agreement. Upon adoptiathisfstandard on January 1, 2003, the Companyretsmded obligations and
corresponding assets of approximately $31 millipopruadoption of SFAS No. 143 on January 1, 2003ese lease and right of way
agreements. Accretion of asset retirement obligagikpense of $2 million was recorded during thet fijuarter of 2003; resulting in total asset
retirement obligations, including reclamation cdststhe coal business, of $117 million at March 2203. The Company has restricted cash
of approximately $38 million set aside to fund thelamation liabilities. Accretion expense of $1lion related to the communications
business was recorded in selling, general and asiimaditive expenses on the consolidated condenagzhstnts of operations. Accretion
expense of $1 million related to the Company's amaing business was recorded in cost of revenuta@iconsolidated condensed statem

of operations. If SFAS No. 143 had been in effscb®January 1, 2002, asset retirement obligatdi$d07 million would have been
recorded. Accretion of asset retirement obligaégpense of $2 million would have been recordedndyittie first quarter of 2002, resulting



a net loss of $92 million (bringing the total assgirement obligation to $109 million at March 2D02). The
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additional $2 million of accretion expense in thistfquarter of 2002 would not have affected theslper share amounts presented for the
period.

In April 2002, the FASB issued SFAS No. 1#8escission of FASB Statements No. 4, 44, and\édendment of FASB Statement
No. 13, and Technical Corrections" ("SFAS No. 145FAS No. 145 was effective for fiscal years bagig and certain transactions ente
into after May 15, 2002. SFAS No. 145 requires gaind losses from the extinguishment of debt k&siflad as extraordinary items only if
they meet the criteria in APB Opinion No. 30. Poasly, FASB Statement No. 4 generally requiredjaihs and losses from debt
extinguished prior to maturity to be classifiedaasextraordinary item in the statement of operatié®B Opinion No. 30 requires that to
qualify as an extraordinary item, the underlyingmvor transaction should possess a high degrakenairmality and be of a type clearly
unrelated to, or only incidentally related to, thrdinary activities of the Company, and would redsonably be expected to recur in the
foreseeable future. Any gain or loss on extinguishts of debt classified as an extraordinary itemrior periods that does not meet the
criteria in APB Opinion No. 30 should be reclassgifi Upon adoption of SFAS No. 145, due to the maoginature of its debt repurchases and
exchanges, the Company reclassified the relatet gaeviously classified as extraordinary gainsrauthe three months ended March 31,
2002 of $130 million in the statement of operatitmsther non-operating income.

On January 1, 2003 the Company adopted %346, "Accounting for Costs Associated with ttod Disposal Activities", ("SFAS
No. 146"). Under SFAS No. 146 the Company can ngdo record estimated losses upon the decisioxitta &usiness. The Compan
information services business announced, in ARU3, that it will exit the systems integration mess. The Company expects to incur costs
for workforce reductions, lease terminations arss lof tax incentives as a result of this decisiure to the adoption of SFAS No. 146, the
Company will not record the anticipated lossesthercosts associated with closing the businessn@sd to be from $6 - $7 million) until
they are actually incurred.

In November 2002, the FASB issued FASBrpmetation No. 45, "Guarantor's Accounting and isare Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness be@t'. FASB Interpretation No. 45 elaborates ondiselosures to be made by a guarantor
in its interim and annual financial statements aliiswobligations under certain guarantees thiaag issued. It also clarifies that guarantor is
required to recognize, at the inception of a gusem liability for the fair value of the obligati undertaken in issuing the guarantee. The
initial recognition and initial measurement prowis$ of the interpretation are applicable on a poBpe basis to guarantees issued or
modified after December 31, 2002. The Company leaentered in to any material arrangements or giieea that meet the criteria of this
interpretation and the adoption of this interpiietatid not have a material effect on its resufteperations and financial position.

In January 2003, the FASB issued FASB pritation No. 46, "Consolidation of Variable Intetr&ntities an interpretation of ARB
No. 51" ("FIN 46"). FIN 46 addresses consolidatignbusiness enterprises of variable interest esti#h variable interest entity is defined
an entity in which the total equity investmentiakiis not sufficient to permit the entity to finamits activities without additional subordina
financial support from other parties or as a grtheholders of the equity investment at risk laci ane of the following three characteristics
of a controlling financial interest: The directindirect ability to make decisions about an ergipttivities through voting rights or similar
rights, the obligation to absorb the expected kwsfehe entity if they occur and, lastly, the tign receive the expected residual returns of the
entity if they occur. FIN 46 applies immediatelyMariable interest entities created after Janu&an2803, and to variable interest entities in
which an enterprise obtains an interest afterdags. It applies in the first fiscal year or interperiod
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beginning after June 15, 2003, to variable inteeasties in which an enterprise holds a variabteriest that it acquired before February 1,
2003. The adoption of FIN 46 by the Company didhete a material effect on its financial result¢hie first quarter of 2003 and is not
expected to have a material effect on its futusellte of operations or financial position as thenpany has no unconsolidated variable
interest entities.

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

Deferred income taxes are provided fortémeporary differences between the financial repgrtind tax basis of the Company's as



and liabilities using enacted tax rates in effectthe year in which the differences are expeate@verse. Net operating losses not utilized
be carried forward for 20 years to offset futureatale income. A valuation allowance has been rembatjainst deferred tax assets, as the
Company is unable to conclude under relevant adoaustandards that it is more likely than not theterred tax assets will be realizable.
Federal legislation enacted in 2002 permitted thm@any to apply unutilized net operating lossesrasfjd 996 taxable income. As a result,
the Company recognized a federal income tax beaeditreceived a refund of $119 million in the fygstarter of 2002.

Where appropriate, items within the corgattied condensed financial statements have beass#atd from the previous periods to
conform to current period presentation.

2. Acquisitions

On February 4, 2003, Level 3 completedatguisition of substantially all of the assets apdrations of Genuity, Inc. ("Genuity"), a
Tier 1 Internet Protocol (IP) communications comyparhe total cash consideration, including expettadsaction costs, was approximately
$144 million including approximately $60 million zash consideration to the Genuity bankruptcy egthits approximately $77 million in
cash to reimburse the estate for payments on asscapital lease obligations related to network apeg equipment. In addition, Level 3
assumed certain of Genuity's long term operatingeagents. Level 3 entered into certain transactiotis Genuity prior to the acquisition of
Genuity by Level 3, whereby it received cash famoawunications services to be provided in the futAsea result of the acquisition, Level 3
can no longer amortize this deferred revenue iataiags and accordingly, reduced the purchase pppéed to the net assets acquired in the
Genuity transaction by $76 million, the amounttef inamortized deferred revenue balance on FebAy@903. The preliminary fair value
the acquired tangible assets was determined basttbdair value of similar assets. Customer caidgrand liabilities were valued based on
future cash flows and customer lists were valuédguthe expected replacement cost. The resultp@fadions attributable to the Genuity
assets and liabilities are included in the 2003 obdated condensed statements from the date ofsation. The Genuity transaction provides
Level 3 the opportunity to acquire high-quality tmmsers
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and create additional value by leveraging the ndtwaod operating synergies of the combined business

The terms of the transaction also provatepbst-closing purchase price adjustments relatélde amount of (a) annualized recurring
revenue, (b) various prepaid items and depositqr@perty taxes payable on purchased propertysed¢rance payments to certain of
Genuity's former employees and (e) an adjustmes#dan the aggregate dollar value of rejectionmddn the Genuity bankruptcy estate.
These adjustments are expected to be identifiddmii20 days following the acquisition date.

In January 2002, Level 3 completed the mitipn of the wholesale dial-up access businesdafeodUSA Incorporated ("McLeod"),
for approximately $51 million in cash consideratamd the assumption of certain operating liabgitielated to that business. The acquisition
included customer contracts, approximately 350 P@Bmts of Presence) and related facilities actioss).S., equipment, underlying circt
and certain employees. The allocation of the pusehmice resulted in the cash consideration plsisrasd liabilities exceeding the fair value
of the identifiable tangible and intangible assetquired by approximately $41 million, which wasorled as goodwill. The results of
operations attributable to the McLeod assets afidliies are included in the consolidated conddrstatements of operations from the dat
acquisition.

In March 2002, the Company acquired prilyabteld CorpSoft, Inc. ("CorpSoft"), a global prder, marketer and reseller of business
software. Level 3 agreed to pay approximately $88am in cash and retire approximately $37 milliondebt to acquire CorpSoft. The
transaction was valued at approximately $95 mijlafjusted for CorpSoft's $34 million cash positionthe acquisition date. The
$129 million cash purchase price, including tratisaccosts, exceeded the fair value of the netibda@nd intangible assets by approxima
$135 million based on a valuation of the assetsiiaed and an estimate of the liabilities assumée alues of the tangible assets were
determined primarily by using the fair value of 8anassets. The intangible customer relationshipee valued using the estimated future
discounted cash flows attributable to the relatigps

In June 2002, the Company completed thaisitpn of Software Spectrum, Inc., a global paw®n, marketer and reseller of business
software. Software Spectrum shareholders recei@@drcash from Level 3 for each share of Softwgpectrum common stock. The total
cash consideration, including outstanding optiams teansaction costs, was approximately $135 millithe transaction was valued at
approximately $95 million, adjusted for SoftwareeSpum's $40 million cash position on the acqusitilate. The $135 million purchase
price, including transaction costs, exceeded thesédue of the net tangible and intangible asbgtapproximately $79 million based on a
valuation of the assets acquired and an estimateedfabilities assumed. The values of the tamg#ssets were determined primarily by using
the fair value of similar assets. The intangiblstomer relationships were valued using the estidnatire discounted cash flows attributable
to the relationships.

The results of CorpSoft and Software Specis operations are included in the consolidatediensed statements of operations from the
dates of acquisition. Level 3 expects these adiprisi will enable its information services busintsteverage CorpSoft and Software
Spectrum's customer base, worldwide presence éatibreships to expand its portfolio of serviceseT®ompany believes that companies
will, over time seek to gain information technologyerating efficiency by acquiring software funatidity and data storage capability as
commercial services purchased and then deliveredlmoadband networks such as the Level 3 netwiamla result, Level 3 expects to utili



its network infrastructure to facilitate the depimgnt of software to CorpSoft and Software Spectumstomers.
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Effective on December 31, 2002, CorpSof$ weerged with and into Software Spectrum, with\Bafe Spectrum being the surviving
company.

The following is unaudited pro-forma findgadnformation of the Company assuming the acdjoiss of McLeod, CorpSoft, Software
Spectrum and Genuity had occurred at the beginufitige periods presented:

Three Months Ended

March 31, 2003 March 31, 2002

(dollars in millions, except per share data)

Revenue $ 1,31¢  $ 1,09¢
Net Income (Loss) before Change in Accounting Fpies 11t (265)
Net Income (Loss 12C (26%)
Net Income (Loss) per Sh—Basic 0.27 (0.68)

The pro-forma information for the three rtfoperiod ending March 31, 2002 has been restatetttude less than $1 million of
restructuring and impairment charges attributabl&énuity. The Company's original Form 10-Q asmaf for the period ending March 31,
2003, excluded these charges.

The distressed financial condition of Géyias resulted in the deterioration of its reqgnievenue base. Level 3 expects revenue to be
significantly below historical results reported ®gnuity as a result of customers disconnectingamrifrhe Company also expects to reject
certain customer contracts that will also resubt ilecrease in revenue.

Included in the actual results and pro-fafimancial information for the quarter ended Magdh 2003 are certain amounts which impact
the comparability of the results, including $294liom of revenue related to a contract settlementihich the revenue had been in the
process of being recognized over the contract tercha $70 million gain on the sale of the Compaimy&zest in its toll road operations.
Included in the actual results and pro-forma finahniaformation for the quarter ended March 31, 2@@e certain amounts which impact the
comparability of the results, including gains oB®Imillion as a result of the early extinguishmesftsertain long-term debt.
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The following are the assets and liab#iteequired in the McLeod, CorpSoft, Software Speatand Genuity transactions as of their
respective acquisition dates:

Software
McLeod CorpSoft Spectrum Genuity

(dollars in millions)

Assets:
Cash and cash equivalents $ — 3 34 $ 40 3 —
Accounts receivable — 134 13C —
Other current assets — 18 3 13
Property, plant and equipment, net 12 6 13 25¢
Identifiable intangibles 49 26 49 131
Goodwill 41 13E 79 —
Other assets — 6 1 43
Total Asset: 10z 35¢ 31t 44¢€
Liabilities:
Accounts payable — 18z 13¢ 1

Accrued payroll — 19 19 —



Other current liabilities 43 7 23 41

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 23C 18C 30z
Purchase Pric $ 51 $ 12¢ % 13t $ 144

The purchase price allocation to the asmadsliabilities acquired in the Genuity acquisitis preliminary and could change significan

On April 4, 2003, the Company announced ithaill exit the managed hosting portion of thesiness it acquired through its recent
transaction with Genuity. The Company has signedgaaement under which its hosting customers aedatipns will be served by Compu
Sciences Corporation ("CSC"). Due to the decisinexit the managed hosting portion of the businebi;h had been contemplated at the
time of acquisition, the net operating resultshaf business have not been consolidated in the kidasal condensed statement of operations.
Level 3 does not expect to realize any proceedn fiee sale of the hosting business to CSC. LeeelnBinues to review the operations of
Genuity to see how they will assist in providingreaunications and information services.

3. Settlement Revenue

In February 2003, Level 3 and XO Commurna® ("XO") amended their 1998 cost sharing and ERjtkement. As part of the 1998
agreement, XO purchased 24 fibers and one emptuitosaong Level 3's North American intercity netkoThe amended agreement, among
other things, requires XO to return six fibers #mel empty conduit to Level 3. In return Level 3Iuil reduce the annual operations and
maintenance ("O&M") charges XO was required to pagler the original agreement, 2) provide XO anaptexpiring July 2007, to acquir
20 year IRU for a single conduit within or

14

along Level 3's intercity network and 3) provide X0 option to purchase up to 25% of the fiber itedan the next conduit within or along
each segment of the intercity network.

As individual segments were delivered, Uesdeferred and amortized the revenue attributatbtbe conduit over the term of the origi
agreement. As a result of the amended agreemerd] Bénas no further obligation with respect to ¢higinal conduit, and thus recognized
$294 million of communications revenue relatecht® temaining unamortized deferred revenue, lestathealues of the other separable
elements that met the relevant accounting critditie. value of the other elements was determineddoas the fair value of similar assets.

4. Sale of Toll-Road Operations

On January 3, 2003, California Private Baortation Company ("CPTC"), a majority owned sdiasy of the Company, sold the "91
Express Lanes" toll road in Orange County, Califto the Orange County Transportation Authoritie TCompany received net proceeds
from the sale of $46 million and recognized a gdiapproximately $70 million. The Company's totad-term debt was reduced by
approximately $139 million as a result of the ssdhe debt incurred to finance the constructiometoll road had been consolidated due to
the Company's 65% equity interest in CPTC.

5. Discontinued Asian Operations

In December 2001, Level 3 announced thzadt agreed to sell its Asian telecommunicatiorsriass to Reach Ltd. for no cash
consideration. The agreement covered subsididrasricluded the Asian network operations, as$ats|ities and future financial
obligations. This included Level 3's share of tt@tNern Asian cable system, capacity on the Japamrdble system, capital and operational
expenses related to these two systems, gatewjenig Kong and Tokyo, and existing customers on L8\geAsian network.

The transaction closed on January 18, 2B@8ed upon the terms of the agreement, the Compasyequired to pay approximately
$49 million for certain capital obligations for th&o submarine systems to be sold to Reach, amdaisd transaction costs. The Company
paid $47 million of the accrued liability duringetfirst quarter of 2002.

The 2002 operating results through thestation date were not significa



6. Restructuring and Impairment Charges

In 2001, the Company reduced its globalkiforce, primarily in the communications businagsshe United States and Europe by
approximately 2,700 employees due to the duratiwhseverity of the slowdown in the economy andti#éf'ecommunications industry.
Restructuring charges of $108 million were recorie®001 of which $66 million related to staff rexdion and related costs and $42 million
to real estate lease termination costs.

In the second and third quarters of 20@dl 3 recorded restructuring charges of $8 milfimcosts associated with workforce
reductions of approximately 300 employees in Néntherica and Europe. The workforce reductions weraarily related to the integration
of CorpSoft and Software Spectrum as well as toena cost structure appropriate for the diffimdinmunications market. The Company
reversed $13 million of restructuring liabilitiearihg the year ending December 31, 2002, due tsthkeessful termination of leases for less
than had originally been estimated in 2001.
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In the first quarter of 2003, Level 3 annoed workforce reductions that would ultimatelyeaffapproximately 800 employees in the
communications business by the end of 2003. Thetsena were primarily a result of the integratidraoquired operations in the Genuity
transaction into Level 3's operations and the cappaatching its European cost structure with exgcevenues. As of March 31, 2003, the
Company had notified approximately 200 employeas ttiey would be affected by these actions. The f@&my recorded restructuring
charges of approximately $11 million related tosthactions in the first quarter of 2003.

As of March 31, 2003, the Company had @&idnillion in costs associated with these workfaeguctions. A summary of the
restructuring charges and related activity follows:

Severance and Related

Number of Facilities Related
Employees Amount Amount
(in millions) (in millions)
Balance December 31, 20 354 % 17 $ 41
2002 Charge 30C 8 —
2002 Reductions of 2001 Char¢ — — (13
2002 Payment (599 (22 (18)
Balance December 31, 20 55 3 10
2003 Charge 20C 11 —
2003 Reductions of Previous Chart — — —
2003 Payment (157) @) (D)
Balance March 31, 20C 98 $ 7 3% 9
| | |
Impairments

Level 3 continues to conduct a comprehengdview of its communications assets, specificadigets deployed in and along its intercity
network, in its gateway facilities and its colooatifacilities and obligations. It is possible thdditional communications equipment may be
identified as obsolete or excess and additionahimpent charges recorded to reflect the realizaslge of these assets in future periods.
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7. Earnings (Loss) Per Share

The following details the earnings (lossj phare calculations for the Level 3 common stock:

Three Months Ended March 31, 2003

Weighted Average
Income Shares Outstanding Per-Share Amount



(dollars in millions, except per share data)
(in thousands)

Basic Earnings Per Share

Net Income Before Change in Accounting Princ $ 114 450,82: $ 0.2t
Cumulative Effect of Change in Accounting Princi 5 450,82« 0.01
Net Income $ 11¢ 450,82: $ 0.2¢€

Effect of Dilutive Securities

Options and warran 44,87

Interest Expense Related to Convertible ¢ 25 150,23t

Shareworks Match Ple — 3,76¢

Diluted Earnings Per Share:

Net Income Before Change in Accounting Princ $ 13¢ 649,70( $ 0.21

Cumulative Effect of Change in Accounting Princi 5 649,70( 0.01

Net Income $ 144 649,70 $ 0.2z
L] I

The income available to common stockholdersthe diluted earnings per share calculatioas increased by $25 million to reflect the
interest expense that would not have been recodjihiad the convertible debt securities been condémnte common stock at the beginning of
the period.

The dilutive effect of approximately 12 liwih Outperform Stock Options ("OSO") and similgp¢ units at March 31, 2003 have not
been included in the computation of diluted lossgbmre because the options' post-multiplier valuere zero at March 31, 2003. In addition,
the effect of approximately 22 million non-qualiistock options and warrants outstanding at Madci2803 have not been included in the
computation of diluted loss per share because éxeircise price was greater than the average mjriket of the common stock for the per

The Company had a loss from continuing afi@ns for the three months ended March 31, 2062rdfore, the dilutive effect of the
approximately 13 million shares issuable pursuartié convertible subordinated notes at March B02Zave not been included in the
computation of diluted loss per share because igirsion would have been anti-dilutive to the garation. In addition, the dilutive effect
of the approximately 57 million options and warsaatitstanding at March 31, 2002 have not beendecdlun the computation of diluted loss
per share because their inclusion would have begiutive to the computation.

Three Months Ended March 31, 2002

Weighted Average Shares
Income Outstanding Per-Share Amount

(dollars in millions, except per share data)
(in thousands)

Basic and Diluted Loss Per Share:

Net Loss $ (90) 391,27¢ $ (0.29)
I I
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8. Receivables

Receivables at March 31, 2003 and Dece®be2002 were as follows (dollars in millions):

Information
Communications Services Coal Other Total
March 31, 2003
Accounts Receivab—Trade:
Services and Software Sales $ 144 % 292 $ 9 % — 3 44t
Joint Build Cost: 1 — — — 1

Other Receivable 5 — — — 5



Allowance for Doubtful Account (23 (8) — — (31)

$ 127 $ 284 $ 9 $ — $ 42C

December 31, 2002
Accounts Receivab—Trade:

Services and Software Sales $ 58 % 48¢ % 10 $ 1 3 55¢
Joint Build Costt 1 — — — 1
Other Receivable 9 — — — 9
Allowance for Doubtful Account (24) (5) — — (29

$ 44 3 484 % 10 $ 1 3 53¢

Other receivables primarily include nonvéss related receivables including European VATI(MaAdded Taxes), sales tax refunds,
equipment sales and other miscellaneous items.

The Company recognized bad debt expenselling, general and administrative expenses ohiibn and $3 million for the periods
ended March 31, 2003 and 2002, respectively. Thagamy decreased accounts receivable and allowanc®@ibtful accounts by
approximately $2 million and $4 million for the s ended March 31, 2003 and 2002, respectivehypreviously reserved for amounts the
Company deemed as uncollectible.

9. Property, Plant and Equipment, net

The Company has substantially completeattimstruction of its communications network. Castsociated directly with the network,
including employee related costs, have been ca@gdthland interest expense incurred during consbrugvas capitalized based on the
weighted average accumulated construction expeeditand the interest rates related to borrowingscated with the construction. The
Company generally capitalizes direct costs assetiaith network construction, provisioning of sees and software development.
Capitalized labor and related expenses associdatbcemployees and contract labor working on capitajects were approximately
$12 million and $22 million for the three monthsled March 31, 2003 and 2002, respectively. Inclidezhpitalized labor and related
expenses was $1 million and $3 million of capidizon-cash compensation expense related to otrahearrants for the three months
ended March 31, 2003 and 2002, respectively. lityesegments, gateway facilities, local networkd aperating equipment that have been
placed in service are being depreciated over gstimated useful lives, primarily ranging from 33 ars.

The Company continues to develop businggpa@t systems required for its business plan.eXternal direct costs of software, matel
and services, payroll and payroll related expefmesmployees directly associated with the projant interest costs incurred when
developing the business
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support systems are capitalized. Upon completican farfoject, the total cost of the business suppmtem is amortized over a useful life of
three years.

During 2002 and 2003, Level 3 was abldnalize negotiations and claims on several ofdtgé multi-year network construction
projects. As a result, the Company was able t@sel@pproximately $6 million of capital accrualstfee period ended March 31, 2003 that
had previously been reported as property, plantauipment. In the ordinary course of businesspastruction projects come to a close, the
Company reviews the final amounts due and settigatstanding amounts related to these contragishacan result in changes to estime
costs of the construction projects.

Property, Plant and Equipment increasefi2ZB8® million during the quarter ending March 31020predominantly network infrastructt
and operating equipment, due to the Genuity trditsac

Capitalized business support systems atwdonke construction costs that have not been platcegrvice have been classified as
construction-in-progress within Property, Plant §uipment below.

Accumulated
Cost Depreciation Book Value

(dollars in millions)

March 31, 2003
Land and Mineral Propertie $ 17¢  $ (16) $ 163



Facility and Leasehold Improvemel

Communications 1,28( (139 1,147
Information Services 28 (6) 22
Coal Mining 65 (63 2
Network Infrastructurt 4,37¢ (529) 3,85¢
Operating Equipmer
Communications 1,40z (702) 70C
Information Services 84 (55 29
Coal Mining 154 (14€) 8
Network Construction Equipme 34 149 20
Furniture, Fixtures and Office Equipme 12¢ (90 39
Constructiorin-Progres: 57 — 57
$ 7,791 % (1,748 $ 6,04:
I I I
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Accumulated
Cost Depreciation Book Value
(dollars in millions)
December 31, 200:
Land and Mineral Propertie $ 17¢  $ (13) $ 16t
Facility and Leasehold Improvemel
Communications 1,26( (125) 1,13t
Information Services 28 (5) 23
Coal Mining 65 (63 2
CPTC 92 @a7n 75
Network Infrastructur: 4,212 (44¢) 3,76¢
Operating Equipmer
Communications 1,28(C (615) 665
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 13z (87 46
Constructiorin-Progres: 73 — 73
$ 753 % (1,527 $ 6,01(
I I I

Depreciation expense was $194 million ab@8smillion for the three months ended March 31)28nd 2002, respectively.

10. Goodwill

The Company adopted the provisions of SN&S142 in January 2002. SFAS No. 142 requires eongs to segregate identifiable
intangible assets acquired in a business combmé&tion goodwill. The remaining goodwill is no lorrgaubject to amortization over its
estimated useful live. However, the carrying amafrithe goodwill must be assessed at least annfmliynpairment using a fair value based
test. Level 3 has acquired several businesses siaaoption of SFAS No. 142. In January 2002 elL8wompleted the acquisition of
McLeod's wholesale dial-up business. The total lpage price paid for the McLeod assets exceedefdithealue of the net identifiable
tangible and intangible assets acquired and resirtgoodwill of $41 million.

In March and June of 2002, the Company iaeddor $129 million and $135 million, includingansaction costs, CorpSoft and Software

Spectrum, respectively. The combined purchasee@ grceeded the fair value of the net tangible atahgible assets by approximately
$214 million, which was recognized as goodwill, d®sn valuations of the assets acquired and egtinedthe liabilities assumed. The
purchase price allocation for the CorpSoft acqigisitvas finalized during the first quarter of 2003.

Level 3 purchased substantially all of éissets and operations of Genuity in February 28Q8eliminary valuation indicated that the
assets acquired and the Company's estimate ofatiblig assumed approximated the purchase price Asia result, the Company did not

recognize goodwill in this transactic



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

As of March 31, 2003, $26 million, $68 natt, and $126 million of intangibles, net of ampatiion, are attributable to the McLeod,
Software Spectrum (including CorpSoft) and Genaitguisitions, respectively.

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

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

The Company has attributed approximateB1hillion of the Genuity purchase price to ideatile intangible assets, including
$93 million to specific customer contracts and ##Bion to the existing customer base. Level 3 estpéo amortize these intangibles over
periods ranging from 3-5 years.

Intangible asset amortization expense vi&sriillion and $11 million for the three months eddVarch 31, 2003 and 2002, respectiv

The amortization expense related to infalegassets currently recorded on the Company'ssbfmoleach of the five succeeding years is
estimated to be the following for the years endedédmnber 31: 2003—3$56 million; 2004—$50 million; 866$39 million; 2006—
$39 million and 2007—$15 million.

12. Other Assets, Net

At March 31, 2003 and December 31, 2002méssets consisted of the following:

March 31, 2003 December 31, 2002

(dollars in millions)

Investment: $ 23 $ 21
Debt Issuance Costs, r 89 93
Prepaid Network Asse 31 11
Assets Held for Sal 29 10
Employee and Officer Notes Receiva 3 3
CPTC Deferred Development and Financing C — 19
Other 11 15

$ 18¢ % 172

I I

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

On February 22, 2002, Level 3 Holdings, Jacwholly owned subsidiary of the Company, agreeacquire from Mr. David C. McCou
a director of the Company, his 10% interest in L&v&elecom Holdings, Inc., the Company's subsydthat indirectly holds the Company's
ownership
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interests in RCN and Commonwealth Telephone. Tta tash consideration paid to Mr. McCourt in th&nsaction was $15 million and was
accounted for as goodwill attributable to the RG £&ommonwealth Telephone investme



On March 31, 2003, Level 3 owned approxetyaP4% and 4% of the outstanding shares of RCNGordmonwealth Telephone,
respectively, and accounts for its investment rheantity using the equity method. The market valiilhe Company's investment in RCN
and Commonwealth Telephone was $19 million andr#ion, respectively, on March 31, 2003.

In 2002, the Company sold in two transangtian aggregate of approximately 9.6 million shafesmmon stock of Commonwealth
Telephone, or 90% of its holdings in Commonwealkfephone. The Company received net proceeds of ®8858n and recognized gains on
the sales of approximately $191 million.

As a result of these transactions, the Gompwns approximately 4% of the total Commonwea#itephone shares outstanding as of
March 31, 2003 through its ownership of 1,017,0@drss of Class B common stock. Class B common kblaiers are entitled to 15 votes for
every share held. Therefore, the Company held a&8#bg interest in Commonwealth Telephone at M&th2003. Due primarily to the
Company's significant voting interest in Commonuledlelephone, the Company accounted for the invesstmsing the equity method.

The Company's investment in Commonwealtegreone, including goodwill, was $16 million ands$dillion at March 31, 2003 and
December 31, 2002, respectively.

During 2000, Level 3's proportionate sharBCN's losses exceeded the remaining carryingevaf Level 3's investment in RCN. Level
3 does not have additional financial commitmentR&N; therefore it recognized equity losses onlthmextent of its investment in RCN.
Level 3 will not record its equity in RCN's profimtil unrecorded equity in losses has been offidet. Company did not recognize equity
earnings attributable to RCN for the three montideel March 31, 2003 of approximately $8 milliore tBiompany offset previously
unrecorded equity in losses, reducing the totallarhof suspended equity losses to approximately $6#ion at March 31, 2003. The
Company did not recognize approximately $39 millidrsuspended equity losses attributable to RCNHethree months ended March 31,
2002. The Company's investment in RCN, includingdyaill, was zero at March 31, 2003 and Decembe2802.

The Company previously made investmenteitain public and private companies in connectiith those entities agreeing to purchase
various services from the Company. The Companyiraily recorded these transactions as investmermigiaferred revenue on the balance
sheet. The value of the investment and deferreeihtey is equal to the estimated fair value of tloeiisiges at the time of the transaction or the
value of the services to be provided, whichever mase readily determinable. Level 3 monitors thiesestees in executing their business
plans. For those companies that are publicly tradedel 3 monitors current and historical markdtrea of the investee as it compares to the
carrying value of the investment. Future apprearatvill be recognized only upon sale or other dstion of these securities. The carrying
amount of the investments was zero at March 313 20@ December 31, 2002. The Company recognizedias $1 million of revenue for
actual services provided to other entities involirethe program for the three months ended Mar¢h28@3 and 2002. As of March 31, 2003,
the Company had deferred revenue obligations ehififbn with respect to these transactions.

As of the date of completion of the Gendiignsaction, Level 3 was obligated as part ofacertapital lease agreements, to purchase
approximately $30 million of operating and maintece
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("O&M") services from suppliers over the next fouars. The Company has reflected the current ($®mjiand noncurrent ($21 million)
portions of the payments due under these arrangsrasriprepaid assets and liabilities.

Assets held for sale include certain teb@cmnications equipment identified as excess andhlwmanagement expects to sell due to the
Company's decision in June 2001 to reprioritizedgital expenditures. Also included in assets fmidale are various real estate facilities
acquired in the Genuity transaction.

Loans outstanding from certain employeeasaficers of the Company totaled approximatelyn§iion at March 31, 2003. The loans
were taken out in 2001 and are secured by Levehtwon stock or other personal assets of the borrang bear interest generally at 4.75%.

13. Long-Term Debt

At March 31, 2003 and December 31, 2002giterm debt was as follows:

March 31, 2003 December 31, 2002

(dollars in millions)

Senior Secured Credit Facilit
Term Loan Facility
Tranche A (4.64% due 200 $ 45C % 45(C
Tranche B (5.64% due 200 27¢ 27¢



Tranche C (5.84% due 200 40C 40C

Senior Notes (9.125% due 20( 1,38¢ 1,38¢
Senior Notes (11% due 20C 43: 43:
Senior Discount Notes (10.5% due 20 581 56€
Senior Euro Notes (10.75% due 20 343 33t
Senior Discount Notes (12.875% due 20 382 371
Senior Euro Notes (11.25% due 20 112 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( 52t 52t
Junior Convertible Subordinated Notes (9% due 2! 48C 50C
Commercial Mortgages:
GMAC (3.74% due 20(-2005) 12C 12C
Genuity Capital Lease Obligations (15% due -2006) 30¢ —
CPTC Long-term Debt (with recourse only to CPTC):
(7.63% due 200-2028) — 13¢
Other 5 7
6,291 6,10¢
Less current portio (1249 4
$ 6,167 $ 6,10z
I I

In September 2002, the EITF issued 02-D&términing Whether Certain Conversions of ConbétDebt to Equity Securities Are
within the Scope of FASB Statement No. 84". TheFEtbncluded that these types of transactions shmeilccounted for as induced
conversions in accordance with SFAS No. 84. SFAS84aequires a non-cash charge to earnings fanthked value of an inducement to
convert from convertible debt to common equity siies of the issuer. In

23

addition, under SFAS No. 84, an extraordinary gaitoss, as applicable, is not recorded upon teesion of convertible debt. The
accounting is to be applied prospectively for thosevertible debt for equity exchanges completéer September 11, 2002, the date of the
EITF's consensus. The Company applied the provdsibiSFAS No. 84 to all convertible debt for equachange transactions completed
subsequent to the second quarter of 2002.

In the third and fourth quarter of 200Z& tompany purchased $99 million aggregate prin@paunt of its 6% Convertible
Subordinated Notes due 2009 and $159 million agdeegrincipal amount of its 6% Convertible Suboatién Notes due 2010 in exchange
the issuance of approximately 20 million sharegéso€ommon stock with a market value of approxirya#102 million. The value of
securities issuable pursuant to original converpiavileges was approximately $14 million. Therefppursuant to the provisions of SFAS
No. 84, a debt conversion expense of $88 millios vexorded in the third and fourth quarters of 2

In the first and second quarter of 2008, @mmpany purchased $136 million aggregate priheipaunt of its 6% Convertible
Subordinated Notes due 2009 and $35 million aggeagiéncipal amount of its 6% Convertible SubordatbNotes due 2010. The Company
issued approximately 12 million shares of its commatock with a market value of approximately $538iam. The transactions were
accounted for as extinguishments of debt, in a@rord with APB No. 26 "Early Extinguishment of Debihe net gain on the early
extinguishments of the debt, including transactiosts and unamortized debt issuance costs, wasiiitdn and $43 million, for the first and
second quarters of 2002, respectively, and wasnaily recorded as an extraordinary item.

For the year ended December 31, 2002, tepany purchased $12 million aggregate principaamhof its 9.125% Senior Notes due
2008, $87 million face value ($62 million carryimglue) of its 12.875% Senior Discount Notes due2@hd $88 million face value
($79 million carrying value) of its 10.5% Seniorsbount Notes due 2008. The Company issued apprtedyrib million shares of its
common stock worth approximately $70 million in baage for these senior notes. The transactions aceunted for as extinguishments of
debt, in accordance with APB No. 26, "Early Extirgfument of Debt". The net gain on the early extisgment of the debt, including
transaction costs and unamortized debt issuands, eeas $82 million and was originally recordedaasextraordinary item.

In February 2002, the Company's first-tienplly owned subsidiary, Level 3 Finance, LLC phased $89 million aggregate principal
amount of various issuances of the Company's delaafsh of $31 million. The net gain on the extisgments of the debt, including
transaction costs, realized foreign currency gaimsunamortized debt issuance costs, was appradin®i9 million and was originally
recorded as an extraordinary item.

Pursuant to SFAS No. 145, the Company sseld the gain on extinguishment of debt recogriiz€@02 to Other Income, net in the
consolidated condensed statements of operal



Level 3 will continue to evaluate theseng@actions in the future. The amounts involved i such transactions, individually or in the
aggregate, may be material.

Senior Secured Credit Facility

In addition, to the amounts outstanding, $ienior Secured Credit Facility, as amended, oeta$150 million revolving credit facility.
Of the $150 million, $50 million is available immiately for letters of credit and the full $150 ridlh becomes available after August 30,
2003; provided that the Company has satisfied amrience test that is related to a pro forma fizlegrge coverage ratio. As
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of March 31, 2003, the Company had approximatelyn@ilion in letters of credit outstanding understlsigreement.

The availability of funds and any requirer® repay previously borrowed funds is continggman the continued compliance with the
relevant debt covenants. The Company believeslithagd upon management's review of the amendedaatigeand other provisions of the
Senior Secured Credit Facility, it is in full corigrice with all the terms of the Senior Secured € featility as of March 31, 2003.

Junior Convertible Subordinated Notes

On July 8, 2002, the Company sold $500iamilhggregate principal amount of its 9% Junior @wtible Subordinated Notes due 201
entities controlled by three institutions: Longl€&frtners Funds, Berkshire Hathaway, Inc., and IMgson, Inc. The notes, which mature in
10 years, pay 9% cash interest annually, payaldeteply beginning October 15, 2002. The notes areertible, at the option of the holders,
into Level 3 common stock at any time at a coneergirice of $3.41 (subject to certain customaryisttients). The notes are convertible at
the Company's option into convertible preferredistonder certain conditions and circumstances.cBmertible notes rank junior to
substantially all of the Level 3 Communications;.ls outstanding indebtedness.

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

Genuity Capital Lease Obligations

As part of the Genuity transaction thaseltd on February 4, 2003, the Company assumedrcedgital lease obligations of Genuity for
operating equipment. The Company used a 15% discatento present value the minimum lease paymespsesenting the effective interest
rate that could be obtained by the Company foralai agreement, resulting in a capital lease alian assumed of $309 million. The capital
lease agreements also contain provisions wherebgl [3eis required to purchase approximately $30ionilof O&M and network capacity
ratably over the lease term. The future minimunséeaayments under the capital lease obligatiossaisg the lease terms remain the same
as on the acquisition date, are $75 million in 2001213 million in 2004; $124 million in 2005; an8% million in 2006. The lease
arrangements with the equipment provide certainipians whereby Level 3 can terminate portionsheflease if one of the significant
customers using the equipment terminates all drgdats commitment, subject to certain conditioAs.of the inception of the lease, this
termination provision was considered remote. Onh@fcustomers utilizing this leased equipmentthaption of reducing its minimum
contractual commitment beginning in 2004.

iStar Commercial Mortgage due 2004

In March 2002, 85 Tenth Avenue, LLC (a whawned subsidiary of the Company) amended its3%tilion floating-rate loan,
originally provided by Lehman Brothers Holdingsc.lifthe "Lehman Mortgage") that provided securemh-recourse debt to finance the
purchase and renovations of the Company's secomdYidek Gateway facility. The amendment resultedStar DB Seller, LLC ("iStar")
becoming the sole lender for the property. PreviguStar, along with other third parties, ownedewof the 85 Tenth Avenue Trust,
purchased from Lehman Brothers Holdings, Inc. Using
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funds previously reserved for additional renovatiahthe New York Gateway facility, along with funadvanced from iStar, 85 Tenth
Avenue, LLC repaid the other third party holderstef notes of the 85 Tenth Avenue Trust and redtloegrincipal amount outstanding
under the amended loan agreement to $60 millioerdtwvas no prepayment penalty under the revisexbagnt. Interest varied monthly w
the 30 day LIBOR for U.S. Dollar Deposits, plus @& &is points. This interest, together with priatipayments based on a 20-year
amortization period, were due monthly during thidgahterm of the loan



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

CPTC

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

The debt instruments above contain certamfinancial covenants with which the Companyésds it is in full compliance as of
March 31, 2003.

No interest expense or amortized debt rssei@osts were capitalized for the three monthe@iiarch 31, 2003 and 2002.
14. Employee Benefit Plans

The Company adopted the recognition promsiof SFAS No. 123, "Accounting for Stock Basednpensation” ("SFAS No. 123") in
1998. Under SFAS No. 123, the fair value of anaptr other stock-based compensation (as compuatadciordance with accepted option
valuation models) on the date of grant is amortizeer the vesting periods of the options in accocdavith FASB Interpretation No. 28
"Accounting for Stock Appreciation Rights and OtMariable Stock Option or Award Plans"("FIN 28")ltllough the recognition of the val
of the instruments results in compensation or mifal expenses in an entity's financial statesyéin¢ expense differs from other
compensation and professional expenses in that ttferges may not be settled in cash, but ratregenerally settled through issuance of
common stock.

The adoption of SFAS No. 123 has resultethaterial non-cash charges to operations sin@adgtion in 1998, and will continue to do
so. The amount of the non-cash charges will be rmdgo® upon a number of factors, including the nunatbgrants and the fair value of each
grant estimated at the time of its award.

The Company recognized on the statemeopefations a total of $23 million and $64 milliohrmn-cash compensation for the three
months ended March 31, 2003 and 2002, respectiebddition, the Company capitalized $1 milliordab8 million, respectively, of non-
cash compensation for those employees and contsatitectly involved in the construction of thewetk, installation of customers or
development of the business support systems. liti@alds1l million was capitalized in 2003 relatedacquisitions.
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The following table summarizes non-cash pgensation expense and capitalized non-cash compmn$ar the three months ended
March 31, 2003 and 2002.

2003 2002

(dollars in millions)

Warrants $ 3
0SO 10
C-0SO 5
Shareworks Match Ple 2
401(k) Match 4
Shareworks and Profit Shari 1

Capitalized Noncash Compensat 2 ©)]

Non-Qualified Stock Options and Warrants

During the first quarter of 2003, the Comp#ssued approximately 684,000 fully vested wasdan a consultant as payment primarily
for acquisition-related consulting services. Theramts allow the consultant to purchase commorksib&4.90 per share. The warrants were
fully vested at issuance and will expire on Jandarg013. The fair value of the warrants was $2iomiland was calculated using the BI-



Scholes valuation model with a risk free interas¢ of 4.12% and an expiration date of Januar$132The Company used a volatility rate
70% to reflect the longer exercise period.

On March 31, 2003, the Company issued agmiately 1.7 million warrants to a consultant agrpant for future consulting financial
advisory services. The warrants allow the constittapurchase common stock at $5.16 per sharew@nents vest equally in quarterly
installments over twelve months. The warrants exparch 31, 2010. Pursuant to the relevant accogigfilidance, the fair value of these
warrants is determined on their respective vestatgs. The fair value of the unvested portion eséhwarrants is determined at each financial
reporting date. None of the warrants were vestédaaith 31, 2003. At March 31, 2003, the total failue of these warrants was
approximately $6 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 milli@rrants to the consultant providing financiatiadry services described above as
payment for services. The warrants allow the cdastito purchase common stock at $4.25 per shaaeraits to purchase 640,000 shares of
common stock were vested immediately upon grarit thi¢ remaining 1,360,000 vesting equally over teigbnths. The warrants expire in
February 2010. The fair value of these warrantsaetsrmined on their respective vesting dateswalrants were vested at March 31, 2003.
The total fair value of these warrants was apprexaty $7 million and was calculated using the Bi&dholes valuation model with a risk
free interest rate of 4.88%, a term of approxinyaselven years, and a volatility rate of 86% overtdrm. The Company recognized less than
$1 million in expense during the three months erdadch 31, 2003. The warrants were fully expensedfaMarch 31, 2003.

The Company did not grant any Non-Qualifgtdck Options ("NQSOs") during the three monthdeehMarch 31, 2003 or 2002. As of
March 31, 2003, the company had not reflected $omiof unamortized expense in its financial stagmts for NQSOs and warrants
previously granted.
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Outperform Stock Option Plan

In April 1998, the Company adopted an Orftpen Stock Option program that was designed sbttteaCompany's stockholders would
receive a market return on their investment be@®® holders receive any return on their optiong Cbompany believes that the OSO
program aligns directly management's and stockinglld@erests by basing stock option value on them@any's ability to outperform the
market in general, as measured by the Standardo&PFS&P") 500 Index. Participants in the OSOgueon do not realize any value from
awards unless the Company's common stock priceedotms the S&P 500 Index during the life of thamgr When the stock price gain is
greater than the corresponding gain on the S&PIB@Ex (or less than the corresponding loss on & Bdex), the value received for
awards under the OSO plan is based on a formutdvimg a multiplier related to the level by whidetCompany's common stock
outperforms the S&P 500 Index. To the extent theatdl 3's common stock outperforms the S&P 500 Intlexvalue of OSOs to a holder
may exceed the value of non-qualified stock options

The fair value of the OSOs granted in 28068 2003 was calculated by applying a modified Bi&choles model. The Company uses a
modified Black-Scholes model due to the additioralables required to calculate the outperformanatiplier of the OSO program. The
Company consulted with option valuation firm whie program was established to determine the agptepnethodology to fair value these
options.

The fair value under SFAS No. 123 for theraximately 700,000 OSOs awarded to participantsd the quarter ended March 31, 2
was approximately $6 million using a modified Bla8kholes valuation model with a S&P 500 volatilitye of 25% over the term, a Level 3
common stock volatility rate of 80%, an expectedeation factor of 46% and an S&P 500 dividenddief 1.51%. As of March 31, 2003,
the Company had not reflected $15 million of unaimed compensation expense in its financial statest®r OSOs granted previously.

In July 2000, the Company adopted a coiblerbutperform stock option program, ("C-OSO")aamsextension of the existing OSO plan.
The program is a component of the Company's ongerimgloyee retention efforts and offers similar fieas to those of an OSO, but provides
an employee with the greater of the value of alsisgare of the Company's common stock at exemidbge calculated OSO value of a sir
OSO at the time of exercise.

C-0OSO0 awards were made to eligible emplsyaeployed on the date of the grant. The awarde wade in September 2000,
December 2000, and September 2001. The awardsedram2000 vest over three years as folloWssof each grant at the end of the first

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

As of March 31, 2003, the Company had eéiected $12 million of unamortized compensatiopense in its financial statements for C-
OSOs awarded in 2000 and 2001.

Restricted Stock



In 2003, approximately 302,000 shares sirieted stock were granted to employees. Theictstrstock shares were granted to
employees at no cost and substantial risk of fufei The shares vest equally over a three yeadydrowever, the employees are restricted
from selling these shares for three years. Thevédire of restricted stock granted in 2003 of agipnately $1 million, was calculated using
the value of the Common Stock the day prior togtemt. The Company had not
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reflected $2 million of unamortized compensatiopense in its financial statements for restrictedlst
Shareworks and 401(k) Plans

Level 3 has designed its compensation pragrwith particular emphasis on equity-based ineemprograms. The Company had
developed two plans under its Shareworks prograemMatch Plan and the Grant Plan. In December 280#tder to provide employees
opportunities to diversify their investments in GQuany-sponsored savings and retirement plans anskthevel 3's resources as effectively as
possible, the Company decided to enhance the 13481 (k) Plan by introducing a Company match onlegge contributions. At the same
time the Company determined that, effective Jan@aB003, the Shareworks Match and Grant PlansdMogildiscontinued and past
Shareworks Grant Plan contributions would be roiifed the Level 3 401(k) Plan.

Match Plan— The Match Plan allowed eligible employees to deftwveen 1% and 7% of their eligible compensatiopuichase
Common Stock at the average stock price for thetgudrull time employees of the communicationsifiess and certain information servi
businesses were considered eligible on the fingtofishe calendar quarter after their hire. The @any matched the shares purchased by the
employee on a one-for-one basis. Stock purchastdpai/roll deductions was fully vested. Stock pasad with the Company's matching
contributions vests three years after the endefjtarter in which it was made. Effective Januar0D3, past contributions to the Match F
will continue to vest, however, there will be nother contributions to the Plan by either employaethe Company.

The Company's quarterly matching contrifruis amortized to compensation expense over thingeperiod of 36 months.

As of March 31, 2003, the Company had mitrgflected unamortized compensation expense ®fiillion related to the Company's
matching contributions.

Grant Plan— The Grant Plan enabled the Company to grant sledi@mmon Stock to eligible employees of the Comirations
business and certain information services busisdsased upon a percentage of the employees' eliggitdry up to a maximum of 5%. Level
3 employees employed on December 31 of each ydarwere age 21 or older with a minimum of 1,000reawedited service for the year
were eligible. The shares granted were valuedeafain market value as of the last business ddhetalendar year. All prior and future
grants vested immediately upon the employee's #mrdversary of joining the Shareworks Plan. Albpgrants for active employees were
vested as of January 1, 2003 and were transfartedhie 401(k) plan.

Foreign subsidiaries of the Company adoffeareworks programs in 2000. These programs piiniaclude a grant plan and a stock
purchase plan whereby employees may purchase Ba&@eimmon Stock at 80% of the share price at thénhaw of the plan year. The
Company recognized less than $1 million of expeséutable to this program in the first quarté2602 and 2003.

401(k) Plans—The Company and its subsidiaries offer their gieaiemployees the opportunity to participate ireirebd contribution
retirement plan qualifying under the provisionsSeiction 401(k) of the Internal Revenue Code. Eacpl@yee is eligible to contribute, on a
tax deferred basis, a portion of annual earningsmexceed $12,000 in 2003. The Company did natimemployee contributions for the
communications business and therefore did not innyrcompensation expense related to the 401 (k)piar to January 1, 2003. Employees
of CorpSoft and Software Spectrum were eligiblesimeive matching contributions of $.25 for everylatocontributed up to 6% of eligible
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earnings. Effective January 1, 2003, the Compaggabenatching 100% of communications employee duutinns up to 7% of eligible
earnings or applicable regulatory limits. The Compsmatching contributions are made with Leveld@n@hon Stock based on the closing
stock price on each pay date. The communicationdm@mes are able to diversify the Company matchrimrtion to other investment optic
within the 401(k) Plan as soon as they are madm é\they are not fully vested. Existing and f@@ompany matching contributions are
fully vested upon completion of three years of &exv

15. Industry and Segment Data

SFAS No. 131 "Disclosures about SegmensndEnterprise and Related Information” definesajeg segments as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy €ompany's chief operating decis



maker, or decision making group, in deciding howaltocate resources and assess performance. Ouesatiments are managed separately
and represent strategic business units that offfierent products and serve different markets. Toenpany's reportable segments include:
communications; information services; and coal ngniOther primarily includes CPTC (prior to 2008yuity investments, and other
corporate assets and overhead not attributablspecific segment. On January 3, 2003, CPTC seld tbll-road operations to Orange
County Transportation Authority. Therefore, the @®ns and assets of CPTC have been significaeityeased. The geographic region
Other primarily includes Asia.

Adjusted OIBDA, as defined by the Comparonsists of operating income (loss) from the cadatéd condensed statements of
operations, less depreciation and amortization ms@edess nogash compensation expense included within sel§jegeral and administrati
expense, and the non-cash portion of restruct@mfimpairment charges, if any. Adjusted OIBDA @ a measurement under accounting
principles generally accepted in the United Statesmay not be used by other companies. Managdméeaves that Adjusted OIBDA is a
relevant metric that it uses internally to meagsheebusiness, as it is an indicator of operatimfppemance, especially in a capital-intensive
industry such as telecommunications, since it edediutems that are not directly attributable toang business operations.

The data presented in the tables follovitmafudes information for the three months endeddia&81, 2003 and 2002 for all statement of
operations and cash flow information presented,andf March 31, 2003 and December 31, 2002 fdyad#ince sheet information presented.
Information related to acquired businesses is thetfrom their respective acquisition dates. Regeand the related expenses are attributed

to countries based on where services are provided.
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Industry and geographic segment financifdrimation follows. Certain prior year informatibas been reclassified to conform to the

2003 presentation.

Three Months ended March 31, 2003
Revenue

North America $ 67¢ $ 344 % 16 1,03¢
Europe 28 171 — 19¢
Other 1 11 — 12
$ 706 % 52¢ $ 16 1,25(
| | | |
Adjusted OIBDA:
North America $ 40z % 4 % 2
Europe (5) 2 —
Other — — —
$ 39¢ 3 6 $ 2
| | |
Gross Capital Expenditure
North America $ 19 $ 3 3 — 22
Europe 3 — — 3
Other — — — —
$ 22 $ 3 $ — 25
| | | ]
Depreciation and Amortizatiol
North America $ 181 $ 8 $ 1 19C
Europe 18 — — 18
Other — — — —
$ 19¢ S 8 $ 1 20¢€
| | | |
Three Months ended March 31, 2002
Revenue
North America $ 247 % 5 $ 20 33C

Communications

Information
Services

Coal Mining

Total

(dollars in millions)




Europe 31 25 — — 56
$ 27¢ % 80 $ 20 $ 8 $ 38¢€
I I I I I
Adjusted OIBDA:
North America $ 48 $ 6 $ 4 % 1)
Europe (6) — — —
$ 422 $ 6 $ 4 % 1)
| | | ]
Capital Expenditures
North America $ 42 3% 4 % 1 3 1 % 48
Europe 5 — — — 5
$ 47 $ 4 % 1 % 1 3 53
| | | ] ]
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Depreciation and Amortizatiol
North America $ 17t $ 4 % 1 3 1 % 181
Europe 29 — — — 29
$ 204 % 4 3% 1 % 1 $ 21C
I I I I I
I dentifiable Assets
March 31, 2003
North America $ 5,65¢ $ 548 $ 298 $ 1,226 $ 7,72¢
Europe 881 12C — 20 1,021
Asia — 17 — — 17
$ 6,53t $ 68 % 20t $ 1,24¢ $  8,76:
I I I I I
December 31, 2002
North America $ 529 $ 76z $ 29¢ $ 153 $ 7,88t
Europe 881 15E — 30 1,06¢
Asia — 9 — — 9
$ 6,177 $ 927 $ 29€ % 156 $  8,96:
| | | ] ]
Long-Lived Assets (excluding Goodwill)
March 31, 2003
North America $ 547¢ $ 12t % 13 % 491 $  6,10¢
Europe 811 2 — — 812
Asia — — — — —
$ 6,287 $ 127 $ 13 % 491 $  6,91¢
| | | ] ]
December 31, 200:
North America $ 519 $ 132 % 15 % 587 $ 5,927
Europe 82C 3 — — 82¢
Asia — — — — —
$ 6,01: $ 13t $ 15 $ 587 $  6,75(
I I I I I
Goodwill
March 31, 2003
North America $ 71 % 214 % — 3 — 3 28k

Europe



December 31, 200:
North America $ 69 $ 21C % — 3 — % 27¢

Europe — — — — —

Product information for the Company's cominations segment follows:

Services
Reciprocal
Transport Softswitch IP/Colocation Compensation Total
(dollars in millions)
Communications Revenue
Three Months Ended March 31, 200:
North America $ 391 3 151 $ % $ 41 $  67¢
Europe 9 — 19 — 28
Other — — 1 — 1
$ 40C $ 151 $ 11€ $ 41 $ 70€

Three Months Ended March 31, 200z

North America $ 105 % 66 4 3 32 % 247
Europe 15 2 14 — 31
$ 12¢ $ 68 $ 58 $ 32 % 27¢

Communications revenue is classified ibnto categories, services revenue and reciprocapeosation. The Company further
segregates services revenue in to three basicdirassiness: 1) Transport (including private lggvices, wavelength services, transoceanic
services, amortized dark fiber services and jouild, 2) Softswitch (including managed modem seggiand voice services), and
3) IP/Colocation (including Internet Protocol sees, data services, DSL aggregation services dondat®mn services).

The majority of North American revenue dstssof services and products delivered withinWimited States. The majority of European
revenue consists of services and products delivatietarily within the United Kingdom but also indes France and Germany. Transoceanic
revenue is allocated equally between North Ameaiivéh Europe as it represents services provided kettihese two regions.

Product information for the Company's imfiation services segment follows:

Three Months Ended March 31,

2003 2002
Services
() Structure:
Outsourcing $ 20 $ 20
Systems Integration 1 7
Software Spectrum 20 —
41 27

Software Sale
Software Spectrum. 48E 53



$ 52¢ $ 80
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The following information provides a recdiation of Adjusted OIBDA to loss from continuir@perations for the three months ended
March 31, 2003 and 2002 (dollars in millions):

Three Months Ended March 31,

2003 2002
Income (Loss) from Operatiol $ 17t $ (223
Depreciation and Amortization Exper 20¢ 21C
Non-Cash Compensation Exper 23 64
Adjusted OIBDA $ 40€ $ 51

| |

16. Related Party Transactions

Peter Kiewit Sons', Inc. ("PKS") acted laes g§eneral contractor on several significant ptsjémr the Company in 2003 and 2002. These
projects include the U.S. Intercity network, cartaietropolitan networks and certain Gateway sitessCompany's corporate headquarters
other office space in Colorado. PKS provided lessit$1 million and $4 million of construction sexs related to these projects in the first
three months of 2003 and 2002, respectively.

Level 3 also receives certain mine managerservices from PKS. The expense for these serwvies less than $1 million and $2 milli
for the three month periods ended March 31, 20@32802, respectively, and is recorded in selliremeagal and administrative expenses. As
of March 31, 2003, the Company owed less than $ilomfor the first quarter mine management sersice

RCN an equity method investee, purchasssltlean $1 million of telecommunications and infation services from the Company for
the three month periods ended March 31, 2003 afid.2& March 31, 2003, RCN owed Level 3 approxirha$2 million for costs associat:
with communications joint build projects, RCN ah& {Company are currently negotiating a settlemgtitie receivable.

On February 22, 2002, Level 3 Holdings, Jacwholly owned subsidiary of the Company agreealcquire from Mr. David C. McCourt,
a director of the Company, his 10% interest in L&v&elecom Holdings, Inc., the Company's subsydthat indirectly holds the Company's
ownership interests in RCN and Commonwealth Telaph®he total cash consideration paid to Mr. Mc@authis transaction was
$15 million and was accounted for as goodwill btitable to the RCN and Commonwealth Telephone tmests.

17. Other Matters

In May 2001, a subsidiary of Level 3 Comiications, Inc. was named as a defendaiaier, et. al. v. Level 3 Communications, LLC,

et al. , a purported multi-state class action, filed ia thS. District Court for the Southern Districtltihois and in July 2001, the Company
was named as a defendanKioyle, et. al. v. Level 3 Communications, Inc., et. al. , a purported multi-state class action filed in th&. District
Court for the District of Idaho. Both of these ac involve the Company's right to install its filaptic cable network in easements and right-
of-ways crossing the plaintiffs’ land. In genethgé Company obtained the rights to construct iterak from railroads, utilities, and others,
and is installing its network along the rights-ofynso granted. Plaintiffs in the purported clag®as assert that they are the owners of lands
over which the Company's fiber optic cable netwmakses, and that the railroads, utilities, andretivao granted the Company the right to
construct and maintain its
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network did not have the legal ability to do soeTHaintiff's efforts to seek class action statustliis action have been denied. The complaint
seeks damages on theories of trespass, unjushemait and slander of title and property, as wepastive damages. The Company has also
received, and may in the future receive, claimsdamands related to rights-of-way issues similah#issues in these cases that may be
based on similar or different legal theories. Ttedall attempts to have class action status glaomecomplaints filed against the Company or
any of its subsidiaries involving claims and densarelated to rights-ofrvay issues have been denied. Although it is toty éar the Compan

to reach a conclusion as to the ultimate outcontbexfe actions, management believes that the Congrahits subsidiaries have substar



defenses to the claims asserted in all of thesersc(and any similar claims which may be nametthénfuture), and intends to defend them
vigorously.

On November 19, 2002, Gary Haegle commeacdthreholder's derivative suit on behalf of then@any in the District Court of
Colorado for the City and County of Broomfield ¢letil Haegle v. Scott, et al ., (Index No. 02-CV-0196). The action is broughaiagt the
Company as a nominal defendant and against thetaiiseof the Company, a former director of the Campand Peter Kiewit Sons', Inc.. 1
Complaint alleges that the director defendantschimhd abetted by PKS, breached their fiduciariedubd the Company in connection with
several transactions between the Company and PH®&ling contracts under which PKS constructed tbm@any's fiber optic cable network
and manages the Company's mine properties. The Bohalso alleges that in building the fiber optatble network, the defendants caused
the Company to violate the property rights of lamders, thereby subjecting the Company to substardtential liability. In addition, the
Complaint alleges that Company assets were trarsfféo its officers and directors in the form ofgmnal loans, excessive salaries and the
payment of personal expenses. The action seeksljaitable and legal relief, including restitutimompensatory and punitive damages of an
unspecified amount, imposition of a constructiwestr disgorgement and injunctive relief. The deéartd have not yet responded to the
Complaint. Although it is too early for the Compawoyreach a conclusion as to the ultimate outcofhtleese actions, management believes
that there are substantial defenses to the classertd in this action, and intends to defend thigarously.

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

It is customary in Level 3's industriesus® various financial instruments in the normalrsewf business. These instruments include
items such as letters of credit. Letters of cradétconditional commitments issued on behalf ofdl&vin accordance with specified terms
conditions. As of March 31, 2003, Level 3 had arsling letters of credit of approximately $34 noitii

18. Subsequent Events

On April 25, 2003, it was announced that @ompany and Commonwealth Telephone had entei@d irecapitalization agreement that
provides for the reclassification and conversioeath outstanding share of Commonwealth Telephdéaes® common stock into 1.09
shares of Commonwealth Telephone common stockelptan is approved by Commonwealth Telephonei®bbhklers, Level 3's voting
interest would be reduced from approximately 29t8%pproximately 4.6%. Upon completion of the calpftion transaction, due to no
longer having a significant voting interest in Coomwealth Telephone, the Company will not have sicgmt influence and will no longer
account for the investment under the equity method.
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In April 2003, a holder converted $23 noitliof Junior Convertible Subordinated Notes intpragimately seven million shares of Level
3 common stock. Pursuant to the original convertoms, the holder received 293.255 shares of L&eelmmon stock for each $1,000
principal amount- of notes converted. The debt ewas/erted pursuant to the original conversion tetherefore, no gain or loss will be
recorded as a result of the transaction.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Item 2. Management's Discussion and Analysis &inancial Condition and Results of Operations

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

This document contains forward looking estaénts and information that are based on the baliafhanagement as well as assumptions
made by and information currently available to @@mpany. When used in this document, the wordscipate”, "believe", "plans”,
"estimate" and "expect" and similar expressionshay relate to the Company or its managemeninssaded to identify forward-looking
statements. Such statements reflect the currewswié the Company with respect to future eventsamedsubject to certain risks, uncertain
and assumptions. Should one or more of these oisacertainties materialize, or should underly@sgumptions prove incorrect, actual
results may vary materially from those describethisa document. For a more detailed descriptiothe$e risks and factors, please see the

Company's additional filings with the Securitiesld&xchange Commission.

Results of Operations 2003 vs. 2002



First Quarter 2003 vs. First Quarter 2002

Revenuefor the quarters ended March 31, is summarizedl&safs (dollars in millions):

Three Months Ended March 31,

2003 2002
Communication: $ 70¢ $ 27¢
Information Service: 52¢ 80
Coal Mining 16 20
Other — 8

$ 1,25C $ 38¢

Communications revenue is classified ibno categories, services revenue and reciprocapeosation. The Company further
segregates services revenue in to three basicdiassiness: 1) Transport (including private Issgvices, wavelength services, transoceanic
services, amortized dark fiber services and jouild, 2) Softswitch (including managed modem seggiand voice services), and
3) IP/Colocation (including Internet Protocol sees, data services, DSL aggregation services dondatmn services). Revenue attributable
to these lines of business are identified in thiedong table:

Three Months Ended March 31,

2003 2002

Services
Transport $ 40C $ 12C
Softswitch 151 68
IP/Colocation 11€ 58
Total Services Revenue 667 24¢€
Reciprocal Compensatic 41 32
Total Communications Revenue $ 70¢ $ 27¢
| |

Transport revenue increased significamtl2003 and is primarily attributable to the recdigni of additional settlement and termination
revenue. As previously described in this filingyee3 and XO
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Communications amended their 1998 cost sharingRddagreement. The amended agreement resultedviel Baecognizing $294 million

of revenue that had previously been deferred, labhat result in any cash benefit to the Comparhe Tompany does not expect to recog
significant revenue in the future from the retufrtonduit. Level 3 expects to recognize termination settlement revenue in the future as
customers desire to renegotiate contracts or grérezl to terminate service. However, the Compampot able to estimate the value of these
types of transactions until they occur. Slight @ases in private line and wavelength revenue alstributed to improved transport revenue
figures. Softswitch revenue in the first quarte2003 increased 122% from the same period in Z0B2.growth in Softswitch revenue is
equally attributable to sales to new and existimgt@mers and the Genuity transaction. For the tmeahs ending March 31, 2003, the
Company's customers used approximately 34 billiorutes (14 billion attributable to former Genuitystomers) compared to 12.4 billion in
the first quarter of 2002. Revenue attributabledize services was consistent with that of the fjisarter of 2002. The Company expects
voice revenue to decline in future periods as alted the expiration of a significant voice cordtalP/Colocation revenue also increased
substantially (100%) for the three months endeddd &1, 2003 compared to the same period in 200@wBrin IP revenue and the Genuity
transaction are primarily responsible for the iasein IP/Colocation revenue. Excluding $9 millafrsettiement revenue recognized in 2003,
colocation revenue approximated 2002 levels.

The increase in reciprocal compensatid?0@3 is primarily attributable to an increase imuaies of usage by its existing and new
customers. Certain interconnection agreementsaaitiiers either expired in the second half of 260are scheduled to expire in 2003. In
situations where interconnection agreements areemetwved, the Federal Communications Commissio8C'ly has stated that the parties
involved must follow FCC rules with respect to proical compensation for traffic destined for ISPsese rules may limit the amount of, and
growth in, annual billable minutes, and may alsquiee the usage of FCC rates with respect to I1SRwbdraffic. The amount of billable
minutes allowed by the FCC have historically beelow those billed by the Company, and the ratescangpensation structure adopted



the FCC may result in reduced per-minute-of-usepmmsation. To the extent that the Company is urtatd&gn new interconnection
agreements or signs new agreements containing I@ates, reciprocal compensation revenue may desigréficantly over time.

Information services revenue, which is @ity comprised of (i)Structure's outsourcing besis and Software Spectrum, increased from
$80 million in the three months ended March 31,2t0$526 million for the respective period in 2008is increase is predominantly due to
the inclusion of Software Spectrum's results féulbquarter. The Company acquired CorpSoft in Maof 2002 and Software Spectrum in
June of 2002. For the three months ended MarcB@1L2, the Company recognized $53 million of reveattigbutable to the software
business. For the three months ended March 31, 28608nue attributable to this business totaled$allion. Software Spectrum has
recently experienced an increase in sales undaobbit's 6.0 licensing program which Microsoft imlented in 2001. Under this program,
new enterprise-wide licensing arrangements wilpbeed, billed and collected directly by Microsdioftware Spectrum will continue to
provide sales and support services related to tinessactions and will earn a service fee direftdyn Microsoft for these activities. The
Company will recognize the service fee as revemgenat the entire value of the software for saleden this program. If Microsoft is
successful in implementing this licensing progrémuill result in a significant decline in the amawof information services revenue
recognized by the Company. The decline in reveaumi expected to have a meaningful effect to ageas the Company should experience
a corresponding decline in cost of revenue. Infaimnaservice's revenue attributable to the Compafi)Structure business declined by
approximately $6 million primarily as a result bEtCompany's decision to focus on its infrastrectutsourcing business. In the second
quarter of 2003, the Company notified its systemisgration customers and employees that it woulebhiis existing contracts. However,
once these contracts expire, the Company will ngéo be
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providing systems integration services. The existiontracts primarily expire in the second anddtlguarters of 2003. The Company
recognized approximately $1 million of revenueibtitable to the services for the three months emdiaath 31, 2003.

Coal mining revenue decreased to $16 milliothe first quarter of 2003 from $20 milliontime same period in 2002. The decline is
attributable to the timing of coal shipments takgra major customer. The Company expects the cestamfulfill its contractual obligations
in the third or fourth quarter of 2003.

Other revenue in 2002 was attributable atif@nia Private Transportation Company, L.P, thener-operator of the 91 Express Lanes
toll-road in southern California, which was soldJanuary 2003.

Cost of Revenudor the first quarter 2003 was $581 million comphte $146 million for the first quarter 2002. Thierease is a result
of the costs associated with software sales an@Gémaiity transaction. Overall the cost of reveraralie communications business, as a
percentage of revenue, decreased significantly 486 during the quarter ended March 31, 2002 to @i8%itng the same period of 2003.
This reduction is primarily attributable to thetlahent and termination revenue recognized by thmgany in the first quarter of 2003 for
which there was no corresponding cost of revenxeluling the effects of settlement and terminatievenue, the Company expects cost of
revenue, as a percentage of revenue, to decretfse fture as a result of the migration of Gentrigffic to the Level 3 network. The cost of
revenue for the information services businesses,pescentage of its revenue, was 91% for thedinatter of 2003 up from 84% in the same
period in 2002. This increase is attributable toremease in lower margin software sales. Ovettadi,cost of sales, as a percentage of revenue
remained consistent for both the software and omtsog businesses during the first quarters of 28@82002. The cost of revenue for the
coal mining business, as a percentage of reverae88% and 65% for the first quarter of 2003 ar@R2@espectively. This increase is due to
lower revenues and an increase in labor costseabbthe Company's mines.

Depreciation and Amortization expenses for the quarter were $208 million, a 1&setese from the first quarter 2002 depreciation and
amortization expenses of $210 million. This decegaprimarily attributable to shorter-lived assatsoming fully depreciated in 2002 and
2003 partially offset by the depreciation and amation expense attributable to the tangible atahigible assets obtained in the Genuity
transaction.

Selling, General and Administrativeexpenses were $275 million in the three months @iizrch 31, 2003, a 9% increase over first
quarter 2002. This increase is a result of thetaidil employees and other expenses associatedheitBenuity and Software Spectrum
transactions. The Company's global workforce immedaby approximately 4,500 employees as a restiitese acquisitions. The additional
employees resulted in higher compensation, traiaimgjfacilities expense. The Company also expegigat increase in insurance and
marketing expenses for the three months ended MarcR003. These increases were partially offsetdplines in CPTC's operating
expenses and non-cash compensation. Included mtopeexpenses for the three months ended MarcB@®I3 and 2002, were $23 million
and $64 million, respectively, of non-cash compé&nsaand professional expenses recognized undeSS¥@ 123 related to grants of stock
options, warrants and other stock-based compemsatagrams. The decrease in non-cash compensaiemse is attributable to decline in
the value of grants distributed to eligible empleyeThe Company expects selling, general and asghrative expenses to decline from cur
levels as the Company begins to realize the syeedgrived from the Genuity transaction by the &r2D03.

Restructuring Chargeswere $11 million in the first quarter of 2003. Dngithe first quarter, Level 3 announced workforeguctions
that ultimately would affect approximately 800 emy@es in the communications business by the e2@@3. These actions were primarily a
result of the integration of acquired operationthia Genuity transaction into Level 3's operatiand the company matching
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European cost structure with expected revenuesf March 31, 2003, approximately 200 employeeslesh notified that they would be
affected by these actions.

In the second quarter of 2003, the Com@ampunced that it would cease providing systenegiation services in the second half of
2003. The Company expects to incur costs for waddaeductions, lease terminations and loss ointzentives of $6 - $7 million as a result
of this decision.

Adjusted OIBDA , as defined by the Company, consists of operatiogme (loss) from the consolidated condensedreetés of
operations, less depreciation and amortization es@egess nogash compensation expense included within sel§jegeral and administrati
expense, and less the non-cash portion of restingtand impairment charges, if any. Adjusted OIBBAwot a measurement under
accounting principles generally accepted in thetdééhStates and may not be used by other companéasmgement believes that Adjusted
OIBDA is a relevant metric that it uses internalymeasure the business, as it is an indicatopefading performance, especially in a capital-
intensive industry such as telecommunications esinexcludes items that are not directly attrillgeto ongoing business operations.
Adjusted OIBDA for the communications business iayad to $398 million in the first quarter of 2008rh $42 million for the same period
in 2002. This improvement was predominantly duthtotermination and settlement revenue recognigetido Company in the first quarter of
2003, and is not expected to continue at thesdsl@véhe near future.

Interest Incomewas $9 million for the first quarter of 2002 comgato $5 million in the same period in 2003. Therdase is primaril
attributable to the slight decline in the averaggfplio balance and a reduction in the weightedrage interest rate earned on the portfolio.
Pending utilization of the cash and cash equivalehe Company invests the funds primarily in W4&ernment and U.S. government age
securities and money market funds that hold U.8.lu$. government agency securities. The investsteaitegy will provide lower yields on
the funds, but is expected to reduce the riskitcyral in the short term prior to using the furidsmplementing the Company's business f

Interest Expense, netncreased by $11 million to $140 million during thirst quarter of 2003. Interest expense increased result of
the issuance of $500 million of 9% Junior ConvéetiBubordinated Notes and the capitalized leasesyaed in the Genuity transaction. Th
increases in interest expense were partially offgahe interest on debt repurchased or sold &ftach 31, 2002 and slightly lower interest
rates on the adjustable rate Senior Secured Geadility and commercial mortgages during the thmemths ended March 31, 2003.

Other, netincludes equity in earnings of unconsolidated silibgies, gains and losses on the disposal of nenabipg assets and gains
on the extinguishment of debt. The Company hadipusly classified gains on the extinguishment dftdes an extraordinary item in the
statement of operations. Pursuant to SFAS No. ll&¥el 3 has reclassified these gains to Other irecdfor the three months ended
March 31, 2003, Other, net is primarily compriséd gain on the sale of the 91 Express Lanes ¢alttof $70 million and equity in earnings
of Commonwealth Telephone of approximately $1 wrilliFor the corresponding period in 2002, the Campacorded gains on the
extinguishment of debt of $130 million and equiyr@ngs attributable to Commonwealth Telephonedofrfillion. The quarter over quarter
decline in Level 3's share of Commonwealth Telegtsaarnings was due to the sale of approxima@®y &f its holdings in Commonwealth
Telephone in the second and fourth quarters of 2002

Income Tax Benefitfor the first quarter of 2002 was $119 million ccangd to zero for the same period in 2003. Fedegaslation
enacted in 2002 enabled the Company to carrybadO1 Federal income net operating losses to 18%:cordance with SFAS No. 109
"Accounting for Income Taxes", the Company recorttedbenefit in the period in which the legislatisas enacted. The Company, as it is
unable to determine when the tax benefits attriidatto the remaining net operating losses willdéedizable, has recorded a valuation
allowance against the deferred tax assets.
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Cumulative Effect of Change in Accounting Principleof $5 million resulted from the adoption of SFAS.Nd@3 as of January 1, 20
The $5 million reflects the net change in accruegdamation liability attributable to the Compangtal operations.

Financial Condition—March 31, 2003

Cash used by operating activities incredsed $65 million in the first quarter of 2002 ta@5 million in the same period of 2003.
Changes in components of working capital, primdrilfhe communication's accounts receivable, wespansible for the fluctuation in cash
used by operations. The Company's contractual tandsconditions permit Level 3 to bill the custoragthe beginning of the service period.
The vast majority of customer contracts acquirethexGenuity transaction require billings to be matithe end of the service period, or in
arrears. As a result, the Company's communicatien&ivables balance increased significantly tkisogl.

Investing activities primarily include ti@enuity transaction for $143 million, including isction costs, and net capital expenditures of
$19 million. The Company received $46 million obpeeds from the sale of its share of the 91 Exprasss toll road operations, $16 milli



from the sale of property, plant and equipmentaihér assets, and reduced its restricted cashemudities balance by $7 million.

Financing activities in 2003 consistedtad tepayment of long-term debt for $1 million ahd honeash conversion of $20 million of €
Junior Convertible Subordinated Notes to commonkst®he Company was also able to reduce its long-tkebt by approximately
$139 million due to the sale of CPTC. In additiorcash proceeds, the buyer also assumed the abfigatf the toll-road at the time of
closing.

Liquidity and Capital Resources

The further development of the communicagibusiness will continue to require significanpexditures. These expenditures may result
in negative operating cash flow and net operatisgés for the Company in the near future. The Cagipaxpenditures will be primarily
attributable to operating expenses, capital expereati, integration costs associated with the Gegradguisition and interest payments. The
Company expects base capital expenditures (capiaired to keep the network operating efficienttype approximately $100 million in
2003. The majority of the Company's ongoing captqlenditures are expected to be success-basel 6o incremental revenue.

Level 3 has approximately $944 million esh and marketable securities on hand at MarcB(®I3. This figure does not include
$400 million of cash that was pledged to the bgrddicipating in the Company's amended Senior SekcGredit Facility. This cash is
reflected as Restricted Cash within the noncumpention of the balance sheet. Based on informaiailable at this time, management of the
Company believes that the Company's current ligualid anticipated future cash flows from operatiaiill be sufficient to fund its business
plan. In addition, the Company has undrawn commitsef approximately $150 million under its amen&esthior Secured Credit Facility.
There are certain restrictions on the availabdityhese undrawn amounts.

If additional investment opportunities shibpresent themselves, the Company may be reqtdrselcure additional financing in the
future. In order to pursue these possible oppadiasiand provide additional flexibility to fund itaisiness plan the Company, in January 2
filed a "universal" shelf registration statementdo additional $3 billion of common stock, preétistock, debt securities, warrants, stock
purchase agreements and depository shares. 112008, the Company sold $500 million of 9% Junion@artible Subordinated Notes due
2012 under this shelf registration statement. Emeaining availability under this registration stagst and under a previously existing
registration statement would allow Level 3 to oféeraggregate of up to $2.7 billion of additioredwities to fund its business plan.
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In addition to raising capital through thebt and equity markets, the Company may sellspadie of existing businesses, investments or
other non-core assets or operations to fund partidrthe business plan. In 2002, the Company caegblae sale of approximately
9.6 million shares of Commonwealth Telephone fdrpreceeds of approximately $325 million. The Compalso received approximately
$46 million of cash proceeds for its interest inTCRJuring January 2003. In addition, the Comparg/dranounced that it will seek to sell or
sublease excess real estate and may enter intleaa@back transactions for required communicafacifties. In 2002 and 2003, Level 3
generated approximately $97 million and $14 milliozspectively, of proceeds from these types dfasiate transactions. With the sale of
Commonwealth Telephone shares, CPTC and certdiestde transactions in 2002 and 2003, manageetintzes that the Company has
now sold the substantial portion of its valuabl@+tore assets.

The Company may not be successful in priondusufficient cash flow, raising sufficient debtexquity capital on terms that it will
consider acceptable, or selling or leasing fibdicogapacity or access to its conduits. In addjtimoceeds from dispositions of the Compa
assets may not reflect the assets' intrinsic vakgher, expenses may exceed the Company's ¢éstimad the financing needed may be
higher than estimated. Failure to generate sufftdiends may require the Company to delay or abarstmne 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 Bompany's business plan, management continuesié the existing businesses to
determine how those businesses will assist wittCthimpany's focus on delivery of communications iaficrmation services and generating
positive cash flows. To the extent that certainifesses are not considered to be compatible watldéivery of communication and
information services or with obtaining cash flowjetives, the Company may exit those businessésplissible that the decision to exit
these businesses could result in the Company noveeing its investment in the businesses, anblaeé cases, a significant charge to
earnings could result. For example, the Company is®lAsian operations to Reach Ltd. in January228@d incurred a loss of $516 million.

Various issuances of Level 3's outstangdmgjor notes, senior discount notes and conveudilterdinated notes traded at discounts to
their respective face or accreted amounts in 20012802. Through March 31, 2003, the Company hatlanged, in private transactions,
approximately $776 million (carrying value) of debt for shares of its common stock valued at apprately $538 million. In addition, Lev
3 also exchanged $20 million of its 9% Junior Catibke Subordinated Notes for approximately sixlioil shares of common stock pursuant
to the terms of the Notes. Level 3 Finance, a fiest wholly owned subsidiary of Level 3, repurskd in 2001 and 2002 senior and
convertible subordinate notes with a face valuepgroximately $1.8 billion, plus accrued interésapplicable, for a total cash purchase p
of approximately $762 millior



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

Current economic conditions of the telecamioations and information services industry, cambdiwith Level 3's financial position a
significant liquidity, have created potential opjpmities
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for Level 3 to acquire companies or portions of pamies at attractive prices. Level 3, in additiohte Genuity transaction described below,
continues to evaluate these opportunities and cmakk additional acquisitions in 2003.

On February 4, 2003, Level 3 acquired suiislly all of the assets and operations of Ggniiic., a Massachusetts-based provider of
communications services. Under the agreement, Lpaid $60 million in net cash consideration ® @enuity bankruptcy estate and
assumed certain long-term operating agreementpa#f the transaction, the Company also paidr#iflion in cash to reimburse the estate
for payments on assumed capital lease obligatielased to network operating equipment to be uselddwel 3 during 2003. The Company
also expects to incur one-time integration cost@pgiroximately $75 to $100 million during 2003. pext of the transaction, Level 3 assumed
most of Genuity's existing customer contracts anaidition, has signed new multi-year customerreeis that together represent expected
revenue in excess of $1 billion over the remainifegof the agreements. The majority of Genuityitufe revenue is expected to be
attributable to contracts with Verizon and AOL TiM&rner. The Company believes that the transaetibrsignificantly improve Level 3's
financial position through the addition of substalmew revenue from high-quality customers andpbtential for significant network and
operating cost synergies, and reduced capital edfeas for the combined communications business.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

Level 3 is subject to market risks arisirgm changes in interest rates, equity prices aneidn exchange rates. As of March 31, 2003,
the Company had borrowed $1.125 billion under theri@ Secured Credit Facility and $120 million undeeommercial mortgage. Amounts
drawn on the debt instruments bear interest atltieenate base rate or LIBOR rate plus applicaldegins. As the alternate base rate and
LIBOR rate fluctuate, so too will the interest erpe on amounts borrowed under the credit facility mortgages. The weighted average
interest rate based on outstanding amounts undse tyariable rate instruments of $1.245 billioMatch 31, 2003, was approximately
5.16%. A hypothetical increase in the variable iparbf the weighted average rate by 1% (i.e. a teid average rate of 6.16%) would
increase annual interest expense of the Compaapproximately $12.5 million. At March 31, 2003, fBempany had $5.05 billion of fixed
rate debt bearing a weighted average interesofée/4%. A decline in interest rates in the futwilt not benefit the Company due to the
terms and conditions of the loan agreements tlyatine the Company to repurchase the debt at spdgifiemiums. The Company has been
able to reduce its exposure to interest rate rysdguiring certain outstanding indebtedness ifarge for shares of common stock and cash
The Company continues to evaluate other alterrativdéimit interest rate risk.

Level 3 continues to hold positions in aertpublicly traded entities, primarily Commonwéaltelephone and RCN. The Company
currently accounts for these two investments ugtiegequity method. In April 2003, the Company amin@onwealth Telephone announced
a recapitalization plan whereby Level 3 would cahits Class B shares into the common stock of Comarealth Telephone. If the plan is
approved by Commonwealth Telephone shareholdex®! Bewould own approximately 4.6% of the equitgamting rights of
Commonwealth Telephone and account for its investimCommonwealth Telephone using the cost methoa002, the Company sold
approximately 90% of its holdings in Commonweal#iephone for net proceeds of approximately $325anil The market value of the
Company's holdings in RCN and Commonwealth Telephwas approximately $59 million at March 31, 20@8jch is higher than their
carrying value of $16 million. The Company may seekell all or a portion of its shares in RCN @mmmonwealth Telephone over time.
The value received for the remaining investmentsld/be affected by the market value of the undegdystock at the time of any such
transaction. A 20% decrease in the price of Comnaatthy Telephone and RCN stock would result in axiprately a $12 million decrease in
fair value of these investments. The
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Company does not currently utilize financial instients to minimize its exposure to price fluctuasiamequity securities.

The Company's business plan includes dpirejcand operating a telecommunications netwotkurope. As of March 31, 2003, the
Company had invested significant amounts of capitéhat region. The Company isst€800 million €425 million outstanding at March 3



2003) in Senior Euro Notes in February 2000 ascan@mic hedge against its net investment in itopean subsidiaries at the time. As of
March 31, 2003, the Company held only enough foréignominated currency to fund its immediate wagldéapital obligations. The
Company has not made significant use of finanaistruments to minimize its exposure to foreign ency fluctuations. Foreign exchange
rate fluctuations in 2003 did not have a materffdat on Level 3's results of operations and finahgosition. The Company continues to
analyze risk management strategies to reduce forrigency exchange risk.

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

Iltem 4. Controls and Procedures

(a) Disclosure controls and procedures. The Company's Chief Executive Officer and ChiiefaiRcial Officer have evaluated the
effectiveness of the Company's disclosure conamtsprocedures as of March 31, 2003. Based updnrsuiew, the Chief Executive Officer
and Chief Financial Officer have concluded that@wenpany's controls and procedures are effectideaa®m designed to ensure that
information required to be disclosed by the Compiartye reports it files or submits under the Seimsr Exchange Act of 1934, as amended,
and the rules there under, is recorded, processetmarized and reported within the time periodsi§ipe in the Commission's rules and
forms. Disclosure controls and procedures inclwdiyout limitation, controls and procedures desiji@ensure that information required to
be disclosed by an issuer in reports it files dmsitis under the Securities Exchange Act is accutadland communicated to the Company's
management, including its principal executive a@ffiand principal financial officer, as appropritdellow timely decisions regarding
required disclosure.

(b) Internal controls. There was no change in Level 3's internal costookr financial reporting that has occurred duthefirst
quarter 2003 that has materially affected or isoeably likely to materially affect, Level 3's intal controls over financial reporting.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

PART II—OTHER INFORMATION
Item 6. Exhibits and Reports on Form 8-K

€)) (a) Exhibits filed as part of this report are lgteelow.
31.1 Rule 13a-14(a)/15d-14(a) Certification of the Chiakcutive Officer
31.2 Rule 13a-14(a)/15d-14(a) Certification of the Cl#@iancial Officer

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantcdiioBe906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdoB8e906 of the Sarbanes-
Oxley Act of 2002.

(b) On January 3, 2003 the Company filed a Current RepoForm 8-K related to an amendment to a défimidgreement to acquire
Genuity, Inc.

On February 4, 2003, the Company filed a CurreqtdReon Form 8K summarizing fourth quarter and year end 2002rfaiel results

On February 13, 2003, the Company filed a Curresgd®t on Form 8-K related to the acquisition ofstahtially all of the assets, and
the assumption of certain of the liabilities of @iy, Inc.

On February 20, 2003, the Company filed a Curragd®t on Form 8-K related to the appointment ofniJohReed to the Board of
Directors and the modification of irrevocable wagjegranted by the Company's Group Vice Presideamdsnembers of the Board, to
permit the exercise of certain stock options.

On March 13, 2003, the Company filed a Current Riepo Form 8-K related to the appointment of Statel as Group Vice
President and reaffirming first quarter 2003 arltyfeiar 2003 financial guidanc
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SIGNATURES

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

LEVEL 3 COMMUNICATIONS, INC.
Dated: March 5, 2004 /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. | have reviewed this Quarterly Report on Form 18-Q/of Level 3 Communications, Inc.;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

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

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

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

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

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

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

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

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

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

Date: March 5, 2004

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Officer

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

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

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

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

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

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

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

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

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

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

Date: March 5, 2004

/s/ SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officer

* Provide a separate certification for each princepadcutive 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 ReportLefzel 3 Communications, Inc. (the "Company") onRdr0-Q/A-1 for the three months end
March 31, 2003 as filed with the Securities andt&xge Commission on the date hereof (the "RepdrtJames Q. Crowe, Chief Executive
Officer of the Company, certify, pursuant to 18 IC S8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

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

(2) The information contained in the Redairly presents, in all material respects, timafcial condition and 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 ReportLefzel 3 Communications, Inc. (the "Company") onRdr0-Q/A-1 for the three months end
March 31, 2003 as filed with the Securities andtaxge Commission on the date hereof (the "RepdstSunit S. Patel, Chief Financial
Officer of the Company, certify, pursuant to 18 IC S8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

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

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

/sl SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officer
March 5, 200

QuickLinks

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 13505SADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-
OXLEY ACT OF 2002



