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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations
(unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions, except per share data) 2003 2002 2003 2002
Revenue
Communications (Note ¢ $ 434 $ 27¢ $ 1,14 % 554
Information Service 491 447 997 527
Coal Mining 16 20 32 40
Other — 7 — 15
Total Revenut 941 75C 2,171 1,13¢
Costs and Expense
Cost of revenue
Communication: 103 62 192 12¢
Information Service: 452 407 917 474
Coal Mining 12 15 26 28
Total cost of revenu 567 484 1,13¢ 63C
Depreciation and amortizatic 22¢ 19C 43t 40C
Selling, general and administrati 27€ 24C 547 492
Restructuring and impairment charg 9 47 20 47
Total Costs and Expens 1,08(C 961 2,13i 1,57C
Income (Loss) from Operatiol (139 (211) 34 (4349
Other Income (Expense
Interest incom 5 6 10 15
Interest expense, n (143 (131) (283) (260)

Other, net and gains on extinguishments of | (17¢) 18C (102) 314



Total Other Income (Expens (319 55 (375) 69

Loss from Continuing Operations Before Income Te (459 (15¢€) (341 (365)
Income Tax Benefi — — — 11¢
Net Loss Before Change in Accounting Principle Bistontinuec

Operations (4593 (15€) (341) (24¢€)
Cumulative Effect of Change in Accounting Princi — — 5 —
Loss from Discontinued Operatio 9 — @) —
Net Loss $ (462 $ (1560 $ (349 $ (249

Earnings (Loss) Per Share of Level 3 Common StBelsic and Diluted)
Loss Before Change in Accounting Principle and bigimued

Operations $ (09) $ (039 $ (079 $ (0.62
Cumulative Effect of Change in Accounting Princi — — 0.01 —
Loss from Discontinued Operatio (0.02) — (0.01 —
Net Loss $ (09 $ (039 $ (079 $ (069

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

(unaudited)
June 30, December 31,

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

Cash and cash equivalents $ 91t $ 1,142

Restricted cash 69 99

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

Current assets of discontinued operations — 17

Other 13¢ 154
Total Current Asset 1,63( 1,93¢
Net Property, Plant and Equipme 5,941 6,00t
Restricted Cas 474 467
Goodwill 27¢ 27¢
Intangibles, ne 20¢ 101
Other Assets, n¢ 14z 172

$ 8,66¢ $ 8,96¢

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

(unaudited)
June 30, December 31,
(dollars in millions, except per share data) 2003 2002
Liabilities and Stockholders' Equity (Defic
Current Liabilities:
Accounts payabl $ 567 $ 691
Current portion of lon-term debt 12t 4
Accrued payroll and employee bene 14¢€ 147
Accrued interes 88 92
Deferred revenu 12¢ 19¢
Current liabilities of discontinued operatic 6 2
Other 20¢ 21¢
Total Current Liabilities 1,26¢€ 1,35:%
Long-Term Debt, less current portit 5,634 6,10z
Deferred Revenu 93¢ 1,26¢
Other Liabilities 54¢ 484
Commitments and Contingenci
Stockholders' Equity (Deficit
Preferred stock, $.01 par value, authorized 100@@shares: no shares
outstanding — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@0shares:
641,528,886 outstanding in 2003 and 443,556,86gtanding in 200: 6 4
Class R, $.01 par value, authorized 8,500,000 shareshares outstandi — —
Additional paic-in capital 7,12¢ 6,277
Accumulated other comprehensive | (220 (132
Accumulated defici (6,729 (6,385
Total Stockholders' Equity (Defici 282 (240
$ 8,66¢ $ 8,96:

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

(unaudited)
Six Months Ended
June 30,
(dollars in millions) 2003 2002
Cash Flows from Operating Activitie

Net Loss $ (343 $ (24¢
Cumulative effect of change in accounting princi (5) —
Loss from discontinued operatio 7 —



Loss before change in accounting principle andatisnued operation
Adjustments to reconcile loss before change in @aetiog principle and discontinued
operations to net cash used in continuing operst

Equity earnings, ne
Depreciation and amortizatic
Induced conversion expense on convertible
Gain on debt extinguishments, |
Dark fiber and submarine cable 1-cash cost of Revent
Loss on impairment
Gain on sale of property, plant and equipment-road operations and other ass
Non-cash expense attributable to si-based award
Deferred revenu
Accrued interest on marketable securi
Amortization of debt issuance co
Accreted interest on loi-term discount dek
Accrued interest on loi-term debt
Changes in working capital items net of amountsiaed:
Receivable!
Other current asse
Payable:
Other current liabilitie:
Other

(341) (246)

2 (7
43E 40¢
19C —

2 (20€)

— 3

— 44
(67) (100)

48 117

(33€) 12C

— 5

10 8

54 55

9 ©)
21 (15)
47 (117)

(12€) (51)
(29) (76)
@ ©

Net Cash Used in Continuing Operatic

(90) (222)

Six Months Ended

June 30,
(dollars in millions) 2003 2002
Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketalolgrities $ — $ 20C
Decrease in restricted cash and securities, net 2 9
Capital expenditures (90 (142
Release of capital expenditure accruals 21 114
Genuity transaction (144 —
Investments QD (16)
McLeod transaction — (50)
CorpSoft acquisition, net of cash acquired of $34 — 94)
Software Spectrum acquisition, net of cash acqufegf0 — 93)
Proceeds from sale of toll road operations 46 —
Proceeds from sale of Commonwealth Telephone shares — 16€
Proceeds from sale of property, plant and equipnsemt other assets 21 12
Net Cash Provided by (Used in) Investing Activil (14%) 10€
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance costs — 2
Purchases of and payments on long-term debt, imguzlirrent portion (14) (92)
Proceeds from stock options exercised 3 —
Net Cash Used in Financing Activiti (17) (89)
Net Cash Provided by (Used in) Discontinued Opens 16 (48)



Effect of Exchange Rates on Cash and Cash Equis

Net Change in Cash and Cash Equival

Cash and Cash Equivalents at Beginning of Pe

Cash and Cash Equivalents at End of Pe

Supplemental Disclosure of Cash Flow Informati
Cash interest paid

Noncash Investing and Financing Activitir

Common stock issued in exchange for long-term debt

Accrued interest paid with common stock

Long-term debt principal retired by issuing comnstock

Settlement of obligation with restricted securities

Long-term debt extinguished due to sale of toldroperations

3 7
(227) (246)
1,14 1,297
$ 91 $ 1,05

$ 21C $

$ 774 $

60C
10
13¢

19t

71

31¢

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

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

(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2( $ 4 $ 6,27: $ (132 % (6,385 $ (240
Common Stock

Issued to extinguish long-term debt 2 781 — — 78<

Stock options exercised — 3 — — 3

Stock plans and warrant grants — 34 — — 34

Shareworks plans — 33 — — 33
Net Loss — — — (349 (349
Other Comprehensive Incor — — 12 — 12
Balances at June 30, 20 $ 6 $ 7,12¢ % (120 $ (6,72¢) $ 282

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

(unaudited



Three Months Ended Six Months Ended

June 30, June 30,

(dollars in millions) 2003 2002 2003 2002
Net Loss $ (462) $ (15€) $ (343 $ (249
Other Comprehensive Income Before T

Foreign currency translation adjustme 15 46 21 34

Unrealized holding losses and other arising dupiegod (5) (D) (8) 2

Reclassification adjustment for (gains) lossesudet in net los 1) 1 (1) (5)
Other Comprehensive Income Before ~ 9 46 12 27
Income Tax Expense Related to Iltems of Other Cohgorsive Incom: — — — —
Other Comprehensive Income Net of Ta 9 46 12 27
Comprehensive Los $ (459 $ (110 $ (@31) $ (219

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

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

The consolidated condensed financial statemenhsdadhe accounts of Level 3 Communications, Inc subsidiaries (the "Company" or
"Level 3") in which it has control, which are engdgn enterprises primarily related to communigagianformation services and coal mini
Fifty-percent-owned mining joint ventures are cditsded on a pro rata basis. Investments in otberganies 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 transattihave been eliminated.

The consolidated condensed balance sheet of Le@eh@nunications, Inc. and subsidiaries at DecerBbe2002 has been condensed from
the Company's audited balance sheet as of thatAlatether financial statements contained heresmwnaudited and, in the opinion of
management, contain all adjustments (consisting ohhormal recurring accruals) necessary for agegsentation of financial position,
results of operations and cash flows for the perjpesented. The Company's accounting policiesaridin other disclosures are set forth in
the notes to the consolidated financial statememtsained in the Company's Annual Report on ForAK B3 amended, for the year ended
December 31, 2002. These financial statements dhmutead 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 pfogteal amount of assets and liabilities,
disclosure of contingent assets and liabilities tuedreported amount of revenue and expenses dilméngeported period. Actual results could
differ from these estimates.

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

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

Revenue for communications services, includinggigvine, wavelengths, colocation, Internet acasgiaged modem, voice and dark fiber
revenue, is recognized monthly as the serviceprangded based on contractual amounts expected tmlected. Reciprocal compensation
revenue is recognized only when an interconnecgmeement is in place with another carrier, andéhevant regulatory authorities have
approved the terms of the agreem



It is the Company's policy to recognize terminafsettlement revenue when certain conditions haea beet. These conditions include: 1)
customer has accepted all or partial delivery efdbset or service; 2) Level 3 has received corside for the asset or service provided; and
3) Level 3 is not legally obligated to provide aéttial product or services to the customer or teeacessor under the original contract.
Termination/settlement revenue is recognized imsibns where a customer and Level 3 mutually agréerminate all or a portion of the
service provided, or the customer and/or its agaét® emerge from bankruptcy and, therefore,&leédis not obligated to provide additional
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product or services to the customer or its suceeffghe conditions described above are met, them@any will recognize
termination/settlement revenue equal to the fdue/af consideration received, less any amountgqusly recognized.

Termination revenue is recognized when a custornsepdnects service prior to the end of the conaciod, for which Level 3 had
previously received consideration and for whicheraye recognition was deferred. In addition, tertidmarevenue is recognized when
customers make termination penalty payments toIL®t@ settle contractually committed purchase am®that the customer no longer
expects to meet. Settlement revenue is recognibeth\a customer and Level 3 renegotiate a contrattruvhich Level 3 is no longer
obligated to provide product or services for coasidion previously received and for which reverempgnition has been deferred.
Termination/settlement revenue is reported in #tmmesmanner as the original product or service gemjiand amounted to $7 million and
$333 million during the three and six months endiege 30, 2003, respectively (See Note 4), and $B@mand $59 million during the three
and six months ended June 30, 2002.

The Company is obligated under dark fiber IRUs atfer capacity agreements to maintain its networfficient working order and in
accordance with industry standards. Customerstaigated for the term of the agreement to pay lieirtallocable share of the costs for
operating and maintaining the network. The Compaepgnizes this revenue monthly as services anedwo.

Level 3's customer contracts require the Compamyduide certain service level commitments. If Lie¥eloes not meet the required service
levels, it may be obligated to provide credits,allsuin the form of free service for a short periafdime. Services that result from providing
these credits are not included in revenue andt® lilve not been material.

Cost of revenue for the communications businedsdes leased capacity, right-of-way costs, acceasges and other third party circuit costs
directly attributable to the network, as well astsmof assets sold which were immaterial in thedland six month periods ended June 30,
2003 and 2002.

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

Software Spectrum is a reseller of business soéwaeccounting literature provides guidance to eaaoimpanies 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 one significant indication of "grosst&nue reporting. The assumption of credit risknisther important factor in determining
"gross" versus "net" reporting. Software Spectruas the responsibility to pay suppliers for all proi ordered, regardless
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of when, or if, it collects from its customers. 8adre Spectrum is also solely responsible for deiteing the creditworthiness of its custom

Microsoft Corporation, a significant supplier offtseare to Software Spectrum, changed certain licgngrograms 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 trizosaand will earn a service fee directly from kdisoft for these activities. Under this
licensing program, Software Spectrum only recognthe service fee it receives from Microsoft aereie and not the entire value of the
software for sales under this program. The Compaminues to sell Microsoft products under variicsnsing programs but has recently
experienced an increase in the level of sales uhigenew 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 sales at the &f product shipment, or in accordance with teofri&censing contracts, when the pr



to the customer is fixed, and collectibility is seaably assured. Revenue from maintenance contsagsognized when invoiced, the license
period has commenced, when the price to the custsnfiged, and collectibility is reasonably assiiras Software Spectrum has no future
obligations associated with future performance utldese maintenance contracts. Advance billingsesrerded as deferred revenue until
services are provided. Cost of revenue includesctitosts of the licensing activity and costs tapase and distribute software. The costs
directly attributable to advance billings are deddrand included in Other Current Assets on theakaated condensed balance sheet. Rebate
income received from software publishers is recogphias a reduction of cost of revenue in the panathich the rebate is earned based on a
systematic allocation of the total rebate thatragbpble.

In June 2001, the FASB approved SFAS No. 143, "Antiag for Asset Retirement Obligations” ("SFAS Nd3"). 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 previousiyugd, as a component of cost of revenue, an &stiof future reclamation liability.
The net effect of the adoption of SFAS No. 143 €ompany's coal mining business as of Janu&§03 was a decrease in noncurrent
liabilities of approximately $5 million (which wilbe amortized to expense in future years) and eftected as a cumulative-effect adjustment
in the consolidated condensed statement of opegtithe communications business has entered irtaiic colocation leases whereby it is
required upon termination of the lease, to rembedeasehold improvements and return the leaseax $pats original condition. The
Company has also entered in to rightaedy agreements for its intercity and metropolitetworks that may require the removal of the cor
upon termination of the agreement. Upon adoptiathisfstandard on January 1, 2003, the Companyretsmded obligations and
corresponding assets of approximately $31 millippruadoption of SFAS No. 143 on January 1, 2003ese lease and right of way
agreements. Accretion of asset retirement obligatixpense of $3 million and $6 million was recorded
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during the three and six months ended June 30,,268Bectively; resulting in total asset retiremaitgations, including reclamation costs

for the coal business, of $121 million at JuneZM3. The Company has restricted cash of approrilgn&t1 million set aside to fund the
reclamation liabilities. Accretion expense of $2limin and $3 million related to the communicatidnssiness was recorded in selling, general
and administrative expenses on the consolidatedested statements of operations for the threeiamdanths ended June 30, 2003,
respectively. Accretion expense of $2 million ar®drillion related to the Company's coal mining bbesis was recorded in cost of revenue on
the consolidated condensed statements of operdtiotise three and six months ended June 30, 2@8Bectively. There were no material
payments or settlements of asset retirement omigaduring the six months ended June 30, 2003 fdllmving is unaudited pro-forma
financial information of the Company assuming SP& 143 had been in effect as of January 1, 2000:

Three Months Six Months Years Ended December 31,

Ended Ended

June 30, June 30,
(dollars in millions, except per share data) 2002 2002 2002 2001 2000
Asset Retirement Obligatiol $ 111 $ 111 $ 11C % 10z % 95
Effect of SFAS 14: ©) ) (8) (6) (5)
Prc-Forma Net Los: (15§¢) (250 (86€) (4,989 (1,460)
Prc-Forma Loss Per Sha (0.40 (0.63) (2.19) (13.39 (4.03)

In April 2002, the FASB issued SFAS No. 145, "Resitin of FASB Statements No. 4, 44, and 64, Amemtime-FASB Statement No. 13,
and Technical Corrections" ("SFAS No. 145"). SFA& 45 was effective for fiscal years beginning aadain transactions entered into
after May 15, 2002. SFAS No. 145 requires gainslasses from the extinguishment of debt be classifis extraordinary items only if they
meet the criteria in APB Opinion No. 30. PrevioyshASB Statement No. 4 generally required all gaind losses from debt extinguished
prior to maturity to be classified as an extraoadynitem in the statement of operations. APB Opirfim. 30 requires that to qualify as an
extraordinary item, the underlying event or tratisacshould possess a high degree of abnormaldybanof a type clearly unrelated to, or
only incidentally related to, the ordinary actigediof the Company, and would not reasonably beatstgeo recur in the foreseeable future.
Any gain or loss on extinguishments of debt clasdifis an extraordinary item in prior periods thaés not meet the criteria in APB Opinion
No. 30 should be reclassified. Upon adoption of SB¥0. 145, due to the recurring nature of its deptirchases and exchanges,
Company reclassified the related gains previouslysified as extraordinary gains during the threg six months ended June 30, 2002 of
$76 million and $206 million, respectively, in thmtement of operations to other non-operatingnreo

On January 1, 2003 the Company adopted SFAS Nq."246ounting for Costs Associated with Exit or pisal 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 20G8,it was exiting the systems integration businesstact services business and
consolidating certain facilities and operationSoftware Spectrum. The Company expects to incusdosworkforce reductions, lease
terminations and loss of tax incentives as a reduhis decision. Due to the adoption of SFAS W6, the Company will not record the
anticipated losses nor the costs associated wagethctions until they occur.
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In April 2003, the FASB issued SFAS No. 149, "Ameraht of Statement 133 on Derivative Instrumentstdadging Activities", ("SFAS

No. 149"). SFAS No. 149 amends and clarifies tleanting and reporting for derivative instrumeimsjuding embedded derivatives, a

for hedging activities under FASB Statement No.,13&counting for Derivative Instruments and Hedgifsctivities". SFAS No. 149 is
effective for contracts entered into or modifieteaflune 30, 2003, and for hedging relationshigsgaated after June 30, 2003. The Comy
currently does not use derivative instruments diselé by SFAS No. 149 and does not believe thaathaption of this standard will have any
impact on the Company's consolidated financiabstants.

In May 2003, the FASB issued SFAS No. 150, "Accounpfor Certain Financial Instruments with Charaistics of Both Liabilities and
Equity”, ("SFAS No. 150"). SFAS No. 150 provideddance on how an entity classifies and measureaindimancial instruments with
characteristics of both liabilities and equity. S&=No. 150 is effective for financial instrumentdezad into or modified after May 31, 2003,
and otherwise is effective at the beginning offttet interim period beginning after June 15, 200Be Company has not entered into any
material financial instruments meeting the liapiliecognition requirements of SFAS No. 150. Thenrefthe Company does not believe that
the adoption of SFAS No. 150 will have a matemapact on the Company's consolidated financial staitds.

In November 2002, the FASB issued FASB Interpretallo. 45, "Guarantor's Accounting and Disclosuegtirements for Guarantees,
Including Indirect Guarantees of Indebtedness tie@t'. FASB Interpretation No. 45 elaborates ondilselosures to be made by a guarantor
in its interim and annual financial statements aliisiobligations under certain guarantees thiaad issued. It also clarifies that guarantor is
required to recognize, at the inception of a guaema liability for the fair value of the obligai undertaken in issuing the guarantee. The
initial recognition and initial measurement prowiss of the interpretation are applicable on a pFospe basis to guarantees issued or
modified after December 31, 2002. The Company lebagmtered in to any material arrangements or giees that meet the criteria of this
interpretation and the adoption of this interpiietatid not have a material effect on its resufteperations and financial position.

In January 2003, the FASB issued FASB Interpretaio. 46, "Consolidation of Variable Interest Beitan interpretation of ARB

No. 51" ("FIN 46"). FIN 46 addresses consolidatignbusiness enterprises of variable interest estith variable interest entity is defined

an entity in which the total equity investmentiakiis not sufficient to permit the entity to finanits activities without additional subordina
financial support from other parties or as a grtheholders of the equity investment at risk laai ane of the following three characteristics
of a controlling financial interest: The directiodirect ability to make decisions about an ergifttivities through voting rights or similar
rights, the obligation to absorb the expected kwsfehe entity if they occur and, lastly, the tigh receive the expected residual returns of the
entity if they occur. FIN 46 applies immediatelyviariable interest entities created after Janu&r2803, and to variable interest entities in
which an enterprise obtains an interest afterdags. It applies in the first fiscal year or interperiod beginning after June 15, 2003, to
variable interest entities in which an enterpriskll a variable interest that it acquired beforbrigary 1, 2003. The adoption of FIN 46 by the
Company did not have a material effect on its feiairesults for the three and six months ende@ B 2003 and is not expected to have a
material effect on its future results of operationginancial position as the Company has no unclictested variable interest entities.
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In January 2003, the EITF addressed the accoufgimgubsequent investments in equity method inessaédter the suspension of equity
method loss recognition in Issue No. 02-18: "Acdmgfor Subsequent Investments in an Investee Sitspension 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 inweeshts in equity-method investees made
subsequent to February 5, 2003, and previouslyesuigual cumulative losses existing at the time dfitheestment. The Company has not
made any additional investments in investees irckvbguity method loss recognition has been suspleaiie does not expect EITF 02-18 to
have a material effect on its results of operatmminancial position.

In May 2003, the EITF addressed how to determinetidr an arrangement contains a lease that isnvitihiscope of SFAS No 13,
"Accounting for Leases" ("SFAS No 13") in Issue M&-8: "Determining Whether an Arrangement Contaihgase” ("EITF 01-8"). The
guidance in EITF 01-8 requires both parties toraargement to determine whether a service contragimilar arrangement is or includes a
lease within the scope of SFAS No 13. An arrangernsemlease or contains an embedded lease ihitays the right to control the use of
property, plant or equipment. If an arrangemenieirmined to be a lease pursuant to SFAS No ¥8nues formerly reported from sales of
products or services may need to be treated aal mmlieasing income. EITF 01-8 should be appl@ddw or modified arrangements
beginning after May 28, 2003. The Company doe®Rrpect EITF 01-8 to have a material effect ondtsife results of operations or financial
position.

Deferred income taxes are provided for the temyaddferences between the financial reporting andldasis of the Company's assets and
liabilities using enacted tax rates in effect tog fear in which the differences are expectedverse. Net operating losses not utilized can be
carried forward for 20 years to offset future taeabcome. A valuation allowance has been recoatginst deferred tax assets, as the
Company is unable to conclude under relevant adoaustandards that it is more likely than not theterred tax assets will be realizable.
Federal legislation enacted in 2002 permitted thm@any to apply unutilized net operating lossesrajd 996 taxable income. As a result,
the Company recognized a federal income tax beaefitreceived a refund of $119 million in the fusiarter of 2002



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

2. Acquisitions

On February 4, 2003, Level 3 completed the acdgoisitf substantially all of the assets and openratiof Genuity, Inc. ("Genuity"), a Tier 1
Internet Protocol (IP) communications company. fdtal cash consideration, including transactiontgosas approximately $144 million
including approximately $60 million in cash congation to the Genuity bankruptcy estate plus apprately $77 million in cash to
reimburse the estate for payments on assumed kiggite obligations related to network operatingigaent. In addition, Level 3 assumed
certain of Genuity's long term operating agreemdresel 3 entered into certain transactions witm@#y prior to the acquisition of Genuity
by Level 3, whereby it received cash for commuiicet services to be provided in the future. Assulteof the acquisition, Level 3 can no
longer amortize this deferred revenue into earnargs
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accordingly, reduced the purchase price appligidmet assets acquired in the Genuity transabidv6 million, the amount of the
unamortized deferred revenue balance on Febru&908. The preliminary fair value of the acquirasgets and liabilities was determined
based on an independent third-party valuation.r€halts of operations attributable to the Genustyets and liabilities are included in the
2003 consolidated condensed statements from tleeoflaicquisition. The Genuity transaction provitdesel 3 the opportunity to acquire
high-quality customers and create additional vélyiéeveraging the network and operating synergiekedcombined business.

The terms of the transaction also provide for mbssing purchase price adjustments related tor@uat of (a) annualized recurring revenue,
(b) various prepaid items and deposits, (c) prgp@stes payable on purchased property, (d) sevenaagments to certain of Genuity's forr
employees and (e) an adjustment based on the aggrégllar value of rejection claims in the Gentliiggnkruptcy estate. Level 3 and the
Genuity bankruptcy estate will submit the calcwlatof the post-closing purchase price adjustmeantmdependent arbitrator. Level 3
anticipates that the arbitrator will rule on thespolosing purchase price adjustment in the fiedt bf 2004.

In January 2002, Level 3 completed the acquisibibthe wholesale dial-up access business of McL&#&Uhcorporated ("McLeod"), for
approximately $51 million in cash consideration #melassumption of certain operating liabilitieted 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 pueelpice resulted in the cash consideration plsisrmasd liabilities exceeding the fair value
of the identifiable tangible and intangible assetguired by approximately $41 million, which wasorled as goodwill. The results of
operations attributable to the McLeod assets afidliies are included in the consolidated conddrstatements of operations from the dat
acquisition.

In March 2002, the Company acquired privately l@tdpSoft, Inc. ("CorpSoft"), a global provider, rkater and reseller of business softw
Level 3 agreed to pay approximately $89 milliorcash and retire approximately $37 million in debatquire CorpSoft. The transaction was
valued at approximately $95 million, adjusted fargSoft's $34 million cash position on the acgigsidate. The $129 million cash purchase
price, including transaction costs, exceeded thevédue of the net tangible and intangible asbgtapproximately $128 million based on an
independent formal valuation of the value of theets and the Company's estimate of liabilitiesimed.

In June 2002, the Company completed the acquisiic@@oftware Spectrum, Inc., a global provider, ke#er and reseller of business softw
Software Spectrum shareholders received $37 inftashLevel 3 for each share of Software Spectrommon stock. The total cash
consideration, including outstanding options amth$action costs, was approximately $135 milliore Transaction was valued at
approximately $95 million, adjusted for SoftwareeBpum's $40 million cash position on the acqusitilate. The $135 million purchase
price, including transaction costs, exceeded thievédue of the net tangible and intangible asbgtapproximately $79 million based on an
independent formal valuation of the value of theets, and the Company's estimate of liabilitiesimed.

The results of CorpSoft and Software Spectrum'satjpms are included in the consolidated condestaéments of operations from the d:
of acquisition. Effective on December 31, 2002, gSoft was merged with and into Software Spectruith &oftware Spectrum being the
surviving company.
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The following is unaudited pro-forma financial infilation of the Company assuming the acquisitiongdfeod, CorpSoft, Software
Spectrum and Genuity had occurred at the beginofitige periods presented:

Pro Forma

Six Months Ended



June 30, June 30,

(dollars in millions, except per share data) 2003 2002
Revenue $ 2,23¢ $ 2,011
Net Loss before Change in Accounting Principle Bistontinuec

Operations (340 (42¢€)
Cumulative Effect of Change in Accounting Princi 5 —
Income (Loss) from Discontinued Operatic 7 1
Net Loss (342) (42%)
Net Loss per Shai (0.73) (1.0¢)

The distressed financial condition of Genuity hesutted in the deterioration of its recurring revetvase. Level 3 expects revenue to be
significantly below historical results reported Ggnuity as a result of customers disconnectingeerThe Company also expects to reject
certain customer contracts that will also resuli ilecrease in revenue. In 2002, Genuity recomedirment charges related to deployed
assets, assets held for sale, goodwill and intéegyilas well as lease termination charges for alratifacilities. These charges have not been
reflected in the pro-forma information as Levek8arded the assets at or below their fair valueigndt assuming the lease obligations for
the abandoned facilities. Genuity also recordettuetiring charges for workforce reduction initiegs in 2002. These amounts have not been
removed from the pro forma information.

Included in the actual results and gooma financial information for the six months eddiine 30, 2003 are certain amounts which impa«
comparability of the results, including $294 mitliof revenue related to a contract settlement tackvthe revenue had been in the process of
being recognized over the contract term, a $70amiljain on the sale of the Company's interedsitoll road operations and $190 million of
induced conversion expense as a result of therissuaf shares of Level 3 Common Stock in exchange portion of the Company's
convertible debt. Included in the actual resultd pro-forma financial information for the six mostanded June 30, 2002 are certain amounts
which impact the comparability of the results, urdihg gains of $206 million as a result of the yarttinguishments of certain long-term debt
and a gain of $101 million on the sale of a portidthe Company's investment in Commonwealth Tedegh
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The following are the assets and liabilities acegiin the McLeod, CorpSoft, Software Spectrum aprduity transactions as of their
respective acquisition dates:

Software
(dollars in millions) McLeod CorpSoft Spectrum Genuity
Assets:
Cash and cash equivalents $ — 8 34 % 0 $ —
Accounts receivable — 134 13C —
Other current assets — 18 3 33
Property, plant and equipment, net 12 6 13 27C
Identifiable intangibles 49 26 49 131
Goodwill 41 12¢ 79 —
Other assets — 11 1 22
Total Assets 10z 357 31t 45€
Liabilities:
Accounts payable — 181 13¢ —
Accrued payroll — 19 19 —
Other current liabilities 43 7 23 52
Current portion of long-term debt 8 — — 121
Long-term debt — — — 18¢
Deferred revenue—Genuity — — — 6
Deferred revenue—Level 3 — — — 7e)
Other liabilities — 21 — 21
Total Liabilities 51 22¢ 18C 31z
Purchase Pric $ 51 % 12¢ 13t $ 144



The fair market value of the assets and liabiliieguired in the Genuity acquisition were determibased on an independent third party
valuation completed in May 2003. In the second wguarf 2003, Level 3 recorded $11 million of adulial liabilities (with a corresponding
increase in property, plant and equipment and ifiglolie intangibles) for severance benefits eanmgfiormer Genuity employees prior to the
acquisition and obligations for which the Comparil} mot receive any economic benefit. The purchagee allocation is preliminary and
could change significantly.

During the second quarter of 2003, the Companyedxtie managed hosting portion of the businessjitieed through its recent transaction
with Genuity. The Company's hosting customers gretations will be served by Computer Sciences Gatjmm ("CSC"). Due to the
decision to exit the managed hosting portion oftthsiness, which had been contemplated at thedfraequisition, the net operating results
of the business have not been consolidated indhsatidated condensed statement of operations. Bediel not realize any proceeds from
sale of the hosting business to CSC. Level 3 caatirto review the operations acquired in the Ggrtansaction to see how they will assist
in providing communications and information sergice
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3. Discontinued Operations

In June 2003, Software Spectrum announced thaistexiting the contact services business in oaleomcentrate on the software business.
In conjunction with this decision, Software Spentrsold a significant portion of the contact sersibasiness to H..G. Capital for
approximately $8 million in cash subject to workicepital adjustments. Software Spectrum recordedsawithin discontinued operations of
approximately $9 million on the sale. The termshef sales agreement required Software Spectrumotade a certain amount of working
capital with the business at the time of closimgJuily 2003, Software Spectrum paid H.l.G. Cagfgroximately $4 million for working
capital adjustments which reduced the net procesmsved in the transaction. In addition, Softw@pectrum paid H.I.G. Capital
approximately $2 million primarily for accounts eeeable purchased by H.l.G. Capital but collectg@bftware Spectrum during the second
quarter and subsequent to the closing date.

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

The following is the summarized results of openadiof the contact services business for the sixthsoended June 30, 2003 and 2002. The
results of operations for the six months ended 3M&002 were not significant due to the busirtessg acquired in June 2002.

Six Months Ended

June 30,
2003 2002

Revenue $ 3 & —
Costs and Expense

Cost of revenue 25 —

Depreciation and amortization 1 —

Selling, general and administrative 10 —

Total costs and expenses 36 —

Income from Operation 2 —

Loss from Sale of Discontinued Operatic 9) —

Loss from Discontinued Operatio $ n s —

In December 2001, Level 3 announced that it hadexto sell its Asian telecommunications busined®aach Ltd. for no cash consideration.
The agreement covered subsidiaries that included#ian network operations, assets, liabilities fatiare financial obligations. This includ
Level 3's share of the Northern Asian cable systepacity on the Japan-US cable system, capitabpadhtional expenses related to these
two systems, gateways in Hong Kong and Tokyo, amtieg customers on Level 3's Asian network. Tha@saction closed on January 18,
2002.

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

In February 2003, Level 3 and XO Communications@“Xamended their 1998 cost sharing and IRU agreemes part of the 1998
agreement, XO purchased 24 fibers and one emptuitoaong Level 3's North American intercity netkoThe amended agreement, among
other things, requires XO to return six fibers #imel 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 alongvieé3's intercity network and 3) provide XO an optto purchase up to 25% of the fiber
installed in the next conduit within or along eaggment of the intercity network.

As individual segments were delivered, Level 3 defd and amortized the revenue attributable tactmeluit over the term of the original
agreement. As a result of the amended agreemerd] Béhas no further obligation with respect to dhiginal conduit, and thus recognized
$294 million of communications revenue relatecht® temaining unamortized deferred revenue, lestathealues of the other separable
elements of the amended agreement. An indepertiesigarty valuation firm was used to determineftie value of these other elements.

5. Restructuring and Impairment Charges

In 2001, the Company reduced its global work foprémarily in the communications business in thetébh States and Europe by
approximately 2,700 employees due to the duratiwhsverity of the slowdown in the economy andi#éfecommunications industry.
Restructuring charges of $108 million were recorieB001 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 2002, Levedc®rded restructuring charges of $3 million andrfiion, respectively for costs associated
with workforce reductions of approximately 300 eoygles in North America and Europe. The workforcictions were primarily related to
the integration of CorpSoft and Software Spectrsnwall as to ensure a cost structure appropriatthédifficult communications market.
The Company reversed $4 million, $2 million andn§iflion of restructuring liabilities during the saed, third and fourth quarters of 2002,
respectively, due to the successful terminatioleases for less than had originally been estimiat@@®01.

In the first quarter of 2003, Level 3 announced kfarce reductions that would ultimately affect apgmately 800 employees in the
communications business by the end of 2003. Thetgena were primarily a result of the integratidraoquired operations from the Genuity
transaction into Level 3's operations and the Camppaatching its European cost structure with exgebcevenues. As of June 30, 2003, the
Company had notified approximately 600 employeas tiey would be affected by these actions. The @&y recorded restructuring
charges of approximately $5 million and $16 milli@bated to these actions during the three andsiths ended June 30, 2003, respecti
As of June 30, 2003, the Company had paid $13aniil costs associated with the 2003 workforce ctdns.

As of June 30, 2003, the Information Services besdrecognized approximately $4 million of resudaig charges related to the ongoing
integration and restructuring of Software Spectramwell as the closure of {Structure's systems integration operations irafrél These
actions are expected to affect approximately 28pleyees. As of June 30, 2003 the Company had edtdpproximately 250 employees that
they would be affected by these actions. As of Bhe&2003, the Company had paid
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approximately $1 million in costs associated witese workforce reductions. The Company expectsciariadditional costs for workforce
reductions, lease terminations and loss of taxntiees in the third quarter of 2003.

A summary of the restructuring charges and relattiyity follows:

Severance and Related
Facilities Related

Number of ——

Employees Amount Amount
(in millions) (in millions)
Balance December 31, 20 354 % 17 3 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 89¢ 20 —



2003 Payment (391) ()] 2

Balance June 30, 20( 56z $ 6 $ 8

Impairments

During the second quarter of 2002, the Companyrdstban impairment charge of $44 million relatednooperating colocation facility near
Boston, as well as excess communications inverandycertain corporate facilities in Colorado. A®sult of the completion of additional
colocation space in Boston by other providers cttiretinued overabundance of communications equipineghe secondary markets, and the
soft demand for office space in the metropolitam@a area, the Company believed that these asse¢sobsolete and that the estimated
future undiscounted cash flows attributable to ¢éhessets would be insufficient to recover theirenircarrying value.

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

6. Sale of Toll Road Operations

On January 3, 2003, California Private Transparta@ompany ("CPTC"), a majority owned subsidiaryhaf Company, sold the "91 Express
Lanes" toll road in Orange County, California te fBrange County Transportation Authority. The Conyp@ceived net proceeds from the
sale of $46 million and recorded a gain of appratety $70 million in other, net in the consolidatethdensed statement of operations. The
Company's total long-term debt was reduced by agymettely $139 million as a result of the sale asdkbt incurred to finance the
construction of the toll road had been consolidaleel to the Company's 65% equity interest in CPTC.
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7. Loss Per Share

The Company had a loss from continuing operationstfe three and six months ended June 30, 2002@02l Therefore, the dilutive effect
of the approximately 9 million and 12 million shsiiesuable pursuant to the convertible subordinageels outstanding at June 30, 2003 and
2002, respectively, have not been included in treputation of diluted loss per share, because theiision would have been ardilutive to
the computation. In addition, the dilutive effeftloe approximately 53 million and 58 million opti® and warrants outstanding at June 30,
2003 and 2002, respectively, have not been inclidéte computation of diluted loss per share beeaheir inclusion would have been anti-
dilutive to the computation.

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

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

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

Net Loss Before Change in Accounting Principle

Discontinued Operatior $ (453 $ (156) $ (341 $ (24¢€)
Cumulative Effect of Change in Accounting Princi — — 5 —
Loss from Discontinued Operatio 9 — @) —
Net Loss $ (462) $ (156) $ (343 $ (24¢)

I I I I
Total Number of Weighted Average Shares Outstanding
used to Compute Basic and Dilutive Earnings (L&)
Share (in thousand 484,43t 398,72: 467,72: 395,02(

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

and Diluted):
Before Change in Accounting Principle and Discamgit
Operations $ 0.99 $ 039 $ 0.79 $ (0.62)
Cumulative Effect of Change in Accounting Princi — — 0.01 —
Discontinued Operatior (0.02) — (0.01) —

Net loss $ 0.95 $ (0.39 $ 079 $ (0.62)
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8. Receivables

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

Information
Communications Services Coal Other Total

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

$ 17t $ 32: % 9% — $ 507

December 31, 200:
Accounts Receivab—Trade:

Services and Software Sa $ 58 $ 477 $ 10 $ 13 54¢
Joint Build Cost: 1 — — — 1
Other Receivable 9 — — — 9
Allowance for Doubtful Account (24) 5) — — (29)

$ 44 % 47z $ 10 $ 13 527

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

Other receivables primarily include non-servicated receivables including European VAT (Value Atidexes), sales tax refunds,
equipment sales and other miscellaneous items.

The Company recognized bad debt expense in sefjartgral and administrative expenses of $3 milliod $7 million for the three and six
months ended June 30, 2003, respectively. The Coymeaognized bad debt expense of $1 million anchion for the three and six
months ended June 30, 2002, respectively. The Coymecreased accounts receivable and allowanaotdstful accounts by approximately
$2 million for the six months ended June 30, 2@68previously reserved for amounts the Companyrazkas uncollectible.

9. Property, Plant and Equipment, net

The Company has substantially completed the coetgtruof its communications network. Costs assedatirectly with the network,
including employee related costs, have been ca@dthland interest expense incurred during consbruevas capitalized based on the
weighted average accumulated construction expeneditand the interest rates related to borrowingscéated with the construction. The
Company generally capitalizes direct costs assetiaith network construction, provisioning of sees and software development.
Capitalized labor and related expenses associdathcemployees and contract labor working on capitajects was approximately

$16 million and $28 million for the three and sixmths ended June 30, 2003, respectively. Includedpitalized labor and related expenses
was $1 million and $2 million of capitalized neash compensation expense related to options amdnsfor the three and six months en
June 30, 2003, respectively.
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Capitalized labor and related expenses associdthcemployees and contract labor working on capitajects was approximately

$18 million and $41 million for the three and siomths ended June 30, 2002, respectively. Inteseigments, gateway facilities, local
networks and operating equipment that have beaegla service are being depreciated over theimastd useful lives, primarily ranging
from 3-25 years



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

During 2002 and 2003, Level 3 was able to finalizgotiations and claims on several of its largetinyelar network construction projects. As
a result, the Company released approximately $2iomand $114 million of capital accruals for thix months ended June 30, 2003 and
2002, respectively that had previously been repaateproperty, plant and equipment. In the ordicayrse of business, as construction
projects come to a close, the Company reviewsittad &mounts due and settles any outstanding ammaaldted to these contracts which can
result in changes to estimated costs of the cortstruprojects.

Capitalized business support systems and netwarktiaaction costs that have not been placed in sehave been classified as construction-
in-progress within Property, Plant & Equipment belo

Accumulated Book
(dollars in millions) Cost Depreciation Value
June 30, 200¢
Land and Mineral Propertie $ 18C $ a7n s 163
Facility and Leasehold Improvemel
Communications 1,30 (15%) 1,152
Information Services 28 (6) 22
Coal Mining 65 (63) 2
Network Infrastructurt 4,31¢ (599 3,72¢
Operating Equipmer
Communications 1,53¢ (803) 731
Information Services 85 (58) 27
Coal Mining 154 (14€) 8
Network Construction Equipme 34 (15) 19
Furniture, Fixtures and Office Equipme 11¢ (90 29
Constructiorin-Progres: 62 — 62
$ 7881 $ (1,946) $ 5,941
L] I .|
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Accumulated Book
(dollars in millions) Cost Depreciation Value
December 31, 200:
Land and Mineral Propertie $ 17¢  $ 13 % 16&
Facility and Leasehold Improvemel
Communications 1,26( (125) 1,13¢
Information Services 28 5) 23
Coal Mining 65 (63) 2
CPTC 92 (¢%)] 75
Network Infrastructurt 4,21 (44%) 3,76¢
Operating Equipmer
Communications 1,28( (615) 665
Information Services 81 (55) 26
Coal Mining 78 (70) 8
CPTC 19 13 6
Network Construction Equipme 34 (12 22
Furniture, Fixtures and Office Equipme 12¢ (85) 41
Constructior-in-Progres: 73 — 73

$ 752 $ (1,521 $  6,00¢



Depreciation expense was $210 million and $404ionilfor the three and six months ended June 3(3,2@8pectively. Depreciation expense
was $186 million and $391 million for the three aidmonths ended June 30, 2002, respectively.

10. Goodwill

The Company adopted the provisions of SFAS No.iddianuary 2002. SFAS No. 142 requires companisegeoegate identifiable intangible
assets acquired in a business combination fromwitlo@he remaining goodwill is no longer subjeotamortization over its estimated useful
life. However, the carrying amount of the goodwrillist be assessed at least annually for impairmséng @ fair value based test. Level 3 has
acquired several businesses since the adoptiorRAS®lo. 142. In January 2002, Level 3 completecdaitrguisition of McLeod's wholesale
dial-up business. The total purchase price paidifeMcLeod assets exceeded the fair value of ¢hélentifiable tangible and intangible
assets acquired and resulted in goodwill of $4lionil

In March and June of 2002, the Company acquire§@9 million and $135 million, including transaxticosts, CorpSoft and Software
Spectrum, respectively. The combined purchasee@ grceeded the fair value of the net tangible atahgible assets by approximately
$207 million, which was recognized as goodwill, édsn independent third party valuations of certditne assets, and the Company's
estimates of the liabilities acquired. A final assaent of the assets acquired and liabilities asdumthe CorpSoft and Software Spectrum
transactions, performed in the second quarter 88 2f&sulted in a decrease in goodwill of approxatyad7 million. The decrease in goodv
was attributable to declines in deferred tax amgioliabilities.

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

Level 3 purchased substantially all of the assetisaperations of Genuity in February 2003. A vabraperformed by a third party, indicated
that the assets acquired net of the Company's astim
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of obligations assumed was in excess of the puechase paid by $37 million. As a result, the Compdid not recognize goodwill in this
transaction and reallocated the negative goodwadirsst the asset values in accordance with SFAS #h.

In 1998, the Company acquired XCOM Technologies &mdl its softswitch technology. As of JanuarydQ2, the Company had $30 million
of unamortized goodwill remaining attributable bdstacquisition.

11. Intangibles, Net

As of June 30, 2003, $21 million, $66 million, &tiL6 million of intangibles, net of amortizatiomeattributable to the McLeod, Software
Spectrum (including CorpSoft) and Genuity acquisis, respectively.

The Company has attributed approximately $49 nmilkkd the McLeod purchase price to customer corgraith an amortization period equal
to the term of the primary contract of approximat&d months.

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

The Company has attributed approximately $131 omlbf the Genuity purchase price to identifiableungible assets, including $93 million
to specific customer contracts and $38 millionh® éxisting customer base. Level 3 expects to drediiese intangibles over periods rang
from 3-5 years.

Intangible asset amortization expense was $18anilind $31 million for the three and six monthsezhdune 30, 2003, respectively.
Intangible asset amortization was $4 million ancd@Bion for the three and six months ended June2B02, respectively.

The amortization expense related to intangibletasserently recorded on the Company's books foh edithe five succeeding years is
estimated to be the following for the years endedddnber 31: 2003-$56 million; 2004-$50 million; 36889 million; 2006-$39 million and
2007-$15 million.

12. Other Assets, Ne



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

June 30, December 31,

(dollars in millions) 2003 2002
Investments $ 24 $ 21
Debt Issuance Costs, r 72 93
Prepaid Network Asse 30 11
Assets Held for Sal 8 10
Employee and Officer Notes Receiva — 3
CPTC Deferred Development and Financing C — 19
Other 8 15

$ 14z  $ 172

The Company holds equity positions in two publichded companies: RCN Corporation ("RCN") and Comuvealth Telephone. RCN is a
facilities-based provider of bundled local and latistance phone,
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cable television and Internet services to residéntarkets primarily on the East and West coastgedisas Chicago. Commonwealth
Telephone owns Commonwealth Telephone Companyamibent local exchange carrier operating in variowal Pennsylvania markets,
and CTSI, Inc. a competitive local exchange carrier

On June 30, 2003, Level 3 owned approximately dliiamishares of RCN common stock and approximabely million of Commonwealth
Telephone Class B common shares, representingapyately 24% and 4% of the outstanding shares diiR6d Commonwealth Telepho
respectively, and accounts for its investment rheantity using the equity method. The market valilhe Company's investment in RCN
and Commonwealth Telephone was $53 million andrid®n, respectively, on June 30, 2003.

In 2002, the Company sold in two transactions agregpte of approximately 9.6 million shares of cammstock of Commonwealth
Telephone, or 90% of its holdings in Commonweakfephone. The Company received net proceeds of ##6n and recognized gains on
the sales of approximately $191 million.

As a result of these transactions, the Company @ppsoximately 4% of the total Commonwealth Telaphehares outstanding as of
June 30, 2003 through its ownership of 1,017,0&teshof Class B common stock. Class B common sblets are entitled to 15 votes for
every share held. Therefore, the Company held aa$bg interest in Commonwealth Telephone at Bhe2003. Due primarily to the
Company's significant voting interest in Commonwledlelephone, the Company accounts for the invastungng the equity method.

On April 25, 2003, it was announced that the Comyard Commonwealth Telephone had entered intoapitadization agreement that
provides for the reclassification and conversioeath outstanding share of Commonwealth Telephdtsss® 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%. The recapitalization agresngeexpected to be voted on by
Commonwealth Telephone's shareholders during the darter of 2003.

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

During 2000, Level 3's proportionate share of RGbBses exceeded the remaining carrying value e&lL&s investment in RCN. Level 3
does not have additional financial commitments @N\Rtherefore it recognized equity losses onlyhi éxtent of its investment in RCN.
Level 3 will not record its equity in RCN's profimtil unrecorded equity in losses has been offdst. Company did not recognize equity
losses attributable to RCN for the six months entigte 30, 2003 of approximately $23 million; ingieg the total amount of suspended
equity losses to approximately $686 million at J88e2003. The Company did not recognize approxim&318 million of suspended equ
losses attributable to RCN for the six months entiete 30, 2002. The Company's investment in RGHLding goodwill, was zero at
June 30, 2003 and December 31, 2002.

As of the date of completion of the Genuity tranisax; Level 3 was obligated as part of certain Edpéase agreements, to purchase
approximately $30 million of operating and maintece ("O&M") services from suppliers over the nextif years. The Company has
reflected the current ($9 million) and noncurre$2X million) portions of the payments due undeséharrangements as prepaid assets and
liabilities.
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Assets held for sale at June 30, 2003 include ioeigBecommunications equipment identified as ex@sl which management expects to sell
due to the Company's decision in June 2001 toasfize its capital expenditures. Certain asset&tmen reclassified to other current assets
due to their sale in third quarter of 2003.

Loans outstanding from certain employees and afioéthe Company totaled less than a million delkt June 30, 2003. The loans were
taken out in 2001 and are secured by Level 3 constawk or other personal assets of the borrowetbaad interest generally at 4.75%.

13. Long-Term Debt

At June 30, 2003 and December 31, 2002, long-tezioh was as follows:

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

Tranche A (4.64% due 2007) $ 45C $ 45C

Tranche B (5.64% due 2008) 27¢ 27¢

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

GMAC (3.72% due 2003-2005) 12C 12C
Genuity Capital Lease Obligations (15% due -2006) 297 —
CPTC Lon(-term Debt (with recourse only to CPT(

(7.63% due 2004-2028) — 13¢
Other 7

5,75¢ 6,10€
Less current portion (125) 4
$ 563/ $ 6,102

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

No interest expense or amortized debt issuance eese capitalized for the six months ended Jun@@03 and 200:

In September 2002, the EITF issuedX®-"Determining Whether Certain Conversions of @otible Debt to Equity Securities Are within |
Scope of FASB Statement No. 84". The EITF conclutied these types of transactions should be aceddot as induced conversions in
accordance with SFAS
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No. 84. SFAS No. 84 requires a I-cash charge to earnings for the implied valuenahducement to convert from convertible debt to
common equity securities of the issuer. In addjtiomder SFAS No. 84, an extraordinary gain or lassapplicable, is not recorded upon the
conversion of convertible debt. The accountingibé applied prospectively for those convertiblbtder equity exchanges completed after
September 11, 2002, the date of the EITF's conseitfie Company applied the provisions of SFAS Moto8all convertible debt for equity
exchange transactions completed subsequent tetioad quarter of 200



In the third and fourth quarter of 2002, the Comppuarchased $99 million aggregate principal amairits 6% Convertible Subordinated
Notes due 2009 and $159 million aggregate prin@pabunt of its 6% Convertible Subordinated Notes 2010 in exchange for the issua
of approximately 20 million shares of its commoocktwith a market value of approximately $102 roilli The value of securities issuable
pursuant to original conversion privileges was agpnately $14 million. Therefore, pursuant to threyisions of SFAS No. 84, a debt
conversion expense of $88 million was recordedhénthird and fourth quarters of 2002.

In the first and second quarter of 2002, the Comgmaumchased $136 million aggregate principal amadiits 6% Convertible Subordinated
Notes due 2009 and $35 million aggregate prin@pabunt of its 6% Convertible Subordinated Notes 20#0. The Company issu
approximately 12 million shares of its common stadth a market value of approximately $52 millidrhe transactions were accounted fc
extinguishments of debt, in accordance with APB R 'Early Extinguishment of Debt". The net gaintba early extinguishments of the
debt, including transaction costs and unamortizgat ssuance costs, was $71 million and $43 millfonthe first and second quarters of
2002, respectively, and was originally recordedragxtraordinary item.

During the second quarter 2002, the Company puechdg5 million face value ($53 million carrying ua) of its 12.875% Senior Discount
Notes due 2010. The Company issued approximateiiflion shares of its common stock worth approxiehat19 million in exchange fc
these senior notes. The transaction was accounted fan extinguishment of debt, in accordance AMRB No. 26, "Early Extinguishment of
Debt". The net gain on the early extinguishmerthefdebt, including transaction costs and unaresitiebt issuance costs, was $33 million
and was originally recorded as an extraordinam.ite

During the second half of 2002, the Company pureti&i2 million aggregate principal amount of it62%% Senior Notes due 2008,

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

In February 2002, the Company's first-tier, whallyned subsidiary, Level 3 Finance, LLC purchase®lif8lion aggregate principal amount
of various issuances of the Company's debt for o&$81 million. The net gain on the extinguishnseot the debt, including transaction
costs, realized foreign currency gains and unameattdebt issuance costs, was approximately $5®&méind was originally recorded as an
extraordinary item.

Pursuant to SFAS No. 145, the Company has redkedsife extraordinary gains on extinguishment dftdecognized in 2002 to Other
Income, The following is a reconciliation of finaakinformation of

N
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the Company assuming that SFAS No. 145 had beeffidot in 2001 and 2002. There were no extinguisitmef debt in 2000.

Year Ended December 31,

2002 2001
Previously Previously
Reported Restated Reported Restated
Net Loss from Continuing Operatio $ 1,119 $ (85¢) $ (5,449 $ (4,379
Loss from Discontinued Operatio — — (60% (60¢
Extraordinary Gains on Debt Extinguishments, 25E — 1,07t —
Net Loss $ (858 $ (858 $ (4,979 $ (4,979
I I I I
Earnings (Loss) Per Share of Level 3 Common StBelsic and
Diluted):
Continuing operation $ 274 $ (211 $ (1458 $ (11.70
I I I I
Discontinued operatior $ — 8 — $ (1.62) $ (1.62)
I I I I
Extraordinary gains on debt extinguishments, $ 0.6z $ — $ 2.8t $ —
I L] I I
Net loss $ (211 $ (2.11) $ (13.3) $ (13.3)
I I I I



In the second quarter of 2003, the Company purch§$80 million aggregate principal amount of its2Z% Senior Notes due 2008. The
Company issued approximately 13 million sharessof@ommon stock with a market value of approxinya$8lé million. The transaction was
accounted for as an extinguishment of debt, in@@ree with APB No. 26. The net gain on the eaxtinguishment of the debt, including
transaction costs and unamortized debt issuands, eeas $2 million. In addition, the Company issapgroximately 184,000 shares of its
common stock in payment of approximately $2 millafraccrued interest.

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

Senior Secured Credit Facility

In addition, to the amounts outstanding, the SeBamured Credit Facility, as amended, containss@ #illion revolving credit facility. Of
the $150 million, $50 million is available immediat for letters of credit and the full $150 millicsecomes available after August 30, 2003;
provided that the Company has satisfied an incegéest that is related to a pro-forma fixed chageerage ratio. As of June 30, 2003, the
Company had approximately $7 million in letterscoédit outstanding under this agreement.

The availability of funds and any requirement tpa previously borrowed funds is contingent upacbntinued compliance with the
relevant debt covenants. The Company believeslithagd upon management's review of the amendedaaigeand other provisions of the
Senior Secured Credit Facility, it is in full corrgrice with all the terms of the Senior Secured Eieatility as of June 30, 2003.
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Junior Convertible Subordinated Notes

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

10 year maturity, paid 9% cash interest annualyaple quarterly beginning October 15, 2002. Theswere convertible, at the option of
the holders, into Level 3 common stock at any taha conversion price of $3.41 (subject to cerntaistomary adjustments). The notes were
convertible at the Company's option into conveetipteferred stock under certain conditions andugiistances. The convertible notes ranked
junior to substantially all of the Level 3 Commuations, Inc.'s outstanding indebtedn

In January 2003, a holder of the Junior Convertthlbordinated Notes converted $20 million of thégdanto approximately six million
shares of Level 3 common stock. Pursuant to thggrad conversion terms, the holder received 293sties of Level 3 common stock for
each $1,000 principal amount of notes convertee. débt was converted pursuant to the original caiwe terms; therefore, no gain or loss
was recognized on the transaction.

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

In the second quarter of 2003, the remaining $4Bfomaggregate principal amount of the Compa®¥s Junior Convertible Subordinated
Notes due 2012 were converted into approximatelyrhlion shares of its common stock with a manatie of approximatel

$1.135 billion. The value of securities issuablespant to original conversion privileges was apprately $945 million. Therefore, pursuant
to the provisions of SFAS No. 84, induced convergrpense of $190 million was recorded in the seécprarter of 2003. Approximately

$7 million of foregone accrued interest throughdhée of the conversion was credited to capita esst of the securities issued. In addition,
approximately $10 million of unamortized debt isstm costs were charged to capital.

Genuity Capital Lease Obligations

As part of the Genuity transaction that closed ebrkary 4, 2003, the Company assumed certain tétse obligations of Genuity for
operating equipment. The Company used a 15% discateto present value the minimum lease paymespsesenting the effective interest
rate that could be obtained by the Company fondlai agreement, resulting in a capital lease @i assumed of $309 million. The capital
lease agreements also contain provisions wherebgl [3ais required to purchase approximately $30onilof O&M and network capacity
ratably over the lease term. The future minimunségaayments under the capital lease obligation$ &sne 30, 2003, excluding the O&M
and network capacity obligations and assumingehed terms remain the same as on the acquisitienata $46 million in 2003;

$133 million in 2004; $116 million in 2005; and $i#llion in 2006. The lease arrangements with thaigment provide certain provisions
whereby Level 3 can terminate portions of the léhere of the significant customers using the pment terminates all or part of its
commitment, subject to certain conditions. As @& ihception of the lease, this termination prowisicas considered remote. One of the
customers utilizing this leased equipment has gi®o of reducing its minimum contractual commitrnbaginning in 2004.
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iStar Commercial Mortgage due 2004

In March 2002, 85 Tenth Avenue, LLC (a wholly owrsetbsidiary of the Company) amended its $113 miilfloating-rate loan, originally
provided by Lehman Brothers Holdings, Inc. (thelirtean Mortgage") that provided secured, non-recodee to finance the purchase and
renovations of the Company's second New York Gagdaeility. The amendment resulted in iStar DB 8glLLC ("iStar") becoming the sc
lender for the property. Previously, iStar, alonthvether third parties, owned notes of the 85 feltenue Trust, purchased from Lehman
Brothers Holdings, Inc. Using funds previously rese for additional renovations at the New York &edy facility, along with funds
advanced from iStar, 85 Tenth Avenue, LLC repa@dther third party holders of the notes of thelf8ath Avenue Trust and reduced the
principal amount outstanding under the amended dggeement to $60 million. There was no prepayrpenalty under the revised
agreement. Interest varied monthly with the 30 dBOR for U.S. Dollar Deposits, plus 650 basis fisiThis interest, together with
principal payments based on a 20-year amortizgtéyiod, were due monthly during the initial termttoé loan.

On December 31, 2002, the New York Gateway facilis sold. The proceeds from the transaction adiiadal cash on hand were used to
repay the iStar Mortgage balance of $60 milliordudag accrued interest. Unamortized existing defance costs of $6 million were
included in interest expense during the fourth tprasf 2002.

CPTC

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

14. Stock-Based Awards

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compeisdt{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiomthrer stockbased compensation (as computed in accordancewgtpted option valuati
models) on the date of grant is amortized ovewntsting periods of the options in accordance wil$B Interpretation No. 28 "Accounting
for Stock Appreciation Rights and Other VariablecktOption or Award Plans" ("FIN 28"). Although thecognition of the value of the
instruments results in compensation or professierpénses in an entity's financial statementsexpense differs from other compensation
and professional expenses in that these chargesatde settled in cash, but rather, are genesaliyed through issuance of common stock.

The adoption of SFAS No. 123 has resulted in mateon-cash charges to operations since its adoptia998, and will continue to do so.
The amount of the non-cash charges will be depdng®mn a number of factors, including the numbegraints and the fair value of each
grant estimated at the time of its award.

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

The Company recognized on the statement of opesatidotal of $53 million and $117 million of noash compensation expense for the
three and six months ended June 30, 2002, respbctim addition, the Company capitalized $2 milliand $4 million of non-cash
compensation expense for the three and six monmtbdse respectively.

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

Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2003 2002 2003 2002
NQSO $ — 8 — 8 — $ —
Warrants 5 4 6 5
0SsO 8 34 19 81
C-0SO 5 11 10 24



Shareworks Match Ple 2 3 5 7
401(k) Match 4 — 7 —
Shareworks and Profit Shari 2 3 3 4
26 55 50 121
Capitalized Noncash Compensat Q) )] 2 (4)
25 53 48 117

Non-Qualified Stock Options and Warrants

During the first quarter of 2003, the Company issapproximately 684,000 fully vested warrants tmasultant as payment primarily for
acquisition-related consulting services. The wagatiow the consultant to purchase common stodd 0 per share. The warrants were
fully vested at issuance and will expire on Jandarg013. The fair value of the warrants was $2iomiland was calculated using the Black-
Scholes valuation model with a risk free interese rof 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 approximdt&lynillion warrants to a consultant as paymenfidture consulting financial advisc
services. The warrants allow the consultant to Ipase common stock at $5.16 per share. The wawastequally in quarterly installments
over twelve months. The warrants expire March 31,02 Pursuant to the relevant accounting guidaheefair value of these warrants is
determined on their respective vesting dates. alesélue of the unvested portion of these warrantietermined at each financial reporting
date and was $6 million at June 30, 2003 for tBenillion unvested warrants. At June 30, 2003 tthal fair value of these warrants was
approximately $8 million and was calculated usimg Black-Scholes valuation model with a risk freefest rate of 3.31%, a term of seven
years and a volatility rate of 75% over the te

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

The Company did not grant any Non-Qualified Stogki@ns ("NQSOs") during the six months ended Juhe2B03 or 2002. As of June 30,
2003, the company had not reflected $4 millionmdmortized expense in its financial statement&NfQSOs and warrants previously grant

Outperform Stock Option Plan

In April 1998, the Company adopted an OutperforocEtOption program that was designed so that thregamy's stockholders would
receive a market return on their investment bef@®® holders receive any return on their optiong Company believes that the OSO
program aligns directly management's and stockingldeerests by basing stock option value on tom@any's ability to outperform the
market in general, as measured by the Standardo&P@FS&P") 500 Index. Participants in the OSOgueon do not realize any value from
awards unless the Company's common stock priceedatms the S&P 500 Index during the life of thargr When the stock price gain is
greater than the corresponding gain on the S&PIB@Ex (or less than the corresponding loss on &f@ Bdex), the value received for
awards under the OSO plan is based on a formutdvimg a multiplier related to the level by whidet Company's common stock
outperforms the S&P 500 Index. To the extent thatdl 3's common stock outperforms the S&P 500 Inttexvalue of OSOs to a holder
may exceed the value of non-qualified stock options

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

The fair value under SFAS No. 123 for the approxetyaone million OSOs awarded to participants dyitime six months ended June 30,
2003 was approximately $9 million using a modifiddck-Scholes valuation model with a S&P 500 vditstrate of 25% over the term, a
Level 3 common stock volatility rate of 80%, an egged correlation factor of 46% and an S&P 500ddind yield of 1.51%. As of June 30,
2003, the Company had not reflected $11 millionmdmortized compensation expense in its finanté@éments for OSOs granted
previously.



In July 2000, the Company adopted a convertiblpardivrm stock option program, ("C-OSO") as an esitem of the existing OSO plan. The
program is a component of the Company's ongoinda@rap retention efforts and offers similar featui@those of an OSO, but provides an
employee with the greater of the value of a sisgjigre of the Company's common stock at exercigbearalculated OSO value of a single

OSO at the time of exercise.

C-0OSO awards were made to eligible employees eragdloy the date of the grant. The awards were nma8eptember 2000,

December 2000, and September 2001. The awardedramP000 vest over three years as follows: 1/€ach grant at the end of the first
year, a further 2/6 at the end of the second yeditlze remaining 3/6 in the third year. The Septem2001 awards vest in equal quartt
installments over three years. Each award is imatelyi exercisable upon vesting. Awards expire f@ars from the date of the grant.
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As of June 30, 2003, the Company had not reflegéenhillion of unamortized compensation expensésiiimancial statements for C-OSOs
awarded in 2000 and 2001.

Restricted Stock

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

Shareworks and 401(k) Plans

Level 3 has designed its compensation programspaitticular emphasis on equity-based incentive ranmg. The Company had developed
two plans under its Shareworks program: the Matah Bnd the Grant Plan. In December 2002, in ailerovide employees opportunities
diversify their investments in Company-sponsoredrggs and retirement plans and to use Level 3suregs as effectively as possible, the
Company decided to enhance the Level 3 401(k) Bfantroducing a Company match on employee cortiobs. At the same time the
Company determined that, effective January 1, 20@8Shareworks Match and Grant Plans would beodiswed and past Shareworks Gi
Plan contributions would be rolled into the Level@L(k) Plan.

Match Plan— The Match Plan allowed eligible employees to defetween 1% and 7% of their eligible compensatiopui@hase Common
Stock at the average stock price for the quartdt.time employees of the communications businesscertain information services business
employees were considered eligible on the firstafahe calendar quarter after their hire. The Canypmatched the shares purchased by the
employee on a one-for-one basis. Stock purchastdpairoll deductions was fully vested. Stock pasad with the Company's matching
contributions vests three years after the endefytiarter in which it was made. Effective Januar®aD3, past contributions to the Match F
will continue to vest, however, there will be naother contributions to the Plan by either employaethe Company.

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

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

Grant Plan— The Grant Plan enabled the Company to grant sloi@mmon Stock to eligible employees of the Comivations business
and certain information services businesses based a percentage of the employees’ eligible salptp a maximum of 5%. Level 3
employees employed on December 31 of each yearyweh® age 21 or older with a minimum of 1,000 haweslited 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 #rirdversary of joining the Shareworks Plan. Albpgrants for active employees were
vested as of January 1, 2003 and were transfemtedhie 401(k) plan.

Foreign subsidiaries of the Company adopted Shatenymrograms in 2000. These programs primarilyudela grant plan and a stock
purchase plan whereby employees may purchase Bevemmon
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Stock at 80% of the share price at the beginninp@fplan year. The Company recognized less thaniibn of expense attributable to this
program in the first half of 2002 and 20t



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 earninggmexceed $12,000 in 2003. The Company did natimemployee contributions for the
communications business and therefore did not inoyrcompensation expense related to the 401(k)piar to January 1, 2003. Employees
of CorpSoft and Software Spectrum were eligiblesimeive matching contributions of $.25 for everylatocontributed up to 6% of eligible
earnings. Effective January 1, 2003, the Compaggabenatching 100% of communications dndtructure employee contributions up to

of eligible earnings or applicable regulatory lisaiThe Company's matching contributions are matke vgivel 3 common stock based on the
closing stock price on each pay date. The valub®fCompany's matching contributions are expenael period as incurred. The
communications employees are able to diversifydbmpany match contribution to other investmentaiwithin the 401(k) Plan as soor
they are made, even if they are not fully vestedstihg and future Company matching contributiores fally vested upon completion of three
years of service

15. Industry and Segment Data

SFAS No. 131 "Disclosures about Segments of anrfige and Related Information” defines operatiegnsents as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy €ompany's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Opesatiments are managed separately
and represent strategic business units that offfierent products and serve different markets. Toenpany's reportable segments include:
communications; information services; and coal ngniOther primarily includes CPTC (prior to 2008yuity investments, and other
corporate assets and overhead not attributablspecific segment. On January 3, 2003, CPTC seld thll road operations to Orange
County Transportation Authority. Therefore, the @p®ns and assets of CPTC have been significaeityeased. The geographic region
Other primarily includes Asia.

EBITDA, is defined by the Company, as net incones4) from the consolidated condensed statemeiaiseshtions, less income/(loss) from
discontinued operations, less cumulative effeahainge in accounting principle, less income taxelig(provision), less total other income/
(loss), less depreciation and amortization expensieless non-cash compensation expense includaohwitlling, general and administrative
expense on the consolidated condensed statemempeations, and after a reduction of operatingeagps by the non-cash portion of
restructuring and impairment charges. EBITDA is amteasurement under accounting principles gegeratlepted in the United States and
may not be similar to EBITDA measures of other camps. Management believes that EBITDA is a relewaatric that it uses internally to
measure the business, as it is an indicator ofatipgrperformance, especially in a capitaknsive industry such as telecommunications,e
it excludes items that are not directly attribugatdl ongoing business operations.

The data presented in the tables following includésmation for the three and six months endedce M 2003 and 2002 for all statement of
operations and cash flow information presented,anadf June 30, 2003 and December 31, 2002 fm&hce sheet information presented.
Information related to acquired businesses is thetufrom 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 financial infororafollows. The 2002 geographical EBITDA figures fbe Communications business
have changed from prior years to reflect the cumeethodology of allocating certain communicatisefiing, general and administrative cc
to the regions. In addition, the contact serviogsiess has been reflected as a discontinued aperat

Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months Ended June 30, 200
Revenue
North America $ 40C $ 357 $ 16 $ — 3 778
Europe 34 121 — — 15E
Other — 13 — — 13
$ 434 % 491 $ 16 $ — 3 941
| ] | | |
EBITDA:
North America $ 106 $ 3 3 3 L % 112
Europe 4 3 — — 1
Other — — — — —

$ 112 $ — % 3 % W $ 114

Capital Expenditures



North America $ 58 % 3 % 13 — 3 62
Europe 3 — — — 3
Other — — — — —
$ 61 $ 3 % 1 % — 8 65
I I | ] |
Depreciation and Amortizatiol
North America $ 198 $ 8 9 1 $ — 8 204
Europe 23 1 — — 24
Other — — — — —
$ AR 9 % 1 % — 8 22¢
| | | | |
Six Months Ended June 30, 2003
Revenue
North America $ 1,07¢  $ 67¢ $ 32 % — $ 1,79
Europe 62 294 — — 35€
Other 1 24 — — 25
$ 1,142 $ 9297 $ 32 3 — $ 2171
I I | ] |
EBITDA:
North America $ 511 $ 5 8 5 % 12 $ 52C
Europe @ 2 — — 3)
Other — — — — —
$ 51C $ 3 % 5 % @2 $ 517
| | | | |
Capital Expenditures
North America $ 77 $ 6 $ 1 3 — 3 84
Europe 6 — — — 6
Other — — — — —
$ 83 ¢ 6 $ 1 % — $ 90
I I | ] |
Depreciation and Amortizatiol
North America $ 37¢  $ 15 % 2 $ — 8 39z
Europe 41 1 — — 42
Other — — — — —
$ 417 $ 16 $ 2 3 — 3 43k
I I | ] |
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Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months Ended June 30, 2002
Revenue
North America $ IS 30 % 20 $ 7 % 58&
Europe 23 13C — — 153
Other — 12 — — 12
$ 27¢ % 447 $ 20 % 7 % 75C
I I | ] |
EBITDA:
North America $ 56 $ 15 $ 4 % 3 % 78



Europe (5) 2 — — €))
Other — 1 — — 1
$ 51 $ 18 $ 4 3% 3 % 76
| ] | | |
Capital Expenditures
North America $ 63 $ 4 $ — 3 1 % 68
Europe 13 — — — 13
Other — — — — —
$ 76 $ 4 % — $ 1% 81
| | | | |
Depreciation and Amortizatiol
North America $ 154 $ 5 % 1 % 1 % 161
Europe 29 — — — 29
Other — — — — —
$ 18: $ 5 $ 1 3% 1 % 19C
| ] | | |
Six Months Ended June 30, 200
Revenue
North America $ 50C $ 36C $ 40 $ 15 % 91t
Europe 54 15¢& — — 20¢
Other — 12 — — 12
$ 554 $ 527 $ 40 % 15 $ 1,13¢
| | | | |
EBITDA:
North America $ 104 $ 21 % 9 % 1 % 13t
Europe (12) 2 — — C))
Other — 1 — — 1
$ 93 % 24 3 9 % 1 % 127
| ] | | |
Capital Expenditures
North America $ 111 $ 9 3 1 % 1 % 122
Europe 20 — — — 20
Other — — — — —
$ 131 $ 9 % 1 3% 1 % 142
| ] | | |
Depreciation and Amortizatiol
North America $ 332 $ 9 3 2 3% 2 3 34E
Europe 55 — — — 55
Other — — — — —
$ 387 $ 9 % 2 $ 2 $ 40C
| | | | |
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Information Coal
(dollars in millions) Communications Services Mining Other Total
Identifiable Assets
June 30, 2003
North America 5372 $ 57t % 297 $ 1,181 $ 7,431



Europe 1,09z 112 — 24 1,22¢
Other — 9 — — 9
$ 6,462 $ 69€ $ 297 $ 1,211 $ 8,66¢
| | | | |
December 31, 200:
North America $ 529 $ 765 % 29¢ $ 153: $ 7,88t
Europe 881 15¢E — 30 1,06¢
Other — 9 — — 9
$ 6,177 $ 927 % 29¢ $ 156 $ 8,968
| | | | |
Long-Lived Assets (excluding Goodwiill)
June 30, 200:
North America $ 529: $ 11€ $ 12 % 49 $ 5,914
Europe 84: 3 — — 84¢€
Other — — — — —
$ 6,13¢ $ 11¢ % 12 $ 49 $  6,76(C
| | | | |
December 31, 200:
North America $ 519: $ 127 % 15 % 587 $ 5,92
Europe 82C 3 — — 82¢
Other — — — — —
$ 6,01: $ 13C $ 15 $ 587 $ 6,74¢
| | | | |
Goodwill
June 30, 200:
North America $ 71 % 207 $ — $ — $ 27¢
Europe — — — — —
Other — — — — —
$ 71 % 207 $ — 3 — % 27¢
| | | | |
December 31, 200:
North America $ 69 $ 21C % — $ — $ 27¢
Europe — — — — —
Other — — — — —
$ 69 $ 21C % — 3 — % 27¢
| | | | |
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Product information for the Company's communicatisagment follows:
Services
Transport and IP/Data Reciprocal
(dollars in millions) Infrastructure Softswitch Services Compensation Total
Communications Revenue
Three Months Ended June 30, 200
North America $ 101 $ 171 $ N % 38 40C
Europe 17 — 17 — 34



Other

Six Months Ended June 30, 200
North America

Europe
Other

Three Months Ended June 30, 200
North America

Europe

Six Months Ended June 30, 2002
North America

Europe

$ 1€ $ 171 $ 107 $ 38 $ 434
I I | I |
$ 51 $ 324 $ 15¢ $ 79 $ 1,07¢

31 — 31 — 62

— — 1 — 1
$ 54¢ $ 324 $ 19C $ 79 $ 1,14
I I | I |
$ 117 $ 80 $ 24 $ 32 $ 252

14 — 9 — 23
$ 131 $ 80 $ 33 % 32 $ 276
I I | I |
$ 244 $ 148 $ 47 % 64 $  50C

33 3 18 — 54
$ 277 $ 14¢  $ 65 $ 64 $ 554
| | | | |

Communications revenue is classified into two catieg, services revenue and reciprocal compensdttm Company further segregates
services revenue into three basic lines of busirigseransport and Infrastructure (including privéihe services, wavelength services,

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

The majority of North American revenue consistseivices and products delivered within the Uniteates. 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 kettiese two regions.

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

Three Months Ended
June 30,

Six Months Ended
June 30,

(dollars in millions) 2003 2002 2003 2002

Services Revent
(i)Structure

Outsourcing $ 20 $ 20 % 40 $ 41

Systems Integration 1 5 2 11
Software Spectrum 2 5 5 5
23 30 47 57

Software Sale

Software Spectrum 46¢ 417 95( 47C
$ 491 $ 447 $ 997 $ 527
| | | |
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The results of operations of the Company's coraatices business have been included in discomtinperations for the three and six
months ended June 30, 2003 and 2002.

The following information provides a reconciliatiofNet Loss to EBITDA, as defined by the Compdiy the three and six months ended
June 30, 2003 and 20C



Information

(dollars in millions) Communications Services Coal Mining Other Total
Three Months Ended June 30, 2003
Net Income (Loss $ (55€) $ 9 % 23 3 62 $ (462
Loss from Discontinued Operatio — 9 — — 9
Total Other Income (Expens 42¢ (28) (27) (63) 314
Depreciation and Amortization Exper 21¢ 9 1 — 22¢
Non-Cash Compensation Exper 24 1 — — 25
EBITDA $ 11z $ — % 3 % 1 $ 114
I I | | |
Six Months Ended June 30, 200
Net Income (Loss $ (607) $ 28 3 48 $ 187 $ (349
Loss from Discontinued Operatio — 7 — — 7
Cumulative Effect of Change in Accounting
principle — — (5) — (5)
Total Other Income (Expens 65E (52 (40 (18¢) 37¢
Depreciation and Amortization Exper 417 16 2 — 43t
Non-Cash Compensation Exper 45 3 — — 48
EBITDA $ 51C $ 3 % 5 % (1) $ 517
I I | | |
Three Months Ended June 30, 200
Net Income (Loss $ (362) $ 31 8 23 $ 15z $ (156
Total Other Income (Expens 13¢€ (22) (20 (150 (55)
Depreciation and Amortization Exper 182 5 1 1 19C
Non-Cash Compensation Exper 50 3 — — 53
Non-Cash Impairment Expen: 44 — — — 44
EBITDA $ 51 % 18 $ 4 % 3 % 76
I I | | |
Six Months Ended June 30, 200
Net Income (Loss $ (541 $ 52 % 47 $ 19 $ (249
Income Tax Benefi (1179) ()] — — (119
Total Other Income (Expens 20¢ (40 (40 (197 (69)
Depreciation and Amortization Exper 387 9 2 2 40C
Non-Cash Compensation Exper 112 5 — — 117
Non-Cash Impairment Expen: 44 — — — 44
EBITDA $ 93 % 24 $ 9 % 1 $ 127
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16. Related Party Transactions

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

The Company reached a final agreement with PKSag RD03 regarding disputed claims on an interaitytiact. PKS returned

approximately 606,000 fully vested warrants that haen granted to them in December 2001 and hatddagstalized to property, plant and
equipment. The Company reduced equity and propgeldn; and equipment by approximately $2 million thee value of the warrants

returned. The Company also satisfied $10 millionetdted current obligations with PKS with fundatthad been classified as restricted cash.

Level 3 also receives certain mine managementcEsfiom PKS. The expense for these services wasldn for both the three and six
months ended June 30, 2003 and is recorded ingefleneral and administrative expenses. The egfenshese services was $1 million and
$3 million for the three and six months ended B®e2002. As of June 30, 2003, the Company owesdthem $1 million for the secor



guarter mine management services.

RCN an equity method investee, purchased less$hamillion and $1 million of telecommunications ainfbrmation services from the
Company for the three and six months ended Jun2CRXB, respectively. RCN purchased less than $liomibf telecommunications and
information services from the Company for the theiad six months ended June 30, 2002. At June 3B, RCN owed Level 3 approximat
$2 million for costs associated with communicatigmist build projects. RCN and the Company are ently negotiating a settlement of this
receivable.

On February 22, 2002, Level 3 Holdings, Inc., a lyhowned subsidiary of the Company agreed to aegwom Mr. David C. McCourt, a
director of the Company, his 10% interest in Le¥dlelecom Holdings, Inc., the Company's subsidilaay 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 btttable to the RCN and Commonwealth Telephone tmests.

17. Other Matters

In May 2001, a subsidiary of Level 3 Communicatidns. was named as a defendarBauer, et. al. v. Level 3 Communications, LLC, et al. ,
a purported multi-state class action, filed in th&. District Court for the Southern District oliibis and in July 2001, the Company was
named as a defendantKioyle, et. al. v. Level 3 Communications, Inc., et. al. , a purported multi-state class action filed in th&. District
Court for the District of Idaho. In September 2008yel 3 Communications, LLC was named as a defetnida@mith et al v. Sprint
Communications Company, L.P., et al , a purported nationwide class action filed intheted States District Court for the Northern Distiof
lllinois. These actions involve the Company's righinstall its fiber optic cable network in easenseand right-ofaays crossing the plaintif
land. In general, the Company obtained the rightonstruct its network from railroads, utilities)d others, and is installing its network al
the rights-of-way so granted. Plaintiffs in the panted class actions assert that they are the avwaidands over which the Company's fiber
optic cable network passes, and that the railraatilgies, and others who granted the Companyritji® to construct and maintain its network
did not have the legal ability to do so. The pliffiistefforts to seek class action status for #ison have been denied. The complaint seeks
damages on theories of trespass, unjust enrichamehslander of title and property, as well as pumilamages. The
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Company has also received, and may in the futureive, claims and demands related to rights-of-issyes similar to the issues in these
cases that may be based on similar or differera fgeories. To date, all attempts to have clagerastatus granted on complaints filed
against the Company or any of its subsidiarieslinug claims and demands related to rights-of-wespes have been denied. On July 25,
2003, theSmith Court entered an Order preliminarily approving tlement agreement which will resolve all claimsiagt the Company
arising out of the Company's location of fiber omtable and related telecommunications facilitieg the Company owns within railroad
rights of way throughout the United States. In @mtion with the Court's Order preliminarily appnogithe settlement, the Court entered an
Order enjoining the parties in all pending fedenad state railroad rights of way class actionditign involving the Company from further
pursuing those pending actions at this time.

Under the terms of the settlement agreement, landmwho own property adjacent to the railroadtsgi way in which the Company
placed its fiber optic cable and related facilitiegy submit claims and receive specified compemsalihe Company is unable to quantify the
ultimate amount of payments to be made pursuathietgettlement until if and when (1) the settlenreneives final approval and all appeals
have been exhausted; and (2) the claims procedseleascompleted.

It is too early for the Company to reach a condnss to the ultimate outcome of these actions.d¥ew management believes that the
Company and its subsidiaries have substantial defeto the claims asserted in all of these act@ms any similar claims which may be
named in the future), and intends to defend thegoreusly.

On November 19, 2002, Gary Haegle commenced alsbides's derivative suit on behalf of the Companthie District Court of Colorado
for the City and County of Broomfield entitléthegle v. Scott, et al ., (Index No. 02-CV-0196). The action is broughaiagt the Company as
a nominal defendant and against the directorseothmpany, a former director of the Company andmR¢ewit Sons', Inc. The Complaint
alleges that the director defendants, aided anteabby PKS, breached their fiduciary duties to@menpany in connection with several
transactions between the Company and PKS inclutbngracts under which PKS constructed the Compditngs optic cable network and
manages the Company's mine properties. The Conpligim alleges that in building the fiber optic leabetwork, the defendants caused the
Company to violate the property rights of landovenénereby subjecting the Company to substantiegial liability. In addition, the
Complaint alleges that Company assets were trarsféo its officers and directors in the form ofgmnal loans, excessive salaries and the
payment of personal expenses. The action seekseljoitable and legal relief, including restituti@ompensatory and punitive damages of an
unspecified amount, imposition of a constructiwesty disgorgement and injunctive relief. The detertd have filed a motion to dismiss the
currently pending before the court for a decisidithough it is too early for the Company to reactoaclusion as to the ultimate outcome of
these actions, management believes that theresastasitial defenses to the claims asserted irattion, and intends to defend them
vigorously.

The Company and its subsidiaries are parties toyrottrer legal proceedings. Management believesaitmatesulting liabilities for these legal
proceedings, beyond amounts reserved, will not nadlieaffect the Company's financial condition{ufte results of operations, or future ci



flows.

It is customary in Level 3's industries to use @asi financial instruments in the normal courseudibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Ziccordance with specified terms and
conditions. As of June 30, 2003, Level 3 had outitag letters of credit of approximately $34 mitlio
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18. Subsequent Events

On July 8, 2003 the Company completed the offeoin$373.75 million aggregate principal amount sf2t875% Convertible Senior Notes
due 2010 ("2.875% Convertible Senior Notes") iruaderwritten public offering. The 2.875% Convemildenior Notes are convertible into
shares of the Company's common stock at a converate of $7.18 per share. Level 3 intends to lieeét proceeds for working capital,
capital expenditures and other general corporategses, including new product development, dehingmases and acquisitions.

On July 11, 2003 the Company purchased $18 milliggregate principal amount of its 11% Senior Ndigs 2008, $23 million of its 9.125
Senior Notes due 2008 and $2 million aggregatecfrah amount of its 11.25% Senior Notes due 201@& Tompany issued approximately
7 million shares of its common stock with a mankatue of approximately $41 million. The transactieas accounted for as an
extinguishment of debt, in accordance with APB B®. The net gain on the early extinguishment ofdilet, including unamortized debt
issuance costs, was $2 million and was recordedgitine third quarter of 2003.

On July 11, 2003 the Company purchased $2 millggregate principal amount of its 6% Convertible @dinated Notes due 2009 and
$11.5 million aggregate principal amount of its €4nvertible Subordinated Notes due 2010. The Comjssued approximately 2 million
shares of its common stock with a market valueppraximately $10 million. The value of securitissuable pursuant to original conversion
privileges was approximately $1 million. Therefgpeysuant to the provisions of SFAS No. 84, a debt/ersion expense of $9 million was
recorded in the third quarter of 2003.

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

In July 2003, the Company sold the former Genuitg, headquarters building for approximately $20iot in cash. Level 3 will not
recognize a gain or loss on this transaction dubd@ne-year allocation provisions of SFAS No..T#ie Company will continue leasing a
portion of the facility through 2003.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

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

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the CompaNhen used in this document, the words "antteipdbelieve", "plans", "estimate" and
"expect" and similar expressions, as they relataédCompany or its management, are intended tdifdd¢orward- looking statements. Such
statements reflect the current views of the Compitly respect to future events and are subjecetam risks, uncertainties and assumpti
Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions piiagerrect, actual results may vary
materially from those described in this document. &more detailed description of these risks aotbfs, please see the Company's
additional filings with the Securities and Excham@gmmission.

Results of Operations 2003 vs. 2002

Revenuefor the periods ended June 30, is summarized bsvsil

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




(dollars in millions) 2003 2002 2003 2002

Communication: $ 434 % 27¢  $ 1,14 $ 554
Information Service: 491 447 997 527
Coal Mining 16 20 32 40
Other — 7 — 15

$ 941 $ 750 $ 2,171 $ 1,13¢

Communicationsrevenue is classified into two categories, serviegsnue and reciprocal compensation. The Compattiyer segregates
services revenue into three basic lines of busirigseransport & Infrastructure (including privdibee services, wavelength services,
transoceanic services, amortized dark fiber sesvér®l colocation), 2) Softswitch Services (inclgdmnanaged modem and voice services),
and 3) IP & Data Services (including Internet Pcolcservices, data services, DSL aggregation ses\atd security services). Revenue
attributable to these lines of business are idedtih the following table:

Three Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2003 2002 2003 2002
Services
Transport & Infrastructure $ 11t $ 131 $ 54¢ $ 277
Softswitch Services 171 80 324 14¢€
IP & Data Services 107 33 19C 65
Total Services Revenue 39¢ 244 1,06: 49C
Reciprocal Compensatic 38 32 79 64
Total Communications Revenue $ 434 % 27¢ % 1,142 $ 554
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Transport & Infrastructure revenue in the seconargu of 2003 declined 10% from the same perid2Did2. The decrease is primarily
attributable to a decline in settlement and tertimmarevenue. For the three months ended June(82, 2 evel 3 recognized approximately
$20 million of settlement and termination revenaetfansport and colocation services compared kp $nmillion in the same period in
2003. Level 3 expects to recognize termination settdlement revenue in the future as customersalsirenegotiate contracts or are required
to terminate service. However, the Company is bt# to estimate the value of these types of tramsacuntil they occur. Slight increases in
private line and wavelength revenue were offsed lgcline in colocation revenue. Softswitch reveingesased 114% to $171 million in the
second quarter of 2003 compared to 2002. An inergasanaged modem sales to new and existing cessoms well as revenue from
customers obtained in the Genuity transaction teduh the increase in softswitch service revefoe the three months ending June 30, 2
the Company's customers used approximately 29i@rbihinutes compared to 12.6 billion in the sareeqd of 2002. This increase in usage
was equally attributable to an increase from neweisting customers, and customers obtained iG#ruity transaction. Due to the
seasonality of the business, declines in minutgeisae typical in the second and third quarterdeéline in voice revenue, due to the
expiration of a significant contract, partially sét the increase in managed modem revenue. IP &l@aénue increased significantly and is
primarily attributable to the Genuity transactitmcreases in DSL aggregation, Internet access equttity services all contributed to the
increase in IP and Data revenue.

The increase in reciprocal compensation in 20@8iiearily attributable to an increase in minutesisfge by its existing and new customers.
Certain interconnection agreements with carrietfseeiexpired in the second half of 2002 or are dalegl to expire in 2003. In situations
where interconnection agreements are not renelWwed;@éderal Communications Commission ("FCC") hatedtthat the parties involved m
follow FCC rules with respect to reciprocal compaitn for traffic destined for ISPs. These ruleyrmait the amount of, and growth in,
annual billable minutes, and may also require gege of FCC rates with respect to I88nd traffic. The amount of billable minutes alkxy
by the FCC have historically been below those thiblg the Company, and the rates and compensatiactste adopted by the FCC may
result in reduced per-minute-of-use compensatitie. Company expects reciprocal compensation reviendiecline in the second half of
2003 as a result the aforementioned issues, plantigthe limits in annual billable minutes. To tagtent that the Company is unable to sign
new interconnection agreements or signs new agmsmentaining lower rates, reciprocal compensagwenue may decline significantly
over time.

For the six months ending June 30, 2003, Transpamfrastructure revenue increased significantlynpared to the six month period ended
June 30, 2002, and is primarily attributable toréeognition of additional settlement and termioatievenue. As previously described in this
filing, Level 3 and XO Communications amended abl Byreement entered into in a prior year. The am@rdreement resulted in Leve



recognizing $294 million of revenue that had presiy been deferred, but did not result in any dzesefit to the Company. Softswitch
revenue in the first half of 2003 increased 1198fnfithe same period in 2002. The growth in Softdwitsrenue is attributable to the Genuity
transaction and sales to new and existing custorRerghe six months ending June 30, 2003, the Gmylp customers used approximately
63 billion minutes compared to 25 billion in thesfihalf of 2002. Revenue attributable to voicereeis was consistent with that of the first
half of 2002. IP and Data revenue also increasbdtantially (192%) for the six months ended June2B03 compared to the same period in
2002. The Genuity transaction and growth in IP nexeeare primarily responsible for the increaséPi&IData revenue. The increase in
reciprocal compensation in 2003 is again primaatlyibutable to an increase in minutes of usagexisting and new customers.

Information servicesrevenue, which is primarily comprised of (i)Struets outsourcing business and Software Spectrwereased from
$447 million in the three months ended June 3022636491 million for the respective period in 2008is increase is predominantly due to
the inclusion of
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Software Spectrum's results for a full quarteretftsy a softness in sales and a change in thes@tasnder Microsoft's licensing programs.
The Company acquired Software Spectrum in Jun@@2 2For the three months ended June 30, 200Z dhgany recognized $422 million
of revenue attributable to the software businesstiie three months ended June 30, 2003, revetritlrutdble to this business totaled

$470 million. It should be noted that while Levedli@ not acquire Software Spectrum until June, 2@0&gnificant portion of the second
guarter sales for this business occur late in greogd. Software Spectrum has recently experiennad@ease in sales under Microsoft's 6.0
licensing program which Microsoft implemented ir020Under this program, new enterprise-wide licegsirrangements will be priced,
billed and collected directly by Microsoft. SoftveaBpectrum will continue to provide sales and supgeErvices related to these transactions
and will earn a service fee directly from Microsfuit these activities. The Company will recognilze service fee it receives from Microsoft
as revenue and not the entire value of the softfeaireales under this program. If Microsoft is sessful in implementing this licensing
program, it will result in a significant decline ine amount of information services revenue recogghby the Company. The decline in
revenue is not expected to have a meaningful effeearnings as the Company should experienceraspmmding decline in cost of revenue.
Information service's revenue attributable to tleen@any's (i)Structure business declined by appratéhy $4 million primarily as a result of
the Company's decision to focus on its infrastmectwtsourcing business and exit the systems @tiegrbusiness. In the second quarter of
2003, the Company notified its systems integratiostomers and employees that it would honor itstiexj contracts. However, once these
contracts expire, the Company will no longer bevjalimg systems integration services. The existiogtacts primarily expire in the second
and third quarters of 2003. The Company recognizethsignificant amount of revenue attributabléhte services for the three months ended
June 30, 2003.

Information services revenue was $997 million aBa#million for the six months ended June 30, 2808 2002, respectively. The increase
in revenue is attributable to the acquisitions ofgSoft in March of 2002 and Software Spectrumunelof 2002, partially offset by the
increase in sales under Microsoft's 6.0 licensimg@mm. Revenue from these software businessesased from $475 million in 2002 to
$955 million in 2003. Revenue attributable to (iSture's business declined from $52 million in 288 $42 million, primarily as a result of
the decision to exit the systems integration bissine

Coal mining revenue decreased to $16 million and $32 milliartfie three and six month periods ending June @03 2respectively. For the
three and six months ending June 30, 2002, reveiage$20 million and $40 million, respectively. Teefeclines are attributable to the tim
of coal shipments taken by a major customer. Tha@amy expects the customer to fulfill its contrattobligations in the third or fourth
quarter of 2003.

Other revenue in 2002 was attributable to California BiévTransportation Company, L.P, the owner-opeitdre 91 Express Lanes toll
road in southern California, which was sold in Jay2003.

Cost of Revenudor the second quarter 2003 was $567 million comgao $484 million for the second quarter 2002 sTihcrease is a result
of the costs associated with software sales an@G#maiity transaction. Overall the cost of reveraralie communications business, as a
percentage of revenue, increased from 22% duriagtiarter ended June 30, 2002 to 24% during the gamod of 2003. This increase is
primarily attributable to the settlement and teration revenue, which typically does not have aesponding cost of revenue, recognized by
the Company in both periods. Excluding the effedteermination and settlement revenue, the costwénue, as a percentage of revenue,
would have been consistent at 24% for the two pleri@xcluding the effects of settlement and tertionarevenue, the Company expects cost
of revenue, as a percentage of revenue, to decirettse future as a result of the migration of Ggntraffic to the Level 3 network. The cost
of revenue for the information services businesag®, percentage of its revenue, was 92% for tensequarter of 2003 up slightly from

91% in the same period in 2002. This increasetigatable to an increase in lower
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margin software sales. Overall, the cost of s@es percentage of revenue, remained consistebofbrthe software and outsourcing
businesses during the second quarters of 2003@0%1 Zhe cost of revenue for the coal mining bussnas a percentage of revenue, was



for both the second quarter of 2003 and 2002.

The cost of revenue for the six months ending B&003 and 2002 was $1.135 billion and $630 amillrespectively. The increase is again
due to the costs attributable to the Informatiornvige's software business and the Genuity trarmactommunications cost of revenue, as a
percentage of revenue, for the period remainedistems with that of the prior year at 24% when tgration and settlement revenue are not
included in the calculation for both periods. Tlstoof revenue, as a percentage of revenue, fantbenation service's software and (i)
Structure businesses was similar to the ratiosutatked for the three month periods ended June @B and 2002. The cost of revenue, as a
percentage of revenue, for the Company's miningnkas increased to 81% in 2003 from 70% in 2002 grily as a result of lower revenues
and an increase in labor costs at one of the Coy'garines in 2003.

Depreciation and Amortization expenses for the quarter were $228 million, a 208eiase from the second quarter 2002 depreciatidn a
amortization expenses of $190 million. This inceessprimarily attributable to the depreciation @mdortization expense attributable to the
tangible and intangible assets obtained in the G®etransaction.

Depreciation and amortization expenses for themsirths ending June 30, 2002 and 2003 were $40843tl million, respectively. This
increase is again attributable to the assets amjiirthe Genuity transaction partially offset leytain assets becoming fully depreciated in
prior periods.

Selling, General and Administrativeexpenses were $276 million in the three months éddee 30, 2003, a 15% increase over second
guarter 2002. This increase is a result of thetamidil employees and other expenses associatedheitBenuity and Software Spectrum
transactions. The Company's global workforce iljtimcreased by approximately 4,500 employees @salt of these acquisitions. The
additional employees resulted in higher compensatravel, training and facilities expenses. Thenpany also experienced an increase in
insurance, marketing and professional expensafidathree months ended June 30, 2003. These iesrease partially offset by declines in
CPTC's operating expenses, non-cash compensatiopraperty tax expense. During the second quaherCompany received final
assessments from several jurisdictions for propastgs accrued in 2002. These assessments weretlmamethe Company expected and
therefore, it reduced its property tax accrual pgraximately $8 million during the quarter. Incladiem operating expenses for the three
months ended June 30, 2003 and 2002, were $2%mdkd $53 million, respectively, of non-cash congagion and professional expenses
recognized under SFAS No. 123 related to granssamk options, warrants and other stock-based cosgp@n programs. The decrease in
non-cash compensation expense is attributable to detlithe value of grants distributed to eligiblepdoyees. The Company expects selli
general and administrative expenses to decline fnomrent levels as the Company begins to realieesyimergies derived from the Genuity
transaction by the end of 2003.

For the six months ended June 30, 2002 and 20DBgsgeneral and administrative expense were $8iBon and $547 million,
respectively. The factors described above, primpané acquisitions of Genuity, Software Spectrurd @orpSoft, resulted in the increase in
selling, general and administrative expenses ir8200

Restructuring and Impairment Charges were $9 miliiothe second quarter of 2003 and $47 milliothesecond quarter of 2002. During
first quarter, Level 3 announced workforce reduddithat ultimately will affect approximately 800 ployees in the communications business
by the end of 2003. During the second quarter afyprately 400 employees were terminated and the Gompecorded an additional

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

In the second quarter of 2003, the Information Bes/business recognized $4 million of restructytharges related to the ongoing
integration and restructuring of Software Spectramwell as the closure of {Structure's system integration operations. Thetierss
resulted in the termination of 250 employees ingdeond quarter and are expected to affect aniawalit30 employees in the third quarter.
The Company expects to incur additional costs forkforce reductions, lease terminations and logaxofncentives in the third quarter as a
result of these and additional actions announce8dftware Spectrum in the third quarter.

Restructuring charges of $3 million were recordethe second quarter of 2002 for costs associaitbdie termination of approximately 200
communications employees in North America and Eerdmpairments of $44 million were recorded in theee month period ending

June 30, 2002. The Company decreased the carrging of certain colocation assets, excess equipamghtorporate facilities by
approximately $44 million due to the continued detation of the value of these assets

For the six months ended June 30, 2003 and 2086Z;¢dimpany recorded restructuring and impairmentgesaof $20 million and $47 millio
respectively. In addition to the items describedvay Level 3 recorded restructuring expenses ofriéillion in the first quarter of 2003 relat
to its communications business. These expensesattefmitable to the integration of Genuity's opierss into those of Level 3 and the right
sizing of the European cost structure with expeotsenues.

The Company expects to incur additional costs forkforce reductions, lease terminations and logaxfncentives in the third quarter



2003. Level 3 continues to conduct a comprehemneview of its communications assets, specificadlyeds deployed in and along its intercity
network, in its gateway facilities and its colocatifacilities and obligations. It is possible thaditional communications assets may be
identified as obsolete or excess and additionahimpent charges recorded to reflect the realizaslae of these assets in future periods.

EBITDA , is defined by the Company, as net income/(lasshfthe consolidated condensed statements of apesatess income/(loss) from
discontinued operations, less cumulative effedhafnge in accounting principle, less income taxefigress total other income/(loss), less
depreciation and amortization expense and lessash-compensation expense included within seljegeral and administration expense on
the consolidated condensed statements of operatiodsafter a reduction of operating expenses éytn-cash portion of restructuring and
impairment charges. EBITDA is not a measurementuadcounting principles generally accepted inlthéed States and may not be sim

to EBITDA measures of other companies. Managemelig\es that EBITDA is a relevant metric that iesisnternally to measure the
business, as it is an indicator of operating peréorce, especially in a capital-intensive industighsas telecommunications, since it excludes
items that are not directly attributable to ongdinginess operations. Note 15 of the Consolidatetiénsed Financial Statements provides a
reconciliation of EBITDA for each of the Compang|serating segments.

Communications EBITDA improved to $112 million imet second quarter of 2003 from $51 million for $laene period in 2002. This
improvement was predominantly due to lower netwanll selling, general and administrative expensefijding the $8 million property tax
adjustment recorded in the second quarter of 2898ell as the additional earnings provided byGeauity transaction. EBITDA for the
Information Services business declined from $18ionilin the second quarter of 2002 to less tharilzomfor the same period in 2003. Level
3 acquired Software Spectrum in June 2002 andoiasirabove, a significant portion of the revenue gmoss profit for the software business
occurs late in the quarter. As a result, the Compeas able to record sales and profits while iriogra disproportionately low amount of
operating expenses. In 2003, profits earned bynw&oé Spectrum on the additional sales were moredffaet by the additional operating
expenses incurred for the full three month per€BITDA in the second quarter of 2003 for the Infation Service's business was
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also adversely affected by $4 million of restructgrcharges. EBITDA for the Company's coal miningibess was $3 million and $5 million
for the three month periods ending June 30, 20832802, respectively. This decline is attributable decrease in mining revenue. EBITDA
for the Company's other businesses declined frpaséive $3 million for the three months ended J88e2002 to a negative $1 million for
the same period in 2003. The absence of earnings %1 Express Lanes toll road, which was sold muday of 2003, is primarily attributable
to decrease in EBITDA.

EBITDA for the communications business was $510iomland $93 million for the six months ended J80¢2003 and 2002, respectively.
The increase in 2003 is primarily attributablette $326 million of termination and settlement raxenecognized by the Company in the first
quarter of 2003, and is not expected to continubese levels in the near future. Also contributimghe increase in 2003 were lower network
and selling, general and administrative expensebgearnings attributable to the Genuity transactttBITDA for the Information Service's
business declined from $24 million for the six nfenénded June 30, 2002, to $3 million for the gpoading period in 2003 and is primarily
attributable to the reasons identified above. EBATDr the mining business declined to $5 milliom tbe six months ended June 30, 2003,
from $9 million in the same period of 2002. The @ase is due lower revenues and an increase indalsts at one of the Company's mine
2003. EBITDA for the Company's other businessesadesed from a positive $1 million in 2002, to aatége $1 million in 2003. The decline
is again attributable to the sale the toll roadanuary 2003, partially offset by a decline in pesional fees.

Interest Incomewas $6 million and $15 million for the three and sionths ended June 30, 2002 declining to $5 millind $10 million for
the same periods in 2003. Interest income declim@®03 compared to 2002 due to a decline in thighwed average interest rate earned on
the portfolio, partially offset by an increase lire taverage portfolio balance during the period. 8¥erage portfolio balance increased as a
result of the $490 million of net proceeds receifredn the offering of the Junior Convertible Subhioated Notes in the third quarter of 2002
and $160 million of proceeds from the sale of Commealth Telephone in the fourth quarter of 2002 rest rates earned by the Company
on its portfolio declined by approximately 40% @03 versus the rates in 2002 as a result of arathreduction in interest rates. Pending
utilization of the cash and cash equivalents, thm@any invests the funds primarily in U.S. governtrend U.S. government agency
securities and money market funds that hold U.8.l&u$. government agency securities. This investrsigategy does provide lower yields
on the funds, but is expected to reduce the rigkiteipal in the short term prior to using the disrin implementing the Company's business
plan.

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

Interest Expense for the six months ended Jun2@®IB was $283 million increasing from $260 milliorthe same period in 2002. As noted
above, the additional interest on the 9% Junion@dible Subordinated Notes and the Genuity capédlleases, partially offset by the
interest on debt repurchased or sold in 2002 af@ 20d lower interest rates on the variable detrtbated to the increase in interest expe

Other, netincludes equity in earnings of unconsolidated slibsies, gains and losses on the disposal o-operating assets and gains on



extinguishment of debt. The Company had previouklgsified gains on the extinguishment of debtrasxraordinary item in the statement
of operations. Pursuant to SFAS No. 145, LevelSrkalassified these gains to Other income. Fotitee2 months ended June 30, 2003,
Other, net is primarily comprised of induced comien expenses of $190 million

49

incurred to convert the 9% Junior Convertible Sdbwated Notes to equity and $2 million of gainstiee extinguishment on debt. For the
corresponding period in 2002, the Company recoi€ld million of gains on the sale of 4.9 millionf@monwealth Telephone shares and
gains on the extinguishment of debt of $76 million.

Other, net was a loss of $102 million and a gaifi3if4 million for the six months ended June 30,280d 2002, respectively. In addition to
the items described above, the Company recordeihaof$70 million from the sale of the 91 Expréssies toll road in the first quarter of
2003. In the first quarter of 2002, the Companyrded additional gains of $130 million on the egtilshment of debt.

Income Tax Benefitfor the first six months of 2002 was $119 milliosngpared to zero for the same period in 2003. Fétegislation

enacted in the first quarter of 2002 enabled the@any to carryback its 2001 Federal income netaijper losses to 1996. In accordance \
SFAS No. 109 "Accounting for Income Taxes", the @amy recorded the benefit in the period in whiahldgislation was enacted. The
Company, as it is unable to determine when thdégefits attributable to the remaining net opecplosses will be realizable, has recorded a
valuation allowance against the deferred tax assets

Loss from Discontinued Operationsvas $9 million and $7 million for the three and sionths periods ended June 30, 2003, respectively,
and attributable to Information Service's cont&eviges business. The loss in the second quaitaaply represents the loss on the sale from
the business. The Company expects to recognizéi@ualilosses in the second half of 2003 as itedas contact service's facility that was not
included in the sales transaction. These lossesarexpected to be significant.

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

Financial Condition—June 30, 2003

Cash used by operating activities decreased fra22 $dllion in the first half of 2002 to $90 millioin the same period of 2003. Changes in
components of working capital, primarily in thedniation Services business and improvements iopleeating results of the
communications business were responsible for thkénge The decline was partially offset by an irage in communication's accounts
receivable. The Company's contractual terms anditons permit Level 3 to bill the customer at thegginning of the service period. The vast
majority of customer contracts acquired in the Gigrivansaction require billings to be made atehe of the service period, or in arrears. As
a result, the Company's communications' receivdtaémce increased significantly this period.

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

Financing activities in 2003 consisted of the repamgt of long-term debt for $14 million, primarilggitalized leases acquired in the Genuity
transaction, and the non-cash conversion of bof® $5illion of 9% Junior Convertible Subordinatedtd®and $100 million of 9.125%
Senior Notes to common stock. The Company wasadioto reduce its long-term debt by approxima$dlg9 million due to the sale of
CPTC. In addition to cash proceeds, the buyeradsomed the obligations of the toll road at thetohclosing.
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The Company's discontinued contact services busimeided approximately $16 million of cash foe first six months of 2003, including
$8 million of proceeds from the sale of the bussnés July 2003, Software Spectrum paid the buperaimately $4 million for working
capital adjustments which reduced the net procemmsved in the transaction. In addition, the Conypgaid $2 million to the buyer primari
for accounts receivable purchased by the buyecdligcted by Software Spectrum in the second quartd subsequent to the closing date.

Liquidity and Capital Resources

The further development of the communications besgrnwill continue to require significant expenditurThese expenditures may result in
negative operating cash flow and net operatingelésr the Company in the near future. The Compgagipenditures will be primarily
attributable to operating expenses, capital expereli, integration costs associated with the Ggradguisition and interest payments. The
Company expects base capital expenditures (capiaired to keep the network operating efficienttype approximately $100 million



2003. The majority of the Company's ongoing caglenditures are expected to be success-bastekl ¢o incremental revenue.

Level 3 has approximately $915 million of cash amatketable securities on hand at June 30, 2003.fithire does not include $400 million
of cash that was pledged to the banks participatirige Company's amended Senior Secured CredittiFéieflected as Restricted Cash
within the noncurrent portion of the balance shaet)the net proceeds of $362 million received ftbm2.875% Convertible Note offering in
July 2003. Based on information available at tlmet management of the Company believes that tmep@ay's current liquidity, and
anticipated future cash flows from operations Wwél sufficient to fund its business plan. In additithe Company has undrawn commitments
of approximately $150 million under its amendediBeSecured Credit Facility. There are certainriebns on the availability of these
undrawn amounts.

If additional investment opportunities should preshemselves, the Company may be required to seditional financing in the future. In
order to pursue these possible opportunities aodige additional flexibility to fund its businestap the Company, in January 2001, filed a
"universal" shelf registration statement for anitiddal $3 billion of common stock, preferred stodebt securities, warrants, stock purchase
agreements and depository shares. In July 200Zd¢hgpany sold $500 million of 9% Junior ConvertiBlebordinated Notes due 2012 under
this shelf registration statement. In July 2008, @ompany also sold approximately $374 milliontsfd.875% Senior Convertible Notes
under this shelf registration statement. The remgiavailability under this registration statemant under a previously existing registration
statement would allow Level 3 to offer an aggreggtep to $2.3 billion of additional securitiesftsnd its business plan.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposxisting businesses, investments or o
non-core assets or operations to fund portione@business plan. In 2002, the Company completedate of approximately 9.6 million
shares of Commonwealth Telephone for net procekdgmoximately $325 million. The Company also ieed approximately $46 million
cash proceeds for its interest in CPTC during Jan2@03. In addition, the Company has announcetdithall seek to sell or sublease excess
real estate and may enter into sale leasebaclatross for required communications facilities2B02 and 2003, Level 3 generated
approximately $97 million and $15 million, respeety, of proceeds from these types of real estatesactions. In July 2003, the Company
also completed the sale of Genuity's former headegsabuilding for approximately $20 million. Withe sale of Commonwealth Telephone
shares, CPTC and certain real estate transactid2 @02 and 2003, management believes that the Goniees now sold the substantial
portion of its valuable non-core assets.

The Company may not be successful in producindgcserfit cash flow, raising sufficient debt or equilgpital on terms that it will consider
acceptable, or selling or leasing fiber optic cétyaar access to its
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conduits. In addition, proceeds from dispositiohthe Company's assets may not reflect the assetasic values. Further, expenses may
exceed the Company's estimates and the financiededemay be higher than estimated. Failure to gémsufficient funds may require the
Company to delay or abandon some of its future msipa or expenditures, which could have a matedakrse effect on the implementation
of the business plan and could result in additiamalairment charges on network assets.

In connection with the implementation of the Comgaiusiness plan, management continues to reviewxisting businesses to determine
how those businesses will assist with the Compdoglss on delivery of communications and informatservices and generating positive
cash flows. To the extent that certain businessesat considered to be compatible with the dejividrcommunication and information
services or with obtaining cash flow objectiveg @ompany may exit those businesses. It is posibtedhe decision to exit these businesses
could result in the Company not recovering its Btagent in the businesses, and in those caseqificsigt charge to earnings could result.
For example, the Company sold its Asian operatiori®each Ltd. in January 2002 and incurred a 16556 million.

Various issuances of Level 3's outstanding serotes) senior discount notes and convertible subated notes traded at discounts to their
respective face or accreted amounts in 2001 and. 2Z00ough June 30, 2003, the Company had exchamgpdvate transactions,
approximately $876 million (carrying value) of debt for shares of its common stock valued at apprately $635 million. In addition, Lev
3 also exchanged $500 million of its 9% Junior Gatible Subordinated Notes for approximately 14fiom shares of common stock
pursuant to the terms of the Notes and an addit@nhaillion shares to induce conversion. LeveliBaace, a first tier, wholly owned
subsidiary of Level 3, repurchased in 2001 and Z@0fior and convertible subordinate notes withce falue of approximately $1.8 billion,
plus accrued interest, if applicable, for a totadtr purchase price of approximately $762 million.

The fair values of the various issuances of itstaumiding senior notes, senior discount notes andectible subordinated notes have increased
in the last year. These issuances however, contintrade at discounts to their respective facacoreted amounts. In order to continue to
reduce future cash interest payments, as welltassfamounts due at maturity, Level 3 or its afdis may, from time to time, purchase these
outstanding debt securities for cash or exchangeeshof Level 3 common stock for these outstandéty securities pursuant to the
exemption provided by Section 3(a)(9) of the SemsiAct of 1933, as amended, in open market eapgly negotiated transactions. Level 3
will evaluate any such transactions in light ofrtlexisting market conditions. The amounts involiredny such transactions, individually or

in the aggregate, may be material.

Current economic conditions of the telecommunicstiand information services industry, combined Wwithrel 3's financial position and
significant liquidity, have created potential opjmities for Level 3 to acquire companies or parsi@f companies at attractive prices. Le



3, in addition to the Genuity and Telverse trarisastdescribed below, continues to evaluate thppertunities and could make additional
acquisitions in 2003.

On February 4, 2003, Level 3 acquired substantalllpf the assets and operations of Genuity, ldlassachusetts-based provider of
communications services. Under the agreement, L2paid $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 costpgroximately $75 to $100 million during 2003. pert 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
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agreements. The majority of Genuity's future reeeistexpected to be attributable to contracts Wehzon and AOL Time Warner. The
Company believes that the transaction will siguifity improve Level 3's financial position throuthie addition of substantial new revenue
from high-quality customers and the potential igngicant network and operating cost synergies] seduced capital expenditures for the
combined communications business.

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

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

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

Level 3 is subject to market risks arising frommdpas in interest rates, equity prices and foreiginange rates. As of June 30, 2003, the
Company had borrowed $1.125 billion under the SeBéxured Credit Facility and $120 million underoanmercial 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 trariable rate instruments of $1.245 billiodwate 30, 2003, was approximately 5.16%.
A hypothetical increase in the variable portioritaf weighted average rate by 1% (i.e. a weightedame rate of 6.16%) would increase
annual interest expense of the Company by apprdgign&12.5 million. At June 30, 2003, the Compaay $4.51 billion of fixed rate debt
bearing a weighted average interest rate of 9.88%hange in interest rates in the future will nffeet the Company due to the terms and
conditions of the loan agreements that requireCtimpany to repurchase the debt at specified premiliine Company has been able to
reduce its exposure to interest rate risk by aatgiirertain outstanding indebtedness in exchangshfares of common stock and cash. The
Company continues to evaluate other alternativdisnibinterest rate risk.

Level 3 continues to hold positions in certain pelpltraded entities, primarily Commonwealth Telepke and RCN. The Company currently
accounts for these two investments using the equéthod. In April 2003, the Company and Commonvieaélephone announced a
recapitalization plan whereby Level 3 would convisiClass B shares into the common stock of Conweaith 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 investimeCommonwealth 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 $102 million at June 30, 20@dch is higher than their
carrying value of $17 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 undegystock at the time of any such
transaction. A 20% decrease in the price of Comnaatthy Telephone and RCN stock would result in axiprately a $20 million decrease in
fair value of these investments. The Company doésurrently utilize financial instruments to miriira its exposure to price fluctuations in
equity securities.

The Company's business plan includes operatingeo@munications network and information servicesifiess in Europe. As of June 30,
2003, the Company had invested significant amooi¢spital in the region for its communications iness. The Company issued
€800 million (€425 million
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outstanding at June 30, 2003) in Senior Euro Niot&ebruary 2000 as an economic hedge againstitsivestment in its European
subsidiaries at the time. As of June 30, 2003Cbmpany held only enough foreign denominated cegrém fund its immediate working
capital obligations. The Company has not made fagmt use of financial instruments to minimizeatgosure to foreign currency
fluctuations. Foreign exchange rate fluctuation2003 did not have a material effect on Level 8&iltts of operations and financial position.
The Company continues to analyze risk managemeiegtes to reduce foreign currency exchange risk.

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

Part IV
Iltem 14. Controls and Procedures

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

(b) Internal controls.  Since the date of the evaluation described @pbitnere have not been any significant changeariiternal controls
or in other factors that could significantly affélsbse controls.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
PART II—OTHER INFORMATION
Item 4. Submission of Matters to a Vote of Securitydolders

At the annual meeting of stockholders held on May2D03 the following matters were submitted tatev

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

Item 5. Other Information

a) Statement Regarding Computation of Ratio of Eamilog=ixed Charges and Preferred Stock Dividends:

Six Months Ended

June 30, Fiscal Year Ended
2003 2002 2002 2001 2000 1999 1998
Loss from Continuing Operations Before Taxes $ (34) % (365) $ 981) $ (4,379 $ (1,456 $ (702) $ 15
(Earnings)Losses of Equity Investees 2) (@] (13) (16) 284 12¢ 13
Interest on Debt, Net of Capitalized Inter 283 26C 56C 64€ 282 174 13
Amortization of Capitalized Interest 34 34 68 68 19 — -

Interest Expense Portion of Rental Expense 18 10 22 20 15 12



Earnings (Losses) Available for Fixed Charges $ 8) $ (68) $ (3449 $ (3,655 $ (85€) $ (38¢) $ 11

Interest on Debt $ 282 $ 26C $ 56C $ 702 $ 63t $ 28¢ $ 14
Preferred Dividends — — — — — — -
Interest Expense Portion of Rental Expe 18 10 22 20 15 12

Total Fixed Charges $ 301 $ 27C $ 582 $ 723 $ 65C $ 301 $ 15

Ratio of Earnings to Fixed Charg — — — — — — -

Deficiency $ (309) $ (339 $ (9260 $ (4,379 % (1,500 $ (689) $ @3

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

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

In June 2003, the Company sold its contact senbosegiess. The Company accounted for the contadtes business as a
discontinued operation in its June 30, 2003 finansiatements. Earnings from discontinued operatimiore taxes for the year ended
December 31, 2002 of approximately $2 million haeen reclassified from continuing operations. Eagsifrom discontinued
operations before taxes for the six months ended 30, 2002 were less than $1 million.
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Item 6. Exhibits and Reports on Form 8-K

@)

31.1
31.2
32.1

32.2

(b)

Exhibits filed as part of this report are listeddve

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

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

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

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

On April 17, 2003 the Company filed a Current Reépor Form 8-K related to the appointment of Arurtiseali to the Board of
Directors.

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

On May 23, 2003, the Company filed a Current RepnrEorm 8-K related the election of Class Il diggs, new committee
appointments, Mr. Sunit S. Patel as the new Chiieiricial Officer, and the modification of irrevodalwaivers granted by the
Company's Group Vice Presidents, members of thedBarad R. Douglas Bradbury, Kevin J. O'Hara andrié#im E. Stinson, to pern
the exercise of certain stock options.

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

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

On July 1, 2003, the Company filed a Current ReporEorm 8-K related to a press release annouribigffering of $250 million
aggregate principal amount of its Convertible Sehiotes due 2010 (plus an option to purchase aitianial $37.5 million aggregate
principal amount of its Convertible Senior Notesg$y to cover ove-allotments), in an underwritten public offerir



On July 9, 2003, the Company filed a Current ReporEorm 8-K related to the offering of $373.75lioil aggregate principal
amount of its Convertible Senior Notes due 201@&rnirunderwritten public offering.
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SIGNATURES

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

LEVEL 3 COMMUNICATIONS, INC.

Dated: August 14, 2003 /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 10fQevel 3 Communications, Inc.;
2. Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omgitéde a material fact

necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements odimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this report;

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

@ Designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned
under our supervision, to ensure that materialrinégion relating to the registrant, including itnsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being prepared,;

(c) Evaluated the effectiveness of the registrantal@lisire controls and procedures and presentedsingport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting tloaturred during the
registrant's most recent fiscal quarter (the regis's fourth fiscal quarter in the case of an ahreport) that has
materially affected, or is reasonably likely to evally affect, the registrant's internal contrgko financial reporting;
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 auditonsl he audit committee of the registrant's boardiefctors (or persor



performing the equivalent functions):

(@)  All significant deficiencies and material weaknessethe design or operation of internal contra¢iofmancial reportin
which are reasonably likely to adversely affectbgistrant's ability to record, process, summaaizé report financial
information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéanin the
registrant's internal control over financial repugt

Date: August 14, 2003

/sl JAMES Q. CROWE

James Q. Crowe
Chief Executive Office

* 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*
I, Sunit S. Patel, certify that:
1. | have reviewed this Quarterly Report on Form 16fQevel 3 Communications, Inc.;
2. Based on my knowledge, this report does not cor@aynuntrue statement of a material fact or om#tate a material fact

necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements odimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods
presented in this report;

4, The registrant's other certifying officer(s) anaré responsible for establishing and maintainirsgldsure controls and
procedures (as defined in Exchange Act Rules 13a}Hhd 15d-15(e)) for the registrant and have:

(@ Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inigh this report is
being prepared,;

(©) Evaluated the effectiveness of the registrantdassire controls and procedures and presentedsimeport our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in the regisanternal control over financial reporting tlegturred during the
registrant's most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ahreport) that has
materially affected, or is reasonably likely to evally affect, the registrant's internal contrgko financial reporting;
and

5. The registrant's other certifying officer(s) antllve disclosed, based on our most recent evaluatiorternal control over
financial reporting, to the registrant's auditonsl he audit committee of the registrant's boardiefctors (or persor



performing the equivalent functions):

(@  All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reportin
which are reasonably likely to adversely affectbgistrant's ability to record, process, summaaizé report financial
information; and

(b)  Any fraud, whether or not material, that involveamagement or other employees who have a significéanin the
registrant's internal control over financial repugt

Date: August 14, 2003

/sl SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officel

* 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 ReporiLefiel 3 Communications, Inc. (the "Company") onradr0-Q for the three months ended
June 30, 2003 as filed with the Securities and Brgk Commission on the date hereof (the "RepdrtJames Q. Crowe, Chief Executive
Officer of the Company, certify, pursuant to 18 ICS8 1350, as adopted pursuant to § 906 of theaBas-Oxley Act of 2002, that:

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

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

/sl JAMES Q. CROWE

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



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

In connection with the Quarterly ReportLefzel 3 Communications, Inc. (the "Company") onrRd0-Q for the three months ended
June 30, 2003 as filed with the Securities and Brgke Commission on the date hereof (the "RepdrtSunit S. Patel, Chief Financial Offic
of the Company, certify, pursuant to 18 U.S.C. §0,3s adopted pursuant to § 906 of the Sarbanksr@kt of 2002, that:

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

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

/sl SUNIT S. PATEL

Sunit S. Patel
Chief Financial Officer
August 14, 200:
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