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UNITED STATES

SECURITIESAND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIESEXCHANGE
ACT OF 1934
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or

[1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)OF THE SECURITIES
EXCHANGE ACT OF 1934
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LEVEL 3 COMMUNICATIONS, INC. AND
Consolidated Condensed Statements
(unaudited)

(dollars in millions, except per share data)

Revenue.........ccoovvvevs
Costs and Expenses:
Cost of revenue.........ccceeeeeiieieeeennns
Depreciation and amortization...................
Selling, general and administrative.............
Restructuring and impairment charges

Total Costs and Expenses

Loss from Operations............ccccceeeviieeenn.

Other Income (Expense):
Interest inCOMe..........oooeevvvvveninnennnns
Interest expense, Net.........ccoeeveeennnen.
Other, Net........oooevviiiiiiiiieeeeee e,

Total Other EXpense...........coovvvevvvvevenennns

Loss from Continuing Operations Before Income Taxes

Income Tax Benefit

Net Loss from Continuing Operations................

Loss from Discontinued Operations, net

Extraordinary Gain on Debt Extinguishments, net....

NEtLOSS ...ovviieieiieiiiiiiiiiee e

Earnings (Loss) Per Share of Level 3 Common Stock
(Basic and Diluted):
Continuing operations..........ccccccveee.....
Discontinued operations, net
Extraordinary gain on debt extinguishments, ne

Net 10SS....ccoviiiiiiiiiieeeieeeeeeeeee

SUBSIDIARIES
of Operations

Nine Mon

Three Months Ended
September 30, Septem
2002 2001 2002
............. $1,067 $ 372 $2,203
759 146 1,389
201 306 601
233 316 726
3 - 50
............. 1,196 768 2,766
............. (129) (396) (563)
............. 8 34 23
............. (154) (183) (414)
............. (29) 38 79
............. (a75) (111) (312)
............. (304) (507) (875)
............. - - 119
............. (304) (507) (756)
............. - (24) -
............. 5 94 211
............. $(299) $(437) $ (545)
$(0.74) $(1.35) $(1.89)
- (0.07) -
0.01 0.25 0.53
............. $(0.73) $(1.17) $(1.36)

See accompanying notes to consolidated condensaucial statement

ths Ended
ber 30,

$(4.67)
(0.18)
0.25



LEVEL 3 COMMUNICATIONS, INC. AND
Consolidated Condensed Balanc
(unaudited)

(dollars in millions, except per share data)

Assets

Current Assets:
Cash and cash equivalents....
Marketable securities..........
Restricted securities............c.cccvvvveeees
Accounts receivable, less allowances of $37 and
Current assets of discontinued Asian operations.
Other.

Total Current ASSetS...........ccceevciericinens
Property, Plant and Equipment, net.................
Goodwill and Intangibles, net......................

Other Assets, Net......cccccccvveeeeeeeiniinnnnns

SUBSIDIARIES
e Sheets

September 30,

2002

See accompanying notes to consolidated condensaucfal statement

December 31,
2001



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Balanc e Sheets
(unaudited)

September 30, December 31,
(dollars in millions, except per share data) 2002 2001

Liabilities and Stockholders' Deficit
Current Liabilities:

Accounts payable....................... $ 560 $714
Current portion of long-term debt............... 12 7
Accrued payroll and employee benefits........... 173 162
Accrued interest..........ccceveiveveeeennns 74 86
Deferred revenue...........cccoceeevivienenne 158 124
Current liabilities of discontinued Asian operat IONS..iiiiiees - 74
Other. 234 225
Total Current LiabilitieS.......ccoocvvveeveceeees e 1,211 1,392
Long-Term Debt, less current portion................ e 6,385 6,209
Deferred REVENUE.........cccoveviviiicccciees e 1,291 1,335
Accrued Reclamation COStS......cccccvvvceeenees e 92 92
Other LiabilitieS......ccoovveviiiiiiciceeee e 369 353
Commitments and Contingencies
Stockholders' Deficit:
Preferred stock, $.01 par value, authorized 10,0 00,000 shares: no
shares outstanding........ccccoovceeeeeeeeeee s - -
Common stock:
Common stock, $.01 par value, authorized 1,500 ,000,000 shares:
416,869,716 outstanding in 2002 and 384,703, 922
outstanding in 2001............cccceeeennee 4 4
Class R, $.01 par value, authorized 8,500,000
shares outstanding..........ccccccceeeennn. -- -
Additional paid-in capital...................... 5,939 5,602
Accumulated other comprehensive loss............ (125) (144)
Accumulated defiCit...........cccceerninnnenn. (6,072) (5,527)
Total Stockholders' DefiCit.....vveeeveveeeeeee (254) (65)
$9,094 $9,316

See accompanying notes to consolidated condensaucfal statement



LEVEL 3 COMMUNICATIONS, INC. AND

Consolidated Statements of Ca
(unaudited)

SUBSIDIARIES
sh Flows

Nine M onths Ended
Sept ember 30,
(dollars in millions) 2002 2001
Cash Flows from Operating Activities:
NEet LOSS......covivieeiiieeeiieeciie e $(5 45) $(1,703)
Loss from discontinued operations............... -- 66
Extraordinary gain on debt extinguishment, net.. (2 11) (94)
Loss from continuing OPerationS.......ccccceeee. e 7 56) (1,731)
Adjustments to reconcile net loss from continuin g operations to
net cash (used in) provided by operating acti vities:
EQUItY arniNgS.....ccovviiiieiiiees e ( 10) (@)
Depreciation and amortization................. e 6 01 864
Induced conversion expense on convertible deb | P . 20 --
Dark fiber and submarine cable non-cash cost of revenue.........ccoeeeviiiieeeenns 3 152
Loss on impairments............ccccocueeee. 46 61
Writedown of investments..................... . -- 37
Gainon sale of @ssetS....cccovveveeeees e . (1 00) (12)
Non-cash compensation expense attributable to stock awards.........ccccvveeieeennnnn. 1 54 239
Deferred revenue.......ccccocceeevcceecees e . 26 576
Accrued interest on marketable securities.... . 4 22
Deposits......ccoccvviiiiiiiiiiieeeeeeen -- 60
Federal income tax refunds.................. -- 72
Interest expense on discount notes.. 82 88
Accrued interest on long-term debt........... ( 10) (28)
Changes in working capital items, net of amou
Receivables..........ccccccoviiinenns 1 07 207
Other assets... ( 45) 9
Payables..... (4 75) (475)
Other liabilities... ( 59) 63
Other......cooiiiiiic ( 30) 34
Net Cash (Used in) Provided by Operating Activities e, (4 42) 231

Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketable SECUMLIES......cceeieiiiiiiiiiinees 2 00 2,770

Purchases of marketable securities.............. - (1,112
(Increase) decrease in restricted cash and secur 3 87) 76
Capital expenditures...........cccceeevuvenen. 1 73) (2,225)
Release of capital accruals 1 64 -
Purchases of assets held-for-sale............... -- 97)
Investments, Net.......ccceevvvveiivviiinenns ( 16) --
McLeod business acquisition..................... ( 51) -
CorpSoft acquisition, net of transaction costs a nd cash acquired of $34................. ( 93) -
Software Spectrum acquisition, net of transactio n costs and cash acquired of $40.......... ( 94) --
Proceeds from sale of Commonwealth Telephone sha TS itteteeeeeee e e e e e e e e e e s 1 66 --
Proceeds from sale of property, plant and equipm ent, and other assets.............coc...e. 45 47
Net Cash Used in Investing ACtiVItieS............... e $(2 39) $(541)

(continued)

See accompanying notes to consolidated condensaucfal statement



LEVEL 3 COMMUNICATIONS, INC. AND
Consolidated Statements of Ca
(unaudited)
(continued)

(dollars in millions)

Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance costs
Purchases of and payments on long-term debt, inc
Stock options exercised..........ccccceeeenn...

Net Cash Provided by Financing Activities..........

Net Cash Used in Discontinued Operations...........

Effect of Exchange Rates on Cash and Cash Equivalen

Net Change in Cash and Cash Equivalents............

Cash and Cash Equivalents at Beginning of Period...

Cash and Cash Equivalents at End of Period.........

Supplemental Disclosure of Cash Flow Information:
Income tax refunds received...................
Interest paid.........cccocvveviiveienennennn.

Noncash Investing and Financing Activities:
Common stock issued in exchange for long term de
Long term debt principal retired by issuing comm

SUBSIDIARIES
sh Flows

.......................................... 3

.......................................... 1,2

See accompanying notes to consolidated condensaucfal statement

onths Ended

ember 30,
2001
90 $ 761
98) (116)
- 2
92 647
48) (227)
3 (25)
34) 185
97 1,255
63  $1,440
19 $ 72
25 175
61 $ 61
99 169



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statement of Changes in Sto ckholders' Deficit
For the nine months ended Septemb er 30, 2002
(unaudited)

Accumulated
Additional Other

Common Paid-in Comprehensive Accumulated
(dollars in millions) Stock Capital Loss Deficit
Tot al

Balances at December 31, 2001........... $ 4 $5,602 $ (144) $(5,527) $ (65)
Common Stock:

Issued to extinguish long-term -- 161 -- - 161

debt.....cccooviiiiiiiiiies

Stock plan and warrant grants........ -- 176 -- -- 176
Net LOSS.....cccuveeeeiiiieeeiien. - - - (545) (545)
Other Comprehensive Income.............. - - 19 - 19
Balances at September 30, 2002.......... $ 4 $5,939 $ (125) $(6,072) $ (254)

See accompanying notes to consolidated condensaucfal statement



LEVEL 3 COMMUNICATIONS, INC. AND
Consolidated Statements of Compre
(unaudited)

(dollars in millions)

NEt LOSS....ovieieieeeiiiiieiiiieeeeeee
Other Comprehensive Income (Loss) Before Tax:

Foreign currency translation gains (losses).....
Unrealized holding losses arising during

Reclassification adjustment for (gains) losses
included in Net10SS.........ccceveevinneenn.

Other Comprehensive Income (Loss) Before Tax.......

Income Tax Benefit Related to Items of Other
Comprehensive Income (LOSS)........cccuvvvvenns

Other Comprehensive Income (Loss) Net of Taxes.....

Comprehensive LOSS..........cccocvvvviieeeeennnnn.

SUBSIDIARIES
hensive Loss

Three Months Ended Nine Mon
September 30, Septem
2002 2001 2002

........... $(299) $(437) $ (545

........... (24) 28 6

........... - 3 1

........... 16 3 12

........... (8) 34 19

........... (8) 34 19

........... $(307) $(403) $ (526

See accompanying notes to consolidated condensaucial statement

ths Ended
ber 30,

) $(1,703)

(22)

) $(1,738)



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
Notesto Consolidated Condensed Financial Statements
1. Summary of Significant Accounting Policies

The consolidated condensed financial statemenhsdadhe accounts of Level 3 Communications, Inc subsidiaries (the "Company" or
"Level 3") in which it has control, which are engdgdn enterprises primarily related to communigagianformation services, and coal
mining. Fifty-percent-owned mining joint ventureg @onsolidated on a pro rata basis. Investmenithier companies in which the Company
exercises significant influence over operating fimaincial policies or has significant equity owrtd@psare accounted for by the equity mett
All significant intercompany accounts and transattihave been eliminated.

The consolidated condensed balance sheet of Le@eh3nunications, Inc. and subsidiaries at DecerBbe2001 has been condensed from
the Company's audited balance sheet as of thatAlateher financial statements contained heresmwnaudited and, in the opinion of
management, contain all adjustments (consisting ohhormal recurring accruals) necessary for agegsentation of financial position,
results of operations and cash flows for the perjpesented. The Company's accounting policiesaridin other disclosures are set forth in
the notes to the consolidated financial statememtsained in the Company's Annual Report on ForAK B3 amended, for the year ended
December 31, 2001. These financial statements dhmutead in conjunction with the Company's auditeasolidated financial statements
and notes thereto. The preparation of the congelideondensed financial statements in conformith wenerally accepted accounting
principles requires management to make estimagassumptions that affect the reported amountsdtasand liabilities, disclosure of
contingent assets and liabilities and the repaaitadunt of revenue and expenses during the reppeieod. Actual results could differ from
these estimates.

The results of operations for the three and ninathmended September 30, 2002 are not necessuatibative of the results expected for the
full year.

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

Revenue for communications services, includinggigvine, wavelengths, colocation, Internet acaessiaged modem, voice and dark fiber
revenue from contracts entered into after Jund. 899, is recognized monthly as the services areighed. Reciprocal compensation revenue
is recognized only when an interconnection agreeisean place with another carrier, and the relévagulatory authorities have approved
terms of the agreement. Revenue attributable gekeaf dark fiber pursuant to indefeasible rigtitsse agreements ("IRUs") that qualify for
sales-type lease accounting, and were enteregbiitioto June 30, 1999, are recognized at the tifreelivery and acceptance of the fiber by
the customer.

It is the Company's policy to recognize terminatiemenue when certain conditions have been mesélbenditions include: 1) the customer
has accepted all or partial delivery of the assseovice; 2) Level 3 has received consideratiorife asset or service provided; and 3) Le\

is not legally obligated to provide additional puatior services to the customer or their succegmination revenue is typically recogniz

in situations where a customer and Level 3 mutusdiyee to terminate all or a portion of the seryig@/ided, or the customer and/or its assets
fail to emerge from bankruptcy, thus Level 3 is obligated to provide additional service to thetonoeer or its successor. If the conditions
describec



above are met, the Company will recognize termamatevenue equal to the fair value of consideratimeived, less any amounts previously
recognized. Termination revenue is reported irsae manner as the original product or serviceigeov

Level 3 entered into joint build arrangements dyitime construction of its North American and Euapaetworks in which it was the
sponsoring partner. These arrangements are ggnehaltacterized as fixed fee or cost sharing asarnts. For fixed-fee joint build
arrangements in which Level 3 is the sponsor, thia@any assumes the cost risk of completing the Viwrk fixed price agreed upon at the
inception of the arrangement between the partiegel3 recognizes revenue equal to the value ofdhéract when construction is complete
and payment is received from the joint build partf®r cost sharing arrangements each of the fpiiddl parties shares the cost risk of
completing the work. These contracts typically ulg provisions in which the sponsoring partnerivesea management fee for construction
services provided. Level 3 recognizes this managéfiee as revenue in the period when the contsambinpleted and payment is received
from the joint build partner.

For the nine months ended September 30, 2002, 13edigl not recognize revenue attributable to nometary exchange transactions entered
into in 2002 whereby it sold IRUs, other capadaitypther services to a company from which Leved@&ived communications assets or
services. During the three and nine months endpte8der 30, 2002, $1 million and $5 million, redpedy, of amortized revenue was
recognized related to contracts performed in 2001.

In August 2002, the staff of the Securities andhiaxge Commission ("SEC") indicated that the SECduentluded that all non-monetary
exchange transactions for telecommunications cgpsieould be accounted for as an exchange of assetpective of whether transaction
involved the lease of assets. The conclusion wasdan the SEC staff's view that the right to usasset (that is, a lease), is in fact an asset
and not a service contract, irrespective of whesieh asset is recognized on the balance shestc@hclusion requires that non-monetary
exchange transactions for telecommunications cgpasiolving the exchange of one or more operataages be recognized based on the
carrying value of the assets exchanged, ratherdhéair value, resulting in no recognition of reue for the transactions. Prior to the SEC's
communication on this issue, Level 3's accountorghiese transactions, which resulted in Levelc®geizing revenue, had been consistent
with industry guidance for these types of transaxgtiprovided by its current independent accouni@R81G) and its prior independent
accountants (Arthur Andersen). In addition, thesraie recognition approach for these transacticatstie Company followed was an
acceptable practice in not only the communicatiodsstry but other industries as well. The SECihdgated that it expects affected
companies to retroactively apply this guidanceisbonical non-monetary exchange capacity transasttbat occurred in prior years and, if
appropriate, restate their financial statements.

Level 3 was a party to three transactions thatlieathe use of operating leases for capacity.r€kienue recognized in 2001 from these
transactions was $21 million and $2 million hasrbeeeognized in the first six months of 2002 frdrege transactions.

Taking into account the SEC's guidance, Level 3du# believe that it is appropriate to restatgiiessiously issued financial statements for
this issue involving non-monetary transactionghasamount of revenue recognized was not signifitathe reported revenue of the
Company and Level 3 has previously disclosed tiieraand amount of these transactions in its ptevilings with the SEC and in a press
release issued on February 13, 2002. However, [2uehsed recognizing revenue from the three tcéinsa involving operating leases,
estimated to be approximately $1 million per quaitethe third quarter of 2002.

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



Cost of revenue for the communications businedsdes leased capacity, right-of-way costs, acceasges and other third party circuit costs
directly attributable to the network, as well astsoof assets sold pursuant to sales-type leaBescdst of revenue associated with sales-type
leases of dark fiber agreements entered into pridune 30, 1999, was determined based on an &dloaa the total estimated costs of the
network to the dark fiber provided to the custom@&hre allocation takes into account the serviceactyp of the specific dark fiber provided to
customers relative to the total expected capaditii@mnetwork. Changes to total estimated costsnetork capacity are included
prospectively in the allocation in the period inigkhthey become known. Cost of revenue associattdtiae sale of transoceanic capacity
previously met the accounting requirements as ggpesleases, were also determined based on takimgiccount service capacity and costs
incurred by Level 3 and its contractors to congtauch assets.

Accounting practice and guidance with respect éotthatment of submarine dark fiber sales anddeia¢ IRU agreements continue to evo
Any changes in the accounting treatment could affexway the Company accounts for revenue andnsgseassociated with these
transactions in the future.

The Company's information services business is cizegh of two operating units:

()Structure, a provider of computer outsourcing agstems integration services, and Software Spactinc. ("Software Spectrum™), a
distributor, marketer and reseller of businessvganfe. (i)Structure provides outsourcing servicggictlly through contracts ranging from 3-5
years, to firms that desire to focus their resosimetheir core businesses. Under these cont

()Structure recognizes revenue in the month tieiceis provided. Additionally, (i)Structure pralds systems integration services that help
customers define, develop and implement cost-éfe@formation systems. Revenue from the existiogtracts is generally recognized on a
straight-line basis and in the month the servigerawided. Cost of revenue includes costs of cdantd' salaries and other direct costs for (i)
Structure's businesses.

Software Spectrum, which includes the operationSapSoft, Inc. ("CorpSoft"), is a reseller of busss software. Accounting literature
provides guidance to enable companies to determimather revenues from the reselling of goods andcss should be recorded on a "grc
or "net" basis. The Company believes that the factscircumstances, particularly those involvinigipg and credit risk indicate that the
majority of Software Spectrum's sales should berdsd on a "gross" basis. The latitude and ahilitoftware Spectrum to establish the
selling price to the customer is a clear indicatibfigross"” revenue reporting. The assumption eflitrrisk is another important factor in
determining "gross" versus "net" reporting. Softsv&pectrum has the responsibility to pay suppf@rsall products ordered, regardless of
when, or if, it collects from its customers. Softe/@pectrum is also solely responsible for detengithe creditworthiness of its customers.

Software Spectrum recognizes revenue from softeales at the time of product shipment, or in acaocd with terms of licensing contracts,
when the price to the customer is fixed, and ctbdity is reasonably assured. Revenue from maiatee contracts is recognized when
invoiced, the license period has commenced, wheptice to the customer is fixed, and collectipilé reasonably assured, as Software
Spectrum has no material costs or future obligatessociated with future performance under thesetemance contracts. Consulting service
revenue is recognized on a time and materials lbagisrcentage of completion basis. Advance bifliage recorded as deferred revenue until
services are provided. Cost of revenues includegdtosts of the licensing activity, costs to piase and distribute software and direct costs
to provide consulting services. The costs direattyibutable to advance billings are deferred axatlided in Other Current Assets on the
Consolidated Condensed Balance Sheet. Rebate inemmiged from software publishers is recognizeth@éperiod in which the rebate is
earned and reflected as a reduction of cost ofmswve

In June 2001, the FASB issued SFAS No. 141, "Bssit@mbinations” ("SFAS No. 141"). SFAS No. 14luisgp all business combinations
initiated after June 30, 2001, to be accountedi$img the purchase method of accounting. Pridnédgsuance of SFAS No. 141, companies
accounted fo



mergers and acquisitions using one of two methpasting of interests or the purchase accountinghotetLevel 3 has accounted for
acquisitions using the purchase method and thetimtiopf SFAS No. 141 has not had a material effecthe Company's results of operations
or financial position.

In June 2001, the FASB also issued SFAS No. 142podw&ill and Other Intangible Assets" ("SFAS No. T4SFAS No. 142 is effective for
fiscal years beginning January 1, 2002. SFAS N&.reduires companies to segregate identifiablegibde assets acquired in a business
combination from goodwill. The remaining goodwslmo longer subject to amortization over its estédaiseful life. However, the carrying
amount of the goodwill must be assessed at leastadly for impairment using a fair value based.t€giodwill attributable to equity method
investments is no longer amortized but is stilljeabto impairment analysis using existing guidaforeequity method investments. For the
goodwill and intangible assets in place as of Ddzar31, 2001, the adoption of SFAS No. 142 didhaate a material impact on the
Company's results of operations or its financiaifian. The Company believes the impact of SFAS Ni2 will not have a material effect on
accounting for future acquisitions. (See Notes@ &n

In June 2001, the FASB also approved SFAS No. W&;ounting for Asset Retirement Obligations" ("SEAo0. 143"). SFAS No. 143
establishes accounting standards for recogniticdhnaeasurement of a liability for an asset retirenadrigation and the associated asset
retirement cost. The fair value of a liability fan asset retirement obligation is to be recognizéde period in which it is incurred if a
reasonable estimate of fair value can be madea$beciated retirement costs are capitalized artdded as part of the carrying value of the
long-lived asset and amortized over the usefuldffthe asset. SFAS No. 143 will be effective foe Company beginning on January 1, 2003.
The Company expects that its coal mining busindé®evaffected by this standard and is currentiglaating the potential effect of SFAS

No. 143 on its future results of operations andriitial position

In April 2002, the FASB issued SFAS No. 145, "Resitin of FASB Statements No. 4, 44, and 64, Amemtime-FASB Statement No. 13,
and Technical Corrections” ("SFAS No. 145"). SFA& W45 is effective for fiscal years beginning aedtain transactions entered into after
May 15, 2002. SFAS No. 145 requires gains and fisen the extinguishment of debt be classifiedxsaordinary items only if they meet
the criteria in APB Opinion No. 30. Previously, SEAl0. 4 generally required all gains and lossa® fdebt extinguished prior to maturity to
be classified as an extraordinary item in the stat# of operations. APB Opinion No. 30 requireg tbajualify as an extraordinary item, the
underlying event or transaction should possesgladigree of abnormality and be of a type cleantglated to, or only incidentally related
to, the ordinary activities of the Company, and ldmot reasonably be expected to recur in the émakle future. Any gain or loss on
extinguishment of debt classified as an extraongiitam in prior periods presented that does nattritee criteria in APB Opinion No. 30
shall be reclassified. The Company believes thattduhe recurring nature of its debt repurchasdsexchanges, the adoption of SFAS No.
145 in 2003 will result in the reclassificationtbe related extraordinary gains and losses intdtersent of operations to other non-operating
income.

SFAS No. 145 also addresses other issues inclasimending certain provisions of SFAS No. 13, "Acammfor Leases” ("SFAS No. 13").
SFAS No. 145 requires that capital leases thataified so that the resulting lease agreemeriassified as an operating lease be accot
for under sales-leaseback provisions. This amentarehthe other issues addressed in SFAS No. Bibatrexpected to have a material
effect on the financial position or results of aérns of the Company.

In June 2002, the FASB issued SFAS No. 146, "Actingrior Costs Associated with Exit or Disposal Kittes”, ("SFAS No. 146"). SFAS
No. 146 addresses financial accounting and regpftincosts associated with exit or disposal atitigi(excluding an entity newly acquired
a business combination), often referred to asrirestring costs”, and nullifies prior accountingdance with respect to such costs. This
Statement will spread out the reporting of expemskeged to restructurings initiated after 200Z;éhese commitment to a plan to exit an
activity or dispose of long-lived assets will nadger be enough to record a liability for the aptted costs. Under previous guidance, a
liability for an exit cost was recognized at theéedaf an entity's commitment to an exit plan. lasteexit and disposal costs will be recorded
when they are incurred and can be measured atdtie, and related liabilities will k



subsequently adjusted for changes in estimatedftass. The provisions of SFAS No. 146 shall besefive for exit or disposal activities
initiated after December 31, 2002, with no retroectestatement allowed. Early application is pétedi Level 3's management continues to
review portions of its communications business atfér businesses to determine how those businedisassist with the Company's focus
on delivery of communications and information seeg and reaching free cash flow breakeven. If hmmgany elects to exit these busines
the costs required to exit or dispose of thesenassies will not be recorded until they are actuattyrred. Level 3 is unable to determine at
this time whether these costs will be incurred bether they will be material to its results of g@ms or financial position.

In September 2002, the Emerging Issues Task F&idd-" addressed the accounting for convertible debequity exchanges in Issue 02-15:
Determining Whether Certain Conversions of ConbéatDebt to Equity Securities Are within the Scafé-ASB Statement No. 84. The
EITF concluded in EITF 02-15 that these types afisactions should be accounted for as induced cgioms in accordance with FASB No.
84, "Induced Conversions of Convertible Debt" ("SS-No. 84"). SFAS No. 84 requires a non-cash ch@rgarnings for the implied value of
an inducement to convert from convertible debtdmmon equity securities of the issuer. The accagris to be applied prospectively for
those convertible debt for equity exchanges coraglafter September 11, 2002, the date of the Elddfisensus. The Company applied the
provisions of SFAS No. 84 to all convertible detnt €quity exchange transactions completed duriaghid quarter.

Deferred income taxes are provided for the tempadidferences between the financial reporting andtasis of the Company's assets and
liabilities using enacted tax rates in effect foe year in which the differences are expecteduerse. Net operating losses not utilized can be
carried forward for 20 years to offset future taeabcome. A valuation allowance has been recoetginst deferred tax assets, as the
Company is unable to conclude under relevant adoaystandards that it is more likely than not theferred tax assets will be realizable.
Federal legislation enacted in 2002 permitted thm@any to apply unutilized net operating lossesrajd 996 taxable income. As a result,
the Company recognized an income tax benefit aceived a refund of $119 million in the first quartd 2002.

In 2001, the Company agreed to sell its Asian tetfenunications business to Reach Ltd ("Reach"). dfbee, the assets, liabilities, results of
operations and cash flows for this business haea bkassified as discontinued operations in thesalatated condensed financial statements
(See Note 3).

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

2. Acquisitions

On January 24, 2002, Level 3 completed the acquisif the wholesale dial-up access business ofédddUSA Incorporated for
approximately $51 million in cash consideration #melassumption of certain operating liabilitieted to that business. The acquisition
includes customer contracts, approximately 350 P@Bsts of Presence) and related facilities actloss).S., equipment, underlying circuits
and certain employees. The acquisition enablesll3t@provide managed modem services in all 5testaith a coverage area that includes
approximately 80 percent of the United States patmn, up from 37 states, and approximately 57 guatrof the United States population.
preliminary allocation of the purchase price resdiiin the cash consideration plus assumed liasliixceeding the fair value of the
identifiable tangible and intangible assets acqling approximately $34 million, which is recordegignodwill. In accordance with SFAS N
142, the goodwill will be assessed annually foramment and will not be amortized. The results pémtions attributable to the McLeod
assets and liabilities are included in the condessgtement of operations from the date of acqoisi



On March 13, 2002, the Company acquired privateld ICorpSoft, Inc., a major distributor, marketed aeseller of business software. Level
3 agreed to pay approximately $89 million in cast eetire approximately $37 million in debt to azquCorpSoft. The transaction is valued
at approximately $94 million, adjusted for CorpS0$34 million cash position on the acquisitioneddthe $128 million cash purchase price,
including transaction costs, exceeded the fairesalithe net tangible and intangible assets byamiately $130 million based on an
independent formal valuation of the value of theets and liabilities acquired.

On June 18, 2002, the Company completed the atiquisif Software Spectrum, Inc., a global providearketer and reseller of business
software. Software Spectrum shareholders recei@@drcash from Level 3 for each share of Softwgpectrum common stock. The total
cash consideration, including outstanding optiams expected transaction costs, was approximatedg #dillion. The transaction is valued at
approximately $96 million, adjusted for SoftwareeBpum's $40 million cash position on the acqusitilate. The $136 million purchase
price, including transaction costs, exceeded thevédue of the net tangible and intangible asbgtapproximately $75 million based on an
independent formal valuation of the value of theeds and liabilities acquired.

The results of CorpSoft and Software Spectrum'satjpms are included in the condensed statemesperfations from the dates of
acquisition. On a pro-forma basis, CorpSoft andvafe Spectrum would have had combined annual tegeaf approximately $2.4 billion
for the most recent fiscal year. Level 3 expectséhacquisitions will enable its information seegidusiness to leverage CorpSoft and
Software Spectrum's customer base, worldwide poesand relationships to expand its portfolio of/sxs. The Company believes that
communications price performance will improve mapidly than computing and data storage price perdmce. As a result, companies will,
over time seek to gain information technology ofieggefficiency by acquiring software functionaliynd data storage capability as
commercial services purchased and then deliveredlmoadband networks such as the Level 3 networkddition, Level 3 expects to utili:
its network infrastructure to facilitate the depimgnt of software to CorpSoft and Software Spectsumstomers.

The following is pro-forma financial information die Company assuming the acquisitions of McLeanipSoft and Software Spectrum had
occurred at the beginning of each period presented:

Pro-Forma
Nine Months Ended Ye ar Ended
(dollars in millions, except per share data) September 30, September 30, Dec ember 31,
2002 2001 2001
REVENUE ...ooviiiiiiiiiiiice e $2,826 $2,909 $4,015
Loss from Continuing Operations...........ccceeeee.. .. (762) (1,795) (5,579)
NEt LOSS..ciiiiiiiieiiiiiiiccieeeeaeaeeee (551) (1,812) (5,109)

Net Loss per Share.......cccccevvceveevicceeees (1.38) (4.89) (13.67)



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

Software

(dollars in millions) McLeod  CorpSoft Spectrum
Assets:

Cash and cash equivalents.........ccccceeeceeee. e, $-- $3 4  $40

Accounts receivable.........cccccovveiee - 15 1 130

Other current @ssetS......cccvveevvceeennees e - 1 8 3

Property, plant and equipment, Net.............. 19 6 13

Identifiable intangibleS.......cccccccceeeeeeces s 49 2 6 49

GOOAWill..ooiieiiiiiiiii e e 34 13 0 75

Other @sSSetS....coocvieeiiiiiiieeiiiieeeeeee e - 6 1
Total ASSELS....ooviiiiiiii e e 102 37 1 311
Liabilities:

Accounts payable......ccccvcvvveveveeees e - 18 2 138

Accrued payroll....cccoveveiiiicieeee e - 1 9 19

Other current liabilitieS........cccoceeeeveeee. e 43 6 18

Current portion of long-term debt..............~ 8 1 9

Other llabilities......ccoocvveiiiee e 1 7
Total LiabilitieS. ..o e 51 24 3 175
Purchase PriCe....cccvievvciicicicieicenes e $51 $12 8 $136

3. Discontinued Asian Operations

In December 2001, Level 3 announced that it hadexjto sell its Asian telecommunications busines®gach Ltd. for no cash consideration.
The agreement covered subsidiaries that included#ian network operations, assets, liabilities fariare financial obligations. This includ
Level 3's share of the Northern Asian cable systepacity on the Japan-US cable system, capitabpathtional expenses related to these
two systems, gateways in Hong Kong and Tokyo, amgting customers on Level 3's Asian network.

The transaction closed on January 18, 2002. Asegebhber 31, 2001, the net carrying value of LeleeA3ian assets was approximately $
million. In accordance with SFAS No. 144, in therfitn quarter of 2001, Level 3 recorded an impairess on these assets held for sale
within discontinued operations, equal to the défere between the carrying value of the assetshemdfair value. Based upon the terms of
agreement, the Company also accrued approximaidlyv#illion in certain capital obligations it retaith for the two submarine systems to be
sold to Reach, and estimated transaction costef &gptember 30, 2002, approximately $3 milliorihaf total accrual had not yet been p



The 2002 operating results through the transactaia were not significant. The following is the snarized results of operations for the tt
and nine months ended September 30, 2001 for svemlinued Asian operations:

Three Months Ended Nine Mo nths Ended
(dollars in millions) September 30, 2001 Septemb er 30, 2001
REVENUE.....cviiiiiiiice e e $3 $6
Costs and Expenses:
Cost Of reveNnUEe.......vvvvvvveveieeeeeeeieeeee e, 4) 9)
Depreciation and amortization.........cccc...... . e (8) (18)
Selling, general and administrative............. . (15) (45)
Total costs and eXpenses.......ccceveveeeeeee e 27) (72)
Loss from Discontinued Operations................... v, $(24) $ (66)

SFAS No. 144 requires that long-lived assets thaehmet relevant criteria should be classifiedhadd' for sale” and shall be identified

separately in the asset and liability sectiondeflialance sheet. The assets and liabilities ofsen operations met these criteria as of
December 31, 2001 and are classified as currentadineir sale to Reach in January of 2002.

The following is summarized financial informatioor the discontinued Asian operations as of Decer@heP001 (dollars in millions):

Financial Position

Current Assets:
Cash and cash equivalents
Restricted securities

Current Liabilities:
Accounts payable and accrued liabilities........ $58
Current portion of long-term debt.............. L 8
Deferred revenUe.......cccocvvevvveeeeeees s 6
Othel e e 2
Total Current Liabilities...........ccoceeeeeeees. $ 74
NELASSELS .voooiiieiiie e s $ -

4. Restructuring and Impairment Charges

In 2001, the Company announced that due to theidarand severity of the slowdown in the economg Hre telecommunications industry
would be necessary to reduce operating expenseslbas reduce and reprioritize capital expendgunean effort to be in a position to ben
when the economy recovers. As a result of thesere;tthe Company reduced its global work forcemarily in the communications busine
in the United States and Europe by approximatélQ@employees. Restructuring charges of approxign&ted million, $40 million and $58
million were recorded in the first, second and thuquarters of 2001, respectively, of which $66lioil related to staff reduction and related

costs and $42 million to real estate lease ternanatosts. In total, the Company has paid $66 amilin severance and related fringe benefit
costs and $17 million in lease termination costsfeSeptember 3(



2002 for these actions. The Company was able wrddeenefits of $2 million and $6 million for thieree and nine month periods ending
September 30, 2002, respectively, due to the ssftddermination of European leases for less thahdriginally been estimated and inclut
it in Restructuring and Impairment Charges in tbesolidated condensed statement of operationselteasination obligations of $19
million are expected to be substantially paid b &maber 31, 2002.

In the second quarter of 2002, Level 3 recordegstucturing charge of $3 million and a non-caspaimment charge of $44 million. The $3
million restructuring charge was attributable te tosts associated with an additional workforceicgdn of approximately 200 employees in
the communications business in North America anwf® As of September 30, 2002, the company hatig&million in costs associated
with the additional workforce reduction. The Compaecorded an impairment charge of $44 milliontedieto an operating colocation facil
near Boston, as well as excess communications faeand certain corporate facilities in Coloraddiich are classified as held for sale in
other non-current assets. As a result of the caioplef additional colocation space in Boston blyestproviders, the continued
overabundance of communications equipment in therskary markets, and the soft demand for officespathe metropolitan Denver area,
the Company believes that these assets are obsolethat the estimated future undiscounted casVsfhttributable to these assets will be
insufficient to recover their current carrying valtrhe new carrying values of these assets arel lmaseffers received from third parties for
the real estate properties or actual sales of aimmdmmunications assets.

In the third quarter of 2002, the Company recoraedstructuring charge of $5 million primarily feeverance and employee related costs
associated with the integration of CorpSoft andwgafe Spectrum. Approximately 100 employees, prinar Boston, were affected by the
workforce reduction.

Level 3 continues to conduct a comprehensive rewkits communications assets, specifically assdepdoyed along its intercity network and
in its gateway facilities. It is possible that aélmial communications equipment may be identifisdbsolete or excess and additional
impairment charges recorded to reflect the reakzahlue of these assets in future periods.

5. Loss Per Share

The Company had a loss from continuing operationshfe three and nine months ended September 8@,&td 2001, respectively.
Therefore, the dilutive effect of the approximat&BB8 million and 17 million shares at SeptemberZ8@2 and 2001, respectively, attributa
to the three series of convertible subordinatedsiand the approximately 56 million and 41 millsiock-based awards and warrants
outstanding at September 30, 2002 and 2001, regplgcthave not been included in the computatioditfted loss per share because their
inclusion would have been a-dilutive to the computatior



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

Three Months Ended Nine Mon ths Ended
September 30, Septem ber 30,
(dollars in millions, except per share data) 2002 2001 2002 2001
Net Loss from Continuing Operations $ (304) $ (507) $ (756 ) $(1,731)
Discontinued Operations, net..............ccc...... -- (24) -- (66)
Extraordinary Gain on Debt Extinguishments, net.... 5 94 211 94
NEt LOSS..cciiiiiiiiiie et $ (299) $ (437) $ (545 ) $(1,703)
Total Number of Weighted Average Shares Outstanding
used to Compute Basic and Dilutive Earnings Per
Share (in thousands) .....c.cccccccevvvvvvvceeee. e 410,898 375,638 400,371 370,582
Earnings (Loss) Per Share of Level 3 Common Stock
(Basic and Diluted):
Continuing operationS........ccccccevvveeeeee $(0.74) $(1.35) $(1.89 ) $(4.67)
Discontinued operations, net.................. -- (0.07) -- (0.18)
Extraordinary gain on debt extinguishments, ne 0.01 0.25 0.53 0.25
NEtI0SS..ooiiiiiiiiieiieeeeeieeeee e, $(0.73) $(1.17) $(1.36 ) $(4.60)

6. Receivables

Receivables at September 30, 2002 and Decemb2081,were as follows:

Information
(dollars in millions) Communications Services Coal Other Total
September 30, 2002
Accounts Receivable - Trade:

SEerVICES.....vvevveen, $ 89 $ 356 $ 11 $ 2 $ 458
Upfront Dark Fiber......... - -- - - -
Joint Build Costs............. 11 -- -- -- 11
Other Receivables............. 11 -- -- -- 11

Allowance for Doubtful

Accounts...........ceee... (30) (@) -- - 37)

$ 81 $ 349 $ 11 $ 2 $ 443

December 31, 2001
Accounts Receivable - Trade:

SEerVICES.....vvevveen, $ 171 $ 21 $ 11 $1 $ 204

Upfront Dark Fiber......... 23 -- - - 23
Joint Build Costs............. 33 -- -- -- 33
Other Receivables............. 25 -- -- -- 25
Allowance for Doubtful

Accounts...........ceee... (43) 3) -- - (46)




Joint build receivables primarily relate to costsurred by the Company for construction of netwaskets in which Level 3 is partnering with
other companies. Generally, under these typesrekawents, the sponsoring partner will incur 100%hefconstruction costs and bill the of
party as certain construction milestones are actishagul.

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

7. Property, Plant and Equipment, net

The Company has substantially completed the coetgtruof its communications network. Costs assedatirectly with the uncompleted
network, including employee related costs, haven lmagitalized, and interest expense incurred duramgtruction was capitalized based on
the weighted average accumulated construction ekfpeas and the interest rates related to borrosvassociated with the construction (Note
10). The Company generally capitalizes operatimmpases associated with network construction, piaviisg of services and software
development. Capitalized operating expenses asedaidth employees working on capital projects wagpproximately $12 million and $53
million for the three and nine months ended Septw3b, 2002. Intercity segments, gateway facilitiesal networks and operating
equipment that have been placed in service arglukpreciated over their estimated useful liveisparily 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.

In 2001, the Company recorded a charge on thenstaiieof operations for impairment of certain asset® impairments primarily relate to
colocation assets ($1.6 billion), conduits in Nohtinerica and European intercity and metropolitatwoeks ($1.2 billion), and certain
transoceanic assets ($320 million). For those s$kat are determined to be impaired, the fairevaliithe asset becomes the new basis or
"cost" of the asset and the accumulated deprenitttiat had previously been recorded, is elimin&iextcordance with SFAS No. 144.

During 2002, Level 3 was able to finalize negoting and claims on several of its large multi-yestimork construction projects. As a result,
the Company was able to release approximately $Bi@mand $164 million of capital accruals for theee and nine months ended
September 30, 2002 that had previously been repageroperty, plant and equipment. In the ordiayrse of business, as construction
projects come to a close, the Company reviewsitta &mounts due and settles any outstanding ammaaldted to these contracts which can
result in changes to estimated costs of the cort&truprojects



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

Accumulated Book

(dollars in millions) Cost Depreciation Value
September 30, 2002
Land and Mineral Properties.......c..cccocceeeeee. e, $ 193 $ (15) $178
Facility and Leasehold Improvements

CommMUNICALIONS......ccuvveeeeiiiiiee e 1,377 (105) 1,272

Information Services.. 27 (5) 22

Coal Mining......ccuvvvveeieieeneeeeeesieins 65 (63) 2

CPTC..coiiiieeiiee 92 (16) 76
Network Infrastructure.............cccceeeeeneen. 4,149 (345) 3,804
Operating Equipment

CommUNICAtIONS......uuveeeiiereeeeeeerieieeens 1,382 (593) 789

Information Services.. 80 (50) 30

Coal Mining................ 81 (72) 9

CPTC. i 18 (12) 6
Network Construction Equipment..................... 50 a7 33
Furniture, Fixtures and Office Equipment........... 181 (129) 52
Construction-in-Progress...........cccccceevveee. 87 - 87

$7,782 $(1,422) $6,360

December 31, 2001
Land and Mineral Properties.......cccccccceeveeeeee $ 203 $ (16) $ 187
Facility and Leasehold Improvements

CommMUNICALIONS......uvveeieiireeeeeeereeiinens 1,423 (22) 1,401

Information Services.. 26 (5) 21

Coal Mining 65 (62) 3

CPTC..covviiiieiiieen 92 (24) 78
Network Infrastructure..........cccccceveeeennnnn. 4,111 (107) 4,004
Operating Equipment

CommMUNICALIONS......ccuvveeeeiiiiiee e 1,159 (390) 769

Information Services.. 69 (41) 28

Coal Mining................ 82 (72) 10

CPTC. i 18 (11) 7
Network Construction Equipment..................... 67 17) 50
Furniture, Fixtures and Office Equipment 173 (81) 92
Construction-in-Progress.........cccccccvveeeenn. 240 -- 240

$7,728 $ (838) $6,890

Depreciation expense was $195 million and $585anilfor the three and nine months ended Septenthe22, respectively. Depreciation
expense was $298 and $823 for the three and ninéhsended September 30, 2001, respectively.

8. Goodwill and Intangibles, Net

As of September 30, 2002, $70 million, $155 millenmd $122 million of goodwill and intangibles, métamortization, are attributable to the
McLeod, CorpSoft and Software Spectrum acquisitioaspectively



Level 3 completed the acquisition of McLeod's wisale dial-up business on January 24, 2002. The @oynipas attributed approximately
$49 million of the purchase price to customer caets with an amortization period equal to the tefrthe primary contract or approximately
30 months. The purchase price in excess of theédire allocated to identifiable tangible and imgfidate assets resulted in goodwill of $34
million that will be assessed at least annuallyifigpairment in accordance with SFAS No. 142.

The acquisition of CorpSoft was completed on Ma8h2002. The $128 million cash purchase pricduding transaction costs, exceeded
the fair value of the net assets by approximat&BO$million based on a third party formal valuatafrthe assets and liabilities acquired. The
Company has attributed approximately $26 milliorthef purchase price to a customer relationshimgitde asset with an amortization per
equal to ten years. The $130 million residual amafigoodwill will be assessed at least annuallyifiepairment in accordance with SFAS
No. 142.

On June 18, 2002, the Company completed the atiquisif Software Spectrum, Inc. The $136 milliorrghase price, including transaction
costs, exceeded the fair value of the net asseapproximately $75 million based on a third padynial valuation of the assets and liabilities
acquired. The Company has attributed approxim&48/million of the purchase price to a customeatiehship intangible asset with an
amortization period equal to ten years. The $7%aniresidual amount of goodwill will be assessetbast annually for impairment in
accordance with SFAS No. 142.

Intangible asset amortization expense was $6 miliod $16 million for the three and nine monthseeh8eptember 30, 2002, respectively.
Goodwill and intangible asset amortization expergeluding amortization expense attributable toityquethod investees, was $8 million
and $41 million for the three and nine months er@legtember 30, 2001, respectively. The Company taredr$17 million of goodwill
attributable to the 1998 acquisition of XCOM Teclugies, Inc. for the nine months ended Septembeg2@01. Goodwill attributable to this
investment has not been amortized in 2002 as 4 ddhe adoption of SFAS No. 142.

The following is pro-forma financial information die Company assuming that SFAS No. 142 had beeffidot in 2001:

Adjusted
Goodwill Net
(dollars in millions) As Reported ~ Amortization Income
Three Months Ended September 30, 2001
Net Loss Before Extraordinary ltems............. . ... $ (B31) $ 6 $ (525)
NEt LOSS..oiviiiiiiiieei e (437) 6 (431)
Per Share:
Net Loss Before Extraordinary Items.......... ... (1.42) (1.40)
NEtLOSS...coiiiiiieiiiiiieeeieeeeeeee (2.17) (1.15)
Nine Months Ended September 30, 2001
Net Loss Before Extraordinary ltems............ . ... $ (4,797) $ 35 $ (1,762)
NEt LOSS....oovvirieiiiiieiieiieseeeeeee (1,703) 35 (1,668)
Per Share:
Net Loss Before Extraordinary Items.......... ... (4.85) (4.76)
NEt LOSS...coiiiiiieiiiiieeeiieeeeeeee (4.60) (4.50)

The amortization expense related to intangibletasserently recorded on the Company's books foh edithe five succeeding years is
estimated to be the following for the years endeddnber 31: 2002 - $23 million; 2003 - $27 milli@®04 - $19 million; 2005 - $8 million
and 200¢- $8 million.



9. Other Assets, Net

At September 30, 2002 and December 31, 2001 ofsetsconsisted of the following:

September 30, De cember 31,
(dollars in millions) 2002 2001
INVESIMENES oo e $ 88 $127
Debt Issuance COStS, Net....cccovceveeivicccecs e 103 113
Prepaid Network ASSetS.....ccccvveevvivvvciccccees e 13 16
CPTC Deferred Development and Financing Costs...... e 19 20
Assets Held for Sale.......cccocevvvvieennceees e 49 62
Employee and Officer Notes Receivable............. s 5 10
Other ..o 14 11
$291 $359

The Company holds significant equity positionsvio fpublicly traded companies:

RCN Corporation ("RCN") and Commonwealth Teleph&m¢erprises, Inc. ("Commonwealth Telephone"). REIM facilities-based provider
of bundled local and long distance phone, cabtrtsion and Internet services to residential markeimarily on the East and West coasts as
well as Chicago. Commonwealth Telephone holds Comwealth Telephone Company, an incumbent local exgda&arrier operating in
various rural Pennsylvania markets, and CTSI, anmompetitive local exchange carrier.

On February 22, 2002, Level 3 Holdings, Inc., a lyhowned subsidiary of the Company, agreed to aeduom Mr. David C. McCourt, a
director of the Company, his 10% interest in Le¥dlelecom Holdings, Inc., the Company's subsidilaay indirectly holds the Company's
ownership interests in RCN Corporation and CommattheTl elephone Enterprises, Inc. The total castsidenation paid to Mr. McCourt in
this transaction was $15 million.

On September 30, 2002, Level 3 owned approxim&4¥ and 25% of the outstanding shares of RCN amdn@mnwealth Telephone,
respectively, and accounts for each entity usiegetiuity method. The market value of the Company&sstment in RCN and Commonwe:
Telephone was $14 million and $200 million, respety, on September 30, 2002.

During 2000, Level 3's proportionate share of RGbBses exceeded the remaining carrying value @&lL&s investment in RCN. Level 3
does not have additional financial commitments @N\Rtherefore it recognized equity losses onlyhi ¢xtent of its investment in RCN. If
RCN becomes profitable, Level 3 will not recordetsuity in RCN's profits until unrecorded equitylasses has been offset. The Company's
investment in RCN, including goodwill, was zerdsaptember 30, 2002 and December 31, 2001. The Gonuc not recognize
approximately $41 million and $357 million of susped equity losses attributable to RCN for theatard nine months ended Septembe
2002, respectively, bringing the total amount afp@nded equity losses to approximately $628 mibioS8eptember 30, 2002.

The Company recognizes gains from the sale, isguand repurchase of stock by its equity methodsi®es in its statements of operations.
The Company did not recognize any gains for the mionths ended September 30, 2002 or 2001 anchdbesgpect to recognize future ge
on RCN stock activity until the suspended equisks are recognized by the Comp:



The following is summarized financial informatiohRCN for the three and nine months ended Septe8M®e2002 and 2001, and as of
September 30, 2002 and December 31, 2001 (dofiarsllions).

Three Months Ended Nine Months Ended
September 30, September 30,
2002 2001 2002 2001
Operations:
RCN Corporation:
REVENUE ....cevviiiiieiiicie $ 114 $ 104 $ 340 $ 296
Net loss available to common shareholders. (169) (112) (1,412) (1,046)

Level 3's Share:
NEet 10SS.....coeeeeireceeceecreennn $-- $-- $-- $--
Goodwill amortization..................... -- -- - -

$-- $-- $-- $--

September 30, December 31,
2002 2001
Financial Position:
CUIMENt ASSEES....uvviiiieciiie e e $471 $ 956
Other Assets . 1,607 2,647
Total @SSetS..ccvvviieeieiiiiiiiciiee e 2,078 3,603
Current LiabilitieS.....cccocvvveriiiieeeees s 302 358
Other LiabilitieS. ... s 1,710 1,884
MINOrity INtEresSt....ccovivcciiieeees e 1 51
Preferred StOCK.........coovvviiiiiiiieees e 2,263 2,142
Total liabilities and preferred stock............ L 4,276 4,435
Common shareholders' deficit..........ccceeee. $(2,198) $ (832)

On April 2, 2002, Eldorado Equity Holdings, Incn imdirect, wholly owned subsidiary of Level 3 Commications, Inc., completed the sale
of 4,898,000 shares of common stock of Commonwé&ataphone in an underwritten public offering. #)898,000 shares represent
approximately 46 percent of Level 3's economic awhip of Commonwealth Telephone. Eldorado Equitydihgs received net proceeds of
approximately $166 million and recognized a gairttensale of approximately $102 million in the satguarter of this year and is included
in Other, net on the consolidated condensed stateai®perations. As a result of the transactibe,ECompany owns approximately 25% of
the total Commonwealth Telephone shares outstaradiragf September 30, 2002.

The Company's investment in Commonwealth Telephiookjding goodwill, was $82 million and $121 milfi at September 30, 2002 and
December 31, 2001, respectively.

The Company previously made investments in cegabiic and private companies in connection withsthentities agreeing to purchase
various services from the Company. The Companyrdeeba charge of $37 million during the first siemths of 2001, for an other-than
temporary decline in the value of such investmantsch is included in Other, net on the consolidatendensed statements of operations due
to the decline in market value and business oppiti¢s of the investments. Future appreciation dllrecognized only upon sale or other
disposition of these securities. The carrying amadithe investments was zero at September 30, 2882December 31, 2001. The Company
provided services to entities participating in thisgram of $1 million and $2 million for the thraad nine months ended September 30, :
respectively. The Company provided services vahtegpproximately $3 million and $11 million relatexdthis program for the three and nine
months ended September 30, 2001, respectivelyf Semtember 30, 2002, the Company had deferreacuevebligations of $4 million with
respect to these transactio



Assets held for sale includes certain corporatéitias that management of the Company has electelispose of as soon as practicable. Also
included in assets held for sale are certain tetagonications equipment identified as excess andhlwmanagement expects to sell due to the
Company's decision in June 2001 to reprioritizedgital expenditures. The Company recorded artiaddl impairment charge of $13

million in the second quarter of 2002 to reflea turrent market value of these assets.

Loans outstanding from certain employees and afioéthe Company totaled $5 million at Septemli:r2002. The loans are generally
secured by Level 3 common stock or other perscsssta of the borrower and bear interest at theeprate on December 31, 2001, or 4.75%.

10. Long-Term Debt

At September 30, 2002 and December 31, 2001, lemg-tlebt was as follows:

September 30, Dec ember 31,
(dollars in millions) 2002 2001
Senior Secured Credit Facility:
Term Loan Facility
Tranche A (5.04% due 2007).................... $ 450 $ 450

Tranche B (6.04% due 2008).... 275 275

Tranche C (6.32% due 2008).... 400 400
Senior Notes (9.125% due 2008)... 1,388 1,430
Senior Notes (11% due 2008)............ccccvveneee 433 442
Senior Discount Notes (10.5% due 2008) 629 583
Senior Euro Notes (10.75% due 2008)................ 314 307
Senior Discount Notes (12.875% due 2010)........... 368 386
Senior Euro Notes (11.25% due 2010)................ 102 93
Senior Notes (11.25% due 2010).........ccceveeenne 124 129
Convertible Subordinated Notes (6.0% due 2009)..... 413 612
Convertible Subordinated Notes (6.0% due 2010)..... 671 728
Junior Convertible Subordinated Notes (9% due 2012) e 500 --
Commercial Mortgages:

GMAC (4.22% due 2003).........ccceeeruerennne. 120 120

iStar (8.5% due 2002-2004) 59 112
CPTC Long-term Debt (with recourse only to CPTC):

(7.63% due 2004-2028).......ccceevueerinanns 140 140
Software Spectrum Debt... 7 -
Other......cooooiiii e 4 9

6,397 6,216

Less current POrtion......cccovcceeeevncccces e (12) )

$6,385 $6,209

In July 2001, Level 3 announced that it had ameritgeSenior Secured Credit Facility to permit thengpany to acquire certain of its
outstanding indebtedness in exchange for sharesmfon stock. Various issuances of Level 3's omtlit senior notes, senior discount
notes and convertible subordinated notes havedraddiscounts to their respective face or accratedunts.

In August 2002, the SEC notified certain public pamies and accounting firms that it was reviewhgdccounting treatment for certain
transactions involving the conversion of conveditiebt pursuant to inducements made to prompt esioveof the debt to equity securities
the issuer. The SEC acknowledged that there wassiiy in accounting practice and asked the Emgriisues Task Force of the Financial
Accounting Standards Board to address the issparasf its September 2002 agen



In September 2002, the EITF issued1®-"Determining Whether Certain Conversions of @otible Debt to Equity Securities Are within |
Scope of FASB Statement No. 84"). The EITF condiuidhat these types of transactions should be ateddor as induced conversions in
accordance with SFAS No. 84. SFAS No. 84 requinesracash charge to earnings for the implied vafien inducement to convert from
convertible debt to common equity securities ofifiseier. In addition, under SFAS No. 84, an extiaxary gain or loss, as applicable, is not
recorded upon the conversion of convertible debé dccounting is to be applied prospectively fosthconvertible debt for equity exchan
completed after September 11, 2002, the date dEFRE's consensus. The Company applied the prodsid SFAS No. 84 to all convertible
debt for equity exchange transactions completethduhe third quarter of 2002.

In the third quarter of 2002, the Company purch&simillion aggregate principal amount of its 6%n@ertible Subordinated Notes due
2009 and $13 million aggregate principal amourit26% Convertible Subordinated Notes due 2010.bmpany issued approximately f
million shares of its common stock with a markdtiesof approximately $25 million. The value of seties issuable pursuant to original
conversion privileges was approximately $5 millidherefore, pursuant to the provisions of SFAS &f.a debt conversion expense of $20
million was recorded and is included in Other ineof@xpense) in the consolidated condensed statesfieperations.

The Company purchased $12 million aggregate prat@mount of its 9.125% Senior Notes during thedthuarter of 2002. The Company
issued approximately one million shares of its camrstock worth approximately $7 million in excharfigethese senior notes. The
transaction was accounted for as an extinguishwfedebt, in accordance with APB No. 26, "Early Bgtiishment of Debt". The net gain on
the early extinguishment of the debt, includingisaction costs and unamortized debt issuance eeests$5 million and was recorded as an
extraordinary item in the consolidated condensatistent of operations.

For the nine months ended September 30, 2002,ahgp@ny purchased $186 million aggregate principaunt of its 6% Convertible
Subordinated Notes due 2009 and $48 million aggeegidncipal amount of its 6% Convertible SubordéteNotes due 2010. The Company
issued approximately 16 million shares of its commatock worth approximately $77 million in excharigethe convertible debt.
Transactions completed prior to July 1, 2002 weemanted for as extinguishments of debt, in acawdavith APB No. 26 and an
extraordinary net gain of approximately $114 milliwas recorded.

In the second quarter of 2002, the Company purch®sb million face value ($53 million carrying valuof its 12.875% Senior Discount
Notes due 2010. The Company issued approximatedyrfiillion shares of its common stock worth appneiely $19 million in exchange fi
the discount notes. The net gain on the early gutashment of the debt, including transaction casi$ unamortized debt issuance costs, was
$33 million and was recorded as an extraordinamiiin the consolidated condensed statement of tipesa

In February 2002, the Company's first-tier, whallyned subsidiary, Level 3 Finance, LLC purchase@i®8lion principal amount of
Company debt for cash of $31 million. The net gairthe extinguishments of the debt, including teatisn costs, realized foreign currency
gains and unamortized debt issuance costs, wasxapyately $59 million and was recorded as an exthiaary item in the consolidated
condensed statement of operatic



The following information summarizes the cash repases of long-term debt:

Principal Amount

at Maturity A ctual Weighted
Repurchased A verage Purchase
($ millions) P rice/$1,000
Senior Notes (9.125%)....ccccevvveiiieeiieeeees e $ 30 $ 381
Senior NOteS (1190)....cceeuvvuieeeniiiiieeneiceee e 8 423
Senior Euro Notes (10.75%)......ccccvvvcvvveecces s 23 422
Senior Euro Notes (11.25%)......ccccvvvcvvvneccee s 1 405
Senior Notes (11.25%)....c.cceevemicieieeiiiaes e 5 415
Convertible Subordinated Notes (due 2010)........... e 8 184
Convertible Subordinated Notes (due 2009)........... 14 195
$ 89

Assumes 1IEURO = .87 USD

Level 3 will continue to evaluate these transadionthe future. The amounts involved in any suahgactions, individually or in the
aggregate, may be material.

Senior Secured Credit Facility

In September 1999, Level 3 and certain Level 3iglidrges entered into a $1.375 billion secured itredility ("Senior Secured Credit
Facility"), which was amended in March 2001 to ease the borrowing capacity by $400 million, to7$5. billion.

In August 2002, Level 3 and the Lenders amendetktimes of the Senior Secured Credit Facility. Mmdifions to the Credit Facility, per the
terms of the amendment, include, but are not lighite the following:

o Increased flexibility for the Company to pursuguaisitions for cash consideration;

o Removal of two revenue-based financial covenants;

o Modification of an Adjusted EBITDA-based covenanaccordance with the Company's current busipkss

o Reduction of the $650 million undrawn revolvingdit facility by $500 million to $150 million, wht restrictions on availability;
0 Maintenance of minimum cash balance, generallakp $525 million, of which $400 million is pledd to the banks; and

o Increase of 0.5% per year to the cost of borrgwin

The remaining financial covenants contained indfelit agreement will now be calculated on a cadattd basis, but those calculations will
exclude the Company's toll road operations. Certadifications were also made to the Total Levefdggo covenant (which is defined in
the agreement as the ratio of Total Debt to Adpi&BITDA) in accordance with the Company's curfauidiness plan. In addition, this
covenant will now be tested on a trailing twelventiobasis beginning on June 30, 2004, with a maxiraliowable level of 11.5x, versus the
original maximum allowable level of 6.0x beginniag December 31, 2004. Certain other covenants &laeebeen modified.

The Company is required to maintain a minimum dzedhnce, generally equal to $525 million. No deffander the Senior Secured Credit
Facility shall be deemed to have occurred with @espo the minimum cash balance test if, withiixansonth period following the date on
which the cash balance falls below $525 milliore @ompany again attains a cash balance greateottezjual to $525 millior



Additionally, the Company is required to pledgette lenders under the Senior Secured Credit Bag#i00 million of the minimum cash
balance. The Company shall be deemed to be in lefader the Senior Secured Credit Facility if dash balance of the restricted
subsidiaries falls below $450 million.

Due to the reduced borrowing capacity of the rengj\credit facility, existing debt issuance coserevwritten off in proportion to the
decrease in the borrowing capacity. Approximatéyndllion of the total $7 million of unamortized iskng debt issuance costs, related to the
revolving credit facility, were included in intetesxpense during the third quarter 2002. In addjtapproximately $5 million of direct costs
and bank fees incurred to amend the Credit Fagiléye included in interest expense during the thurdrter 2002. Approximately $7 million

of costs incurred to amend the Credit Facility weapitalized and will be amortized over the lifetloé Credit Facility.

The Senior Secured Credit Facility, as amendethnsprised of a senior secured revolving creditlifgan the amount of $150 million and a
three-tranche senior secured term loan facilityregating $1.125 billion. The secured term loanlifgotonsisted of a $450 million tranche A,
a $275 million tranche B and a $400 million tran€hé&erm loan facility, all of which have been futlyawn and are outstanding as of
December 31, 2001 and September 30, 2002. In teadment, the Company agreed to reduce the amotim¢ eindrawn senior secured
revolving credit facility portion from $650 millioto $150 million. Of the $150 million, $50 millide available immediately for letters of
credit and the remaining $100 million becomes add after August 30, 2003 provided that the Comgeas satisfied an incurrence test that
is related to a pro forma fixed charge coverage.réts of September 30, 2002, the Company had appedely $8 million in letters of credit
outstanding under this agreement.

The Senior Secured Credit Facility, as amendedchs®mary covenants, or requirements, that thegaomand certain of its subsidiaries
must meet to remain in compliance with the contifithe Company does not remain in compliance withcovenants, it could be in default
under the terms of the Senior Secured Credit Facih this event, the lenders could take actiansefjuire repayment.

As of September 30, 2002, Level 3 had not borroamdfunds under the $150 million revolving creditifity. The availability of funds and
any requirement to repay previously borrowed fusdntingent upon the continued compliance withridevant debt covenants. The
Company believes, based upon management's revithve aimended covenants and other provisions déméor Secured Credit Facility, tt
it is in full compliance with all the terms of tf82nior Secured Credit Facility as of Septembe2802.

A full copy of the Senior Secured Credit Facilitasvfiled by the Company with the Securities andiange Commission on a Current Report
on Form 8-K dated August 26, 2002.

Junior Convertible Subordinated Notes

On July 8, 2002, the Company sold $500 million aggte principal amount of 9% Junior Convertible @dmated Notes due 2012 to entil
controlled by three institutions: Longleaf PartnEuds, Berkshire Hathaway, Inc., and Legg Masae, lLevel 3 intends to use the net
proceeds of approximately $488 million, after titfons costs of $12 million, for general corporatieposes, including potential acquisitic
relating to industry consolidation opportunitieapital expenditures and working capital. The notdsch mature in 10 years, pay 9% cash
interest annually, payable quarterly beginning ®etdl5, 2002. The notes are convertible, at thewf the holders, into Level 3 common
stock at any time at a conversion price of $3.dbjext to certain adjustments, which could resuthe issuance of approximately 147 million
common shares. The notes are convertible at thep@oys option into convertible preferred stock unmgtain conditions and circumstanc
The convertible notes rank junior to substantiallyof the Level 3 Communications, Inc.'s outstagdindebtednes:



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. (thetitrtean Mortgage") that provided secured, non-recodede to finance the purchase and
renovations of the New York Gateway facility. Thrmendment resulted in iStar DB Seller, LLC ("iStai&coming the sole lender for the
property. Previously, iStar, along with other thirakties, owned notes of the 85 Tenth Avenue Tpusthased from Lehman Brothers
Holdings, Inc. Using funds previously reservedddditional renovations at the New York Gatewaylfigcialong with funds advanced from
iStar, 85 Tenth Avenue, LLC repaid the other tigedty holders of the notes of 85 Tenth Avenue Tamst reduced the principal outstanding
under the amended loan agreement to $60 millioditAxshally, the amendment negotiated with iStae(ttStar Mortgage") extended the
initial term of the loan to March 1, 2004, with twptional one-year extensions. There is no prepaympenalty under the revised agreement.
Interest varies monthly with the 30 day LIBOR forSJDollar Deposits, plus 650 basis points. Theraineent provides a LIBOR floor of
2.00% at all times. This interest, together witingipal payments based on a 20-year amortizatioiogheare due monthly during the initial
term of the loan.

85 Tenth Avenue, LLC is a single purpose entityaoiged solely to own, hold, sell, lease, tranggchange, operate and manage the New
York Gateway facility. Under the terms of the onigl loan agreement, 85 Tenth Avenue, LLC was nenigage in any business other thar
ownership management, maintenance and operatitre dew York Gateway facility. Under the termsoé briginal loan agreement, the
Company was required to build out the entire bogdior colocation space by March 1, 2002. The Cawigeas elected not to complete the
build-out of the New York Gateway facility due toetexcess capacity in the local market. The amentireduced the scope of originally
contemplated build-out and requires the Compargbtain a permanent certificate of occupancy by bdx 31, 2002. Under certain
conditions, this date can be extended by iStaefenber 30, 2003.

Approximately $6 million of debt issuance costatedl to this loan agreement were capitalized amde@ing amortized as interest expense
over the term of the iStar Mortgage.

Softwar e Spectrum

Certain foreign subsidiaries of the informationvéees business have factoring arrangements witical financial institution. These
agreements allow Software Spectrum to sell up tREW7.5 million of certain accounts receivable fronstomers, with recourse to the
Company, to the local financial institution. In d@tth, certain foreign affiliates have overdraftility arrangements with local institutions. At
September 30, 2002, borrowings related to thesseaggnts were approximately $7 million.

The debt instruments above contain certain covenaitih which the Company believes it is in full colilance as of September 30, 2002.

The Company capitalized $1 million and $58 millimininterest expense and amortized debt issuands @ated to network construction and
business systems development projects for the tméanine months ended September 30, 2001, resplgciNo interest expense or
amortized debt issuance costs were capitalizethéonine months ended September 30, 2002.

11. Stock-Based Awards

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compeisét{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiond@siputed in accordance with accepted option viaimamhodels) on the date of grant is
amortized over the vesting periods of the optienadcordance with FASB Interpretation No. 28 "Aauting For Stock Appreciation Rights
and Other Variable Stock Option or Award Plans'li{'8"). Although the recognition of the value bEtinstruments results in compensa
or professional expenses in an entity's finandaksnents



the expense differs from other compensation anfepsmnal expenses in that these charges may rsdtthed in cash, but rather, are gene
settled through issuance of common stock.

The adoption of SFAS No. 123 has resulted in mateon-cash charges to operations since its adoptia998, and will continue to do so.
The amount of the non-cash charges will be depéng®smn a number of factors, including the numbegraits and the fair value of each
grant estimated at the time of its award. The Campacognized a total of $154 million and $239 ioillof non-cash expense for the nine
months ended September 30, 2002 and 2001, resplgcincluded in discontinued operations for theenmonths ended September 30, 2001
is $5 million of non-cash compensation expensadiition, the Company capitalized $6 million an® $dillion of non-cash compensation
for those employees directly involved in the comstion of the network or development of the bussnagpport systems for the nine months
ended September 30, 2002 and 2001, respectively.

The following table summarizes non-cash compensatipense and capitalized non-cash compensatighddhree and nine months ended
September 30, 2002 and 2001.

Three Mon ths Ended Nine Months Ended
September 30, September 30,
(dollars in millions) 2002 2001 2002 2001
NQSO...oiiiiiiiiiiiiieiieee e $ -- $ 2 $-- $7
warrants..........ccooeeeeiininenns 4 2 9 8
OSSOt 22 59 101 178
C-OSO0....coiiiieeriieee e 10 16 34 43
Restricted StocK..........ccceevnneee - 1 2
Shareworks Match Plan................ 2 3 9 8
Shareworks Grant Plan................ 1 2 6 6
39 84 160 252
Capitalized Noncash Compensation..... 2) 4) (6) (13)
37 80 154 239
Discontinued Asian Operations........ - 2 - 5
$37 $ 82 $ 154 $ 244

The Level 3 1995 Stock Plan ("the Stock Plan") mesg 70 million shares for issuance upon the egerof stock-based awards. On July 24,
2002, the Company's stockholders approved an amamtdmthe Company's 1995 Stock Plan increasingtieber of shares of common
stock reserved for issuance under the Stock Pl&0Obwillion shares. The total number of shares awailable under the Stock Plan is
approximately 100 million.

The Stock Plan limits the maximum number of awdhads$ can be granted to one participant to 10 mmijlfsrovides for the acceleration of
vesting in the event of a change in control, alléershe grant of stock-based awards to directbisewel 3, and other persons providing
services to Level 3; and allows for the grant ofiquualified stock options with an exercise pricesl#san the fair market value of Level 3
common stock.

Non-Qualified Stock Optionsand Warrants

In June, 2002, the Company issued two million wats'do a contractor as payment for consulting ses:iThe warrants allow the contractor
to purchase common stock at $4.25 per share. War@purchase 640,000 shares of common stock vested immediately upon grant with
the remaining 1,360,000 vesting equally over efgbhths. The warrants expire in February 2010. Runisio the relevant accounting
guidance, the fair value of these warrants is d&texd on their respective vesting dates. The falme of the unvested portion of these
warrants is determined on the interim financialortpg date. At September 30, 2002, the fair valfhese warrants was approximately $7
million and was calculated using the Bl-Scholes valuation model with a risk free interesé rof 4.88% and a ter



of approximately eight years. The Company usedxgected volatility rate of 86%. The Company did grant any NQSOs during the nine
months ended September 30, 2002. As of Septemb@08Q, the Company had not reflected $3 milliomm@amortized expense in its
financial statements for NQSOs and warrants preslyogranted.

Outperform Stock Option Plan

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

o In August 2002, the Company modified the Outpanf&tock Option Plan to target that no more thah 26 Level 3's outperformance was
delivered to employee-owners, and that the exedfipast and future OSO grants does not exceeeéshaserved for issuance under the 1995
Stock Plan. The following modifications, affectidggust 19, 2002 and later grants, were made t®ke: OSO targets will be defined in
terms of number of OSOs rather than a target ttieatelollar value.

0 The success multiplier was reduced from eigffioto.

o Awards will continue to vest over 2 years andehavi-year life. However, 50% of the award willtvatsthe end of the first year after grant,
with the remaining 50% vesting over the second y&215% per quarter).

0 A 2-year exercise moratorium was enacted for@erice Presidents and the senior executive teaguanterly OSO grants above a given
threshold.

The mechanics for determining the value of an idial OSO is described below:

The initial strike price, as determined on the Oént date, is adjusted over time (the "Adjustatk&tPrice"), until the exercise date. The
adjustment is an amount equal to the percentageeppon or depreciation in the value of the S&® Index from the date of grant to the
date of exercise. The value of the OSO increageasdoeasing levels of outperformance. OSOs graptex to August 19, 2002 have a
multiplier range from zero to eight depending uploe performance of Level 3 common stock relativthioS&P 500 Index as shown in the
following table. OSOs granted August 19, 2002 atdrlhave a multiplier range from zero to four defieg upon the performance of Level 3
common stock relative to the S&P 500 Index as shiovthe following table.

If Level 3 Stock Outperforms

the Then the Pre-multiplier Gain Is
S&P 500 Index by: Multiplied by a Success Multiplier of:
Pre August 19, 2002 Grants August 19, 2002 and Later Gra nts
0% or Less 0.00 0.00
More than 0% but Outperformance per centage Outperformance percentag e
Less than 11% multiplied by 8/11 multiplied by 4/11
11% or More 8.00 4.00

The Pre-multiplier gain is the Level 3 common st ock price minus the Adjusted Strike Price on the da te of exercise



OSO awards are made quarterly to eligible partitipan the date of the grant. Awards granted poidxugust 19, 2002 vest in equal
quarterly installments over two years and haveua-§@ar life. Awards granted prior to March 200pitally have a two-year moratorium on
exercise from the date of grant. As a result, anparticipant is 100% vested in the grant, the y@ar moratorium expires. Therefore, most
awards granted prior to March 2001 have an exevdgisdow of two years. Level 3 granted 2.1 millioi$Os to employees in December 2000
that vest 25% after six months with the remainiBgoAsesting after 18 months. These OSOs and altiaddl OSOs granted March 1, 2001
and later are exercisable immediately upon vegtimjhave a fouyear life. One half of OSOs granted on and aftegust 19, 2002 vest at t
end of the first year after grant, with the remagn60% vesting over the second year (12.5% pettepar

The fair value under SFAS No. 123 for the approxetyafive million OSOs awarded to participants digrithe nine months ended September
30, 2002 was approximately $31 million. As of Septer 30, 2002, the Company had not reflected $38®mbf unamortized compensation
expense in its financial statements for OSOs gdapteviously.

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

OSO at the time of exercise.

C-0OSO0 awards were made to eligible employees emagloy the date of the grant. The awards were nma8eptember 2000, December
2000, and September 2001. The awards granted &8 over three years as follows: 1/6 of eachtgathe 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 awaeds wm equal quarterly installments over
three years. Each award is immediately exercisaba vesting. Awards expire four years from theeddtthe grant.

As of September 30, 2002, the Company had notatefie$26 million of unamortized compensation expensts financial statements for C-
OSOs awarded in 2000 and 2001.

Sharewor ks and Restricted Stock

For the three and nine months ended Septembei08@Q, Revel 3 recognized $3 million and $14 millioespectively, of noncash
compensation expense attributable to its Sharewmdgrams. As of September 30, 2002, the Compadynbareflected unamortized
compensation expense of $16 million for Sharewarikd restricted stock granted in prior years iffiitancial statements.

12. Industry and Segment Data

SFAS No. 131 "Disclosures about Segments of anrfidée and Related Information” defines operatiegnsents as components of an
enterprise for which separate financial informai®available and which is evaluated regularly iy 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 (including t8@fre Spectrum); and coal mining. Other primarnilglides California Private
Transportation Company, L.P. ("CPTC"), equity inwvesnts, and other corporate assets and overheadtribtitable to a specific segment.

EBITDA, as defined by the Company, consists of i@ (loss) before interest, income taxes, deptiecizamortization, non-cash operating
expenses (including ste-based compensation and impairments) and othe-operating income or expense. The Company excluok-cast



compensation due to its adoption of the expensmgrétion provisions of SFAS No. 123. EBITDA is coronty used in the communications
industry to analyze companies on the basis of dpgraerformance. EBITDA is not intended to repreéseash flow for the periods presented
and is not recognized under Generally Accepted Aeting Principles ("GAAP").

In 2002, Level 3 was able to finalize negotiatiansl claims on several of its large multi-year nekaanstruction projects. As a result, the
Company was able to release approximately $50anitind $164 million of capital accruals for theethand nine months ended September
30, 2002 previously reported as property, plantegquipment. In the ordinary course of businesspastruction projects come to a close, the
Company reviews the final amounts due and setffeoatstanding amounts related to these contracishwdan result in adjustments to the
estimated costs of the construction projects.

The information presented in the tables followingliides information for the three and nine montited September 30, 2002 and 2001 for
all income statement and cash flow information emésd, and as of September 30, 2002 and Decemp2031 for all balance sheet
information presented. Revenue and the relatednseseare attributed to countries based on wheveeeerare provided.

Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the 2002
presentation.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months Ended September 30, 2002
Revenue:
North America................. $ 251 $ 546 $ 22 $ 7 $ 826
Europe......ccoccvveerenen. 23 193 -- - 216
ASIA..eeiiiiie -- 25 -- -- 25
$ 274 $ 764 $ 22 $ 7 $ 1,067
Cost of Revenue:
North America................. $ 39 $ 500 $ 14 $ - $ 553
Europe......ccooovveerenenn. 3 180 -- - 183
Asia...cccoiiiiiiiee - 23 - - 23
$ 42 $ 703 $ 14 $ - $ 759
EBITDA:
North America................. $ 79 $ 10 $ 6 $ 5 $ 100
Europe.....cccocvvveeeenennn. 5 4 -- -- 9
Asia...cccoiiiiiien - - - - -
$ 84 $ 14 $ 6 $ 5 $ 109
Gross Capital Expenditures:
North America................. $ 25 $ 4 $ - $ 1 $ 30
Europe.......cccccvvininnnnn, 1 -- -- -- 1
ASIA..eeiiiii -- - - - -
$ 26 $ 4 $ - $ 1 $ 31
Depreciation and Amortization:
North America................. $ 183 $ 9 $ - $ 1 $ 193
Europe......ccocovveevenenn. 8 -- -- -- 8




(dollars in millions) Communications

Nine Months Ended September 30, 2002
Revenue:

North America $ 751
Europe............ 77
ASia.......coooiiiiiiiins -
$ 828
Cost of Revenue:
North America.... $ 155
Europe............ 15
ASia.......coooiiiiiiiins -
$ 170
EBITDA:
North America................. $ 121
Europe......ccccovvivienees 55
ASia......cooiiiiiiiiis -
$ 176
Gross Capital Expenditures:
North America................. $ 136
Europe......ccocovveeienenn. 21
ASia......ccooiiiiiiiiins -
$ 157
Depreciation and Amortization:
North America................. $ 515
63
$ 578

Three Months Ended September 30, 2001
Revenue:

North America................. $ 278
Europe.....cccocvvveenenennn. 38

$ 316
Cost of Revenue:
North America................. $ 95
Europe......ccocovveevenenn. 16

$ 111
EBITDA:
North America................. $ (6)
Europe.....cccoccvvveerenennn. (12)

$ (17)
Capital Expenditures:
North America. $ 283
Europe.......cccccvvvivinnnnn. 77

$ 360
Depreciation and Amortization:
North America................. $ 251
Europe......ccocovveeveneen. 51

Information Coal
Services Mining Other
$ 904 $ 62 $ 22
348 - -
39 - -
$1,291 $ 62 $ 22
$ 821 $ 42 $ -
321 - -
35 - -
$1,177 $ 42 $ -
$ 31 $ 15 $ 7
6 - -
1 - -
$ 38 $ 15 $ 7
$ 13 $ 1 $ 2
$ 13 $ 1 $ 2
$ 18 $ 2 $ 3
$ 18 $ 2 $ 3
$ 27 $ 20 $ 6
3 -- --
$ 30 $ 20 $ 6
$ 20 $ 14 $ -
1 - -
$ 21 $ 14 $ -
$ 3 $ 5 $ (2
1 - -
$ 4 $ 5 $ (2
$ 3 $ 1 $ 1
$ 3 $ 1 $ 1
$ 3 $ - $ 1
$ 3 $ - $ 1




Information Coal
(dollars in millions) Communication s  Services Mining Other Total

Nine Months Ended September 30, 2001
Revenue:

North America $ 911
Europe.....cccocvvveerenennn. 118
$ 1,029
Cost of Revenue:
North America................. $ 440
Europe......ccocovveenenenn. 65
$ 505
EBITDA:
North America. $ (183)
Europe.....cccoccvveerenennn. (62)
$ (245)
Capital Expenditures:
North America................. $1,983
Europe......ccooovveeveneenn. 224
$ 2,207
Depreciation and Amortization:
North America................. $ 689
Europe.....cccoccvvvevrenennn. 159
$ 848
Identifiable Assets
September 30, 2002
North America................. $5,779
Europe 843
ASia......ccooiiiiiiiiiins --
$6,622
December 31, 2001
North America................. $ 6,256
Europe.....cccoccvveenenennn. 1,001
Discontinued Asian
Operations.................. 74
$7,331

Long-Lived Assets (excluding Goodwill)
September 30, 2002

North America................. $5,633
Europe......ccooovveereneen. 781
ASia......ccooiiiiiiiiins --
$6,414
December 31, 2001
North America................. $ 6,038
Europe 919
$ 6,957
Goodwill
September 30, 2002
North America................. $ 64
Europe --
$ 64
December 31, 2001
North America................. $ 30
Europe......ccocovveerenenn. --

$ 8 $ 66 $ 18
10 - -

$ 94 $ 66 $ 18

$ 66 $ 45 @ $ -
4 - -

$ 70 $ 45 $ -

$ 7 % 17 % 2
2 - -

$ 9 $ 17 0§ 2

$ 13 $ 4 % 1

$ 13 $ 4 % 1

$ 9 $ 2 $ 4
1 - -

$ 10 $ 2 $ 4

$ 595 $ 321  $1,377
135 - 27
17 - -

$ 747 $ 321  $1,404

$ 74 $ 303  $1,566
5 - 37

$ 79 $ 303  $1,603

$ 137 $ 14 $ 187
5 - -

$ 142 $ 14 $ 187

$ 50 $ 16 $ 228
1 - -

$ 51 $ 16 $ 228

$ 205 $ - 0§ -

$ 205 $ - 0§ -

$ - % - 0§ -

$ - % - 0§ -

(60)



Product information for the Company's communicaieagment follows:

Reciprocal Upfront
(dollars in millions) Servi ces Compensation Dark Fiber Tot al
Communications Revenue
Three Months Ended September 30, 2002
North America $ 22 3 $ 28 $ - $ 251
EUrope.....cccooveveeveieiiiieiine, 2 3 - -- 23
$ 24 6 $ 28 $ - $ 274
Nine Months Ended September 30, 2002
North AMErica.......c.covevvvereennnene $ 65 9 $ 92 $ - $ 751
Europe 7 7 -- -- 77
$ 73 6 $ 92 $ - $ 828
Three Months Ended September 30, 2001
North America........ccooverververenene $ 19 2 $ 26 $ 60 $ 278
Europe......ccooovviiiiiie 3 8 - -- 38
$ 23 0 $ 26 $ 60 $ 316
Nine Months Ended September 30, 2001
North AMerica........ccoovevvereenennne $ 53 2 $ 103 $ 276 $ 911
EUrope.....cccooveveeveieiiiieeienee 11 8 - -- 118
$ 65 0 $ 103 $ 276 $1 ,029

The majority of North American revenue consistsedfvices and products delivered within the Uniteate®. The majority of European
revenue consists of services and products deliwgitih the United Kingdom. Transoceanic revenualliscated equally between North
America and Europe as it represents services pedwiétween these two regions.

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

Three Months Ended Nine Months En ded
September 30, September 30 ,
(dollars in millions) 2002 2001 2002 200 1
Services
(i)Structure:
OUtSOUICING....ceevveeiiiieiiiane $19 $22 $ 60 $ 64
Systems Integration... 3 8 14 30
Software Spectrum............c....... 19 -- 26 --
41 30 100 94
Software Sales
Software Spectrum............cccvveeeens 723 - 1,191 --




The following information provides a reconciliatiohEBITDA to loss from continuing operations fowetthree and nine months ended
September 30, 2002 and 2001:

Three Months Ended Nine Months En ded
September 30, September 30

(dollars in millions) 2002 2001 2002 2001
EBITDA. ... $ 109 $ (10) $ 236 $ (217)
Depreciation and Amortization Expense........ (201) (306) (601) (864)
Non-Cash Impairment Expense.................. - - (44) (61)
Non-Cash Compensation Expense................ (37) (80) (154) (239)

Loss from Operations.............c........ (129) (396) (563) (1,381)
Other EXPense.........cooveeeiiiieeecnnns (175) (111) (312) (350)
Income Tax Benefit.........ccccoevveerennns - - 119 --
Loss from Continuing Operations.............. $ (304) $ (507) $ (756) $(1,731)

13. Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstii@ Company in 2002 and 2001. These
projects include the North American intercity netlydocal loops and gateway sites, and the Comparorporate headquarters in Colorado.
Kiewit provided approximately $9 million and $662llion of construction services related to thesejgets in the first nine months of 2002
and 2001, respectively.

Level 3 also receives certain mine managementcasfrom Kiewit. The expense for these services$2amillion and $5 million for the
three and nine months ended September 30, 20Q@izatésely, and is recorded in selling, general adohinistrative expenses. The expens
these services was $1 million and $4 million fa three and nine months ended September 30, 28§deatively.

14. Other Matters

On August 27, 2002, the Securities and Exchangen@ission (the Commission) adopted the first rulepinred by the Sarbanes-Oxley Act.
The Commission also finalized proposed rules t@kcate the filing of annual and quarterly reparts the reporting of certain trades by
insiders. The finalized rules will have the followieffect on the Company:

o The principal executive and financial officer maertify the Company's annual and quarterly report

o Beginning with the December 31, 2003 annual rigeploe Company must file its quarterly (10-Q) amdiaal (10-K) reports on a phased-in
accelerated schedule. Once the phase-in is comfiietannual report will be due 60 days after yavad; quarterly reports will be due 35 days
after quarter end.

o Insider transaction activity of both open marded to-the-company securities trades must be mgonbre quickly. Effective August 29,
2002, executives, directors and other insiders maysirt sales and purchases of company securitiegwwo days.

On July 24, 2002, the Company's stockholders agotan amendment to the Company's 1995 Stock Riagaising the number of shares of
common stock reserved for issuance under the Rlaekby 50 million shares. The total number of sharow available under the Stock Plan
is approximately 100 million.

On April 23, 2002, the Company announced thatdt teached a nohinding letter of intent to sell its 65% interestGCPTC. If this transactic
is consummated, Level 3 expects to receive apprately $45



million in cash proceeds upon the close of thesmation and the Company's consolidated long-tetmhdeuld decrease by approximately
$140 million. A sale is subject to execution ofidefve documentation and approval by appropriatgidlative and regulatory authorities.
There can be no assurance that the Company wilpaenthe sale of its interest in CPTC.

In the third quarter of 2002, the Company enten¢d & sale/leaseback transaction whereby it redeipproximately $34 million in proceeds
from the sale of a communications facility in Eveofrhe gain from the sale of the property of appnately $19 million was deferred and
will be amortized to Other Income over the 15 yteam of the lease.

In May 2001, a subsidiary of the Company was naased defendant in Bauer, et. al. v. Level 3 Comugatiuns, LLC, et al., a purported
multi-state class action, filed in the U.S. Didti@ourt for the Southern District of lllinois ana July 2001, the Company was named as a
defendant in Koyle, et. al. v. Level 3 Communicasipinc., et. al., a purported multi-state clag®oadiled in the U.S. District Court for the
District of Idaho. Both of these actions involve tBompany's right to install its fiber optic cabktwork in easements and right-of-ways
crossing the plaintiffs' land. In general, the Campobtained the rights to construct its netwodkfrrailroads, utilities, and others, and is
installing its network along the rights-of-way s@gted. Plaintiffs in the purported class actiossest that they are the owners of lands over
which the Company's fiber optic cable network pasaad that the railroads, utilities, and otherg ghanted the Company the right to
construct and maintain its network did not havelégal ability to do so. The action purports todpebehalf of a class of owners of land in
multiple states over which the Company's networdspa or will pass. The complaint seeks damagédseami¢s of trespass, unjust enrichment
and slander of title and property, as well as pumilamages. The Company has also received, andmtlag future receive, claims and
demands related to rights-of-way issues simildhéoissues in these cases that may be based darsimdifferent legal theories. Although it
is too early for the Company to reach a conclusi®to the ultimate outcome of these actions, managebelieves that the Company has
substantial defenses to the claims asserted of Hiese actions (and any similar claims which fb@ayamed in the future), and intends to
defend them vigorously. During the third quarte2602, the Company made a $21 million paymentlirskttlement of an outstanding
litigation matter that did not relate to the Comyarcore businesses. The settlement was withiretberve that had been established for this
issue.

The Company and its subsidiaries are parties taiceother legal proceedings. Management beligvatsany resulting liabilities for these
legal proceedings, beyond amounts reserved, wilimaderially affect the Company's financial cortiti future results of operations, or future
cash flows.

On March 9, 2002, legislation was enacted that ledathe Company to carry its taxable net operdtisges back five years. As a result, on
March 15, 2002, the Company received a Federahiecax refund of approximately $119 million aftéinf its 2001 Federal income tax
return and carrying back the net operating los2@x1 to 1996. This benefit is reflected in thesmlidated condensed statement of operai

It is customary in Level 3's industries to use @asi financial instruments in the normal courseusiess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Zccordance with specified terms and
conditions. As of September 30, 2002, Level 3 hatdtanding letters of credit of approximately $4illion.



Management's Discussion and Analysis of Financtaddtion and Results of Operations

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

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

Results of Operations 2002 vs. 2001

The operating results of the Company's Asian oferaiare included in discontinued operations fbpatiods presented due to their sale to
Reach Ltd. in January 2002. Certain prior year amn®have been reclassified to conform to curreat peesentation.

Revenue for the periods ended September 30, is auzed as follows:

Three Mo nths Ended Nine Months Ended
Septem ber 30, September 30,

(dollars in millions) 2002 2001 2002 2001
Communications...................... $274 $316 $ 828 $1,029
Information Services................ 764 30 1,291 94
Coal Mining........ccccvvvveeeennn. 22 20 62 66
Other ....cooovviiiieiiecees 7 6 22 18

$1,067 $372 $ 2,203 $1,207

Communications revenue of $274 million for the thneonths ended September 30, 2002 was comprisg#6fmillion of services revenue
which includes private line, wavelengths, colocatimternet access, managed modem, voice and aembdark fiber revenue, and $28
million attributable to reciprocal compensation.n@ounications revenue for the same period in 2004 seanprised of $230 million of
services revenue, $60 million of non-recurring revefrom dark fiber contracts entered into befamreeJ30, 1999 for which sales-type lease
accounting was applied, and $26 million of reciplamompensation. For the nine months ended Septe3dh@002, communications revenue
was comprised of $736 million of services reverarg] $92 million of reciprocal compensation. Commngation revenue for the same nine-
month period in 2001 was comprised of $650 millidrservices revenue, $276 million of nogeurring dark fiber revenue and $103 milliot
reciprocal compensation revenue. The increaserifices revenue from 2001 was primarily due to glofiom existing customers and new
customer contracts, and increases in terminatieemge. Due to the turmoil in the telecommunicatimmistry, the Company experienced a
significant increase in the number of customersatisecting or terminating service and believed éisatnuch as 25% of its recurring revenue
base as of December 31, 2001 consisted of findynei@aker, or "at-risk" customers. As of Septem®@r2002, the Company believes that
the credit quality of its customer base has impdaeeand stabilized at a level where recurring nexefrom at-risk customers now comprises
less than 15% of total recurring revenue. For sofribese at-risk customers, Level 3 is able to tiatand collect termination penalties.
Level 3 recognized $16 million and $75 million efgices revenue in the three and nine months eBdptember 30, 2002, respectively, for
early termination of services. For the first ninenths of 2002, Level 3 recorded



services, $11 million of revenue for constructioamagement services provided to other communicatiomgpanies. Level 3 recognized $11
million of one-time revenue in the third quarter2®02 of which $10 million was attributable to #@leenent with XO Communications, and
$11 million of onetime revenue in the third quarter of 2001 attriblezo the sale of transoceanic capacity. The dseren dark fiber revent
reflects the completion of the intercity network2i®01. Dark fiber revenue under sales-type leasewsding is expected to be insignificant in
2002 as the last remaining segments sold prionte 30, 1999 were delivered to and accepted bypgss in the fourth quarter of 2001. The
decrease in reciprocal compensation revenue fanittemonths ending September 30, 2002 is attrifbeitam the Company receiving
regulatory approval from several states regardmggreements with SBC Communications Inc. and3seith during the first half of 2001.
These agreements established a rate structuraf@mission and switching services provided byaaréer to complete or carry traffic
originating on another carrier's network. It is @@mpany's policy not to recognize revenue fronsehegreements until the relevant regule
authorities approve the agreements. Certain interection agreements with carriers are scheduledpae in the second half of 2002 and in
2003. To the extent that the Company is unablégio rsew interconnection agreements or signs newesgents containing lower rates
reciprocal compensation revenue may decline siganifly over time. The Company does expect to reizegme-time reciprocal
compensation revenue in the fourth quarter duesttifement with a major carrier

Level 3 was a party to seven non-monetary exchémgsactions in 2001 whereby it sold indefeasilgbts of use or IRUs, other capacity, or
other services to a company from which Level 3irambcommunications assets or services in a cordesmpous transaction. In total these
exchanges accounted for $24 million or less tharo2®tal communications revenue ($2 million of aiehal revenue was recognized within
the loss from discontinued operations as the timsawas completed by the Company's discontinugidmoperations) in 2001 and in each
case, provided network capacity or redundancy gumatacted transmission routes that Level 3's emgidetermined was required. The fair
value of these non-monetary transactions was detedwsing similar transactions for which cash agration was received. Level 3
recognized no revenue from non-monetary exchargeactions prior to 2001. The Cash Revenue frosetegchanges was $81 million
which was 4% of total Cash Revenue of $2.097 illieported in 2001. No Cash Revenue was reportettiése transactions in 2002.

Level 3 recognized $1 million of revenue in thedhjuarter of 2002 and $5 million of revenue in tiree months ended September 30, 2002
relative to the performance of services in 200Zpant to the above-described seven non-monetahaege transactions completed in 2001.
No additional no-monetary exchange transactions were executeddf.20

In August 2002, the staff of the Securities andtaxge Commission indicated that the SEC had coedltiiat all non-monetary exchange
transactions for telecommunications capacity shbel@ccounted for as an exchange of assets irteapetwhether the transaction involved
the lease of assets. The conclusion was basede@BEG staff's view that the right to use an adhat {s, a lease), is in fact an asset and not a
service contract, irrespective of whether suchtdssecognized on the balance sheet. This corarusbuld require that non-monetary
exchange transactions for telecommunications cgpisiolving the exchange of one or more operat@ases be recognized based on the
carrying value of the assets exchanged, ratherahgair value, resulting in no recognition of raue for the transactions. Prior to the SEC's
communication on this issue, Level 3's accountorglese transactions, which resulted in Levelc®geizing revenue, had been consistent
with industry guidance for these types of transextiprovided by its current independent accouni@Rd/1G) and its prior independent
accountants (Arthur Andersen). In addition, thesraie recognition approach for these transacticatsthie Company followed was an
acceptable practice in not only the communicatiodsstry but other industries as well. The SECihd&ated that it expects affected
companies to retroactively apply this guidanceistdnical non-monetary exchange capacity transastibat occurred in prior years and, if
appropriate, restate their financial stateme



Of the seven non-monetary transactions describedealthree of the transactions involved the usepefating leases for capacity. The
revenue recognized in 2001 from these transacti@ss$21 million and $2 million has been recogniirethe first six months of 2002 from
these transactions. The Cash Revenue from thesattions was $62 million, or 3% of total Cash Rexeof $2.097 billion reported in 20(
No Cash Revenue was reported for these transacti@g2.

Taking into account the SEC's guidance, Level 3du# believe that it is appropriate to restatgiies/iously issued financial statements for
this issue involving non-monetary transactionghasamount of revenue recognized was not signifitathe reported revenue of the
Company and Level 3 has previously disclosed thieraand amount of these transactions in its ptsvperiodic filings with the SEC and in
a press release issued on February 13, 2002. Howeexeel 3 has ceased recognizing revenue fronthiteee transactions involving operating
leases, estimated to be approximately $1 milliongearter, as of June 30, 2002.

The accounting guidance for non-monetary excharagesactions continues to be subject to review aodifination. The Company continues
to follow these developments. While the Companyosaware of any specific information related tis iesue, the Company believes there is
some risk that regulators or accounting standaetiing bodies, such as the SEC or Financial Acdngrtandards Board, may, at a later ¢
interpret accounting guidance in a way that conedutthat one or more of the remaining four non-memyetxchange transactions completed
by Level 3 do not qualify for revenue recognititmany event, the Company does not believe thatangunting change related to non-
monetary exchange transactions would have a matapact on Level 3's historical financial statergen

Information services revenue, which is comprisethefbusinesses of

(i)Structure, and Software Spectrum (including Goft), increased from $30 million and $94 millionthe three and nine months ended
September 30, 2001, respectively, to $764 milliod $1,291 million for the same periods in 2002 sTihcrease is primarily attributable to
inclusion of $742 million of revenue in the thirdarter and $1,117 million of revenue in the ninenthe ended September 30, 2002 reflecting
activity subsequent to the acquisitions of Corp&afl Software Spectrum, which occurred late irfitlseand second quarter of this year,
respectively. Software sales were higher than ergeas a result of upgrade promotions that Micttosiéred its customers during the third
quarter. The software reseller industry is higldgsonal, with revenues and profits typically béirgher in the second and fourth quarters of
the Company's fiscal year. However, due to Micrissfpecial promotions that accelerated saleslimahird quarter that likely would have
occurred during the fourth quarter, the Companysdu# expect to see the pronounced effects ofghel seasonality during the fourth
quarter. (i)Structure's revenues declined in betfiogls primarily as a result of lower systems inéign revenue. The Company expects
revenues attributable to the systems integrati@iniess to continue to be below last year's levelseatain existing contracts expire and (i)
Structure continues to focus on its outsourcingnass.

The communications business generated Cash Ree¢®$2&5 million and $925 million during the threedanine months ended September
30, 2002. The Company defines Cash Revenue as coitations revenue plus changes in cash deferremhuevduring the respective period.
Communications Cash Revenue reflects upfront casther communications assets received for daek fiimd other capacity sales that are
recognized over the term of the contract under GAAR it is not intended to represent revenuesashdlows as defined by GAAP.
Communications Cash Revenue was $386 million ang8®1million for the three and nine months endept&aber 30, 2001, respectively.
This decrease in Cash Revenue is a result of thetamtial completion of the intercity network inQ20 Dark fiber revenue for the three and
nine months ended September 30, 2002 was lesshbaaspective periods ended September 30, 2001k dast remaining segments were
delivered to and accepted by customers in thetaguairter of 2001. In addition, the Company corgto experience a significant decline in
dark fiber and capacity indefeasible rights of as&RU sales, particularly during the second andithuarters of 200z



Three Months Ended Nine Mo nths Ended

September 30, Septe mber 30,
(dollars in millions) 2002 2001 2002 2001
Communications REVENUE........cccvcvevceercvenene e, $274 $ 316 $ 828 $1,029
Increase (Decrease) in Communications Deferred Reve NUE.......ce.. (12) 76 8 611
Decrease (Increase) in Deferred Revenue not Collect ed...cceones 13 (6) 89 42
Communications Cash Revenue $275 $ 386 $ 925 $1,682

Coal mining revenue was $22 million and $62 millfonthe three and nine months ended Septembe&082 compared to $20 million and
$66 million for the same periods in 2001. The iaseein third quarter revenue is attributable tdeigpot market coal sales. The decline in
the nine-month amounts is a result of scheduledatémhs in contracted tonnage for a number of eusts in 2002.

Other revenue for the 2002 periods was comparal®0@1 and is primarily attributable to Califoriavate Transportation Company, L.P,
the owner-operator of the SR91 tollroad in south@atifornia.

Cost of Revenue for the third quarter 2002 fordcbemunications business was $42 million, represgrai62% decrease over the third
quarter of 2001 cost of revenue of $111 milliont @ nine months ended September 30, 2002, theotosvenue attributable to the
communications business was $170 million, a 66%ikeérom the same period in 2001. These decremsea result of the lack of costs in
2002 associated with pre-June 30, 1999 dark filessand the migration of customer traffic froneaded network to the Company's own
operational network. In the third quarter of 200 Company was able to reach a settlement agreéemtara telecommunications provider
which resulted in the reversal of $4 million of toeecorded in prior periods. Overall, the costesenue for the communications business, as
a percentage of communications revenue, decreggaicantly from 35% and 49% during the three amiie months ended September 30,
2001, respectively, to 15% and 21% during the spem®ds of 2002. The Company expects communicatossof revenue, as a percentage
of communications revenue, to remain at approxim@@% for the remainder of the year. The costewenue for the information services
businesses, as a percentage of its revenue, wa$od2Pe third quarter of 2002 up from 70% in tlaen® period in 2001. For the nine months
ended September 30, 2002 and 2001, these were 94 %486, respectively. The margins of the informaservices' existing businesses were
more than offset by the lower margins of Softwape@rum, which are typical of the software resahelustry. The cost of revenue for the
coal mining business, as a percentage of reverae W% and 70% for the third quarter of 2002 arlL2€espectively and 68% for the nine
month periods ended September 30, 2002 and 20@lloWer cost of revenue percentages during thd thiarter of 2002 result from the
release of $4 million in certain royalty accruais Which the matter was favorably resolved, pdtiaffset by the increase in lower margin
spot coal sales.

Depreciation and Amortization expenses for the wnavere $201 million, a 34% decrease from the eld@ption and amortization expense:
$306 million recorded in the third quarter of 200E&preciation for the nine months ended Septembe2@02 declined $263 million, or 30%,
from depreciation of $864 million for the nine mbstended September 30, 2001. This decrease isrjlyiatributable to the reduced basis
the Company's communications assets resulting fnen$3.2 billion impairment charge recorded infthath quarter of 2001 and a $35
million charge recorded in the second quarter @12f@r the writedown of certain corporate facikti@he Company also amortized $17
million of goodwill attributable to the 1998 acqitien of XCOM Technologies, Inc. for the nine mostended September 30, 2001. Goodwill
attributable to this investment has not been amenditin 2002 as a result of the adoption of SFASIMQ@. In addition, certain assets with two
and three-year depreciable lives became fully depted in late 2001 and 2002. Partially offsettingse declines was $13 million of
amortization expense attributable to the intangitsigsets acquired in the McLeod, CorpSoft and Sof&@ectrum transactions completed in
2002.



Selling, General and Administrative expenses, ekolyinon-cash compensation, were $196 million enttiree months ended September 30,
2002, a 17% decrease over the third quarter of 2D decrease reflects the Company's effortedace and tightly control operating
expenses. The Company has reduced its global coratiams workforce by approximately 2,700 employsiese the beginning of 2001.
Reductions in employee related costs, includingpmemmsation, facilities costs, recruiting and tragpias well as lower professional and travel
expenses contributed to the decline in sellingegarand administrative costs. The Company wasa#oto settle certain legal matters for
amounts less than previously recorded and releasaals for which the original purpose no longesex These items resulted in a decrease
in operating expenses of $8 million in the thirchgar of 2002. These reductions were partiallyeaiffsy $39 million of selling, general and
administrative expenses attributable to Softwarec8pm. Included in operating expenses for theetimenths ended September 30, 2002 and
2001, were $37 million and $80 million, respectyelf non-cash compensation expenses recognizesl 8FAS No. 123 related to grants of
stock options, warrants and other stock-based cosgt®n programs. The decline in non-cash compiemsiata result of decreased
headcount and a decline in the value of equitydasenpensation awards distributed to employee-osvner

For the nine months ended September 30, 2002 & 26lling, general and administrative expenseas %872 million and $754 million,
respectively. These figures exclude $154 milliod &239 million of non-cash compensation. The factgscribed above are also the primary
reasons for the decline in selling, general andiadinative expenses and non-cash compensatioreeetihe periods in 2002 and 2001. In
addition, the Company also released $4 millionrofgssional fee accruals in the second quartetaltiee favorable resolution of certain
matters for which they were originally recorded.

Restructuring and Impairment Charges of $3 millieere recorded in the third quarter of 2002. In 2082 Company recorded a restructuring
charge of $5 million primarily for the costs asstet with the termination of approximately 100 CRoft employees due to its integration
with Software Spectrum. This charge was partiaffged by a $2 million reversal of lease terminatamtruals attributable to communications
facilities the Company has elected to continuezirtigy. In the second quarter of 2002, the Compaepmded a restructuring charge of $3
million for the costs associated with the termioatof approximately 200 communications employedsarth America and Europe. In the
first half of 2001, the Company recorded charge58f million for global work force reductions offapximately 1,700 employees, primarily
in the communications business. The restructuriragge in 2001 was comprised of $45 million for fstafluction costs and $5 million for rt
estate lease termination costs.

The Company also recorded impairment charges oh§ifibn and $61 million during the second quaé&2002 and 2001, respectively. In
2002, the Company decreased the carrying valuertdio colocation assets, excess communicationipment and corporate facilities by
approximately $44 million due to the continued detation of the value of these assets. In 2004 Gbmpany announced that it was redu
and reprioritizing capital expenditures. The cdpiprioritization resulted in certain communicaisoassets being identified as excess,
obsolete or impaired. As a result, the Companyrdsmba non-cash impairment charge of $61 milliodune 2001, representing the excess of
the carrying value over the fair value of theseetsss

EBITDA, as defined by the Company, consists of e@s (losses) before interest, income taxes, deiiee, amortization, non-cash
operating expenses (including stock-based compensatd impairments) and other non-operating incomexpenses. The Company
excludes non-cash compensation due to its adopfitme expense recognition provisions of SFAS Ne8. EBITDA improved to earnings of
$109 million and $236 million for the three andemonths ending September 30, 2002 from losses®fi#llion and $217 million for the
same periods in 2001. Restructuring charges of i#i®mand $6 million for the three and nine montrsded September 30, 2002 and $50
million for the nine months ended September 30,1208spectively, are included in EBITDA. This impemnent was predominantly due to
higher margins earned by the communications busjmeductions in selling, general and administeaixpenses and the results of Software
Spectrum



Adjusted EBITDA, as defined by the Company, is EBA as defined above plus the change in cash defeeneenue and excluding the non-
cash cost of goods sold associated with certaiaapsales and dark fiber contracts. For the threknine months ended September 30,
2002, Adjusted EBITDA was $110 million and $336Iioii, respectively compared to $81 million and $588ion for the same periods in
2001. The increase in the three months amountsngly attributable to the significant improvenién communications and information
services operating earnings which were partialfgaifby lower IRU sales. The decrease for the nio@th period can be attributed to the
decline in Cash Communications Revenue, partidfged by reduced operating expenses and earnihgsudhble to Software Spectrum.

Three Months Ended Nine Mo nths Ended
June 30, Jun e 30,

(dollars in millions) 2002 2001 2002 2001
EBITDA ..o s $109 $(10) $ 236 $(217)
Increase (Decrease) in Communications Deferred Reve nue........... (12) 76 8 611
Decrease (Increase) in Deferred Revenue not Collect ed...ccooues 13 (6) 89 42
Non-cash Cost of Goods Sold..........ccocceeeeeeeee L - 21 152

Adjusted EBITDA $110 $ 81 $ 336 $ 588

EBITDA and Adjusted EBITDA are not intended to repent operating cash flow or profitability for theriods indicated and are not defined
under GAAP. See Consolidated Condensed Statem&dsif Flows.

Interest Income was $8 million for the third quai&2002 compared to $34 million in the same 02001 and $23 million for the nine
months ended September 30, 2002 versus $142 midiidine same nine month period in 2001. The deeréaprimarily attributable to the
decline in the average cash and marketable sequaitjolio balance and a reduction in the weighdedrage interest rate earned on the
portfolio. The Company expects interest incomeaationue to be below 2001 levels due to utilizatidrfiunds to pay operating and interest
expenses, and fund capital expenditures, as wédhaer market interest rates. Interest income @ntttird quarter of 2002 did increase from
second quarter levels as a result of the procesxsved from the $500 million offering of 9% Jun®@onvertible Subordinated Notes in July
2002. Pending utilization of the cash and cashwedgits, the Company invests the funds primarilgamernment and government agency
securities and money market funds. The investntesitiegy generally provides lower yields on the futithn on alternative investments, but
reduces the risk to principal in the short ternoptd using the funds in implementing the Compaby'siness plan.

Interest Expense, net decreased from the correspppdriod in 2001 by $29 million to $154 milliomidng the third quarter of 2002 and by
$81 million to $414 million in the first nine morgtof 2002. Interest expense declined as a restlieadiebt repurchased during the seconc

of 2001 and the first nine months of 2002, and loivterest rates on the Senior Secured Credit iBaaihd commercial mortgages during the
nine months ended September 30, 2002. The dedlieespartially offset by the interest attributatiie¢he additional borrowings under the
Senior Secured Credit Facility in the first quadé2001, the Junior Convertible Subordinated Natebe third quarter of 2002, and a decline
in the amount of capitalized interest. The Compsulystantially completed the construction of itsnwek in 2001, therefore reducing the
amount of interest capitalization. Capitalized iagt was $1 million and $58 million for the threelarine months ended September 30, 2001,
respectively, and zero in the first nine month&@®2. Excluding fluctuations in interest rates debt outstanding, interest expense is
expected to increase as a result of the 50 basis ade increase on borrowings under the amenéei&Secured Credit Facility.

Other, net decreased to a loss of $29 million etttird quarter of 2002 from a $38 million gairtlire third quarter of 2001. In 2002, the los
primarily comprised of $20 million of induced coms®n expenses resulting from the Company's re@self convertible debt securities and
realized losses ¢



$16 million resulting from the sale foreign denoatied currency. In 2001 Other, net is primarily cosgd of the $27 million of income
recognized when Level 3 settled and was releasad &n obligation to provide services to an investee the nine months ended September
30, 2002 and 2001, Other income was $79 million$®dhillion, respectively. In addition to the iterisove, the Company realized a $102
million gain on the sale of the Commonwealth Tetaphshares in 2002. In 2001, the Company recomedheer-than-temporary decline in
the value of certain investments of $37 millionh&rt net in all periods also includes equity eaggiattributable to Commonwealth
Telephone, which did not change significantly. Coonmealth's results of operations improved for tire¢ and nine months ended
September 30, 2002 versus the same periods in Plidlever, Level 3's proportionate share of thosaiegs decreased as a result of its sale
of the Commonwealth Telephone shares in April 2002.

Income Tax Benefit for the nine months ended Sepé&r80, 2002 was $119 million compared to zerdHersame period in 2001. Federal
legislation enacted in the first quarter of 2002kdad the Company to carryback its 2001 Federalnmectax net operating losses to 1996. In
accordance with SFAS No. 109 "Accounting for Incohases", the Company recorded the benefit in tmg@én which the legislation was
enacted. The Company does not expect to recogdiiianal benefits in 2002, as it is unable to dade that it is more likely than not that
the tax benefits attributable to the net operalirsges will be realizable. The income tax beneéiswero in 2001 as a result of the Company
exhausting the taxable income in the carrybackogeias previously defined) in 2000.

Extraordinary Gain on Debt Extinguishment for theese and nine months ended September 30, 20025vadI®n and $211 million,
respectively. During the third quarter, Level 3ghased approximately $12 million face value ofliébt by issuing approximately one milli
shares of its common stock, valued at approximéaiélynillion. These exchanges resulted in a gamppiroximately $5 million after
transaction and unamortized debt issuance costelfirst half of 2002, a wholly owned subsidiafithe Company, Level 3 Finance, LLC.,
purchased $89 million of debt for cash consideratib$31 million. In addition, Level 3 issued apgiraately 17 million shares, valued at $71
million to repurchase $245 million face amount ($22illion carrying amount) of the Company's delite$e transactions, together with those
in the third quarter, resulted in extraordinaryngadf approximately $211 million for the nine mosénded September 30, 2002.

In August 2002, the SEC notified certain public pamies and accounting firms that it was reviewhgdccounting treatment for certain
transactions involving the conversion of convesitiebt pursuant to inducements made to prompt csioveof the debt to equity securities
the issuer. The SEC acknowledged that there wassiiy in accounting practice and asked the Emgriisues Task Force of the Financial
Accounting Standards Board to address the issparasf its September 2002 agenda.

In September 2002, the EITF issued 02-15 whichesddd the accounting for convertible debt for gggichanges. The EITF concluded that
these types of transactions should be accounteasforduced conversions in accordance with SFASBM0OSFAS No. 84 requires a hon-cash
charge to earnings for the implied value of an gament to convert from convertible debt to commaguity securities of the issuer. In
addition, under SFAS No. 84, an extraordinary gaitoss, as applicable, is not recorded upon twesion of convertible debt. The
accounting is to be applied prospectively for thesmvertible debt for equity exchanges completéer &eptember 11, 2002, the date of the
EITF's consensus. The Company has applied thegioogi of SFAS No. 84 to all convertible debt fouigg exchange transactions completed
during the third quarter. During the quarter, Le¥glurchased $50 million aggregate principal amaitiits 6% Convertible Subordinated
Notes due 2009 and $13 million aggregate prin@pabunt of its 6% Convertible Subordinated Notes 20#0. The Company issu
approximately 5 million shares of its common steakth approximately $25 million. The value of sdtias issuable pursuant to original
conversion privileges was approximately $5 milliéxs. a result, the Company recorded induced conmerskpenses of $20 million during t
quarter and included it in Other, net on the Cadstéd Condensed Statement of Operations.

The extraordinary gain on debt extinguishments $&kmillion for the three and nine months ended&aper 30, 2001, respectively. The
Company purchased $169 million of its convertihleardinatec



notes during the three-month period ending Septe®e2001. The Company issued approximately 14anishares of its common stock
worth approximately $61 million in exchange for thebt. The net gain on the extinguishment of th#,decluding transaction costs and
unamortized debt issuance costs, was $103 milldfsetting this gain were $9 million of prepaymemnpenses CPTC incurred to refinanc
development and construction debt.

Financial Condition--September 30, 2002

The Company's working capital increased from $64kam at December 31, 2001 to $857 million at S#pber 30, 2002 due primarily to the
funds received from the sale of the Junior ConlikrtNotes in the third quarter. These proceeds wargally offset by the use of available
funds for operating expenses and interest paymentsthe net liabilities assumed in the acquisitiohCorpSoft, Software Spectrum and
McLeod's wholesale dial-up access business.

Cash provided by operations decreased from a sofi$231 million in the first nine months of 20014 use of $443 million in the same
period of 2002. Changes in components of workirgjtal primarily deferred revenue, were responsibtehe fluctuation in cash provided
operations. In addition, the Company made a $2liomipayment in full settlement of an outstandiitgation matter that did not relate to the
Company's core businesses.

Investing activities primarily include the acquisits of CorpSoft for $94 million, net of cash reaa, Software Spectrum for $93 million, net
of cash received, the purchase of McLeod's whaedial-up business for approximately $51 millior aapital expenditures of $173 million
before the release of capital accruals. In 2002¢L8 was able to finalize negotiations and claomsseveral of its large multi-year network
construction projects. As a result, the Company aids to release approximately $164 million of ta@lmccruals previously reported as
property, plant and equipment. The Company coninagesolve outstanding claims for other netwankstruction projects. If these claims
are settled favorably, additional capital expenaitaccruals could be released in the future. lrotd@ary course of business, as construction
projects come to a close, the Company reviewsitlfa¢ &mounts due and settles any outstanding araoealgted to these contracts. In the
context of the multi-billion cost incurred in constting the Level 3 network, the construction astruals are normal and not significant to
the financial statements. The Company received $2iidn of proceeds from the sale of marketableusities, $166 million from the sale of
Commonwealth Telephone shares and $45 million fifeersale of property, plant and equipment and aksets. In the third quarter, the
Company entered into a sale/leaseback transactienelvy it received approximately $34 million in geeds from the sale of a
communications facility in Europe. The Company wbk® required to pledge $400 million as restrictash to the lenders of the Senior
Secured Credit Facility in the third quarter ag pdamending the credit facility.

Financing activities in 2002 consisted primarilytioé repurchase of the Company's long-term del&3armillion by Level 3 Finance, LLC, a
reduction in the iStar mortgage of $52 million ahd payment of $12 million of capitalized leasesvél 3 received $488 million of net
proceeds from the issuance of the Junior Converbibordinated Notes in the third quarter of 2002 the foreign subsidiaries of Software
Spectrum borrowed $2 million during the first nmenths of 2002.

Liquidity and Capital Resources

The Company provides a broad range of integratethuanications services as a facilities-based pro\ithat is, a provider that owns or
leases a substantial portion of the property, @ant equipment necessary to provide its servidé®m)Company has created, through a
combination of construction, purchase and, to selesxtent, leasing of facilities and other assetsadvanced, international, end-to-end,
facilities-based communications network. The Comypaas designed its network based on optical aredriet Protocol technologies in order
to leverage the efficiencies of these technolotpgsovide lower cost communications servic



The further development of the communications besgrnwill continue to require significant expenditurThese expenditures may result in
negative operating cash flow and net operatingelwésr the Company for the foreseeable future. Chmpany's expenditures are now
primarily attributable to operating expenses, wagktapital requirements and interest payments.Gdmpany's capital expenditures declined
by approximately $2.2 billion for the nine montH<2602 versus the same period in 2001 and are &ghée remain significantly below 2001
levels due to the completion of initial construati@lated to the North American and European nédsvor 2001. The majority of the
Company's ongoing capital expenditures are expaotbd success-based, or tied to incremental revéfhe Company estimates that its
capital expenditures will total approximately $2h8lion in 2002, excluding the release of $164 il of accruals through September 30,
2002.

Level 3 has approximately $960 million of cash amatketable securities on hand at September 30, 26@R1ding $400 million of cash that
was pledged to the banks participating in the Camisaamended Senior Secured Credit Facility. Taghds reflected on the balance sheet as
Restricted Cash. Based on information availabtaiattime, management of the Company believesttieaCompany's current liquidity and
anticipated future cash flows from operations Wwélsufficient to fund its business plan througle ftash flow breakeven, and at least through
the next twelve months. In addition, the Company iredrawn commitments of approximately $150 millimder its amended Senior Sect
Credit Facility. There are certain restrictionstbe availability of the undrawn amounts.

The Company currently estimates that its operatwitigeach free cash flow breakeven without a iegment for additional financing. The
timing of free cash flow breakeven will be a functiof revenue and Cash Revenue growth as wellea€dmpany's management of network,
selling, general and administrative, and capitaleexitures. The Company's successful debt andyegfifiérings have given the Company the
ability to implement the business plan. Howevead#litional investment opportunities should preskeainselves, the Company may be
required to secure additional financing in the fatun order to pursue these possible opporturétiesprovide additional flexibility to fund its
business plan, in January 2001 the Company filatheversal" shelf registration statement for aniiddal $3 billion of common stock,
preferred stock, debt securities, warrants, stagklmse agreements and depository shares. The GQgrapla $500 million of 9% Junior
Convertible Subordinated Notes due in July 201 2eutidis shelf registration statement. The remaimivajlability under this registration
statement and under a previously existing registrattatement would allow Level 3 to offer an aggte of up to $2.7 billion of additional
securities to fund its business plan.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposexiting businesses or investments to
fund portions of the business plan. On April 2, 20he Company completed the sale of approximat&ymillion shares of Commonwealth
Telephone for approximately $166 million. Level &hndicated that it may sell an additional 4.9iomlshares in the future. The Company
also announced that it had reached a non-binditey lef intent to sell its interest in CPTC, fortpotial proceeds of $45 million. In addition,
the Company has announced that it will seek tomedliblease excess real estate and may entesale®/leaseback transactions for required
communications facilities.

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 céiyaar access to its conduits. In addition, procedm dispositions of the Company's assets
may not reflect the assets' intrinsic values. Faritexpenses may exceed the Company's estimateseafidancing needed may be higher 1
estimated. Failure to generate sufficient funds mneayiire the Company to delay or abandon somes dfiitire expansion or expenditures,
which could have a material adverse effect onrif@émentation of the business plan.

In connection with the implementation of the Comparusiness plan, management continues to reviewexisting businesses to determine
how those businesses will assist with the Compdaglss on delivery of communications and informatservices and reaching free cash -
breakeven. To th



extent that certain businesses are not consideriee tompatible with the delivery of communicatard information services or with
obtaining cash flow objectives, the Company may #xise businesses. It is possible that the decisiexit these businesses could result in
the Company not recovering its investment in theifesses, and in those cases, a significant chaeprnings could result. For example, the
Company sold its Asian operations to Reach Ltd.iaodrred a loss of $516 million.

In July 2001, Level 3 announced that it had ameritgeSenior Secured Credit Facility to permit thengpany to acquire certain of its
outstanding indebtedness in exchange for sharesnofmon stock. During the first nine months of 2@@2 during 2001, various issuances of
Level 3's outstanding senior notes, senior discootds and convertible subordinated notes traddisebunts to their respective face or
accreted amounts. Through September 30, 2002,dhpé@ny had exchanged, in private transactions cappately $493 million (carrying
value) of its debt for shares of its common stoakigd at approximately $175 million.

In October 2001, the Company completed througfirgstier, wholly owned subsidiary, Level 3 Finand.LC, a "Modified Dutch Auction”
tender offer for a portion of the Company's senimes and convertible subordinate notes. Leveharkie repurchased debt with a face value
of approximately $1.7 billion, plus accrued intérésapplicable, for a total cash purchase pritapgproximately $731 million. Level 3 retired
an additional $89 million face amount of debt sé®e using approximately $31 million of cash dgrithe second quarter of 2002.

Level 3 is aware that the various issuances afutstanding senior notes, senior discount notesandertible subordinated notes continue to
trade at discounts to their respective face orededramounts. In order to continue to reduce futash interest payments, as well as future
amounts due at maturity, Level 3 or its affiliateay, from time to time, purchase these outstandétg securities for cash or exchange shares
of Level 3 common stock for these outstanding deburities pursuant to the exemption provided tiGe 3(a)(9) of the Securities Act of
1933, as amended, in open market or privately negottransactions. Level 3 will evaluate any stuahsactions in light of then existing
market conditions. The amounts involved in any swahsactions, individually or in the aggregateyra material.

The Company has a $1.275 billion Senior SecurediCracility. As of September 30, 2002, $1.125ibillof the $1.275 billion Senior
Secured Credit Facility was drawn. The balanceasgnts the approximately $150 million revolvingdiréacility, which contains certain
limitations on availability.

In August 2002, Level 3 amended the terms of thed8e&Secured Credit Facility. Modifications to t@eedit Facility, per the terms of the
amendment, include, but are not limited to, théofeing:

o Increased flexibility for the Company to purswguaisitions for cash consideration;

o Removal of two revenue-based financial covenants;

o Modification of an Adjusted EBITDA-based covenantaccordance with the Company's current busipkss

o Reduction of the $650 million undrawn revolvirmgdit facility by $500 million to $150 million, wltrestrictions on availability;
0 Maintenance of minimum cash balance, generallakp $525 million, of which $400 million is pledd to the banks; and

o Increase of 0.5% per year to the cost of borrgwin

The remaining financial covenants contained indteelit agreement will now be calculated on a cadatdd basis, but those calculations will
exclude the Company's toll road operations. Certadifications were also made to the Total Levefdgdo covenant (which is defined in
the agreement as the ratio of Total Debt to Adpi&BITDA) in accordance with the Company's curfaumdiness plan. In addition, this
covenant will now be tested on a trailing twelventiobasis beginning on June 30, 2004, with a maxiraliowable level of 11.5x, versus the
original maximum allowable level of 6.0x beginniag December 31, 2004. Certain other covenants &laeebeen modifiec



The Company is required to maintain a minimum dzdhnce, generally equal to $525 million. No defaalder the Senior Secured Credit
Facility shall be deemed to have occurred with eespo the minimum cash balance test if, withixensonth period following the date on
which the cash balance falls below $525 milliore @ompany again attains a cash balance greateottegjual to $525 million. Additionally,
the Company is required to pledge to the lendedeuthe Senior Secured Credit Facility $400 milladihe minimum cash balance. The
Company shall be deemed to be in default undeBémtor Secured Credit Facility if the cash balaofcéhe restricted subsidiaries falls below
$450 million.

The Senior Secured Credit Facility, as amendedchst®mary covenants, or requirements, that theg@aosnand certain of its subsidiaries
must meet to remain in compliance with the contiiche Company does not remain in compliance withcovenants, it could be in default
under the terms of the Senior Secured Credit Facih this event, the lenders could take actiansefjuire repayment.

In the amendment, the Company agreed to reducantibent of the undrawn senior secured revolvingitfadility portion from $650 millior
to $150 million. Of the $150 million, $50 millios available immediately for letters of credit ahd temaining $100 million becomes
available after August 30, 2003 provided that tleenpany has satisfied an incurrence test thatata@lto a pro forma fixed charge coverage
ratio. As of September 30, 2002, the Company hadosgmately $8 million in letters of credit outstling under this agreement.

As of September 30, 2002, Level 3 had not borroamgdfunds under the $150 million revolving creditifity. The availability of funds and
any requirement to repay previously borrowed fusdntingent upon the continued compliance withrilevant debt covenants. The
Company believes, based upon management's revithve aimended covenants and other provisions déiméor Secured Credit Facility, tt

it is in full compliance with all the terms of tt8znior Secured Credit Facility as of Septembe2802 and will be for at least the next twelve
months.

Current economic conditions of the telecommuniceiand information services industry, combined Wiel 3's financial position and
significant liquidity, have created potential opfomities for Level 3 to acquire companies or porsi@f companies at attractive prices. Lev
continues to evaluate these opportunities and amakk additional acquisitions in 2002.

Market Risk

Level 3 is subject to market risks arising frommdes in interest rates, equity prices and foreiginange rates. As of September 30, 200z
Company had borrowed $1.125 billion under the SeBaxured Credit Facility and $180 million undez tommercial mortgages. Amounts
drawn on the debt instruments bear interest atltieenate base rate or LIBOR rate plus applicaldegins. As the alternate base rate and
LIBOR rate fluctuate, so too will the interest empe on amounts borrowed under the credit facility mortgages. The weighted average
interest rate based on outstanding amounts undse trariable rate instruments of $1.3 billion git&mber 30, 2002, was approximately
5.7%. A hypothetical increase in the variable poridf the weighted average rate by 1% (i.e. a weijaverage rate of 6.7%) would increase
annual interest expense of the Company by appraglyn$13 million. At September 30, 2002, the Comphad $5.09 billion of fixed rate
debt bearing a weighted average interest rate26b9A decline in interest rates in the future wilt benefit the Company due to the terms
conditions of the loan agreements that requireCtimpany to repurchase the debt at specified premiliinee Company has been able to
reduce its exposure to interest rate risk by aatgiirertain outstanding indebtedness in exchangshfares of common stock and cash. The
Company continues to evaluate other alternativéisibinterest rate risk.

Level 3 continues to hold positions in certain ficlpltraded entities, primarily Commonwealth Telepke and RCN. The Company accounts
for these two investments using the equity metldApril 2, 2002, the Company sold approximatel$xéf its holdings in Commonwealth
Telephone for approximately $1



million. The market value of RCN and Commonweal#iephone was approximately $214 million at Septar8be2002, which is
significantly higher than their carrying value @2million. Level 3 has also stated that it maypdise of all or part of the remaining
investments in the next 12-18 months. The valueived for the remaining investments would be affddiy the market value of the
underlying stock at the time of any such transactf®20% decrease in the price of Commonwealthpgfedae and RCN stock would result in
approximately a $43 million decrease in fair vatfi¢hese investments. The Company does not cuyratilize financial instruments to
minimize its exposure to price fluctuations in dg@ecurities.

The Company's business plan includes developingpathting a telecommunications network in Eurdgeof September 30, 2002, the
Company had invested significant amounts of capitéhat region and will continue to expand itsgaece in Europe in 2002. The Company
issued EUROB800 million (EURO425 million outstandatgSeptember 30, 2002) in Senior Euro Notes imdalp 2000 as an economic het
against its net investment in its European suhsatiaDue to the historically low exchange ratesining the U.S. Dollar and the Euro,
during the fourth quarter of 2000, Level 3 eledizdet aside the remaining Euros received frond#ie offerings. During the third quarter of
2001, Level 3 elected to start funding its curféatopean investing and operating activities with Buros that had previously been set aside.
As of September 30, 2002, the Company held onlyighduro denominated cash and cash equivalentsitbifs immediate working capital
obligations. Other than the issuance of the Eurmdenated debt and the holding of the Euros, the@my has not made significant use of
financial instruments to minimize its exposuredceefgn currency fluctuations. Foreign exchange flattuations in 2002 did not have a
material effect on Level 3's results of operatidifse Company continues to analyze risk managentetégies to reduce foreign currency
exchange risk.

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

Item 4. Controlsand Procedures

(a) Disclosure controls and procedures. The ConipaBlyief Executive Officer and Chief Financial @i have evaluated the effectivenes
the Company's disclosure controls and procedurdsnithe 90 days prior to the date of filing of¢fQuarterly Report on Form 10-Q. Based
upon such review, the Chief Executive Officer arfdeCFinancial Officer have concluded that the Camyphas in place appropriate controls
and procedures designed to ensure that informadigmired to be disclosed by the Company in thentepfiles or submits under the
Securities Exchange Act of 1934, as amended, andutas thereunder, is recorded, processed, sumedaaind reported within the time
periods specified in the Commission's rules anchfoDisclosure controls and procedures includéowit limitation, controls and procedures
designed to ensure that information required tdibelosed by an issuer in reports it files or subrander the Securities Exchange Act is
accumulated and communicated to the Company's ream&t, including its principal executive officerdaprincipal financial officer, as
appropriate to allow timely decisions regardinguiegd disclosure.

(b) Internal controls. Since the date of the ev#dmadescribed above, there have not been anyfisigni changes in our internal controls or in
other factors that could significantly affect thasmtrols.



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION
Item 4. Submission of Mattersto a VVote of Security Holders
At the annual meeting of stockholders held on 24ly2002 the following matters were submitted tm#e:

1. Election of four Class Il Directors to the BoafiDirectors of Level 3 for a three-year term utite 2005 Annual Meeting of Stockholders:

In Favor Withheld
Mogens C. Bay 345,692,188 8,418,724
Richard R. Jaros 344,828,789 9,282,123
Robert E. Julian 346,784,765 7,326,147
David C. McCourt 340,010,051 14,100,861

2. Proposal to adopt an amendment to Level 3'skRtam to increase the number of shares of comnoak spar value $.01 per share of Le
3, reserved for issuance under the Stock Plan B0BM00 shares of Level 3 Common Stock:

Affirmative votes: 198, 970,010
Negative votes: 38, 128,524
Abstain: 2, 621,955

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits filed as part of this report are lgteelow.

99.1 Certification of Chief Executive Officer puesu to 18 U.S.C. Section 1350, as adopted pursag@ection 906 of the Sarbanes-Oxley
Act of 2002.

99.2 Certification of Chief Financial Officer puesut to 18 U.S.C. Section 1350, as adopted pursaeBection 906 of the Sarban®siey Act
of 2002.

(b) On July 9, 2002, the Company filed a Currenpdteon Form 8-K disclosing the sale of $500 miiliof its 9% Junior Convertible
Subordinated Notes to certain institutional investo

On August 14, 2002, the Company filed a Currentd®epn Form 8-K related to the modification of ldsig-term incentive program.

On August 26, 2002, the Company filed a Currentd®epn Form -K disclosing that it had amended its Senior Sec@nedlit Facility.



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 3COMMUNICATIONS, INC.

Dat ed: Novenber 14, 2002 \s\ Eric J. Mrtensen
Eric J. Mrtensen
Vi ce President, Controller
and Principal Accounting O ficer



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 reporsdua 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, resofteperations and cash flows of the registrantfaarw for, the periods presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
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 registraiigdosure controls and procedures as of a datena®0 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure cn#od procedures based on our evaluatir
of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

a) all significant deficiencies in the design oemgion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

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

6. The registrant's other certifying officers arfthive indicated in this quarterly report whethenat there were significant changes in internal
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 defitcies and material weaknesses.

Dat e: Novenber 14, 2002
/sl James Q Crowe

James Q Crowe
Chi ef Executive Oficer

* 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



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 reporsdua 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, resofteperations and cash flows of the registrantfaarw for, the periods presented in this
quarterly report;

4. The registrant's other certifying officers araté responsible for establishing and maintainisgldsure controls and procedures (as def
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 registraiigdosure controls and procedures as of a datena®0 days prior to the filing date of this
quarterly report (the "Evaluation Date"); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure cn#od procedures based on our evaluatir
of the Evaluation Date;

5. The registrant's other certifying officers artthle disclosed, based on our most recent evahyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aspas performing the equivalent function):

a) all significant deficiencies in the design oemgion of internal controls which could adversaffect the registrant's ability to record,
process, summarize and report financial data and tantified for the registrant's auditors any ena weaknesses in internal controls; and

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

6. The registrant's other certifying officers arfthive indicated in this quarterly report whethenat there were significant changes in internal
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 defitcies and material weaknesses.

Dat e: Novenber 14, 2002
/sl Sureel A. Choksi

Sureel A. Choksi
G oup Vice President and Chief Financial Oficer

* 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



Exhibit 99.1 (Chief Executive Officer)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of LeveC8mmunications, Inc. (the "Company") on Form 10eQthe period ended September 30,
2002 as filed with the Securities and Exchange Csion on the date hereof (the "Report”), |, Ja@e€rowe, Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. SS 185@dopted pursuant to SS 906 of the Sarbanest@xt 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 finanaaldition and results of operations of the
Company.

/sl James Q Crowe
Janes Q Crowe

Chi ef Executive O ficer
Novenber 14, 2002



Exhibit 99.2 (Chief Financial Officer)

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
ASADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of LeveC8mmunications, Inc. (the "Company") on Form 10eQthe period ended September 30,
2002 as filed with the Securities and Exchange Cmsion on the date hereof (the "Report"), I, SufeeChoksi, Chief Financial Officer of
the Company, certify, pursuant to 18 U.S.C. SS 185@dopted pursuant to SS 906 of the Sarbanest@xt 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 faphgsents, in all material respects, the finanaaldition and results of operations of the
Company.

/sl Sureel A Choksi
Sureel A Choksi
Chief Financial Oficer
Novenber 14, 2002
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