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FORM 10-Q

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

(Mark One)
[x] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the Quarterly Period Ended March 31, 200z
or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period to
Commission file number 0-15658
LEVEL 3 COMMUNICATIONS, INC.
(Exact name of registrant as specified in its @ra
Delaware 47-021060:
(State of Incorporation) (I.LR.S. Employe
Identification No.
1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive office (Zip Code

(720) 88{-1000
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including area code

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wegjuired to file such reports(s)), and
(2) has been subject to such filing requirementshHe past 90 days. Y& No O
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations

(unaudited)
Three Months Ended
March 31,
(dollars in millions, except per share data) 2003 2002
Revenue
Communications (Note : $ 70€ % 27¢
Information Service 52¢€ 80
Coal Mining 16 20
Other — 8
Total revenue 1,25C 38¢
Costs and Expense
Cost of revenue
Communication: 89 66
Information Service 47¢ 67
Coal Mining 14 13
Total cost of revenu 581 14¢€
Depreciation and amortizatic 20¢ 21C
Selling, general and administrati 27¢ 258
Restructuring charge 11 —
Total costs and expens 1,07¢ 60¢
Income (Loss) from Operatiol 17t (229
Other Income (Expense
Interest incomi 5 9
Interest expense, n (140 (129
Other, net and gains on extinguishments of | 74 134
Total other income (expens (61) 14
Income (Loss) Before Income Tax 114 (209)
Income Tax Benefi — 11¢
Net Income (Loss) Before Change in Accounting Rpiiec 114 (90
Cumulative Effect of Change in Accounting Princi 5 —
Net Income (Loss $ 11¢ $ (90
Basic Earnings (Loss) per Sha
Net Income (Loss) Before Change in Accounting Rpilec $ 0.2t $ (0.29)
Cumulative Effect of Change in Accounting Princi 0.01 —
Net Income (Loss $ 0.2¢ $ (0.23)
Diluted Earnings (Loss) per Sha
Net Income (Loss) Before Change in Accounting Rpiiec $ 021 $ (0.29)
Cumulative Effect of Change in Accounting Princi 0.01 —
Net Income (Loss $ 02: $ (0.29)

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

(unaudited)
March 31, December 31,

(dollars in millions) 2003 2002
Assets
Current Assets

Cash and cash equivalel $ 944 1,142

Restricted cas 79 99

Accounts receivable, less allowances of $31 and &2@ectively 42C 53¢

Other 117 154
Total Current Asset 1,56( 1,93/
Net Property, Plant and Equipm 6,04: 6,01(
Restricted Cas 46¢ 467
Goodwill 28t 27¢
Intangibles 22C 101
Other Assets, ne 18€ 172

$ 8,76: 8,961

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

March 31, December 31,
(dollars in millions, except per share data) 2003 2002
Liabilities and Stockholde’ Deficit
Current Liabilities:
Accounts payabl $ 49z % 691
Current portion of lon-term debt 124 4
Accrued payroll and employee bene 12¢€ 14¢
Accrued interes 88 92
Deferred revenu 117 19¢
Other 23€ 21¢
Total Current Liabilities 1,18 1,35:
Long-Term Debt, less current portis 6,167 6,10z
Deferred Revenu 92t 1,264
Accrued Reclamation Cos 86 92
Other Liabilities 46C 392
Commitments and Contingenci
Stockholder Deficit:
Preferred stock, $.01 par value, authorized 10(@@shares: no shares outstanc — —
Common stock
Common stock, $.01 par value, authorized 1,5000@@shares: 453,405,681 outstanding in 2!
and 443,556,864 outstanding in 2( 5 4
Class R, $.01 par value, authorized 8,500,000 shateshares outstandi — —
Additional paic-in capital 6,332 6,27:
Accumulated other comprehensive |i (129 (132
Accumulated deficit (6,26€) (6,385
Total Stockholders’ Deficit (58) (240
$ 8,76 $ 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)
Three Months Ended
March 31,
(dollars in millions) 2003 2002
Cash Flows from Operating Activitie
Net Income (Loss $ 11¢ (90)
Adjustments to reconcile net income (loss) to mshcused in operating activitie
Cumulative effect of change in accounting princi (5) —
Equity earnings, ne @ (4)
Depreciation and amortizatic 20¢ 21C
Gain on debt extinguishments, | — (230
Dark fiber and submarine cable I-cash cost of revent — 2
(Gain) loss on sale of property, plant and equipirtefi-road operations and other ass¢ (69) 2
Non-cash expense attributable to stock aw: 23 64
Deferred revenu (34¢) 23
Accrued interest on marketable securi — 5
Amortization of debt issuance co: 5 3
Accreted interest on lor-term discount det 26 27
Accrued interest on loi-term debi — (22)
Change in working capital items net of amounts aequ
Receivable! 11¢ 35
Other current asse 50 (15)
Payables (199 (16%)
Other liabilities 27 (4)
Other (6) (7
Net Cash Used in Operating Activiti (10%) (65)
Cash Flows from Investing Activitie
Proceeds from sales and maturities of marketalslerities — 20C
Decrease in restricted cash and securities 7 18
Capital expenditure (25) (53
Release of capital expenditure accrt 6 —
Genuity transactio (149 —
Investments and acquisitio 1) (14)
McLeod business transacti — (50
CorpSoft acquisition, net of cash acquired of — (89)
Proceeds from sale of t-road operation 46 —
Proceeds from sale of property, plant and equipnaam other assets 16 6
Net Cash Provided by (Used in) Investing Activil (94) 18
Cash Flows from Financing Activitie
Long-term debt borrowings, net of issuance c — 2
Purchases of and payments on long-term debt, imguzlirrent portion (1) (90
Net Cash Used in Financing Activiti Q) (898)
Net Cash Used in Discontinued Operati — 47
Effect of Exchange Rates on Cash and Cash Equigalen 2 (5)
Net Change in Cash and Cash Equival (19¢) (187)
Cash and Cash Equivalents at Beginning of Period 1,14z 1,29
Cash and Cash Equivalents at End of Period $ 944 $ 1,11
Supplemental Disclosure of Cash Flow Informati
Cash interest pai $ 10¢ $ 11€
Noncash Investing and Financing Activitir
Common stock issued in exchange for long term $ 20 $ 32
Long-term debt extinguished due to sale of-road operation 13¢ —

See accompanying notes to consolidated condensaukcial statement






LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statement of Changes in Skbolders’ Deficit
For the three months ended March 31, 2003

(unaudited)
Accumulated
Additional Other
Common Paid-in Comprehensive Accumulated
(dollars in millions) Stock Capital Income (Loss) Deficit Total
Balances at December 31, 2002 $ 4 3% 6,27 % (132) $ (6,385) $ (240)
Common Stock:
Issued to extinguish long-term debt — 20 — — 20
Stock plan grants — 18 — — 18
Shareworks plan 1 21 — — 22
Net Income — — — 119 119
Other Comprehensive Income — — 3 — 3
Balances at March 31, 2003 $ 5 6,33z $ (129) $ (6,26€) $ (58)

See accompanying notes to consolidated condensaucial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Comprehensiveome (Loss)

(unaudited)
Three Months Ended
March 31,

(dollars in millions) 2003 2002
Net Income (Loss $ 119 % (90)
Other Comprehensive Income (Loss) Before 1

Foreign currency translation gains (loss 6 (23)

Unrealized holding losses and other arising dupedod 3) Q)

Reclassification adjustment for gains includedeétincome (loss) — 5
Other Comprehensive Income (Loss), Before 3 (29)
Income Tax Benefit Related to Items of Other Corhpresive Income (Loss) — —
Other Comprehensive Income (Loss) Net of Taxes 3 (19)
Comprehensive Income (Loss) $ 122§ (109)

See accompanying notes to consolidated condensaucial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Condensed Financial Statement
1. Summary of Significant Accounting Hizies

The consolidated condensed financial statemenlsdadhe accounts of Level 3 Communications, Ind subsidiaries (the “Company” or
“Level 3”) in which it has control, which are engabin enterprises primarily related to communiaagianformation services, and coal
mining. Fifty-percent-owned mining joint ventura® consolidated on a pro rata basis. Investniemther companies in which the
Company exercises significant influence over ojyegadind financial policies or has significant egutvnership are accounted for by the
equity method. All significant intercompany acctaiand transactions have been eliminated.

The consolidated condensed balance sheet of Le@eh8nunications, Inc. and subsidiaries at DecerBbeP002 has been condensed from
the Company'’s audited balance sheet as of that ddt@ther financial statements contained heasim unaudited and, in the opinion of
management, contain all adjustments (consisting ohhormal recurring accruals) necessary for agegsentation of financial position,
results of operations and cash flows for the perjp@sented. The Company’s accounting policiescantdin other disclosures are set forth in
the notes to the consolidated financial statememained in the Company’s Annual Report on ForaKl#s amended, for the year ended
December 31, 2002. These financial statementddiauread in conjunction with the Company’s autlitensolidated financial statements
and notes thereto. The preparation of the coretgliticondensed financial statements in conformitly accounting principles generally
accepted in the United States requires managememake estimates and assumptions that affect goeteel amount of assets and liabilities,
disclosure of contingent assets and liabilities #wedreported amount of revenue and expenses dilméngeported period. Actual results co
differ from these estimates.

The results of operations for the three months @mdiarch 31, 2003 are not necessarily indicativethefresults expected for the full year.

The Company’s communications business providesaddorange of integrated communications servicesgrily 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-basmmunications network. The Company has buit@mntinues 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 acaesgiaged modem, voice and dark fiber
revenue, is recognized monthly as the serviceprandded based on contractual amounts expected tokected. Reciprocal compensation
revenue is recognized only when an interconnecgmeement is in place with another carrier, andéhevant regulatory authorities have
approved the terms of the agreement.

It is the Companyg policy to recognize termination/settlement rexewen certain conditions have been met. Thesetemmlinclude: 1) th
customer has accepted all or partial delivery efahset or service; 2) Level 3 has received coraida for the asset or service provided; and
3) Level 3 is not legally obligated to provide aéuhal product or services to the customer or teeacessor under the original contract.
Termination/settlement revenue is recognized imasibns 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,dlé/is not obligated to provide additional
product or services to the customer or its suceced$the conditions described above are metQbmpany will recognize
termination/settlement revenue equal to the fdinesaf consideration received, less any amountgiqusly recognized. Termination revenue
is recognized when a customer disconnects servicetp




the end of the contract period, for which Levelagl ipreviously received consideration and for whiekenue recognition was deferred. In
addition, termination revenue is recognized whastamers make termination penalty payments to L&velsettle contractually committed
purchase amounts that the customer no longer expeateet. Settlement revenue is recognized wheistamer and Level 3 renegotiate a
contract under which Level 3 is no longer obligaieg@rovide product or services for consideratiogvpusly received and for which revenue
recognition has been deferred. Termination/setl@mevenue is reported in the same manner agitfinal product or service provided, and
amounted to $326 million during the first three riftsnof 2003 (See Note 3).

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

Level 3's customer contracts require the Companyréwide certain service level commitments. If Ee8 does not meet the required service
levels, it may be obligated to provide credits,allsuin the form of free service for a short periofdime. Services that result from providing
these credits are not included in revenue andtm tiave not been material.

Cost of revenue for the communications businedsdies leased capacity, right-of-way costs, acckasges and other third party circuit costs
directly attributable to the network, as well astsoof assets sold which were immaterial in thetgusended March 31, 2003 and 2002.

The Company’s information services business is a@ag of two operating units: (i)Structure, a pdw®si of computer infrastructure
outsourcing services, and Software Spectrum, I'Soffware Spectrum”), a global distributor, markedad reseller of business software. (i)
Structure provides outsourcing services, typicdihpugh contracts ranging from3years, to firms that desire to focus their resesion thei
core businesses. Under these contracts, (i)Steiotgognizes revenue in the month the serviceoiaged, generally equal to the contract
value recognized on a straight-line basis. Costwénue for these businesses includes costswattble to employees directly responsible for
supporting the customer’s operations, softwareffuard maintenance, software/hardware rental aneédedata circuits.

Software Spectrum is a reseller of business soéwaccounting literature provides guidance to émabmpanies to determine whether
revenues from the reselling of goods and servibesld be recorded on a “gross” or “net” basis. Twmpany 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 “gross$bd he latitude and ability of Software Spectionestablish the selling price to the
customer is a clear indication of “gross” revengarting. The assumption of credit risk is anothgyortant factor in determining “gross”
versus “net” reporting. Software Spectrum has #sponsibility to pay suppliers for all productsenetl, regardless of when, or if, it collects
from its customers. Software Spectrum is also gakdponsible for determining the creditworthinekis customers.

Microsoft Corporation, a significant supplier offtyeare to Software Spectrum, changed certain licgngrograms in 2001 whereby new
enterprise-wide licensing arrangements will beexfidilled and collected directly by Microsoft. 8eére Spectrum will continue to provide
sales and support services related to these ti@msmand will earn a service fee directly from kdisoft for these activities. Software
Spectrum only recognizes the service fee as revendaot the entire value of the software for saleder this program. The Company
continues to sell Microsoft products under thelmensing programs but has recently experienceid@ease in the level of sales under this
new program. If Microsoft is able to successfuityplement and sell a significant amount of softwarder this program, or it is determined
that the accounting for reselling of the softwdreidd be recorded on a “net” basis, the Company may
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experience a significant decline in informationvéegs revenue and a comparable decline in costvamnue.

Revenue is recognized from software sales at the ¢f product shipment, or in accordance with teofrigcensing contracts, when the price
to the customer is fixed, and collectibility is seaably assured. Revenue from maintenance conisagsognized 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 billinggecorded as deferred revenue until
services are provided. Cost of revenue includesctizosts of the licensing activity and costs tacpase and distribute software. The costs
directly attributable to advance billings are deddrand included in Other Current Assets on theaktated condensed balance sheet. Ri
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 thatrabpble.

In June 2001, the FASB approved SFAS No. 143, “Aotiog for Asset Retirement Obligations” (“SFAS N@.3”). SFAS No. 143
establishes accounting standards for recogniticdhna@asurement 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 made.a$beciated retirement costs are capitalized aridded as part of the carrying value of the
long-lived asset and amortized over the usefuldifthe asset. SFAS No. 143 was effective forGbenpany beginning on January 1, 2003.
The Company’s coal mining business had previoustyued, as a component of cost of revenue, an &iof future reclamation liability.
The net effect of the adoption of SFAS No. 14Zh@ €ompany’s coal mining business as of Janua2@@3 was a decrease in noncurrent
liabilities of approximately $5 million (which wilbe amortized to expense in future years) and effected as a cumulative-effect adjustment
in the consolidated condensed statement of opemti®he communications business has enteredcertain colocation leases whereby it is
required upon termination of the lease, to rembedeasehold improvements and return the leasex ¢pats original condition. The
Company has also entered in to rightay 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 Companyratswded obligations and
corresponding assets of approximately $31 milliporuadoption of SFAS No. 143 on January 1, 2003ese lease and right of way
agreements. Accretion of asset retirement obbgagxpense of $2 million was recorded during thet fjuarter of 2003; resulting in total a:
retirement obligations, including reclamation cdststhe coal business, of $117 million at March 2003. The Company has restricted cash
of approximately $38 million set aside to fund thelamation liabilities. Accretion expense of $illion related to the communications
business was recorded in selling, general and asiimaditive expenses on the consolidated condenagzhstnts of operations. Accretion
expense of $1 million related to the Compangdal mining business was recorded in cost ofmee@n the consolidated condensed stater
of operations. If SFAS No. 143 had been in eféecof January 1, 2002, asset retirement obligatdé8407 million would have been
recorded. Accretion of asset retirement obligatgpense of $2 million would have been recordedhduthe first quarter of 2002, resulting

a net loss of $92 million (bringing the total assgirement obligation to $109 million at March 2D02). The additional $2 million of
accretion expense in the first quarter of 2002 wadt have affected the loss per share amountsmexsfor the period.

In April 2002, the FASB issued SFAS No. 145, “Resimin of FASB Statements No. 4, 44, and 64, AmemdimeFASB Statement No. 13,
and Technical Corrections” (“SFAS No. 145"). SFASB. 145 was effective for fiscal years beginning aertain transactions entered into
after May 15, 2002. SFAS No. 145 requires gairtslasses from the extinguishment of debt be cleskds extraordinary items only if they
meet the criteria in APB Opinion No. 30. Previgu§ASB Statement No. 4 generally required alhgaand losses from debt extinguished
prior to maturity to be classified as an extraocadynitem in the statement of operations. APB QpiriNo. 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 actie#iof the Company, and would not
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reasonably be expected to recur in the foresedatalee. Any gain or loss on extinguishments oftdgassified as an extraordinary item in
prior periods that does not meet the criteria iBABpinion No. 30 should be reclassified. Upon dtopof SFAS No. 145, due to the
recurring nature of its debt repurchases and exygsrihe Company reclassified the related gainsqursly classified as extraordinary gains
during the three months ended March 31, 2002 o0$idfion in the statement of operations to othen+operating income.

On January 1, 2003 the Company adopted SFAS No.“Ad6ounting for Costs Associated with Exit or Pasal Activities”, (“SFAS No.
146"). Under SFAS No. 146 the Company can no longeord estimated losses upon the decision toagxitsiness. The Company’s
information services business announced, in ARU3, that it will exit the systems integration mess. The Company expects to incur costs
for workforce reductions, lease terminations arss lof tax incentives as a result of this decisiboe to the adoption of SFAS No. 146, the
Company will not record the anticipated lossesthercosts associated with closing the businesisn@std to be from $6 - $7 million) until
they are actually incurred.

In November 2002, the FASB issued FASB Interpretallo. 45, “Guarantor’s Accounting and DisclosuegiRirements for Guarantees,
Including Indirect Guarantees of Indebtedness bke@t’. FASB Interpretation No. 45 elaborates andlsclosures to be made by a guarantor
in its interim and annual financial statements alitswobligations under certain guarantees thiaag issued. It also clarifies that guarantor is
required to recognize, at the inception of a guaera liability for the fair value of the obligati undertaken in issuing the guarantee. The
initial recognition and initial measurement prowiss of the interpretation are applicable on a pFospe basis to guarantees issued or
modified after December 31, 2002. The Companynisagntered in to any material arrangements oragaes that meet the criteria of this
interpretation and the adoption of this interpiietatid not have a material effect on its resufteerations and financial position.

In January 2003, the FASB issued FASB Interpretiaio. 46, “Consolidation of Variable Interest Eiatitan interpretation of ARB No.

51" (“FIN 46"). FIN 46 addresses consolidationlinysiness enterprises of variable interest entitfesariable interest entity is defined as an
entity in which the total equity investment at risknot sufficient to permit the entity to finanite activities without additional subordinated
financial support from other parties or as a grtheholders of the equity investment at risk laai ane of the following three characteristics
of a controlling financial interest: The directindirect ability to make decisions about an efgigctivities 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 immediatetyvariable interest entities created after JanB8ary2003, and to variable interest entities in
which an enterprise obtains an interest afterdags. It applies in the first fiscal year or imteiperiod beginning after June 15, 2003, to
variable interest entities in which an enterpriskelk a variable interest that it acquired beforerigary 1, 2003. The adoption of FIN 46 by
the Company did not have a material effect onitarfcial results in the first quarter of 2003 asadt expected to have a material effect o
future results of operations or financial positamthe Company has no unconsolidated variablessttentities.

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: “Acdiumfor Subsequent Investments in an Investee 8fispension of Equity Method Loss
Recognition” (“"EITF 02-18").The EITF reached a consensus that if the additionaktment, in whole or in part, represents, inssance, th
funding of prior losses, the investor should redogmpreviously suspended losses only up to the abmfthe additional investment
determined to represent the funding of prior los€el§ F 02-18 should be applied to additional inweents in equity-method investees made
subsequent to February 5, 2003, and previouslyesuigal cumulative losses existing at the time dfithestment. The Company has not
made any additional investments in investees irckvbguity method loss recognition has been suspleaié does not expect EITF 02-18 to
have a material effect on its results of operatmminancial position.
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Deferred income taxes are provided for the tempatdferences between the financial reporting andtasis 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 recordginst 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 them@any to apply unutilized net operating lossesrafjd 996 taxable income. As a result,
the Company recognized a federal income tax beaeditreceived a refund of $119 million in the fygsiarter of 2002.

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

2. Acquisitions

On February 4, 2003, Level 3 completed the acgoisitf substantially all of the assets and openratiof Genuity, Inc. (“Genuity”), a Tier 1
Internet Protocol (IP) communications company. ¥dtal cash consideration, including expected #iatisn costs, was approximately $144
million including approximately $60 million in cagtonsideration to the Genuity bankruptcy estatse phproximately $77 million in cash to
reimburse the estate for payments on assumed kiggise obligations related to network operatingiggent. In addition, Level 3 assumed
certain of Genuity’s long term operating agreemeiisvel 3 entered into certain transactions widn@ity prior to the acquisition of Genuity
by Level 3, whereby it received cash for commundcet services to be provided in the future. Assult of the acquisition, Level 3 can no
longer amortize this deferred revenue into earnamgsaccordingly, reduced the purchase price appdi¢he net assets acquired in the
Genuity transaction by $76 million, the amountle tinamortized deferred revenue balance on Febdy@03. The preliminary fair value
of the acquired assets and liabilities was detezthimased on an independent thpatty valuation. The results of operations attidbie to the
Genuity assets and liabilities are included in2863 consolidated condensed statements from tleoflacquisition. The Genuity transaction
provides Level 3 the opportunity to acquire higladify customers and create additional value byragieg the network and operating
synergies of the combined business.

The terms of the transaction also provide for mbs$ing purchase price adjustments related torheuat of (a) annualized recurring revenue,
(b) various prepaid items and deposits, (c) proptastes payable on purchased property, (d) sevenaagments to certain of Genugyforme:
employees and (e) an adjustment based on the aggrégllar value of rejection claims in the Genlignkruptcy estate. These adjustments
are expected to be identified within 120 days felltg the acquisition date.

In January 2002, Level 3 completed the acquisibibthe wholesale dial-up access business of McL&#&lUhcorporated (“McLeod”), for
approximately $51 million in cash consideration #mel assumption of certain operating liabilitielated 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 plsismasd liabilities exceeding the fair value
of the identifiable tangible and intangible assetguired by approximately $41 million, which wasarled 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 HgdapSoft, Inc. (“CorpSoft”), a global provider, rkater and reseller of business
software. Level 3 agreed to pay approximately $88on in cash and retire approximately $37 mitlimm debt to acquire CorpSoft. The
transaction was valued at approximately $95 milledjusted for CorpSoft's $34 million cash positmmthe acquisition date. The $129
million cash purchase price, including transactiosts, exceeded the fair value of the net tangibteintangible assets by approximately $
million based on an independent formal valuatiothefvalue of the assets, and the Company’s estiofdiabilities acquired.
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In June 2002, the Company completed the acquisiic@oftware Spectrum, Inc., a global provider, keter and reseller of business
software. Software Spectrum shareholders recéi@@dn cash from Level 3 for each share of Softwgpectrum common stock. The total
cash consideration, including outstanding optiams teansaction costs, was approximately $135 millidhe transaction was valued at
approximately $95 million, adjusted for SoftwareeBpum’s $40 million cash position on the acquisitdate. The $135 million purchase
price, including transaction costs, exceeded thesédue of the net tangible and intangible asbgtapproximately $79 million based on an
independent formal valuation of the value of theeds, and the Company’s estimate of liabilitiesuéreql.

The results of CorpSoft and Software Spectsuoperations are included in the consolidated aosett statements of operations from the «
of acquisition. Level 3 expects these acquisitiilsenable its information services businessaeerage CorpSoft and Software Spectrum’s
customer base, worldwide presence and relationshipgpand its portfolio of services. The Comphslieves that companies will, over time
seek to gain information technology operating éfficy by acquiring software functionality and datarage capability as commercial serv
purchased and then delivered over broadband nesvgurgh as the Level 3 network. As a result, L8wekpects to utilize its network
infrastructure to facilitate the deployment of sddte to CorpSoft and Software Spectrum’s customers.

Effective on December 31, 2002, CorpSoft was mergéuand into Software Spectrum, with Software @pen being the surviving
company.

The following is unaudited pro-forma financial infieation of the Company assuming the acquisitionddfeod, CorpSoft, Software
Spectrum and Genuity had occurred at the beginofitige periods presented:

Three Months Ended

(dollars in millions, except per share data March 31, 2003 March 31, 2002

Revenue $ 1,31€ $ 1,094
Net Income (Loss) before Change in Accounting Rpies 115 (265)
Net Income (Loss 120 (265)
Net Income (Loss) per Sh—Basic 0.27 (0.68)

The distressed financial condition of Genuity hesutted in the deterioration of its recurring ravetrase. Level 3 expects revenue to be
significantly below historical results reported ®gnuity as a result of customers disconnecting@ervThe Company also expects to reject
certain customer contracts that will also resuli ilecrease in revenue. In 2002, Genuity recardpdirment charges related to deployed
assets, assets held for sale, goodwill and intéemyilas well as lease termination charges for alreadifacilities. These charges have not |
reflected in the pro-forma information as Leveke8arded the assets at or below their fair valueigsndt assuming the lease obligations for
the abandoned facilities. Genuity also recordsttueturing charges for workforce reduction initias in 2002. These amounts have not
removed from the pro forma information.

Included in the actual results and pro-forma finaniaformation for the quarter ended March 31, 2@@e certain amounts which impact the
comparability of the results, including $294 mitliof revenue related to a contract settlement fackvthe revenue had been in the process of
being recognized over the contract term and a $ilidmgain on the sale of the Company’s interesit$ toll road operations. Included in the
actual results and pro-forma financial informatfonthe quarter ended March 31, 2002 are certaiouants which impact the comparability of
the results, including gains of $130 million aault of the early extinguishments of certain leegn debt.

The following are the assets and liabilities acegiin the McLeod, CorpSoft, Software Spectrum apduity transactions as of their
respective acquisition dates:
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Software

(dollars in millions) McLeod CorpSoft Spectrum Genuity
Assets:
Cash and cash equivale! $ — 34 $ 40 $ —
Accounts receivabl — 134 130 —
Other current asse — 18 3 13
Property, plant and equipment, | 12 6 13 259
Identifiable intangible: 49 26 49 131
Goodwill 41 135 79 —
Other assets — 6 1 43
Total Assets 102 359 315 446
Liabilities:
Accounts payabl — 183 138 1
Accrued payrol — 19 19 —
Other current liabilitie: 43 7 23 41
Current portion of lon-term debt 8 — — 121
Long-term debi — — — 188
Deferred revenu— Genuity — — — 6
Deferred revenu- Level 3 — — — (76)
Other liabilities — 21 — 21
Total Liabilities 51 230 180 302
Purchase Price $ 51 $ 129 $ 135 $ 144

The assets and liabilities acquired in the Genaiityuisition were determined based on an indeperidedtparty valuation. The purchase
price allocation is preliminary and could changmdicantly.

On April 4, 2003, the Company announced that it @it the managed hosting portion of the busineasquired through its recent
transaction with Genuity. The Company has sigmedgreement under which its hosting customers gedations will be served by
Computer Sciences Corporation (“*CSC”). Due todkeision to exit the managed hosting portion ofihsiness, which had been
contemplated at the time of acquisition, the nefrafing results of the business have not been tidated in the consolidated condensed
statement of operations. Level 3 does not expetdlize any proceeds from the sale of the hostirginess to CSC. Level 3 continues to
review the operations of Genuity to see how thdlassist in providing communications and informatiservices.

3. Settlement Revenue

In February 2003, Level 3 and XO Communications@Xamended their 1998 cost sharing and IRU agreémés part of the 1998
agreement, XO purchased 24 fibers and one emptjuitoelong Level 3's North American intercity netko The amended agreement,
among other things, requires XO to return six fibend the empty conduit to Level 3. In return U&vwill 1) reduce the annual operations
and maintenance (“O&M”) charges XO was requiregdg under the original agreement, 2) provide X@gption, expiring July 2007, to
acquire a 20 year IRU for a single conduit withiratbng Level 3’s intercity network and 3) provid® an option to purchase up to 25% of
the fiber installed in the next conduit within dorag each segment 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 agreemewet] B has no further obligation with respect ® diniginal conduit, and thus recognized
$294 million of communications revenue relatecht® temaining unamortized deferred revenue, lestathealues of the other separable
elements that met the relevant accounting critedia.independent third-party valuation firm was dise determine the fair value of these
other elements.
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4. Sale of Toll-Road Operations

On January 3, 2003, California Private Transpata@€ompany (“CPTC"), a majority owned subsidiantted Company, sold the “91 Express
Lanes” toll road in Orange County, California te firange County Transportation Authority. The Campreceived net proceeds from the
sale of $46 million and recognized a gain of apprately $70 million. The Company’s total long-tedabt was reduced by approximately
$139 million as a result of the sale as the dehirired to finance the construction of the toll réwd been consolidated due to the Company’s
65% equity interest in CPTC.

5. Discontinued Asian Operations

In December 2001, Level 3 announced that it hademjto sell its Asian telecommunications busine$dach Ltd. for no cash
consideration. The agreement covered subsididrégsncluded the Asian network operations, as$ats|ities and future financial
obligations. This included Level 3's share of thertdern Asian cable system, capacity on the Japamdble system, capital and operational
expenses related to these two systems, gatewjenig Kong and Tokyo, and existing customers on L8igeAsian network.

The transaction closed on January 18, 2002. Baged the terms of the agreement, the Company vegsreg to pay approximately $49
million for certain capital obligations for the tveobmarine systems to be sold to Reach, and estimi@nsaction costs. The Company paid
$47 million of the accrued liability during thedtrquarter of 2002.

The 2002 operating results through the transactaiae were not significant.
6. Restructuring and Impairment Charges

In 2001, the Company reduced its global work fopremarily in the communications business in thetébh States and Europe by
approximately 2,700 employees due to the duratimhsverity of the slowdown in the economy andtiétecommunications 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 $8 million forts@ssociated with workforce reductions of
approximately 300 employees in North America antbpe. The workforce reductions were primarily tethto the integration of CorpSoft
and Software Spectrum as well as to ensure a trastwe appropriate for the difficult communicatsomarket. The Company reversed $13
million of restructuring liabilities during the yeanding December 31, 2002, due to the successfuination of leases for less than had
originally been estimated in 2001.

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. Thesens were primarily a result of the integratafracquired operations in the Genuity
transaction into Level 8’operations and the company matching its Europesinstructure with expected revenues. As of M&i2003, th
Company had notified approximately 200 employeastiey would be affected by these actions. Tom@any recorded restructuring
charges of approximately $11 million related tosthactions in the first quarter of 2003.
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As of March 31, 2003, the Company had paid $5 amlin costs associated with these workforce redosti A summary of the restructuring

charges and related activity follows:

Severance and Related

Balance December 31, 20
2002 Charge

2002 Reductions of 2001 Char¢
2002 Payments

Balance December 31, 2002

2003 Charge

2003 Reductions of Previous Chart
2003 Payments

Balance March 31, 2003

Number of Facilities Related
Employees Amount Amount
(in millions) (in millions)
354 $ 17 $ 41
300 8 —
— — (13)
(599) (22) (18)
55 3 10
200 11 —
(157) 7) )
98 $ 7 $ 9

Impairments

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 thatitional communications equipment may be
identified as obsolete or excess and additionahimpent charges recorded to reflect the realizablae of these assets in future periods.

7. Earnings (Loss) Per Share

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

Three Months Ended March 31, 200:

Weighted Average Per-Share

(dollars in millions, except per share data Income Shares Outstanding Amount
(in thousands)

Basic Earnings Per Share
Net Income Before Change in Accounting Princ $ 114 450,82¢ $ 0.28
Cumulative Effect of Change in Accounting Principle 5 450,82 0.01
Net Income. $ 119 450,82¢: $ 0.2€
Effect of Dilutive Securities
Options and warran — 44,87¢
Interest Expense Related to Convertible ¢ 25 150,23¢
Shareworks Match Plan — 3,764
Diluted Earnings Per Share:
Net Income Before Change in Accounting Princ $ 139 649,70C $ 0.21
Cumulative Effect of Change in Accounting Principle 5 649,70( 0.01
Net Income $ 144 649,70C $ 0.22

The income available to common stockholders, ferdiuted earnings per share calculation, was as@ée by $25 million to reflect the
interest expense that would not have been recodjihiad the convertible debt securities been condénte common stock at the beginning of

the period.
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The dilutive effect of approximately 12 million Quetrform Stock Options (“OSQ”) and similar type srét March 31, 2003 have not been
included in the computation of diluted loss perreh@ecause the options’ post-multiplier values veer® at March 31, 2003. In addition, the
effect of approximately 22 million non-qualifiecbsk options and warrants outstanding at March 8032have not been included in the
computation of diluted loss per share because #xeircise price was greater than the average mricet of the common stock for the peri

The Company had a loss from continuing operationshfe three months ended March 31, 2002. Thezetbe dilutive effect of the
approximately 13 million shares issuable pursuartié convertible subordinated notes at March B02Zhave not been included in the
computation of diluted loss per share because ihirsion would have been anti-dilutive to the @uitation. In addition, the dilutive effect
of the approximately 57 million options and warsaatitstanding at March 31, 2002 have not beendedun the computation of diluted loss
per share because their inclusion would have begtidutive to the computation.

Three Months Ended March 31, 2002
Weighted Average
Shares Per-Share
(dollars in millions, except per share data) Income Qutstanding Amount
(in thousands)

Basic and Diluted Loss Per Share

Net Loss $ (90) 391,27¢ $ (0.23)

8. Receivables

Receivables at March 31, 2003 and December 31, @02 as follows (dollars in millions):

Information
Communications Services Coal Other Total
March 31, 2003
Accounts Receivabl- Trade:

Services and Software Sa $ 144 $ 292 % 9 3 — 3 445
Joint Build Costt 1 — — — 1
Other Receivable 5 — — — 5
Allowance for Doubtful Accounts (23) (8) — — (31)

$ 127 $ 284 $ 9 3 — 3 420
December 31, 2002
Accounts Receivabl- Trade:

Services and Software Sa $ 58 $ 489 $ 10 $ 1 $ 558
Joint Build Cost: 1 — — — 1
Other Receivable 9 — — — 9
Allowance for Doubtful Accounts (24) (5) — — (29)

$ 44 $ 484 $ 10 $ 1 $ 539

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

The Company recognized bad debt expense in sefamggral and administrative expenses of $4 mibind $3 million for the periods ended
March 31, 2003 and 2002, respectively. The Complatyeased accounts receivable and allowance tdotfilh accounts by approximately
$2 million and $4 million for the
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periods ended March 31, 2003 and 2002, respectif@lypreviously reserved for amounts the Compaggnaed as 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 expeeditand the interest rates related to borrowingscated with the construction. The
Company generally capitalizes direct costs assetiaith network construction, provisioning of sees and software development.
Capitalized labor and related expenses associdtbcemployees and contract labor working on capitajects were approximately $12
million and $22 million for the three months endédrch 31, 2003 and 2002, respectively. Includedaipitalized labor and related expenses
was $1 million and $3 million of capitalized nonsbacompensation expense related to options anémtarfor the three months ended March
31, 2003 and 2002, respectively. Intercity segsagdateway facilities, local networks and operagggipment that have been placed in
service are being depreciated over their estimageful lives, primarily ranging from 3-25 years.

The Company continues to develop business supystdras 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 largetinygar network construction projects.

a result, the Company was able to release appraoedyn®6 million of capital accruals for the periedded March 31, 2003 that had previously
been reported as property, plant and equipmenthelrdinary course of business, as constructiojegts come to a close, the Company
reviews the final amounts due and settles any andigtg amounts related to these contracts whichresuit in changes to estimated costs of
the construction projects.

Property, Plant and Equipment increased by $258omitluring the quarter ending March 31, 2003, prethantly network infrastructure and
operating equipment, due to the Genuity transaction

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

Accumulated Book
(dollars in millions) Cost Depreciation Value
March 31, 2003
Land and Mineral Propertie $ 179 $ (16) $ 163
Facility and Leasehold Improvemel
Communication 1,28C (133) 1,147
Information Service: 28 (6) 22
Coal Mining 65 (63) 2
Network Infrastructurt 4,37¢ (523) 3,85¢€
Operating Equipmer
Communication: 1,40z (702) 700
Information Service: 84 (55) 29
Coal Mining 154 (146) 8
Network Construction Equipme 34 (24) 20
Furniture, Fixtures and Office Equipme 129 (90) 39
Construction-in-Progress 57 — 57
$ 7,791  $ (1,748) $ 6,045
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Accumulated Book
(dollars in millions) Cost Depreciation Value

December 31, 2002

Land and Mineral Propertie $ 178 % 13) $ 165
Facility and Leasehold Improvemei
Communication 1,26C (125) 1,13t
Information Service 28 (5) 23
Coal Mining 65 (63) 2
CPTC 92 a7) 75
Network Infrastructurt 4,212 (448) 3,764
Operating Equipmer
Communication 1,28C (615) 665
Information Service 81 (55) 26
Coal Mining 78 (70) 8
CPTC 19 (13) 6
Network Construction Equipme 34 (22) 22
Furniture, Fixtures and Office Equipme 133 (87) 46
Construction-in-Progress 73 — 73
$ 753 $ (1,52%) $ 6,01C

Depreciation expense was $194 million and $198anilfor the three months ended March 31, 2003 &2 2respectively.
10. Goodwill

The Company adopted the provisions of SFAS No.iddlanuary 2002. SFAS No. 142 requires companissg@regate identifiable intangi
assets acquired in a business combination fromwitlodhe remaining goodwill is no longer subjeotamortization over its estimated useful
live. However, the carrying amount of the goodwillist be assessed at least annually for impairoséng a fair value based test. Level 3
acquired several businesses since the adoptiorASBlo. 142. In January 2002, Level 3 completecaitrguisition of McLeod’s wholesale
dial-up business. The total purchase price paithi® McLeod assets exceeded the fair value ofithhédentifiable 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 purchasea pxceeded the fair value of the net tangible atahgible assets by approximately $214
million, which was recognized as goodwill, basedradependent third party valuations of certainhaf ssets, and the Company’s estimates
of the liabilities acquired. The purchase pridedtion for the CorpSoft acquisition was finalizaring the first quarter of 2003.

Level 3 purchased substantially all of the assetsaperations of Genuity in February 2003. A pnéliary valuation performed by a third
party, indicated that the assets acquired and tmep@ny’s estimate of obligations assumed approxithtite purchase price paid. As a result,
the Company did not recognize goodwill in this saction.

In 1998, the Company acquired XCOM Technologies &md its softswitch technology. As of Januar2d02, the Company had $30 million
of unamortized goodwill remaining attributable bdstacquisition.
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11. Intangibles, Net

As of March 31, 2003, $26 million, $68 million, asd26 million of intangibles, net of amortizatiare attributable to the McLeod, Software
Spectrum (including CorpSoft) and Genuity acquisis, respectively.

The Company has attributed approximately $49 nmilkd 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 mmldod $49 million of the CorpSoft and Software $peu 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 identifiablaimgible assets, including $93 million
to specific customer contracts and $38 millionh® éxisting customer base. Level 3 expects to tredhese intangibles over periods
ranging from 3-5 years.

Intangible asset amortization expense was $13anilind $11 million for the three months ended M&th2003 and 2002, respectively.
The amortization expense related to intangibletagserently recorded on the Company’s books fehe# the 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, Net

At March 31, 2003 and December 31, 2002 other sissstsisted of the following:

March 31, December 31,

(dollars in millions) 2003 2002
Investments $ 23 % 21
Debt Issuance Costs, r 89 93
Prepaid Network Asse 31 11
Assets Held for Sal 29 10
Employee and Officer Notes Receiva 3 3
CPTC Deferred Development and Financing C — 19
Other 11 15

$ 186 $ 172

The Company holds equity positions in two publithded companies: RCN Corporation (“RCN”) and Comwealth Telephone
Enterprises, Inc. (“Commonwealth Telephone”). RGN facilities-based provider of bundled local &my distance phone, cable television
and Internet services to residential markets piilgnan the East and West coasts as well as Chicagmmonwealth Telephone owns
Commonwealth Telephone Company, an incumbent kaztiange carrier operating in various rural Pervasyd markets, and CTSI, Inc. a
competitive local exchange carrier.

On February 22, 2002, Level 3 Holdings, Inc., a lyhowned subsidiary of the Company, agreed to aequom Mr. David C. McCourt, a
director of the Company, his 10% interest in Le¥dlelecom Holdings, Inc., the Company’s subsidthat indirectly holds the Company’s
ownership interests in RCN and Commonwealth Telaphdl'he total cash consideration paid to Mr. Ma€outhis transaction was $15
million and was accounted for as goodwill attrithi¢ato the RCN and Commonwealth Telephone invesisnen
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On March 31, 2003, Level 3 owned approximately 2% 4% of the outstanding shares of RCN and ComraaltivTelephone,
respectively, and accounts for its investment wheantity using the equity method. The market eafithe Company’s investment in RCN
and Commonwealth Telephone was $19 million andr#ion, respectively, on March 31, 2003.

In 2002, the Company sold in two transactions agregate of approximately 9.6 million shares of canmstock of Commonwealth
Telephone, or 90% of its holdings in Commonwealkfephone. The Company received net proceeds & $8Hon and recognized gains
the sales of approximately $191 million.

As a result of these transactions, the Company @appsoximately 4% of the total Commonwealth Teleghehares outstanding as of March
31, 2003 through its ownership of 1,017,061 shaf&dass B common stock. Class B common sharet®ohlte entitled to 15 votes for every
share held. Therefore, the Company held a 29% gadtiterest in Commonwealth Telephone at Marci2803. Due primarily to the
Company’s significant voting interest in Commonwkedielephone, the Company accounted for the investmsing the equity method.

The Company'’s investment in Commonwealth Telephomduding goodwill, was $16 million and $15 milficat March 31, 2003 and
December 31, 2002, respectively.

During 2000, Level 3's proportionate share of RCNsses exceeded the remaining carrying value wélL&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 profitstil unrecorded equity in losses has been off$ée Company did not recognize equity
earnings attributable to RCN for the three montideel March 31, 2003 of approximately $8 milliore tBiompany offset previously
unrecorded equity in losses, reducing the totaliarhof suspended equity losses to approximately $6fion at March 31, 2003. The
Company did not recognize approximately $39 millidrsuspended equity losses attributable to RCNHerthree months ended March 31,
2002. The Company’s investment in RCN, includiogdwill, was zero at March 31, 2003 and DecembeR802.

The Company previously made investments in cepgablic and private companies in connection withsthentities agreeing to purchase
various services from the Company. The Comparyirally recorded these transactions as investmamtdeferred revenue on the balance
sheet. The value of the investment and deferreghiee is equal to the estimated fair value of dwusties at the time of the transaction or
value of the services to be provided, whichever mase readily determinable. Level 3 monitors thiewestees in executing their business
plans. For those companies that are publicly ttadevel 3 monitors current and historical markatues of the investee as it compares to the
carrying value of the investment. Future apptemiawill be recognized only upon sale or othepdisition of these securities. The carrying
amount of the investments was zero at March 313 20@ December 31, 2002. The Company recognizsdhan $1 million of revenue for
actual services provided to other entities involirethe program for the three months ended March28@3 and 2002. As of March 31, 2003,
the Company had deferred revenue obligations ohififbn with respect to these transactions.

As of the date of completion of the Genuity trarige; Level 3 was obligated as part of certain tdpease agreements, to purchase
approximately $30 million of operating and mainteca (“O&M”) services from suppliers over the néotir years. The Company has
reflected the current ($9 million) and noncurre$2X million) portions of the payments due undeséharrangements as prepaid assets and
liabilities.

Assets held for sale include certain telecommuitnatequipment identified as excess and which memagt expects to sell due to the
Company'’s decision in June 2001 to reprioritizec@pital expenditures. Also included in assetd fal sale are various real estate facilities
acquired in the Genuity transaction.
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Loans outstanding from certain employees and afiogéthe Company totaled approximately $3 millarMarch 31, 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 March 31, 2003 and December 31, 2002, long-taetnt was as follows:

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

Tranche A (4.64% due 200 $ 450 $ 450

Tranche B (5.64% due 200 275 275

Tranche C (5.84% due 200 400 400
Senior Notes (9.125% due 20( 1,38¢ 1,38¢
Senior Notes (11% due 20C 433 433
Senior Discount Notes (10.5% due 20 581 566
Senior Euro Notes (10.75% due 20 343 335
Senior Discount Notes (12.875% due 20 382 371
Senior Euro Notes (11.25% due 20 112 109
Senior Notes (11.25% due 20! 124 124
Convertible Subordinated Notes (6.0% due 2( 364 364
Convertible Subordinated Notes (6.0% due 2( 525 525
Junior Convertible Subordinated Notes (9% due 2! 480 500
Commercial Mortgages:

GMAC (3.74% due 20(-2005) 120 120
Genuity Capital Lease Obligations (15% due -2006) 309 —
CPTC Long-term Debt (with recourse only to CPTC):

(7.63% due 200-2028) — 139
Other 5 7

6,291 6,10€

Less current portion (124) (4)

$ 6,167 $ 6,102

In September 2002, the EITF issued 02-Txetermining Whether Certain Conversions of ConbéatDebt to Equity Securities Are within 1
Scope of FASB Statement No. 84”". The EITF condilieat these types of transactions should be ateddar as induced conversions in
accordance with SFAS No. 84. SFAS No. 84 requiraen-cash charge to earnings for the implied vafusn inducement to convert from
convertible debt to common equity securities ofifseier. In addition, under SFAS No. 84, an extimary gain or loss, as applicable, is not
recorded upon the conversion of convertible ddlite accounting is to be applied prospectively fimse convertible debt for equity
exchanges completed after September 11, 2002 atkeofithe EITF’'s consensus. The Company appfiegtovisions of SFAS No. 84 to all
convertible debt for equity exchange transactimmpuleted subsequent to the second quarter of 2002.

In the third and fourth quarter of 2002, the Compparchased $99 million aggregate principal amatrits 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 the
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provisions of SFAS No. 84, a debt conversion experis$88 million was recorded in the third and thuguarters of 2002.

In the first and second quarter of 2002, the Comgamchased $136 million aggregate principal amatiiits 6% Convertible Subordinated
Notes due 2009 and $35 million aggregate prin@pabunt of its 6% Convertible Subordinated Notes200. The Company issu
approximately 12 million shares of its common stadth a market value of approximately $52 milliomhe transactions were accounted for
as extinguishments of debt, in accordance with AlB26 “Early Extinguishment of Debt”. The netmain the early extinguishments of the
debt, including transaction costs and unamortizgat dssuance costs, was $71 million and $43 millfonthe first and second quarters of
2002, respectively, and was originally recordedragxtraordinary item.

For the year ended December 31, 2002, the Companchgsed $12 million aggregate principal amouritsa®.125% Senior Notes due 2008,
$87 million face value ($62 million carrying valuef)its 12.875% Senior Discount Notes due 2010,%8&Imillion face value ($79 million
carrying value) of its 10.5% Senior Discount Nadee 2008. The Company issued approximately 15amihares of its common stock
worth approximately $70 million in exchange fordkesenior notes. The transactions were accouotex fextinguishments of debt, in
accordance with APB No. 26, “Early ExtinguishmehDebt”. The net gain on the early extinguishmeinthe debt, including transaction
costs and unamortized debt issuance costs, wasmiigth and was originally recorded as an extracady item.

In February 2002, the Company’s first-tier, whalkyned subsidiary, Level 3 Finance, LLC purchase@li@8lion aggregate principal amount
of various issuances of the Company’s debt for cd§t81 million. The net gain on the extinguishnseof the debt, including transaction
costs, realized foreign currency gains and unamzeattdebt issuance costs, was approximately $5®&mdind was originally recorded as an
extraordinary item.

Pursuant to SFAS No. 145, the Company reclassegdineon extinguishment of debt recognized in 2@0@ther Income, net in the
consolidated condensed statements of operations.

Level 3 will continue to evaluate these transacionthe future. The amounts involved in any siahsactions, 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 millidsecomes available after August 30, 2003;
provided that the Company has satisfied an incagéest that is related to a pro forma fixed chamerage ratio. As of March 31, 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 believeshihagd upon management’s review of the amendecdhanteand other provisions of the
Senior Secured Credit Facility, it is in full corrgrice with all the terms of the Senior Secured Eieatility as of March 31, 2003.

Junior Convertible Subordinated Notes

On July 8, 2002, the Company sold $500 million aggte principal amount of its 9% Junior ConvertiBigordinated Notes due 2012 to
entities controlled by three institutions: Longl€&frtners Funds, Berkshire Hathaway, Inc., and IMgson, Inc. The notes, which mature in
10 years, pay 9% cash interest annually, payatdeteply beginning October 15, 2002. The notescarwertible, at the option of the holders,
into Level 3 common stock at any time at a coneergirice of $3.41 (subject to certain customarysitients). The notes are convertible at
the Company’s option into convertible preferred
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stock under certain conditions and circumstandd® convertible notes rank junior to substantiallyof the Level 3 Communications, Inc.’s
outstanding indebtedness.

In January 2003, a holder of the Junior Converttlbordinated Notes converted $20 million of thégdanto approximately six million
shares of Level 3 common stock. Pursuant to tlggnai conversion terms, the holder received 293 @%ares of Level 3 common stock for
each $1,000 principal amount of notes converteue debt was converted pursuant to the original emion terms; therefore, no gain or loss
was recognized on the transaction.

Genuity Capital Lease Obligations

As part of the Genuity transaction that closed ehrkary 4, 2003, the Company assumed certain tégate obligations of Genuity for
operating equipment. The Company used a 15% discate to present value the minimum lease paymesysesenting the effective interest
rate that could be obtained by the Company forralai agreement, resulting in a capital lease aliamn assumed of $309 million. The caf
lease agreements also contain provisions wherebgl [3eis required to purchase approximately $30ionilof O&M and network capacity
ratably over the lease term. The future minimuaséepayments under the capital lease obligati@ssinaing the lease terms remain the same
as on the acquisition date, are $75 million in 2Gi13 million in 2004; $124 million in 2005; an8% million in 2006. The lease
arrangements with the equipment provide certainipians whereby Level 3 can terminate portionsheflease if one of the significant
customers using the equipment terminates all drgddats commitment, subject to certain conditiodss of the inception of the lease, this
termination provision was considered remote. Crte@customers utilizing this leased equipmentthasoption of reducing its minimum
contractual commitment beginning in 2004.

iStar Commercial Mortgage due 2004

In March 2002, 85 Tenth Avenue, LLC (a wholly owrsedbsidiary of the Company) amended its $113 milfloating-rate loan, originally
provided by Lehman Brothers Holdings, Inc. (thehiman Mortgage”) that provided secured, non-re@dedbt to finance the purchase and
renovations of the Company’s second New York Gayefaeility. The amendment resulted in iStar DB 8elLLC (“iStar”) becoming the
sole lender for the property. Previously, iStéong with other third parties, owned notes of theT&nth Avenue Trust, purchased from
Lehman Brothers Holdings, Inc. Using funds presigueserved for additional renovations at the Newk Gateway facility, along with
funds advanced from iStar, 85 Tenth Avenue, LLGiréphe other third party holders of the noteshef 85 Tenth Avenue Trust and reduced
the principal amount outstanding under the amerahad agreement to $60 million. There was no prepayt penalty under the revised
agreement. Interest varied monthly with the 30 Id@BOR for U.S. Dollar Deposits, plus 650 basismisi This interest, together with
principal payments based on a 20-year amortizgtésiod, were due monthly during the initial termtto¢ loan.

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

CPTC

On January 3, 2003, CPTC sold the “91 Express do#goad and related assets and obligationse Tompany’s long-term debt was
reduced by approximately $139 million as a restithe transaction. The Company had reflected #i# dn its consolidated condensed
balance sheet due to its 65% equity interest in@CPT

The debt instruments above contain certain nomiz covenants with which the Company believés iih full compliance as of March 31,
2003.
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No interest expense or amortized debt issuancs vase capitalized for the three months ended Maigt2003 and 200:
14. Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123, “Accounting for Stock Based Compeiwsdt (“SFAS No. 123”) in
1998. Under SFAS No. 123, the fair value of anaptr other stock-based compensation (as compuatadciordance with accepted option
valuation models) on the date of grant is amorti@eer the vesting periods of the options in accocdavith FASB Interpretation No. 28
“Accounting for Stock Appreciation Rights and Othéariable Stock Option or Award Plans”(“FIN 28 Although the recognition of the
value of the instruments results in compensatioprofessional expenses in an entity’s financiaesteents, the expense differs from other
compensation and professional expenses in that ttferges may not be settled in cash, but ratregenerally settled through issuance of
common stock.

The adoption of SFAS No. 123 has resulted in mataon-cash charges to operations since its adopti@998, and will continue to do so.
The amount of the non-cash charges will be depegng®smn a number of factors, including the numbegraits and the fair value of each
grant estimated at the time of its award.

The Company recognized on the statement of opesatidotal of $23 million and $64 million of nonstecompensation for the three months
ended March 31, 2003 and 2002, respectively. litiaddthe Company capitalized $1 million and $3limn, respectively, of non-cash
compensation for those employees and contractoestlii involved in the construction of the netwairistallation of customers or
development of the business support systems. ditiaa, $1 million was capitalized in 2003 relatedacquisitions.

The following table summarizes non-cash compensatipense and capitalized non-cash compensatidghddhree months ended March 31,
2003 and 2002.

(dollars in millions) 2003 2002
Warrants $ 3 % 1
0SsO 10 47
C-0SO 5 13
Shareworks Match Ple 2 4
401 (k) Match 4 —
Shareworks and Profit Sharing 1 2
25 67
Capitalized Noncash Compensation (2) (3)
$ 23 64

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 wagallow the consultant to purchase common stb&d &0 per share. The warrants were
fully vested at issuance and will expire on Jandarg013. The fair value of the warrants was $fioniand was calculated using the Black-
Scholes valuation model with a risk free interesé rof 4.12% and an expiration date of Januar®132 The Company used a volatility rate
of 70% to reflect the longer exercise period.

On March 31, 2003, the Company issued approximdt&lynillion warrants to a consultant as paymenfdture consulting financial advisc
services. The warrants allow the consultant telpase common stock at $5.16 per share. The wawvast equally in quarterly installments
over twelve months. The warrants expire MarchZBIL0. Pursuant to the relevant accounting guidaheefair value of these
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warrants is determined on their respective vestatgs. The fair value of the unvested portiorhese warrants is determined at each fina
reporting date. None of the warrants were vestédaach 31, 2003. At March 31, 2003, the total failue of these warrants was
approximately $6 million and was calculated usimg Black-Scholes valuation model with a risk freeiest rate of 3.31%, a term of seven
years and a volatility rate of 75% over the te

In June 2002, the Company issued two million wagamthe consultant providing financial advisoey\vdces described above as payment for
services. The warrants allow the consultant telpase common stock at $4.25 per share. Warrapigréhase 640,000 shares of common
stock were vested immediately upon grant with #reaining 1,360,000 vesting equally over eight menthhe warrants expire in February
2010. The fair value of these warrants was detegthon their respective vesting dates. All wasavgre vested at March 31, 2003. The
total fair value of these warrants was approxinya®& million and was calculated using the Black-@eh valuation model with a risk free
interest rate of 4.88%, a term of approximatelyeseyears, and a volatility rate of 86% over thentehe Company recognized less than $1
million in expense during the three months endedci&1, 2003. The warrants were fully expensedf&sarch 31, 2003.

The Company did not grant any Non-Qualified Stogki@ns (“NQSOs”) during the three months ended M&t, 2003 or 2002. As of
March 31, 2003, the company had not reflected $iomiof unamortized expense in its financial stagmts for NQSOs and warrants
previously granted.

Outperform Stock Option Plan

In April 1998, the Company adopted an Outperforoc&iOption program that was designed so that thrapgaay’s stockholders would
receive a market return on their investment be@®® holders receive any return on their optiong Company believes that the OSO
program aligns directly management’s and stockhsldeterests by basing stock option value on tbenBany’s ability to outperform the
market in general, as measured by the Standardo®$('S&P”) 500 Index. Participants in the OSQ@ggram do not realize any value from
awards unless the Company’s common stock pricestiatpns the S&P 500 Index during the life of thargt When the stock price gain is
greater than the corresponding gain on the S&PIB@Ex (or less than the corresponding loss on & Bdex), the value received for
awards under the OSO plan is based on a formutdvimg a multiplier related to the level by whidiret Company’s common stock
outperforms the S&P 500 Index. To the extent theatdl 3's common stock outperforms the S&P 500 Indlex value 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 additioralables required to calculate the outperformanatiplier of the OSO program. The
Company consulted with option valuation firm whle program was established to determine the agptepnethodology to fair value these
options.

The fair value under SFAS No. 123 for the approxetya700,000 OSOs awarded to participants duriegoharter ended March 31, 2003 was
approximately $6 million using a modified Black-®ts valuation model with a S&P 500 volatility rate25% over the term, a Level 3
common stock volatility rate of 80%, an expectedeation factor of 46% and an S&P 500 dividendd/ief 1.51%. As of March 31, 2003,
the Company had not reflected $15 million of unaimed compensation expense in its financial stateésor OSOs granted previously.

In July 2000, the Company adopted a convertiblpardivrm stock option program, (“C-OSQ”) as an esten of the existing OSO plan. The
program is a component of the Company’s ongoingleyee retention efforts and offers similar featueghose of an OSO, but provides an
employee with the greater of the value of a sisgiare of the Company’s common stock at exercistheocalculated OSO value of a single

OSO at the time of exercise.
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C-0OSO0 awards were made to eligible employees emagloy the date of the grant. The awards were imaSeptember 2000, December
2000, and September 2001. The awards granteddib &8st over three years as follows: 1/6 of eaantgat the end of the first year, a further
2/6 at the end of the second year and the rema8ith@ the third year. The September 2001 awaedsin equal quarterly installments over
three years. Each award is immediately exercisgdem vesting. Awards expire four years from thtedf the grant.

As of March 31, 2003, the Company had not refle@®2l million of unamortized compensation expensisifinancial statements for C-
OSOs awarded in 2000 and 2001.

Restricted Stock

In 2003, approximately 302,000 shares of restristedk were granted to employees. The restrictatksthares 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 afict=d stock granted in 2003 of approximately $illiom, was calculated using the value of
Common Stock the day prior to the grant. The Camigead not reflected $2 million of unamortized c@ngation expense in its financial
statements for restricted stock.

Shareworks and 401(k) Plans

Level 3 has designed its compensation programspaitticular emphasis on equity-based incentive ianog. The Company had developed
two plans under its Shareworks program: the Matah Bnd the Grant Plan. In December 2002, inrdalprovide employees opportunities
to diversify their investments in Company-sponsaadngs and retirement plans and to use Levak3surces as effectively as possible, the
Company decided to enhance the Level 3 401(k) Bfantroducing a Company match on employee contidbs. At the same time the
Company determined that, effective January 1, 20@8Shareworks Match and Grant Plans would bedtswed and past Shareworks Gi
Plan contributions would be rolled into the Level@L(k) Plan.

Match Plan — The Match Plan allowed eligible employees to défgween 1% and 7% of their eligible compensatiopuaehase Common
Stock at the average stock price for the quaridt.time employees of the communications businesscertain information services
businesses were considered eligible on the fingiofithe calendar quarter after their hire. The @any matched the shares purchased by the
employee on a one-for-one basis. Stock purchastdpai/roll deductions was fully vested. Stock pasgd 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 isoatized to compensation expense over the vestiriggpef 36 months.

As of March 31, 2003, the Company had not yet céfleé unamortized compensation expense of $19 mitktated to the Company’s
matching contributions.

Grant Plan — The Grant Plan enabled the Company to grant slaei@smmon Stock to eligible employees of the Comivations business
and certain information services businesses basewd a percentage of the employees’ eligible salarto a maximum of 5%. Level 3
employees employed on December 31 of each yearyweh® age 21 or older with a minimum of 1,000 haweglited 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 timtiversary of joining the Shareworks Plan. Albpgrants for active employees were
vested as of January 1, 2003 and were transfartedhie 401(k) plan.
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Foreign subsidiaries of the Company adopted Shatesymrograms in 2000. These programs primariljuishe a grant plan and a stock
purchase plan whereby employees may purchase Be¥emmon Stock at 80% of the share price at thanbaw) of the plan year. The
Company recognized less than $1 million of expetséutable to this program in the first quarté2602 and 2003.

401(k) Plans —The Company and its subsidiaries offer their qigliemployees the opportunity to participate irefirged 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)iar to January 1, 2003. Employ:
of CorpSoft and Software Spectrum were eligiblesimeive matching contributions of $.25 for everylatocontributed up to 6% of eligible
earnings. Effective January 1, 2003, the Compagab matching 100% of communications employee ifiitons up to 7% of eligible
earnings or applicable regulatory limits. The Camygs matching contributions are made with Lev@dnmon Stock based on the closing
stock price on each pay date. The communicationgayees are able to diversify the Company matcttritiution to other investment
options within the 401(k) Plan as soon as theyraade, even if they are not fully vested. Existmgl future Company matching contributi
are fully vested upon completion of three yearsesfiice.

15. Industry and Segment Data

SFAS No. 131 “Disclosures about Segments of anrfnse and Related Information” defines operatiagmnsents as components of an
enterprise for which separate financial informat®available and which is evaluated regularly i,y Company’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 $eld toll-road operations to Orange
County Transportation Authority. Therefore, themiions and assets of CPTC have been significdetlyeased. The geographic region
Other primarily includes Asia.

EBITDA, as defined by the Company, consists of e@s (loss) from operations from the consolidateddensed statements of operations,
less depreciation and amortization expense andccash-compensation expense included within sel§jegeral and administration expense on
the consolidated condensed statements of operatiodsafter reduction of operating expenses bytmecash portion of restructuring and
impairment charges, if any. EBITDA is not a measuent under accounting principles generally acckipt¢he United States and may not
similar to EBITDA measures of other companies. Bgament believes that EBITDA is a relevant mehat it uses internally to measure the
business, as it is an indicator of operating perfoice, especially in a capital-intensive industighsas telecommunications, since it excludes
items that are not directly attributable to ongoinginess operations.

The data presented in the tables following includésmation for the three months ended March 03Rand 2002 for all statement of
operations and cash flow information presented,anadf March 31, 2003 and December 31, 2002 fdyad#ince sheet information presented.
Information related to acquired businesses is thatlufrom their respective acquisition dates. Raeemnd the related expenses are attributed
to countries based on where services are provided.

28




Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the 2003

presentation.
Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months ended March 31, 2003
Revenue
North America $ 67¢ $ 344 $ 16 $ — 3 1,03¢
Europe 28 171 — — 19¢
Other 1 11 — — 12
$ 706 % 52¢ $ 16 $ — 3 1,25(
EBITDA:
North America $ 408 % 4 3 $ — 3 40¢
Europe (5) 2 — — 3
Other — — — — —
$ 39¢ % 6 $ 2 3 — 3 40€
Gross Capital Expenditure
North America $ 19 $ 3 $ — % — 3 22
Europe 3 — — — 3
Other — — — — —
$ 22 % 3 % —  $ —  $ 25
Depreciation and Amortizatiol
North America $ 181 $ $ $ — 3 19C
Europe 18 — — — 18
Other — — — — —
$ 19¢ $ 8 $ 1 $ — 3 20¢
Three Months ended March 31, 2002
Revenue
North America $ 247 $ 5 $ 20 % 8 $ 33C
Europe 31 25 — — 56
$ 27¢ % 80 $ 20 $ 8 $ 38¢€
EBITDA:
North America $ 48 $ 6 $ 4 $ @ $ 57
Europe (6) — — — (6)
$ 42 % 6 $ 4 $ 1 $ 51
Capital Expenditures
North America $ 42 $ 4 3% 1 $ 1 $ 48
Europe 5 — — — 5
$ 47 3 4 % 1 3 1 3 53
Depreciation and Amortizatiol
North America $ 17t $ 4 3% 1 $ 1 $ 181
Europe 29 — — — 29
$ 204 % 4 3 1 3 1 3 21C
Identifiable Assets
March 31, 2003
North America $ 5,65¢ $ 548 $ 29t % 1.22¢ $ 7,725
Europe 881 12C — 20 1,021
Asia — 17 — — 17
$ 6,53t $ 68t $ 29t % 1,24¢  $ 8,763
December 31, 2002
North America $ 529 $ 76z % 29¢ % 153: $ 7,88¢
Europe 881 15E — 30 1,06¢
Asia — 9 — — 9
$ 6,177 $ 927 $ 29¢€ $ 156: $ 8,96:
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Information Coal
(dollars in millions) Communications Services Mining Other Total

Long-Lived Assets (excluding Goodwill)
March 31, 2003

North America $ 5,47¢ $ 125 $ 13 $ 491 $ 6,10%
Europe 811 2 — — 81z
Asia — — — — —
$ 6,287 $ 127  $ 13 3 491 % 6,91¢
December 31, 200;
North America $ 519: $ 132 % 15 % 587 $ 5,921
Europe 82C 3 — — 82:%
Asia — — — — —
$ 6,01 $ 135 $ 15 $ 587 $ 6,75(
Goodwill
March 31, 2003
North America $ 71 $ 214 % — 3 — 3 28t
Europe = = = = =
$ 71 $ 214 $ — 3 — % 28E
December 31, 200;
North America $ 63 $ 21C % — 3 — 3 27¢
Europe = = = = =
$ 68 $ 21C % — 3 — % 27¢
Product information for the Company’s communicasisegment follows:
Services Reciprocal
(dollars in millions) Transport Softswitch IP/Colocation Compensation Total
Communications Revenue
Three Months Ended March 31, 200:
North America $ 391 $ 151 $ 96 $ 41 3 67¢
Europe 9 — 19 — 28
Other — — 1 — 1
$ 40C $ 151 $ 11€ $ 41 $ 70€
Three Months Ended March 31, 200z
North America $ 10t $ 66 44 % 32 $ 247
Europe 15 2 14 — 31
$ 12C $ 68 $ 58 $ 32 $ 27¢

Communications revenue is classified in to two gaties, services revenue and reciprocal compemsaiibe Company further segregates
services revenue in to three basic lines of businBsTransport (including private line serviceswelength services, transoceanic services,
amortized dark fiber services and joint build) S®ftswitch (including managed modem services anckeveervices), and 3) IP/Colocation
(including Internet Protocol services, data serwi@@SL aggregation services and colocation seruices

The majority of North American revenue consistsefvices and products delivered within the Uniteates. The majority of European
revenue consists of services and products delivenietarily within the United Kingdom but also indes France and Germany. Transoce
revenue is allocated equally between North Ameaivé Europe as it represents services provided keettiese two regions.
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Product information for the Company’s informatiansces segment follows:

Three Months Ended

March 31,
2003 2002
Services
()Structure:
Outsourcing $ 20 $ 20
Systems Integratio 1 7
Software Spectrur 20 —
41 27
Software Sale
Software Spectrun 48t 53
$ 52¢€ $ 80

The following information provides a reconciliatiohEBITDA to loss from continuing operations ftxetthree months ended March 31, 2003
and 2002 (dollars in millions):

Three Months Ended

March 31,
2003 2002
Income (Loss) from Operatiol $ 178 $ (223
Depreciation and Amortization Exper 20¢ 21C
Non-Cash Compensation Exper 23 64
EBITDA $ 40€ % 51

16. Related Party Transactions

Peter Kiewit Sons’, Inc. (“PKS”) acted as the gaheontractor on several significant projects fo¥ Company in 2003 and 2002. These
projects include the U.S. Intercity network, cartaietropolitan networks and certain Gateway sitesCompany’s corporate headquarters
and other office space in Colorado. PKS providsd than $1 million and $4 million of construct&sTvices related to these projects in the
first three months of 2003 and 2002, respectively.

Level 3 also receives certain mine managementcsfrom PKS. The expense for these servicesagadthan $1 million and $2 million for
the three month periods ended March 31, 2003 afd,2@spectively, and is recorded in selling, gah@nd administrative expenses. As of
March 31, 2003, the Company owed less than $1anifior the first quarter mine management services.

RCN an equity method investee, purchased less&hamillion of telecommunications and informatiomsees from the Company for the
three month periods ended March 31, 2003 and 28®2arch 31, 2003, RCN owed Level 3 approximatg®ymillion for costs associated
with communications joint build projects, RCN aheé Company are currently negotiating a settleroéttiis 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 subsidthat indirectly holds the Company’s
ownership interests in RCN and Commonwealth Telaphdl'he total cash consideration paid to Mr. Ma€outhis transaction was $15
million and was accounted for as goodwill attrithiéato the RCN and Commonwealth Telephone invesisnen
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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 inth&. District Court for the Southern District dliibis 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. Both of theseians involve the Company’s right to install itsdiboptic cable network in easements and
right-of-ways crossing the plaintiffs’ land. In g¥al, the Company obtained the rights to consitscetetwork from railroads, utilities, and
others, and is installing its network along théntggofway so granted. Plaintiffs in the purported clasttoas assert that they are the ownel
lands over which the Company’s fiber optic cablevoek passes, and that the railroads, utilitiesl atihers who granted the Company the
right to construct and maintain its network did hate the legal ability to do so. The plainsfgfforts to seek class action status for thioa
have been denied. The complaint seeks damagé®onids of trespass, unjust enrichment and slasfdéte and property, as well as punit
damages. The Company has also received, and ntlg foture receive, claims and demands relatejbds-of-way issues similar to the
issues in these cases that may be based on simii#ferent legal theories. To date, all attertptiave class action status granted on
complaints filed against the Company or any o$itbsidiaries involving claims and demands relatedghts-of-way issues have been
denied. Although it is too early for the Compaayeach a conclusion as to the ultimate outcontbesfe actions, management believes that
the Company and its subsidiaries have substargfahdes to the claims asserted in all of theseratiand any similar claims which may be
named in the future), and intends to defend thegoreusly.

On November 19, 2002, Gary Haegle commenced alshides’s derivative suit on behalf of the Compamyhe District Court of Colorado
for the City and County of Broomfield entitléthegle v. Scott, et al ., (Index No. 02-CV-0196). The action is broughaiast the Company as
a nominal defendant and against the directorseoQthmpany, a former director of the Company andm&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 incluzbngracts under which PKS constructed the Compdibes optic cable network and
manages the Company’s mine properties. The Cont@&o alleges that in building the fiber optibleanetwork, the defendants caused the
Company to violate the property rights of landovenénereby subjecting the Company to substanti@mial 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 seekshoitable and legal relief, including restituti@ompensatory and punitive damages ¢
unspecified amount, imposition of a constructivesty disgorgement and injunctive relief. The dd#erts have not yet responded to the
Complaint. Although it is too early for the Compan reach a conclusion as to the ultimate outcoftbese actions, management believes
that there are substantial defenses to the classertd in this action, and intends to defend thigarously.

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

It is customary in Level 3's industries to use vas financial instruments in the normal courseusibess. These instruments include items
such as letters of credit. Letters of credit ameditional commitments issued on behalf of Leval accordance with specified terms and
conditions. As of March 31, 2003, Level 3 had tarnding letters of credit of approximately $34 oit.
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18. Subsequent Events

On April 25, 2003, it was announced that the Compmard Commonwealth Telephone had entered intoapitdization agreement that
provides for the reclassification and conversioeath outstanding share of Commonwealth Telephdsss® common stock into 1.09
shares of Commonwealth Telephone common stocthelplan is approved by Commonwealth Telephoneisettolders, Level 3's voting
interest would be reduced from approximately 29t8%pproximately 4.6%. Upon completion of the talation transaction, due to no
longer having a significant voting interest in Coomwealth Telephone, the Company will not have $iggmt influence and will no longer
account for the investment under the equity method.

In April 2003, a holder converted $23 million ofndor Convertible Subordinated Notes into approxehaseven million shares of Level 3
common stock. Pursuant to the original convertgoms, the holder received 293.255 shares of L&welmmon stock for each $1,000
principal amount- of notes converted. The debt eaas/erted pursuant to the original conversion getimerefore, no gain or loss will be
recorded as a result of the transaction.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Management’s Discussion and Analysis of Financial@dition and Results of Operations

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

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the CompaWhen used in this document, the words “andit@f “believe”, “plans”, “estimate”

and “expect” and similar expressions, as they egfathe Company or its management, are intendetbidify forward-looking statements.
Such statements reflect the current views of the@oy with respect to future events and are subjestrtain risks, uncertainties and
assumptions. Should one or more of these riskmoertainties materialize, or should underlyinguagstions prove incorrect, actual results
may vary materially from those described in thiswlnent. For a more detailed description of thesles rand factors, please see the
Company’s additional filings with the Securitiedadaxchange Commission.

Results of Operations 2003 vs. 2002
First Quarter 2003 vs. First Quarter 2002
Revenuefor the quarters ended March 31, is summarizedlasafs (dollars in millions):

Three Months Ended

March 31,
2003 2002
Communication: $ 70¢ $ 27¢
Information Service: 52¢€ 80
Coal Mining 16 20
Other — 8
$ 1,25 $ 38¢€

Communications revenue is classified in to two gaties, services revenue and reciprocal compemsaiibe Company further segregates
services revenue in to three basic lines of busirBsTransport (including private line serviceswelength services, transoceanic services,
amortized dark fiber services and joint build) S?)ftswitch (including managed modem services arnceveervices), and 3) IP/Colocation
(including Internet Protocol services, data sejid@SL aggregation services and colocation sernid@svenue attributable to these lines of
business are identified in the following table:

Three Months Ended

March 31,
2003 2002

Services
Transpori $ 40C $ 12C
Softswitch 151 68
IP/Colocation 11€ 58
Total Services Revent 667 24¢€
Reciprocal Compensatic 41 32
Total Communications Reven $ 706 $ 27¢
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Transport revenue increased significantly in 2008 ia primarily attributable to the recognitionaafditional settlement and termination
revenue. As previously described in this filingyee3 and XO Communications amended their 1998 stwasting and IRU agreement. The
amended agreement resulted in Level 3 recogniZ2®g $illion of revenue that had previously beeredefd, but did not result in any cash
benefit to the Company. The Company does not éxpaecognize significant revenue in the futuanirthe return of conduit. Level 3
expects to recognize termination and settlemergme® in the future as customers desire to renégatimtracts or are required to terminate
service. However, the Company is not able to edtinthe value of these types of transactions thif occur. Slight increases in private line
and wavelength revenue also contributed to impraxeatsport revenue figures. Softswitch revenuiénfirst quarter of 2003 increased 1z
from the same period in 2002. The growth in Safidwevenue is equally attributable to sales tw aed existing customers and the Genuity
transaction. For the three months ending Marc28@3, the Company’s customers used approximatelyilBon minutes (14 billion
attributable to former Genuity customers) compdeet2.4 billion in the first quarter of 2002. Rewe attributable to voice services was
consistent with that of the first quarter of 200the Company expects voice revenue to declinetimdyperiods as a result of the expiration of
a significant voice contract. IP/Colocation reveralso increased substantially (100%) for the thmeaths ended March 31, 2003 compared
to the same period in 2002. Growth in IP revemethe Genuity transaction are primarily respomsfibl the increase in IP/Colocation
revenue. Excluding $9 million of settlement revemecognized in 2003, colocation revenue approxha002 levels.

The increase in reciprocal compensation in 20@Bimarily attributable to an increase in minutesisége by its existing and new customers.
Certain interconnection agreements with carrietfseeiexpired in the second half of 2002 or are daleal to expire in 2003. In situations
where interconnection agreements are not renelWed;éderal Communications Commission (“FCC”) hatestthat the parties involved
must follow FCC rules with respect to reciprocainpensation for traffic destined for ISPs. Thedesunay limit the amount of, and growth
in, annual billable minutes, and may also requieeusage of FCC rates with respect to ISP-boufffictrarhe amount of billable minutes
allowed by the FCC have historically been belowsthbilled by the Company, and the rates and conagiensstructure adopted by the FCC
may result in reduced per-minute-of-use compensatim the extent that the Company is unable to s interconnection agreements or
signs new agreements containing lower rates, rechicompensation revenue may decline significamir time.

Information services revenue, which is primarilymgarised of (i)Structure’s outsourcing business Software Spectrum, increased from $80
million in the three months ended March 31, 2008386 million for the respective period in 2003hidincrease is predominantly due to the
inclusion of Software Spectrum’s results for a fularter. The Company acquired CorpSoft in MaffcP082 and Software Spectrum in June
of 2002. For the three months ended March 31, 2B@2Company recognized $53 million of revenudkaitable to the software business.
For the three months ended March 31, 2003, revatitibutable to this business totaled $505 milliGoftware Spectrum has recently
experienced an increase in sales under Microsef'dicensing program which Microsoft implementad2D01. Under this program, new
enterprise-wide licensing arrangements will begatjdilled and collected directly by Microsoft. 8eére Spectrum will continue to provide
sales and support services related to these ti@mssand will earn a service fee directly from kdisoft for these activities. The Company
will recognize the service fee as revenue andhmehtire value of the software for sales underpgihbgram. If Microsoft is successful in
implementing this licensing program, it will resirita significant decline in the amount of inforimatservices revenue recognized by the
Company. The decline in revenue is not expectdtht@ a meaningful effect to earnings as the Comphauld experience a corresponding
decline in cost of revenue. Information servic&ganue attributable to the Company’s (i)Structwsifiess declined by approximately $6
million primarily as a result of the Company’s d&on to focus on its infrastructure outsourcingibess. In the second quarter of 2003, the
Company notified its systems integration custonaaics employees that it would honor its existing cacts. However, once these contracts
expire, the Company will no longer be providingtsyss integration services. The existing contrpdtsarily expire in the second and third
quarters of 2003. The Company recognized apprdrim&1 million of revenue attributable to the sees for the three months ended March
31, 20083.
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Coal mining revenue decreased to $16 million infits quarter of 2003 from $20 million in the saperiod in 2002. The decline is
attributable to the timing of coal shipments takgra major customer. The Company expects the mgstto fulfill its contractual obligations
in the third or fourth quarter of 2003.

Other revenue in 2002 was attributable to Califafiivate Transportation Company, L.P, the owneraipr of the 91 Express Lanes toll-
road in southern California, which was sold in Jay2003.

Cost of Revenudor the first quarter 2003 was $581 million compuhte $146 million for the first quarter 2002. Tingrease is a result of
the costs associated with software sales and theitydransaction. Overall the cost of revenuetf@a communications business, as a
percentage of revenue, decreased significantly 486 during the quarter ended March 31, 2002 to @i8%itng the same period of 2003.
This reduction is primarily attributable to thetlhent and termination revenue recognized by thmg@any in the first quarter of 2003 for
which there was no corresponding cost of reveritieluding the effects of settlement and terminatewenue, the Company expects cost of
revenue, as a percentage of revenue, to decrefse fture as a result of the migration of Gentrigiffic to the Level 3 network. The cost of
revenue for the information services businesses,pescentage of its revenue, was 91% for thedinarter of 2003 up from 84% in the same
period in 2002. This increase is attributable taremease in lower margin software sales. Ovettad,cost of sales, as a percentage of rev
remained consistent for both the software and omtsog businesses during the first quarters of 28@82002. The cost of revenue for the
coal mining business, as a percentage of reverae88% and 65% for the first quarter of 2003 ar@R2@espectively. This increase is du
lower revenues and an increase in labor costseabbthe Company’s mines.

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

Selling, General and Administrativeexpenses were $275 million in the three months é&iierch 31, 2003, a 9% increase over first quarter
2002. This increase is a result of the additi@maployees and other expenses associated with theitsand Software Spectrum
transactions. The Company’s global workforce iasezl by approximately 4,500 employees as a refsiliiese acquisitions. The additional
employees resulted in higher compensation, traiaimdyfacilities expense. The Company also expeeigian increase in insurance and
marketing expenses for the three months ended MarcR003. These increases were partially offgatdelines in CPTC’s operating
expenses and non-cash compensation. Includectiratipy expenses for the three months ended MdrcB(®3 and 2002, were $23 million
and $64 million, respectively, of non-cash compé&osaand professional expenses recognized undeS¥& 123 related to grants of stock
options, warrants and other stock-based compemnsatagrams. The decrease in non-cash compensagganse is attributable to decline in
the value of grants distributed to eligible emplesie The Company expects selling, general and astnaitive expenses to decline from
current levels as the Company begins to realizesyhergies derived from the Genuity transactiothgyend of 2003.

Restructuring Chargeswere $11 million in the first quarter of 2003. [ng the first quarter, Level 3 announced workforeguctions that
ultimately would affect approximately 800 employ@eshe communications business by the end of 2008%se actions were primarily a
result of the integration of acquired operationthim Genuity transaction into Levelsdperations and the company matching its Europes
structure with expected revenues. As of March2BD3, approximately 200 employees had been notifiatithey would be affected by these
actions.
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In the second quarter of 2003, the Company annalihzd it would cease providing systems integrasiervices in the second half of 2003.
The Company expects to incur costs for workforcictions, lease terminations and loss of tax ineeatof $6 - $7 million as a result of this
decision.

EBITDA , as defined by the Company, consists of earnilogs) from operations from the consolidated conddrséatements of operations,
less depreciation and amortization expense andcash-compensation expense included within seljegeral and administration expense on
the consolidated condensed statements of operatiodsafter reduction of operating expenses bytmecash portion of restructuring and
impairment charges, if any. EBITDA is not a measuent under accounting principles generally acckipt¢he United States and may not
similar to EBITDA measures of other companies. Bgament believes that EBITDA is a relevant mehat it uses internally 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 ongoinginess operations. EBITDA improved to $406iomillin the first quarter of 2003 from $51
million for the same period in 2002. This improvamwas predominantly due to the termination anitieseent revenue recognized by the
Company in the first quarter of 2003, and is ngiested to continue at these levels in the neardutu

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

Interest Expense, netncreased by $11 million to $140 million during tiirst quarter of 2003. Interest expense increased result of the
issuance of $500 million of 9% Junior Convertibléd8rdinated Notes and the capitalized leases assimike Genuity transaction. These
increases in interest expense were partially offgahe interest on debt repurchased or sold &feach 31, 2002 and slightly lower interest
rates on the adjustable rate Senior Secured Geadility and commercial mortgages during the thmamths ended March 31, 2003.

Other, netincludes equity in earnings of unconsolidated glibsies, gains and losses on the disposal of nenatipg assets and gains on the
extinguishment of debt. The Company had previoakigsified gains on the extinguishment of deldrasxtraordinary item in the statement
of operations. Pursuant to SFAS No. 145, Leved8feclassified these gains to Other income. hethree months ended March 31, 2003,
Other, net is primarily comprised of a gain on $lée of the 91 Express Lanes toll-road of $70 amliand equity in earnings of
Commonwealth Telephone of approximately $1 millidtor the corresponding period in 2002, the Compangrded gains on the
extinguishment of debt of $130 million and equigyr@ngs attributable to Commonwealth Telephonedofrillion. The quarter over quarter
decline in Level 3's share of Commonwealth Telegsrarnings was due to the sale of approximately 80 holdings in Commonweal
Telephone in the second and fourth quarters of 2002

Income Tax Benefitfor the first quarter of 2002 was $119 million ccaengd to zero for the same period in 2003. Fedegislation enacted
in 2002 enabled the Company to carryback its 208deFal income net operating losses to 1996. Inrdeoce with SFAS No. 109
“Accounting for Income Taxes”, the Company recorttesl benefit in the period in which the legislativas enacted. The Company, as itis
unable to determine when the tax benefits attriidatéo the remaining net operating losses willdadizable, has recorded a valuation
allowance against the deferred tax assets.

Cumulative Effect of Change in Accounting Principleof $5 million resulted from the adoption of SFAS.Nd@3 as of January 1, 2003. 1
$5 million reflects the net change in accrued maeition liability attributable to the Company’s cagderations.
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Financial Condition—March 31, 2003

Cash used by operating activities increased frofrilion in the first quarter of 2002 to $105 ol in the same period of 2003. Changes
in components of working capital, primarily in tbemmunication’s accounts receivable, were resptm§ip the fluctuation in cash used by
operations. The Compars/tontractual terms and conditions permit Level Bill the customer at the beginning of the seryiegod. The va
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 communication’s receivabldance increased significantly this period.

Investing activities primarily include the Genuitgnsaction for $143 million, including transactioosts, and net capital expenditures of $19
million. The Company received $46 million of preds from the sale of its share of the 91 Exprese&#oll road operations, $16 million
from the sale of property, plant and equipment@hér assets, and reduced its restricted casheamlities balance by $7 million.

Financing activities in 2003 consisted of the repagt of long-term debt for $1 million and the nask conversion of $20 million of 9%
Junior Convertible Subordinated Notes to commonkstd’he Company was also able to reduce its leng-tebt by approximately $139
million due to the sale of CPTC. In addition tslegroceeds, the buyer also assumed the obligaifahs toll-road at the time of closing.

Liquidity and Capital Resources

The further development of the communications essrwill continue to require significant expendir These expenditures may result in
negative operating cash flow and net operatingelésr the Company in the near future. The Compaaypenditures will be primarily
attributable to operating expenses, capital exjeresi, integration costs associated with the Geraditjuisition and interest payments. The
Company expects base capital expenditures (capiaired to keep the network operating efficienttype approximately $100 million in
2003. The majority of the Company’s ongoing cdpitgenditures are expected to be success-bastdgdao incremental revenue.

Level 3 has approximately $944 million of cash amatketable securities on hand at March 31, 2008s flgure does not include $400
million of cash that was pledged to the banks pidiing in the Company’s amended Senior SecurediCFacility. This cash is reflected as
Restricted Cash within the noncurrent portion ef tialance sheet. Based on information availalleisitime, management of the Company
believes that the Company’s current liquidity anticipated future cash flows from operations w#l ufficient to fund its business plan. In
addition, the Company has undrawn commitments pfapmately $150 million under its amended Seniec8ed Credit Facility. There are
certain restrictions on the availability of theseltawn amounts.

If additional investment opportunities should pragsbemselves, 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 an iéiddal $3 billion of common stock, preferred stodebt securities, warrants, stock purchase
agreements and depository shares. In July 200Zdhgpany sold $500 million of 9% Junior ConvertiBlebordinated Notes due 2012 under
this shelf registration statement. The remainivalability under this registration statement amdier a previously existing registration
statement would allow Level 3 to offer an aggregdtep to $2.7 billion of additional securitiesftond 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 completedale of approximately 9.6 million
shares of Commonwealth Telephone for net procekdpproximately $325 million. The Company alsoaiged approximately $46 million
of cash proceeds for its interest in CPTC duringuday 2003. In addition, the Company has
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announced that it will seek to sell or subleasessceal estate and may enter into sale leasefzadattions for required communications
facilities. In 2002 and 2003, Level 3 generateprapimately $97 million and $14 million, respectiveof proceeds from these types of real
estate transactions. With the sale of Commonwdataphone shares, CPTC and certain real estaigations in 2002 and 2003,
management believes that the Company has nowhelsubstantial portion of its valuable non-coretsss

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 conduits. In addition, pratefom dispositions of the Company’s assets
may not reflect the assets’ intrinsic values. Rerrtexpenses may exceed the Company’s estimadebafinancing needed may be higher
than estimated. Failure to generate sufficientfumay require the Company to delay or abandon sdnte future expansion or
expenditures, which could have a material adveffeeteon the implementation of the business plath @uld result in additional impairment
charges on network assets.

In connection with the implementation of the Comparmusiness plan, management continues to revievexisting businesses to determine
how those businesses will assist with the Compafogss on delivery of communications and informatservices and generating positive
cash flows. To the extent that certain busineasesot considered to be compatible with the dglieé communication and information
services or with obtaining cash flow objectiveg @ompany may exit those businesses. It is pessiblt the decision to exit these businesses
could result in the Company not recovering its stagent 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 |6$506 million.

Various issuances of Level 3’s outstanding senates, senior discount notes and convertible subatdd notes traded at discounts to their
respective face or accreted amounts in 2001 and.208rough March 31, 2003, the Company had exabdig private transactions,
approximately $776 million (carrying value) of debt for shares of its common stock valued at apprately $538 million. In addition,

Level 3 also exchanged $20 million of its 9% Jur@onvertible Subordinated Notes for approximatéetynsillion shares of common stock
pursuant to the terms of the Notes. Level 3 Firaadirst tier, wholly owned subsidiary of Levelr@purchased in 2001 and 2002 senior and
convertible subordinate notes with a face valuepgroximately $1.8 billion, plus accrued interésapplicable, for a total cash purchase p

of approximately $762 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, cantmtrade 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 SdmsgiAct 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 telecommunicetiand information services industry, combined Witkel 3's financial position and
significant liquidity, have created potential opjmities for Level 3 to acquire companies or parsi@f companies at attractive prices. Level
3, in addition to the Genuity transaction describetbw, continues to evaluate these opportunitiescauld make additional acquisitions in
2003.

On February 4, 2003, Level 3 acquired substantallpf the assets and operations of Genuity, ldlassachusetts-based provider of
communications services. Under the agreement,|[3paid $60 million in net cash considerationtte Genuity bankruptcy estate and
assumed certain long-term operating agreementgafof the transaction, the Company also paidr8ififon in cash to reimburse
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the estate for payments on assumed capital ledigaidtns related to network operating equipmertiéaised by Level 3 during 2003. The
Company also expects to incur one-time integratmsts of approximately $75 to $100 million durif@P3. As part of the transaction, Level
3 assumed most of Genuity’s existing customer eatdrand in addition, has signed new multi-yeatozusr contracts that together represent
expected revenue in excess of $1 billion over &meaining life of the agreements. The majority eh@Gity’s future revenue is expected to be
attributable to contracts with Verizon and AOL Tim&rner. The Company believes that the transagtibisignificantly improve Level 3's
financial position through the addition of substalmew revenue from high-quality customers andpbtential for significant network and
operating cost synergies, and reduced capital eifeas for the combined communications business.

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

Level 3 is subject to market risks arising frommes in interest rates, equity prices and foreiginange rates. As of March 31, 2003, the
Company had borrowed $1.125 billion under the SeBezured Credit Facility and $120 million underoanmercial mortgage. Amounts
drawn on the debt instruments bear interest aaltkenate base rate or LIBOR rate plus applicatdegins. As the alternate base rate and
LIBOR rate fluctuate, so too will the interest empe on amounts borrowed under the credit facility mortgages. The weighted average
interest rate based on outstanding amounts undse thariable rate instruments of $1.245 billioMatch 31, 2003, was approximately
5.16%. A hypothetical increase in the variableiparof the weighted average rate by 1% (i.e. agiveid average rate of 6.16%) would
increase annual interest expense of the Compamapyoximately $12.5 million. At March 31, 2003, fiempany had $5.05 billion of fixed
rate debt bearing a weighted average interesbfdi€74%. A decline in interest rates in the fatwill not benefit the Company due to the
terms and conditions of the loan agreements tlogiime the Company to repurchase the debt at spdqgifiemiums. The Company has been
able to reduce its exposure to interest rate ryséidguiring certain outstanding indebtedness ilharge for shares of common stock and ¢
The Company continues to evaluate other alterrativéimit interest rate risk.

Level 3 continues to hold positions in certain ficlpltraded entities, primarily Commonwealth Telepk and RCN. The Company currently
accounts for these two investments using the equéthod. In April 2003, the Company and Commontheaélephone announced a
recapitalization plan whereby Level 3 would converiClass B shares into the common stock of Commeaith Telephone. If the plan is
approved by Commonwealth Telephone shareholdexg! 3ewould own approximately 4.6% of the equitglamoting rights of
Commonwealth Telephone and account for its investimCommonwealth Telephone using the cost metho®002, the Company sold
approximately 90% of its holdings in Commonweal#iephone for net proceeds of approximately $328anil The market value of the
Company’s holdings in RCN and Commonwealth Telegheoas approximately $59 million at March 31, 2088ich is higher than their
carrying value of $16 million. The Company maykstesell all or a portion of its shares in RCN @&@wammonwealth 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 Conweatfth Telephone and RCN stock would result in apjpnately a $12 million decrease
fair value of these investments. The Company doésurrently utilize financial instruments to mirize its exposure to price fluctuations in
equity securities.

The Company’s business plan includes developingopedating a telecommunications network in Eurofie.of March 31, 2003, the
Company had invested significant amounts of capitéthat region. The Company issued €800 milli&#26 million outstanding at March 3
2003) in Senior Euro Notes in February 2000 ascan@mic hedge against its net investment in itpean subsidiaries at the time. As of
March 31, 2003, the Company held only enough foréignominated currency to fund its immediate wagléapital obligations. The
Company has not made significant use of finanaoisiruments to minimize its exposure to foreign ency fluctuations. Foreign exchange
rate fluctuations in 2003 did not have a materffdat on Level 3's results of operations and finahposition. The Company continues to
analyze risk management strategies to reduce forrigency exchange risk.
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The change in interest rates and equity securitggiis based on hypothetical movements and areaueissarily indicative of the actual
results that may occur. Future earnings and losgele affected by actual fluctuations in interestes, equity prices and foreign currency
rates.

Part IV
Iltem 14. Controls and Procedures

€)) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiafancial Officer have evaluated the
effectiveness of the Company’s disclosure contiold procedures within the 90 days prior to the daféing of this Quarterly Report on
Form 10-Q. Based upon such review, the Chief BExee®fficer and Chief Financial Officer have comdéd that the Company has in place
appropriate controls and procedures designed taretisat information required to be disclosed ley@ompany in the reports it files or
submits under the Securities Exchange Act of 1884mended, and the rules there under, is recqrdetessed, summarized and reported
within the time periods specified in the Commis&amiles and forms. Disclosure controls and proceslinclude, without limitation, controls
and procedures designed to ensure that informatiguired to be disclosed by an issuer in repofites or submits under the Securities
Exchange Act is accumulated and communicated t€trepany’s management, including its principal exiee officer and principal
financial officer, as appropriate to allow timelgdaisions regarding required disclosure.

(b) Internal controls. Since the date of the evaluation described alibeee have not been any significant changes inmemal
controls or in other factors that could signifidgreffect those controls.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION
Item 6. Exhibits and Reports on Form 8-K
(@) €) Exhibits filed as part of this report are listeddve

99.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiaoBe906 of the
Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe906 of the
Sarbanes-Oxley Act of 2002.

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

On February 4, 2003, the Company filed a CurreqdReon Form 8-K summarizing fourth quarter andryerad 2002 financial results.

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

On February 20, 2003, the Company filed a Curragd® on Form 8-K related to the appointment ofiJ6hReed to the Board of
Directors and the modification of irrevocable waijegranted by the Company’s Group Vice Presidentsmembers of the Board, to
permit the exercise of certain stock options.

On March 13, 2003, the Company filed a Current Rego Form 8-K related to the appointment of Siatel as Group Vice President
and reaffirming first quarter 2003 and full yeaO3dinancial guidance.
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SIGNATURES

Pursuant to the requirements of the Securities &xgl 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: May 14, 2003 /sl Eric J. Mortense
Eric J. Mortensel
Vice President, Controller
and Principal Accounting Office
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CERTIFICATIONS*
I, James Q. Crowe, certify that:
1. | have reviewed this quarterly report on FormQ@0f Level 3 Communications, Inc.;

2. Based on my knowledge, this quarterly reporsdu# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statememi,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrang other certifying officers and | are responsiliedstablishing and maintaining disclosure contanld procedures (as defir
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this quarterly report is being prepared,;

b) evaluated the effectiveness of the registratdisslosure controls and procedures as of a dateni80 days prior to the filing date
of this quarterly report (the “Evaluation Date"hica

c) presented in this quarterly report our conclasiabout the effectiveness of the disclosure ctsn#iod procedures based on our
evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers anldalve disclosed, based on our most recent evatyatiaghe registrant’s auditors and the audit
committee of registrant’s board of directors (orsoms performing the equivalent function):

a) all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmg material weaknesses in
internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a signifiole in the registrant’s
internal controls; and

6. The registran$ other certifying officers and | have indicatedhis quarterly report whether or not there wegmigicant changes in intern
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant diefitcies and material weaknesses.

Date: May 14, 200:
/sl James Q. Crow

James Q. Crow
Chief Executive Office

* Provide a separate certification for each priatigxecutive officer and principal financial officef the registrant. See Rules 13a-14 and 15d
14. The required certification must be in the exXaoh set forth above.
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CERTIFICATIONS*
I, Sureel A. Choksi, certify that:
1. | have reviewed this quarterly report on FormQ@0f Level 3 Communications, Inc.;

2. Based on my knowledge, this quarterly reporsdu# contain any untrue statement of a materéldaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statememi,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented in this
quarterly report;

4. The registrang other certifying officers and | are responsiliedstablishing and maintaining disclosure contanld procedures (as defir
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and we have:

a) designed such disclosure controls and procedoissure that material information relating te thgistrant, including its consolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period inieh this quarterly report is being prepared,;

b) evaluated the effectiveness of the registratdisslosure controls and procedures as of a dateni80 days prior to the filing date
of this quarterly report (the “Evaluation Date"hica

c) presented in this quarterly report our conclasiabout the effectiveness of the disclosure ctsn#iod procedures based on our
evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers anldalve disclosed, based on our most recent evatyatiaghe registrant’s auditors and the audit
committee of registrant’s board of directors (orsoms performing the equivalent function):

a) all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmg material weaknesses in
internal controls; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a signifiole in the registrant’s
internal controls; and

6. The registran$ other certifying officers and | have indicatedhis quarterly report whether or not there wegmigicant changes in intern
controls or in other factors that could signifidgreffect internal controls subsequent to the dditeur most recent evaluation, including any
corrective actions with regard to significant diefitcies and material weaknesses.

Date: May 14, 200:
/sl Sureel A. Choks

Sureel A. Choks
Chief Financial Officel

* Provide a separate certification for each priatigxecutive officer and principal financial officef the registrant. See Rules 13a-14 and 15d
14. The required certification must be in the exXaoh set forth above.
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Exhibit 99.1

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 Report of LeveC8mmunications, Inc. (the “Company”) on Form 10a@the three months ended
March 31, 2003 as filed with the Securities andHiaxge Commission on the date hereof (the “Repdrtdames Q. Crowe, Chief Executive
Officer of the Company, certify, pursuant to 18 ICS§ 1350, as adopted pursuant to § 906 of thieaBas-Oxley Act of 2002, that:

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

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
the Company.

/sl James Q. Crow
James Q. Crow
Chief Executive Office
May 14, 200:

A signed original of this written statement required by Section 906 has been provided to Level 3 Commigations, Inc. and will be
retained by Level 3 Communications, Inc. and furnibed to the Securities and Exchange Commission osistaff upon request.




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 Report of LeveC8mmunications, Inc. (the “Company”) on Form 10a@the three months ended
March 31, 2003 as filed with the Securities andtaxge Commission on the date hereof (the “Repdrt3ureel A. Choksi, Chief Financial
Officer of the Company, certify, pursuant to 18 ICS§ 1350, as adopted pursuant to § 906 of thieaBas-Oxley Act of 2002, that:

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

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
the Company.

/sl Sureel A. Choks
Sureel A. Choks
Chief Financial Officel
May 14, 200:

A signed original of this written statement required by Section 906 has been provided to Level 3 Commigations, Inc. and will be
retained by Level 3 Communications, Inc. and furnibed to the Securities and Exchange Commission osistaff upon request.
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