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UNITED STATES

SECURITIESAND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)
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LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations

(unaudited)
Three Months Ended Six Mont hs Ended
June 30, June 30,
(dollars in millions, except per share data) 2002 2001 2002 2001
REVENUE.....ciiiieiiieieeeeeeee $750 $387 $1,136 $ 835
Costs and Expenses:
Costofrevenue......ccccccvveevvcvecennceeee 484 208 630 474
Depreciation and amortization................... 190 322 400 558
Selling, general and administrative............. 240 328 493 677
Restructuring and impairment charges............ .. 47 101 a7 111
Total Costs and EXPENSES.......uvvvevvvveveeeeens e 961 959 1,570 1,820
Loss from Operations........cccccvveeenvccies e (211) (572 (434) (985)
Other Income (Expense):
Interest iNCOMe........ccoovviiieniiiieeenne 6 a7 15 108
Interest expense, net (131) (1749 (260) (312)
Other, Net......ooooveviiiieeeeee e 104 (7) 108 (35)
Total Other EXPense.......cccvceeevvvcieeenneeeee . (21) (134) (137) (239)
Loss from Continuing Operations Before Income Taxes ... (232)  (706) (571) (1,224)
Income Tax Benefit......ccooeevvvvicniiceeeee. - - 119 -
Net Loss from Continuing Operations.......cccc..... . (232)  (706) (452) (1,224)
Loss from Discontinued Operations, net.............. e - (25) - (42)
Extraordinary Gain on Debt Extinguishments, net.... ... 76 - 206 -
NELLOSS covviiiiiiiiiie i, $(156) $(731) $ (246) $(1,266)
Earnings (Loss) Per Share of Level 3 Common Stock
(Basic and Diluted):
Continuing operations.........cccocceeveeeee. e $(0.58) $(1.92) $(1.14) $(3.33)
Discontinued operations, net.................. - (0.07) - (0.11)
Extraordinary gain on debt extinguishments, ne 0.19 - 0.52 -
NEt10SS..ovvviiiiiiicviiiievieeeee s $(0.39) $(1.99) $(0.62) $(3.44)

See accompanying notes to consolidated condensaucial statement



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

(dollars in millions, except per share data)

Assets

Current Assets:
Cash and cash equivalents.......................
Marketable securities
Restricted securities...........ccceevveene
Accounts receivable, less allowances of $50 and

Current assets of discontinued Asian operations.

Property, Plant and Equipment, net.................
Goodwill and Intangibles, net......................

Other Assets, Net......ccoeveeeveeeiieeiieiieenens

(unaudited)

June 30,
2002

$46, respectively................ 696

See accompanying notes to consolidated condensaucial statement

December 31,
2001



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

June 30, December 31,
2001

(dollars in millions, except per share data) 2002

Liabilities and Stockholders' Deficit
Current Liabilities:

Accounts payable...........ccccoevverieninn. $975 $714
Current portion of long-term debt............... 10 7
Accrued payroll and employee benefits........... 152 162
Accrued interest.........ccoceeviiveeiinenns 83 86
Deferred revenue...........cccoevveviieennnnns 240 124
Current liabilities of discontinued Asian operat - 74
Other...ccoviiiiiieee e 231 225
Total Current LiabilitieS......uuvvcvieiiieeeeeees e ————— 1,691 1,392
Long-Term Debt, less current portion................ e 5,939 6,209
Deferred REVENUE............coooeeveiiiiiii 1,349 1,335
Accrued Reclamation COStS.......cccocevviceencees e 91 92
Other LiabilitieS.....ccovvviiiiiiiiciies e 352 353
Commitments and Contingencies
Stockholders' Deficit:
Preferred stock, $.01 par value, authorized 10,0 00,000 shares: no
shares outstanding......cccccccevvvcveeneees e - -
Common stock:
Common stock, $.01 par value, authorized 1,500 ,000,000 shares:
405,716,371 outstanding in 2002 and 384,703, 922
outstanding in 2001...........ccccceveeeen. 4 4
Class R, $.01 par value, authorized 8,500,000
shares outstanding............ccccceeueee.. - -
Additional paid-in capital...................... 5,808 5,602
Accumulated other comprehensive loss............ (117) (144)
Accumulated defiCit.........ccoovvvverinennns (5,773) (5,527)
Total Stockholders' DEfiCit.......cccvevvvceeneees e (78) (65)
$9,344 $9,316

See accompanying notes to consolidated condensaucfal statement



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES

(dollars in millions)

Cash Flows from Operating Activities:
Net LOSS....covvivieiiiiiiiiieeeeee
Loss from discontinued operations...............
Extraordinary gain on debt extinguishment, net..

Loss from continuing operations.................
Adjustments to reconcile net loss from continuin
net cash (used in) provided by operating acti

Equity earnings

Depreciation and amortization................

Dark fiber and submarine cable non-cash cost
Loss on impairments............ccccocueeee.

Gain on sale of assets.............ccueeeeen.

Non-cash compensation expense attributable to

Deferred revenue
Accrued interest on marketable securities....
DepOSItS.....eveeiiiiieeeiieee e
Federal income tax refunds
Interest expense on discount notes...........
Accrued interest on long-term debt...........
Changes in working capital items, net of amou
Receivables... .
Other assets..
Payables...........
Other liabilities.........ccccvveveee.....

Net Cash (Used in) Provided by Operating Activities

Cash Flows from Investing Activities:

Proceeds from sales and maturities of marketable

Purchases of marketable securities..............
Decrease in restricted cash and securities, net.
Capital expenditures...........cccceeeevvenne
Release of capital accruals...........
Purchases of assets held-for-sale
Investments, net.........ccceeevevviviinnnnnnn.

McLeod business acquisition.....................
CorpSoft acquisition, net of cash acquired of $3
Software Spectrum acquisition, net of cash acqui

Proceeds from sale of Commonwealth Telephone sha

Proceeds from sale of property, plant and equipm

Net Cash Provided by (Used in) Investing Activities

Consolidated Statements of Cash Flows
(unaudited)

Six Months Ended

20
.......................................... $(2
S ¢
.......................................... (4
g operations to
vities:
.......................................... 4
of revenue.........ccooeeeiiiiiiinenns
......................... 1
stock awards.........ccccvveeieeennennn.
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1
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.......................................... 2
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1
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(

(
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ent, and other assets.....................
.......................................... $1

(continued)

See accompanying notes to consolidated condensaucial statement

June 30,

46) $ (1,266)

42
06) -
52)  (1,224)
(7) (2)
00 558
3 131
44 124
00)  (13)
17 159
20 516
5 11

- 50

- 43
55 58
3) 1
59) 109
17) 5
51)  (170)
76) 52
1) 20
22) 428
00 2,120
- (1,112)
9 83
42)  (1,860)
14 -

- (90)
16) -
50) -
94) -
93) -
66 -
12 17
06 $(842)



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES

(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............cccceevunne

Net Cash (Used in) 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 refund received....................
Interest paid.........ccceeviiieeiiiiiennn.

Noncash Investing and Financing Activities:
Common stock issued in exchange for long term de

Consolidated Statements of Cash Flows

(unaudited)
(continued)
Six M
J
""" 20

See accompanying notes to consolidated condensaucial statement

onths Ended

une 30,

02 2001
2 $ 636
91) 3)
- 2
89) 635
48) (45)
7 (36)
46) 140
97 1,255
51  $1,395
19 $ 43
95 296
71 $ -



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statement of Changes in Stockhol®eficit For the six months ended June 30, 2002

(unaudited)

Accumulated
Additional Other

Common Paid-in  Comprehensive  Accumulated

(dollars in millions) Stock Capital Loss Deficit T otal
Balances at December 31, 2001........... $4 $ 5,602 $ (144) $(5527) $ (65)
Common Stock:

Issued to extinguish long-term - 71 - - 71

Debt....ccooiiiiiies

Stock plan and warrant grants........ - 135 - - 135
Net LOSS....ccovveeeeieiiiiiiiiiiinnns - - - (246) (246)
Other Comprehensive Income.............. - - 27 - 27
Balances at June 30, 2002............... $ 4 $ 5,808 $ (117) $(5,773) % (78)

See accompanying notes to consolidated condensaucial statement



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive L oss

(dollars in millions)

Net LOSS...coiiiiiiiiiiiiiiiiiiiiiee e

Other Comprehensive Income (Loss) Before Tax:
Foreign currency translation gains (losses).....
Unrealized holding gains (losses) arising during

Reclassification adjustment for gains (losses)
included in netloss..............ccceeeee.

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

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

Other Comprehensive Income (Loss) Net of Taxes

Comprehensive LOSS..........cccccvvvviveeeeeennnn.

(unaudited)
Three Months Ended
June 30, June
2002 2001 2002
$(156) $(731) $ (246)
47 (32) 25
- (1) (2
(2) 3 4
46 (30) 27
46 (30) 27
$(110) $(761) $ (219)

Six Mont

See accompanying notes to consolidated condensaucfal statement

hs Ended
30,

$(1,266)

87
2

18

(67)

(67)

$(1,333)



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 sixthmended June 30, 2002 are not necessarily indkoaft 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 consideratioritfe service provided; and 3) Level 3 is not
legally obligated to provide additional productservices to the customer or their successor. Tatinimrevenue is typically recognized in
situations where a customer and Level 3 mutualigadp terminate service or the customer and/@sigets fail to emerge from bankruptcy,
thus Level 3 is not obligated to provide additiosaivice to the customer or its successor. If tmaitions described above are met,



Company will recognize termination revenue equah#fair value of consideration received, less ampunts previously recognized.
Termination revenue is reported in the same maasiéne original product or service provided.

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 ggnehaliacterized as fixed fee or cost sharing asarants. 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 udg provisions in which the sponsoring partnerivesea management fee for construction
services provided. Level 3 recognizes this managéfee as revenue in the period when the contsambinpleted and payment is received
from the joint build partner.

For the six months ended June 30, 2002, Level 3ididecognize revenue attributable to non-monetachange transactions entered into in
2002 whereby it sold IRUs, other capacity, or otmwices to a company from which Level 3 receis@thmunications assets or services.
During the three and six months ended June 30,,Z3aillion and $4 million, respectively, of amiaed revenue was recognized related to
contracts performed in 2001.

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

Cost of revenue for the communications businedsdies 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 leabBescdst of revenue associated with sales-type
leases of dark fiber agreements entered into idune 30, 1999, was determined based on an &dina# 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@network. Changes to total estimated costsnatork capacity are included
prospectively in the allocation in the period inigkhthey become known. Cost of revenue associattdtiae sale of transoceanic capacity
meet the accounting requirements as sales-typedesalso determined based on taking into accsemiice capacity and costs incurred by
Level 3 and its contractors to construct such asset

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 CorpSoft,(Il@orpSoft") and Software Spectrum, i
("Software Spectrum"), distributors, marketers eggkllers of business software.

()Structure provides outsourcing services, typicirough contracts ranging from 3-5 years, tofrthat desire to focus their resources on
their core businesses. Under these contractsiygiBte recognizes revenue in the month the seisipeovided. The systems integration
business helps customers define, develop and ingpitowost-effective information systems. Revenumftbese services is recognized on a
time and materials basis or percentage of compldtasis depending on the extent of the servicesged. Cost of revenue includes costs of
consultants' salaries and other direct costs for

()Structure's businesse



CorpSoft and Software Spectrum are resellers dhbas software. Accounting literature provides guick to enable companies to determine
whether revenues from the reselling of goods amdcses should be recorded on a "gross" or "netisbdfhie Company believes that the facts
and circumstances, particularly those involvingimg and credit risk indicate that the majorityGrrpSoft and Software Spectrum's sales
should be recorded on a "gross" basis. The latitumeability of these companies to establish tiiaéngeprice to the customer is a clear
indication of "gross" revenue reporting. The asstiompof credit risk is another important factordatermining "gross" versus "net" reporting.
CorpSoft and Software Spectrum have the respoitgitnl pay suppliers for all products ordered, mreldss of when, or if, they collect from
their customers. Those companies are also solsporsible for determining the creditworthinesst®ftustomers.

CorpSoft and Software Spectrum recognize reverara foftware sales at the time of product shipmant) accordance with terms of
licensing contracts, when the price to the custaméired, and collectibility is reasonably assurBévenue from maintenance contracts is
recognized when invoiced, the license period hasngenced, when the price to the customer is fixed,@llectibility is reasonably assured,
as CorpSoft and Software Spectrum have no mato&s or future obligations associated with fupggformance under these maintenance
contracts. Consulting service revenue is recognized time and materials basis or percentage option basis. Advance billings are
recorded as deferred revenue until services argded. Cost of revenues includes direct costs eflitensing activity, costs to purchase and
distribute software and direct costs to providestiiing services. The costs directly attributableadvance billings are deferred and included
in Other Current Assets on the Consolidated CoretéBalance Sheet. Rebate income received from adtpublishers is recognized in the
period in which the rebate is earned and refleated reduction of cost of revenue.

In June 2001, the FASB issued SFAS No. 141, "Bssit@mbinations” ("SFAS No. 141"). SFAS No. 141uisgp all business combinations
initiated after June 30, 2001, to be accountedi$img the purchase method of accounting. Pridnédgsuance of SFAS No. 141, companies
accounted for mergers and acquisitions using one@imethods; pooling of interests or the purctesmunting method. Level 3 has
accounted for acquisitions using the purchase ndedind the adoption of SFAS No. 141 has not hadtanaheffect on the Company's rest
of operations or financial position.

In June 2001, the FASB also issued SFAS No. 142pd®&ill and Other Intangible Assets" ("SFAS No. T4EFAS No. 142 is effective for
fiscal years beginning January 1, 2002. SFAS Na&.reduires companies to segregate identifiablegitde assets acquired in a business
combination from goodwill. The remaining goodw#lmo longer subject to amortization over its estadaiseful life. However, the carrying
amount of the goodwill must be assessed at leastadlly for impairment using a fair value based.t€siodwill attributable to equity method
investments is no longer amortized but is stilljgabto impairment analysis using existing guidafozeequity method investments. For the
goodwill and intangible assets in place as of Ddzam31, 2001, the adoption of SFAS No. 142 didhaate a material impact on the
Company's results of operations or its financiaifpon. The Company believes the impact of SFAS N2 will not have a material effect on
accounting for future acquisitions. (See Notes@ &n

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 ffsen the extinguishment of debt be classifiedxsaordinary items only if they meet
the criteria in APB Opinion No. 30. Previously, SEA0. 4 generally required all gains and lossa® fdebt extinguished prior to maturity to
be classified as an extraordinary item in the stata 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 ldmpot reasonably be expected to recur in the émalle 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 repurchasédsexchanges, tf



adoption of SFAS No. 145 in 2003 will result in tleelassification of the related extraordinary gaand losses in the statement of operations
to other non-operating income.

SFAS No. 145 also addresses other issues inclasimending certain provisions of SFAS No. 13, "Acanmfor 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 be subsequettijusted for changes in estimated cash
flows. The provisions of SFAS No. 146 shall be effifee for exit or disposal activities initiated eftDecember 31, 2002, with no retroactive
restatement allowed. Early application is permittegl/el 3's management continues to review itsrdtlisinesses to determine how those
businesses will assist with the Company's focudedivery of communications and information serviaees reaching free cash flow
breakeven. If the Company elects to exit thesenegsies, the costs required to exit or disposeesktbusinesses will not be recorded until
they are actually incurred. Level 3 is unable ttedwaine at this time whether these costs will lmeiired or whether they will be material to
results of operations or financial position.

Deferred income taxes are provided for the temyadédferences between the financial reporting andldasis of the Company's assets and
liabilities using enacted tax rates in effect foe yyear 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 adoaustandards that it is more likely than not theterred tax assets will be realizable.
Federal legislation enacted in 2002 permitted thm@any to apply unutilized net operating lossesrajd 996 taxable income. As a result,
the Company recognized an income tax benefit aceived a refund of $119 million in the first quartd 2002.

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

Where appropriate, items within the consolidatendemsed 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 $50 million in cash consideration #melassumption of certain operating liabilitieted to that business. The acquisition
includes customer contracts, approximately 350 P@Bimts of Presence) and related facilities actiosd).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 re=diiin the cash consideration plus assumed ligsl#ixceeding the fair value of the
identifiable tangible and intangible assets acgling approximately $33 million, which is recordex



goodwill. In accordance with SFAS No. 142, the geitidwill be assessed annually for impairment and mot be amortized. The results of
operations attributable to the McLeod assets adddliies are included in the condensed statemioperations from the date of acquisition.

On March 13, 2002, the Company acquired privateld ICorpSoft, Inc., a major distributor, marketad 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 CorpSo$34 million cash position on the acquisitioneddthe $128 million cash purchase price,
including transaction costs, exceeded the fairevalithe net assets by approximately $153 milliasdal on management's preliminary
estimate of the value of the assets and liabildieguired.

On June 18, 2002 the Company completed the adquisif Software Spectrum, Inc., a global providegrketer 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 approximate3$ #dillion. The transaction is valued at
approximately $95 million, adjusted for SoftwareeSpum'’s $40 million cash position on the acquositilate. The $135 million purchase p
exceeded the fair value of the net assets by appadely $121 million based on management's prelmyirestimate of the value of the assets
and liabilities acquired. The Company is in thegaiss of having a third party perform a formal vabraof the assets and liabilities acquired
in the CorpSoft and Software Spectrum transactimusexpects that the valuation will be completednduthe third quarter of 2002.

The results of CorpSoft and Software Spectrum'satjpas are included in the condensed statemespe@fations from the dates of
acquisition. On a proforma basis, CorpSoft andvgaie Spectrum would have had combined annual regolapproximately $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 o/exs. The Company believes that
communications price performance will improve magidly 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 Spectumstomers.

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

Pro Forma
Six Months Ended Year Ended
(dollars in millions, except per share data) June 30, June 30, December 31,
2002 2001 2001
REVENUE ..o $1,759 $1,458 $4,015
Loss from Continuing Operations..........cccceeeee.. s (455) (1,262) (5,573)
NEtLOSS..cciiiiiiiiie e e, (249) (1,304) (5,103)

Net Loss per Share.......cccccevvcieevccceeeee. (0.63) (3.54) (13.65)



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  CorpSof t  Spectrum
Assets:
Cash and cash equivalents.........ccccceeeceeee. e, $ - $3 4 $40
Accounts receivable........cccoovvceeeeeees e - 15 1 130
Other current @sSetS.....ccccvvvvveveeveeeees e - 1 8 3
Property, plant and equipment, Net.............. 19 6 13
Identifiable intangibleS.......ccccccccecceeeces s 49 - -
GOOAWill..ooiiiiiiiiiiic e e 33 15 3 121
Other @sSetS.....oovvvcivviiiiiiiieeeeeees e - 6 1
Total ASSELS eovvviieieieeeee e e 101 36 8 308
Liabilities:
Accounts payable........cccooceiniiiiccs s - 20 1 138
Other current liabilitieS......ccccccoceeeeeee. s 43 6 35
Current portion of long-term debt................ 8 1 9 -
Other liabilitieS......uvvveeveeeeeeiieieeeeee s - 1 4
Total LiabilitieS.....ccvvveeeeeiiiiiiieeeee e 51 24 0 173
PUrchase PriCe.....ccovvviiiiiiiiicciieeeeeeee e $ 50 $12 8 $ 135

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 includedsian network operations, assets, liabilities fardre financial obligations. This includ
Level 3's share of the Northern Asian cable systapacity on the Japan-US cable system, capitabpathtional expenses related to these
two systems, gateways in Hong Kong and Tokyo, amgtieg customers on Level 3's Asian network.

The transaction closed on January 18, 2002. Asegehber 31, 2001, the net carrying value of LeleeA3ian assets was approximately $
million. In accordance with SFAS No. 144, in theifin quarter of 2001, Level 3 recorded an impairmh@ss on these assets held for sale
within discontinued operations, equal to the défare between the carrying value of the assetstemdfair value. Based upon the terms of
agreement, the Company also accrued approximaidly#llion in certain capital obligations it retaith for the two submarine systems to be
sold to Reach, and estimated transaction costsf Agne 30, 2002, approximately $3 million of tb&at accrual had not yet been paid.

The 2002 operating results through the transactiia were not significant. The following is the snarized results of operations for the tt
and six months ended June 30, 2001 for the disuosdi Asian operation



Three Months Ended Six Mo nths Ended

(dollars in millions) June 30, 2001 June 30, 2001
REVENUE.....cviiiiieiiieecceeeeeee e $ 2 $ 3
Costs and Expenses:
Cost Of reVeNUEe......cvvveeiiiviieeeeeeeieeeee e, 3) (5)
Depreciation and amortization................... . . 7) (20)
Selling, general and administrative............ . 17) (30)
Total costs and eXpenses........cceveveeeeeee e 27) (45)
Loss from Discontinued Operations..........ccc...... e, $ (25) $ (42)

SFAS No. 144 requires that long-lived assets thaehmet relevant criteria should be classifiedhedd' for sale” and shall be identified
separately in the asset and liability sectiondeflialance sheet. The assets and liabilities of#ien operations met these criteria as of
December 31, 2001 and are classified as currentadilieir sale to Reach in January of 2002.

The following is summarized financial informatiawor the discontinued Asian operations as of Decer@be001 (dollars in millions):
Financial Position

Current Assets:

Cash and cash eqUIVAIENES........cccccereeeee s . $34
REStHCtEd SECUNMLIES. ..o i occiiiiiiiees e —————— . 17
RECEIVADIES. ..o e —————— 21
L1 = N 2
Total CUIMMENt ASSEES....cvviiieiciiieeecciiceees e $74

Current Liabilities:
ACCOUNES PAYADIE.......cooiiiciiiccceeecis s . $5
Current portion of long-term debt............... . 8
Deferred reVENUE.......cooiciieicieeeeees e . 6
2

4. Restructuring and Impairment Charges

In 2001, the Company announced that due to theidarand severity of the slowdown in the economg tire 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 theseratthe Company reduced its global work forcemprily in the communications busine

in the United States and Europe by approximatel@@employees. Restructuring charges of approxign&tie® 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 ternainatosts. In total, the Company has paid $66 amlin severance and related fringe benefit
costs and $16 million in lease termination costefakine 30, 2002 for these actions. In 2002, thea@any was able to successfully terminate
a European lease for approximately $4 million tbss had originally been estimated and included#refit in Restructuring and Impairm
Charges in the consolidated condensed statemepeoations. Lease termination obligations of $2Bioni are expected to be substantially
paid by December 31, 20C



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 aneiel As of June 30, 2002, Level 3 still had $3ioml of obligations remaining with
respect to this action. The Company recorded amimmgnt charge of $44 million related to an opegtolocation facility near Boston, as
well as excess communications inventory and cedaiporate facilities in Colorado, which are cléissi as held for sale in other non-current
assets. As a result of the completion of additimoédcation space in Boston by other providers ctiretinued overabundance of
communications equipment in the secondary markets the soft demand for office space in the metitgpoDenver area, the Company
believes that these assets are obsolete and ¢hastimated future undiscounted cash flows attitletto these assets will be insufficient to
recover their current carrying value. The new dagyalues of these assets are based on offeriveeddeom third parties for the real estate
properties or actual sales of similar communicatiassets.

Level 3 continues to conduct a comprehensive rewkils communications assets and specifically tasseployed along its intercity network
and in its gateway facilities. It is possible thdtlitional communications equipment may be ideadifas obsolete 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 six months ended June 30, 2002@0 respectively. Therefore, the
dilutive effect of the approximately 12 million add million shares at June 30, 2002 and 2001, otisedy, attributable to the convertible
subordinated notes and the approximately 58 mibind 33 million stock-based awards and warrantstaniding at June 30, 2002 and 2001,
respectively, have not been included in the contfmutaf diluted loss per share because their incfus/ould have been anti-dilutive to the
computation. The following details the earnings$loper share calculations for the Level 3 comntocks

Three Months Ended Six Mon ths Ended
June 30, Jun e 30,
(dollars in millions, except per share data) 2002 2001 2002 2001
Net Loss from Continuing Operations................ . .. $(232) $(706) $ (452 ) $(1,224)
Discontinued Operations, net.........ccccccccveeeee. L - (25) - (42)
Extraordinary Gain on Debt Extinguishments, net.... ... 76 - 206 -
NEELOSS ..t e $(156) $(731) $ (246 ) $(1,266)
Total Number of Weighted Average Shares Outstanding
used to Compute Basic and Dilutive Earnings Per
Share (in thousands) 398,721 368,211 395,020 368,012
Earnings (Loss) Per Share of Level 3 Common Stock
(Basic and Diluted):
Continuing operationS........ccccccevveeeeeee $(0.58) $(1.92) $(1.14 ) $(3.33)
Discontinued operations, net.......c..c........ . - (0.07) - (0.11)
Extraordinary gain on debt extinguishments, ne | P 0.19 - 0.52 -

NELIOSS. oo i, $£5._39) &1,99) s (0.62 ) $_(-3:._44)




6. Receivables

Receivables at June 30, 2002 and December 31,26 as follows:

Information

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

SEerVICES.....veevveen, $ 118 $ 572 $ 10 $1 $ 701

Upfront Dark Fiber......... - - - - -
Joint Build Costs............. 29 - - - 29
Other Receivables............. 16 - - - 16
Allowance for Doubtful

Accounts........ccveeeeees (43) ) - - (50)

$ 120 $ 565 $ 10 $1 $ 696

December 31, 2001
Accounts Receivable - Trade:

Services.......cooueeenn. $ 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)

$ 209 $ 18 $ 11 $1 $ 239

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 Agidexes), 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 wegpproximately $18 million and $40
million for the three and six months ended June2B0?. Intercity segments, gateway facilities, latgtworks and operating equipment that
have been placed in service are being depreciatedtioeir estimated useful lives, primarily rangfngm 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 suppc



systems are capitalized. Upon completion of a ptpjle total cost of the business support sysseamiortized 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 Noiimerica and European intercity and metropolitatwoeks ($1.2 billion), and certain
transoceanic assets ($320 million). For those aitkat are determined to be impaired, the fairevalithe asset becomes the new basis or
"cost" of the asset and the accumulated depreniéttiat 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 #1ilién and $114 million of capital accruals fortthree and six months ended June 30,
2002 that had previously been reported as propglant and equipment. In the ordinary course ofriess, as construction projects come to a
close, the Company reviews the final amounts ddesattles any outstanding amounts related to tb@stacts which can result in changes to
estimated costs of the construction projects.

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

Accumulated Book
(dollars in millions) Cost  Depreciation Value
June 30, 2002
Land and Mineral Properties.......cccccocceeveeeeee e $ 188 $ (23) $ 165
Facility and Leasehold Improvements
CommUNICAtIONS......uuveeeiiereeeeeeerieieeens 1,486 (54) 1,432
Information Services.... 27 (5) 22
65 (62) 3
92 (16) 76
4,103 (261) 3,842
Operating Equipment
CommMUNICALIONS......couveeeeeiiiiiee e 1,388 (550) 838
Information Services.... 77 (46) 31
81 (71) 10
18 (12) 6
Network Construction Equipment..................... 50 (16) 34
Furniture, Fixtures and Office Equipment........... 178 (116) 62
Construction-in-Progress.........cccccccvveeeenn. 71 - 71

$7,824 $(1,232) $6,592




Accumulated Book
(dollars in millions) Cost  Depreciation Value
December 31, 2001

Land and Mineral Properties.......cccccccceveeeeee $ 203 $ (16) $ 187
Facility and Leasehold Improvements
CoOMMUNICALIONS....uvviiiiiiiiiieeeeeeeeeeeieeeee e, 1,423 (22) 1,401
Information Services.......coocevvvvc 26 (5) 21
Coal MiNiNg.....cccovveiiiiiiiieiiieeeeeeeee e, 65 (62) 3
CPTC. e e 92 (24) 78
Network Infrastructure......cccccccvveveeeees e 4,111 (107) 4,004

Operating Equipment

CommMUNICALIONS......ccuveeeeeiiiiiee e 1,159 (390) 769
Information Services. 69 (41) 28
Coal Mining......cccvvvvveieiieneeeeeesieiens 82 (72) 10
CPTC .t e, 18 (11) 7
Network Construction Equipment...........cceeeeee. L. 67 17) 50
Furniture, Fixtures and Office Equipment........... . ... 173 (81) 92
Construction-in-Progress......ccccccccveeeeees s 240 - 240
$7,728 $ (838) $6,890

Depreciation expense was $186 million and $393anilfor the three and six months ended June 3®,2@8pectively. Depreciation expense
was $316 and $530 for the three and six monthsceddiee 30, 2001, respectively.

8. Goodwill and Intangibles, Net

As of June 30, 2002, $75 million, $153 million gtR1 million of goodwill and intangibles, net of artization, 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 thevédire allocated to identifiable tangible and ingidate assets of $33 million was assigned to
goodwill and will be assessed at least annuallyrfgrairment in accordance with SFAS No. 142.

The acquisition of CorpSoft was completed on M&ak8h2002. The $128 million purchase price includiragsaction costs, based on
management's preliminary estimate of the valubefissets and liabilities acquired, exceeded thedhie of the net assets by approximately
$153 million.

On June 18, 2002, the Company completed the atiquisif Software Spectrum, Inc. The $135 milliorrghase price exceeded the fair value
of the net assets by approximately $121 millioreldesn management's preliminary estimate of theevafihe assets and the liabilities
acquired. The Company is the in the process ofrgaaithird party perform a formal valuation of #esets and liabilities acquired in the
CorpSoft and Software Spectrum transactions andagythe valuation will be completed during thediguarter of 2002.

Intangible asset amortization expense was $4 mibiod $7 million for the three and six months endlege 30, 2002, respectively. Goodwill
and intangible asset amortization expense, exajudinortization expense attributable to equity métinoestees, was $6 million and $28
million for the three and six months ended June2B01, respectively. The Company amortized $1lionilbf goodwill attributable to the
1998 acquisition of XCOM Technologies, Inc. for #ig months ended June 30, 2001. Good



attributable to this investment has not been amexdtin 2002 as a result of the adoption of SFASIMQ.

The amortization expense related to intangibletassarently recorded on the Company's books foh @d the five succeeding years is
estimated to be the following at December 31, 20828 million; 2003 - $20 million; 2004 - $11 méin; 2005 - zero and 2006 - zero.

9. Other Assets, Net

At June 30, 2002 and December 31, 2001 other assesisted of the following:

June 30, December 31,

(dollars in millions) 2002 2001
INVESIMENTS.....ooviiiiiirie e $85 $127
Debt Issuance Costs, net 99 113
Prepaid Network ASsets..........cccevvveveennnen. 20 21
CPTC Deferred Development and Financing Costs...... 19 20
Assets Held for Sale..........cccocvevieennens 49 62
Employee and Officer Notes Receivable.............. 8 10
Other....ccoviiiieice e 12 11

$292 $364

The Company holds significant equity positionsvio foublicly traded companies:

RCN Corporation ("RCN") and Commonwealth TelephBmerprises, Inc. ("Commonwealth Telephone"). REM 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 June 30, 2002, Level 3 owned approximately 24#25% of the outstanding shares of RCN and Comraatilv Telephone, respective
and accounts for each entity using the equity nebtiibe market value of the Company's investme®RGON and Commonwealth Telephone
was $36 million and $232 million, respectively, &ame 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 equityldsses has been offset. The Company's
investment in RCN, including goodwill, was zeraJahe 30, 2002 and December 31, 2001. The Compdnyotirecognize approximately
$279 million and $318 million of suspended equitydes attributable to RCN for the three and sixthwanded June 30, 2002, respectively,
bringing the total amount of suspended equity les$seapproximately $587 million at June 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 thersinths ended June 30, 2002 or 2001 and does petito recognize future gains on
RCN stock activity until the suspended equity lesaee recognized by the Compa



The following is summarized financial informatiohRCN for the three and six months ended June @02 2nd 2001, and as of June 30,
2002 and December 31, 2001 (dollars in millions).

Three Months Ended Six Mo nths Ended
June 30, Jun e 30,
2002 2001 2002 2001
Operations:
RCN Corporation:
REVENUE .....eviiiiiieiiie e . $128 $111 $ 253 $ 217
Net loss available to common shareholders..... . (1,094) (677) (1,243) (935)

Level 3's Share:
NEt 10SS.....cvvevreieeceeeieeee e . $ - $- $ - $-
Goodwill amortization................cc.eeee. . - - - -

June 30, December 31,
2002 2001
Financial Position:
CUIMTENt ASSEES....uvviieeeiieiecccieeeeeeeeee e $544 $ 956
Other ASSELS oooveviviiiiieeeeeeee s 1,642 2,647
Total ASSetS..cccvvivieeeeiiiiiiiccieeee e 2,186 3,603
Current LiabilitieS. ..o 308 358
Other Liabilities. ... s 1,695 1,884
MINOrity INtEreSt.....ccvveiiiiieiiieeeeeeee s 1 51
Preferred StOCK.........coovvvvvviiiiiiiees e 2,222 2,142
Total liabilities and preferred stock............ L 4,226 4,435
Common shareholders' deficit..........ccceeee. $ (2,040) $ (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 represent approximately
46 percent of Level 3's economic ownership of Comwenlth Telephone. Eldorado Equity Holdings recgimet proceeds of approximately
$166 million and recognized a gain on the saleppfaximately $102 million in the second quartetto$ year which is included in Other, net
on the consolidated condensed statement of opesatis a result of the transaction, the Companysoagproximately 25% of the total
Commonwealth Telephone shares outstanding as ef3wn2002.

The Company's investment in Commonwealth Telephiookjding goodwill, was $79 million and $121 milfi at June 30, 2002 and
December 31, 2001, respectively.

The Company previously made investments in cegablic and private companies in connection withsthentities agreeing to purchase
various services from the Company. The Companyiraily recorded these transactions as investmernisiaferred revenue on the balance
sheet. The value of the investment and deferreehte is equal to the estimated fair value of tloeisiges at the time of the transaction or the
value of the services to be provided, whichever masge readily determinable. Level 3 closely morsttite success of these investees in
executing their business plans. For those compami¢sre publicly traded, Level 3 monitors currandl historical market values of the
investee as it compares to the carrying value ®friiiestment. The Company recorded a charge ofii@mand $37 million during the three
and six months ended June 30, 2001 for an othertraporary decline in the value of such investmenhich is included in Other, net on
the consolidated condensed statements of operafotge appreciation will be recognized only ugale or other disposition of these
securities



The carrying amount of the investments was zeduaé 30, 2002 and December 31, 2001. The Companidped services to entities
participating in this program of $1 million for thleree and six months ended June 30, 2002. The @wymwovided services valued at
approximately $2 million and $10 million relatedttds program for the three and six months endee B0, 2001, respectively. As of June
30, 2002, the Company had deferred revenue oldigatdf $8 million with respect to these transaction

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 telagonications equipment identified as excess andhlwmanagement expects to sell due to the
Company's decision in June 2001 to reprioritize#gital 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 $8 million at June 3M20he loans are generally secured by
Level 3 common stock or other personal assetseobtiirower and bear interest at 4.75%. Subseqgaehirte 30, 2002, certain of the loans to
employees have been repaid and the outstandingdeaisi$5 million as of August 9, 2002.

10. Long-Term Debt

At June 30, 2002 and December 31, 2001, long-tesioh was as follows:

June 30, December 31,
(dollars in millions) 2002 2001
Senior Secured Credit Facility:
Term Loan Facility

Tranche A (4.62% due 2007) $ 450 $ 450

Tranche B (5.62% due 2008) 275 275

Tranche C (5.87% due 2008) 400 400
Senior Notes (9.125% due 2008)...... 1,400 1,430
Senior Notes (11% due 2008).............cccvveneee 433 442
Senior Discount Notes (10.5% due 2008)............. 614 583
Senior Euro Notes (10.75% due 2008)................ 317 307
Senior Discount Notes (12.875% due 2010)........... 357 386
Senior Euro Notes (11.25% due 2010)................ 103 93
Senior Notes (11.25% due 2010).........ccceeeenne 124 129
Commercial Mortgages:

GMAC (4.24% due 2003).......cccccoverreernnnns 120 120

iStar (8.5% due 2002-2004).............. 60 112
Convertible Subordinated Notes (6.0% due 2010)..... 684 728
Convertible Subordinated Notes (6.0% due 2009)..... 463 612
CPTC Long-term Debt (with recourse only to CPTC):

(7.63% due 2004 - 2028) 140 140
CorpSoft Debt.........ccevvveeeenen. 2 -
Other ....cooiiiiieiiee e 7 9

5,949 6,216

Less current PortioN......coeeeevevevvccccccees e (10) ©)

$5,939 $6,209

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



The Company purchased $75 million face value ($8Bom carrying value) of its 12.875% Senior DisecttNotes due 2010 during the sec
quarter of 2002. The Company issued approximatehyllton shares of its common stock worth approxieia$19 million in exchange for

the discount notes. The net gain on the early gutshment of the debt, including transaction casid unamortized debt issuance costs, was
$33 million and was recorded as an extraordinay iin the consolidated condensed statement of tipesa

In the second quarter of 2002, the Company purch$44 million aggregate principal amount of its 64nvertible Subordinated Notes due
2009 and $21 million aggregate principal amourit6% Convertible Subordinated Notes due 2010.Ttmmpany issued approximately 5
million shares of its common stock worth approxiehat20 million in exchange for the convertible tiekhe net gain on the early
extinguishments of the debt, including transactiosts and unamortized debt issuance costs, wasilithh and was recorded as an
extraordinary item in the consolidated condensatistent of operations.

For the six months ended June 30, 2002, the Comparchased $136 million aggregate principal amafiits 6% Convertible Subordinated
Notes due 2009 and $35 million aggregate prin@pabunt of its 6% Convertible Subordinated Notes 20#0. The Company issu
approximately 12 million shares of its common staakth approximately $52 million in exchange foe ttonvertible debt and recorded an
extraordinary net gain of approximately $114 milliduring the period.

In February 2002, the Company's first tier, whallyned subsidiary, Level 3 Finance, LLC purchase@iiddlion 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, waexpately $59 million and was recorded as an extiaary item in the consolidated
condensed statement of operations.

Principal Amount

at Maturity  Actual W eighted

Repurchased Average P urchase

($ millions)  Price/$ 1,000
Senior Notes (9.125%) ..ccceevvveevveevieeeeees e $ 30 $ 381
Senior Notes (119%0) vovoveeeveveiiiiiiiiieeeeeee 8 423
Senior Euro Notes (10.75%) ..cccoovvvveeenncceees e 23 422
Senior Euro Notes (11.25%) ..cccoovvvveeenncccees e 1 405
Senior Notes (11.25%) ..ccocvcvvvvveiiiiieneeeees e, 5 415
Convertible Subordinated Notes (due 2010) .......... 8 184
Convertible Subordinated Notes (due 2009) .......... 14 195

$89

Assumes 1 EURO =.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 3igidrges entered into a $1.375 billion secured itfedtility ("Senior Secured Credit
Facility"), which was amended in March 2001 to &ase the borrowing capacity by $400 million, to7$5. billion. The Senior Secured Cre
Facility, as amended, is comprised of a seniorreecrevolving credit facility in the amount of $664llion and a thredranche senior secur.
term loan facility aggregating $1.125 billion. Teéecured term loan facility consisted of a $450iomltranche A, a $275 million tranche B
and a $400 million tranche C term loan facility,aflwhich have been drawn on and are outstandsingf ®ecember 31, 2001 and June 30,
2002.



As of June 30, 2002, Level 3 had not borrowed amg$ under the $650 million revolving credit fagiliThe availability of funds and any
requirement to repay previously borrowed fundspistingent upon the continued compliance with thevant debt covenants.

The Senior Secured Credit Facility has customamggants, or requirements, that the Company andineot its subsidiaries must meet to
remain in compliance with the contract, includinfir@ncial covenant that measures minimum revefM@smum Telecom Revenue). The
subsidiaries of the Company that must comply withterms and conditions of the credit facility egferred to as Restricted Subsidiaries.

The Minimum Telecom Revenue covenant generallyireguhat the Company meet or exceed specifieddefecash revenue from
communications and information services businegeasrated by the Restricted Subsidiaries. The Mininfelecom Revenue covenant is
calculated quarterly on a trailing four-quarteribasd must exceed $1.65 billion for the secondtquaf 2002, $2.0 billion for the third
quarter of 2002, increasing to $2.3 billion in ftharth quarter of 2002, $3.375 billion in the fduguarter of 2003, and $4.75 billion in the
fourth quarter of 2004. The Restricted Subsidiacigsently include those subsidiaries engagedendbmpany’'s communications businesses,
CorpSoft, Software Spectrum, and (i)Structure aarthin of their subsidiaries engaged in the Comisanformation services businesses.

Those subsidiaries of the Company that are noestibj the limitations of the Senior Secured Creditility are referred to as Unrestricted
Subsidiaries. The Unrestricted Subsidiaries inclueleel 3's coal mining and toll road properties &adoldings in RCN and Commonwealth
Telephone.

If the Company does not remain in compliance whith Minimum Telecom Revenue covenant, as well asiceother covenants, it could be
default under the terms of the Senior Secured CFediility. In this event, the lenders could takéians to require repayment.

In January 2002, the Company stated that it beliéwas in compliance with all of the terms, cdratis, and covenants under the Senior
Secured Credit Facility and expected to remairoimgliance through the end of the first quarter daseits publicly disclosed financial
projections. However, the Company stated thatléssalisconnects and cancellations were to contiitiee levels experienced during the
second half of 2001, it may violate the Minimum d@m Revenue covenant as early as the end of tbadguarter 2002. The Company
stated that to the extent the Company's operatmerdbrmance improves or it completes acquisitibias generate sufficient incremental
revenue, a potential violation of the covenant ddé delayed beyond the second quarter of 200Rnoinated entirely.

As a result of the CorpSoft and Software Spectraquaitions described earlier, the Company beliétvedl remain in compliance with the
terms and conditions of the Senior Secured Crexditlify until at least sometime during 2004. Then@pany's expectation assumes that it
takes no other actions, its sales remain at lesgdsrienced during the second half of 2001, ancbdisects and cancellations trend down
during the second half of 2002 in accordance with@ompany's customer credit analysis. The Compaligves, based upon management's
review of the covenants and other provisions ofShknrior Secured Credit Facility, that it is in faimpliance with all of the terms of the
Senior Secured Credit Facility as of June 30, 2002.

Given other actions the Company may take, and baisés longer term expectations for improvementss rate of sales, disconnects and
cancellations, new product and service introdustiand the potential for additional acquisitiong @ompany believes it will continue to
remain in compliance with the terms and conditiohthe Senior Secured Credit Facility over the tefrthat agreemen



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 onigi loan agreement, 85 Tenth Avenue, LLC will naga&ge in any business other than the
ownership management, maintenance and operatitre dew York Gateway facility. Under the termsloé 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 Ddx 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.

CorpSoft

CorpSoft's foreign subsidiaries have factoringrageanents with a local financial institution. Thir@ement allows CorpSoft to sell up to
EURO 15 million of certain accounts receivable fromstomers with recourse to the local financialiinon. In addition, certain foreign
affiliates have overdraft facility arrangementshnlibcal institutions. At June 30, 2002, borrowimgkated to these agreements were
approximately $2 million.

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

The Company capitalized $14 million and $57 millmfninterest expense and amortized debt issuarsts pelated to network construction
and business systems development projects fohtke find six months ended June 30, 2001, resplgctN@ interest expense or amortized
debt issuance costs were capitalized for the sinthsoended June 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 optiondasiputed 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 $117 million and $159 ioill of non-cash expense for the six
months ended June 30, 2002 and 2001, respectlnelyded in discontinued operations is non-cashprmsation expense of zero and $3
million for the six months ended June 30, 2002 20@1, respectively. In addition, the Company cdigigd $4 million and $9 million of non-
cash compensation for those employees directlylwedoin the construction of the network or develgomnof the business support system:
the six months ended June 30, 2002 and 2001, riasglgc

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

Three Months Ended June 30, Six Months End ed June 30,
(dollars in millions) 2002 2001 2002 2001
NQSO .o $ - $ 2 $ - $5
Warrants .........ccooeecvviiiiieiineeneeennn 4 3 5 6
OSO0..uiiiiiieciee e 34 64 81 119
C-0S0..coiiiiiiiiieeecee e 11 12 24 27
Restricted StOCK ......covvvvvveeeeeeiiniinns - 1 2
Shareworks Match Plan .............ccccooeone 3 3 7 5
Shareworks Grant Plan ...............cccceeeee. 3 3 4 4
55 88 121 168
Capitalized Noncash Compensation................ 2) (5) 4) 9)
53 83 117 159
Discontinued Asian Operations .................. - 2 - 3
$53 $ 85 $ 117 $ 162

The Level 3 1995 Stock Plan ("the Stock Plan") me=e 70 million shares for issuance upon the egeraf stock-based awards of which
approximately 50 million are available for issuaatdune 30, 2002. In addition, the Stock Plantirtiie maximum number of awards that
can be granted to one participant to 10 milliomvtes for the acceleration of vesting in the evara change in control, allows for the grant
of stock-based awards to directors of Level 3, @thér persons providing services to Level 3; atalal for the grant of nonqualified stock
options with an exercise price less than the farkat value of Level 3 common stock.

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

Non-Qualified Stock Optionsand Warrants

In the quarter ended June 30, 2002, the Compangdssvo million warrants to a contractor as paynfentonsulting services. The warrants
allow the contractor to purchase common stock é%ger share. Warrants to purchase 640,000 sbhaoesnmon stock were vested
immediately upon grant with the remaining 1,360,086ting equally over eight months. The warrantsrexin February 2009. The fair value
of these warrants was approximately $5 million g calculated using the Black-Scholes valuatiodehwith a risk free interest rate of
4.88%. The Company used an expected volatility s&5%. The Company did not grant any NQSOs duttiegsix months ended June 30,
2002. As of Juni



30, 2002, the Company had not reflected $5 milibonamortized expense in its financial stateméat®dQSOs and warrants previously
granted.

Outperform Stock Option Plan

In 1998, the Company adopted an outperform stotky"'OSO") program that was designed so thaQbmpany'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 OSOgreom 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 theatdl 3's common stock outperforms the S&P 500 Intlexvalue of OSOs to a holder
may exceed the value of nonqualified stock optidie mechanics for determining the value of anvilddial OSO is described below:

The initial strike price, as determined on the Qgént date, is adjusted over time (the "Adjustek&trice"), until the exercise date. The
adjustment is in an amount equal to the percerdpgesciation or depreciation in the value of thePSB0 Index from the date of grant to the
date of exercise. The value of the OSO increagdsdoeasing levels of outperformance. OSQO's gchhtase a multiplier range from zero to
eight depending upon the performance of Level 3rmomstock relative to the S&P 500 Index as showthénfollowing table.

If Level 3 Stock Outperforms the The n the Pre-multiplier Gain Is
S&P 500 Index by: Multiplie d by a Success Multiplier of:
0% or Less 0.00
More than 0% but Less than 11% Outperformance percentage multiplied by 8/11
11% or More 8.00

The Pre-multiplier gain is the Level 3 common stpcike minus the Adjusted Strike Price on the déitexercise

OSO awards are made quarterly to eligible partitipan the date of the grant. Most awards vestjirakquarterly installments over two ye
and have a four-year life. Awards granted prioDecember 2000 typically have a two-year moratoraumrexercise from the date of grant. As
a result, once a participant is 100% vested irgthet, the two-year moratorium expires. Therefareards granted prior to December 2000
have an exercise window of two years. Level 3 grdu 1 million OSOs to employees in December 200fuded in the grant were 2.1
million OSOs that vest 25% after six months with thmaining 75% vesting after 18 months. These G8@sll additional OSOs granted
after March 1, 2001 are exercisable immediatelynugesting and have a four-year life.

The fair value under SFAS No. 123 for the approxetyefive million OSOs awarded to participants digrithe six months ended June 30,
2002 was approximately $27 million. As of June 3002, the Company had not reflected $52 milliommdmortized compensation expense
in its financial statements for OSOs granted pnasiy

In July 2000, the Company adopted a convertiblpardivrm stock option ("C-OSQO") program, as an esitm of the existing OSO plan. The
program is a component of the Company's ongoindaap retention efforts and offers the similar feas to those of an OSO, but provides
an employee with th



greater of the value of a single share of the Cayigacommon stock at exercise, or the calculate® @8ue of a single OSO at the time of
exercise.

C-0SO0 awards were made to eligible employees eragdloy the date of the grant. The awards were nma8eptember 2000, December
2000, and September 2001. The awards granted i\284 over three years as follows: 1/6 of eachtgahthe 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 im equal quarterly installments over
three years. Each award is immediately exercisgida vesting. Awards expire four years from thesddtthe grant.

As of June 30, 2002, the Company had not refleg8¥dmillion of unamortized compensation expenstsifinancial statements for C-OSOs
awarded in 2000 and 2001.

Shareworks and Restricted Stock

For the three and six months ended June 30, 2@8&| 13 recognized $5 million and $11 million, resipeely, of noncash compensation
expense attributable to its Shareworks program@fAsine 30, 2002, the Company had not reflecteginamtized compensation expense of
$17 million for Shareworks and restricted stocknged in prior years in its financial statements.

12. Industry and Segment Data

SFAS No. 131 "Disclosures about Segments of anrfnsée and Related Information” defines operatiegnsents as components of an
enterprise for which separate financial informati®available and which is evaluated regularly iy €ompany's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent strategic business units that offfierent products and serve different markets. Toenpany's reportable segments include:
communications; information services (including £®oft and Software Spectrum); and coal mining. Opinenarily includes California
Private Transportation Company, L.P. ("CPTC"), ggirivestments, and other corporate assets andheadmot attributable to a specific
segment.

EBITDA, as defined by the Company, consists of e@% (loss) before interest, income taxes, deptiecigamortization, non-cash operating
expenses (including stock-based compensation apdiiments) and other non-operating income or ex@€efse Company excludes noast
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 repreéssash 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 $106omidnd $114 million of capital accruals for theeith and six months ended June 30,
2002 previously reported as property, plant andpegent. These accrual releases resulted in negedipiéal expenditures for the three moi
ended June 30, 2002 for the communications segrmetiite ordinary course of business, as constmgiiojects come to a close, we review
the final amounts due and settle any outstandinguais related to these contracts which can resatjustments to the estimated costs of the
construction projects.

The information presented in the tables followingludes information for three and six months englgte 30, 2002 and 2001 for all income
statement and cash flow information presented asnof June 30, 2002 and December 31, 2001 fomkdhbe sheet information presented.
Revenue and the related expenses are attributsrlitdgries based on where services are prov



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 June 30, 2002
Revenue:
North America................. $ 253 $ 305 $ 20 $ 7 $ 585
Europe......ccocovveeienen. 23 130 - - 153
ASia.......coooiieiiiiins - 12 - - 12
$ 276 $ 447 $ 20 $ 7 $ 750
Cost of Revenue:
North America................. $ 58 $ 275 $ 15 $ - $ 348
Europe.....cccoccvveerenennn. 4 121 - - 125
ASia.......coooiieiiiiins - 11 - - 11
$ 62 $ 407 $ 15 $ - $ 484
EBITDA:
North America................. $ 58 $ 15 $ 4 $ 3 $ 80
Europe.....cccoccvvveerenennn. ) 2 - - (5)
ASia.....ccooieiiiiiiiis - 1 - - 1
$ 51 $ 18 $ 4 $ 3 $ 76
Capital Expenditures:
North America................. $ 12 $ 4 $ - $ $ 17
(42) - - - (42)
$ (30) $ 4 $ - $ $ (25
Depreciation and Amortization:
North America $ 154 $ 5 $ 1 $ 1 $ 161
Europe............. 29 - - - 29
ASia.......cooiiiiiiiiins - - - - -
$ 183 $ 5 $ 1 $ 1 $ 190
Six Months Ended June 30, 2002
Revenue:
North America $ 500 $ 360 $ 40 $ 15 $ 915
Europe............. 54 155 - - 209
ASia.......cooviiiiiiiins - 12 - - 12
$ 554 $ 527 $ 40 $ 15 $ 1,136
Cost of Revenue:
North America................. $ 116 $ 320 $ 28 $ - $ 464
12 143 - - 155
- 11 - - 11
$ 128 $ 474 $ 28 $ - $ 630
EBITDA:
North America................. $ 99 $ 21 $ 9 $ 1 $ 130
Europe......cccoeieieeins (6) 2 - - 4)
ASia.....ccooviiiiiiies - 1 - - 1
$ 93 $ 24 $ 9 $ 1 $ 127
Capital Expenditures:
North America................. $ 54 $ 9 $ 1 $ 1 $ 65
(37) - - - (37)
$ 17 $ 9 $ 1 $ 1 $ 28
Depreciation and Amortization:
North America................. $ 332 $ 9 $ 2 $ 2 $ 345
Europe 55 - - - 55
ASia......ccoooiiiiiiiins - - - - -
$ 387 $ 9 $ 2 $ 2 $ 400




(dollars in millions) Communications

Three Months Ended June 30, 2001
Revenue:

North America. $ 278
Europe.......cccccvvivnnnnnn, 51
$ 329
Cost of Revenue:
North America................. $ 14
Europe......ccocovveenenenn. 30
$ 171
EBITDA:
North America. $ (96)
Europe.....cccocvvvveerenennn. (22)
$ (117)
Capital Expenditures:
North America................. $ 713
Europe......ccocovveerenen. 45
$ 758
Depreciation and Amortization:
North America................. $ 255
Europe.....cccocovvveerenennn. 61
$ 316

Six Months Ended June 30, 2001
Revenue:

North America................. $ 633
Europe.....cccocvvveerenennn. 80
$ 713
Cost of Revenue:
North America................. $ 345
Europe 49
$ 394
EBITDA:
North America................. $ (171)
Europe.....cccocvvveeeenennn. (57)
$ (228)
Capital Expenditures:
North America................. $ 1,700
Europe......ccocovveevenenn. 151
$ 1,851
Depreciation and Amortization:
North America................. $ 444
Europe......ccooovveerenen. 102

Information Coal

Services Mining Other
$ 27 $ 21 $ 6
4 - R
$ 31 $ 21 $ 6
$ 20 $ 15 $ -
2 - -
$ 22 $ 15 $ -
$ 4 $ 5 $ 1
1 - -
$ 5 $ 5 $ 1
$ 5 $ 1 $ -
$ 5 $ 1 $ -
$ 3 $ 1 $ 1
1 - -
$ 4 $ 1 $ 1
$ 57 $ 46 $ 12
7 - -
$ 64 $ 46 $ 12
$ 46 $ 31 $ -
3 - -
$ 49 $ 31 $ -
$ 3 $ 12 $ 4
2 - -
$ 5 $ 12 $ 4
$ 10 $ 3 $ -
$ 10 $ 3 $ -
$ 6 $ 2 $ 3
1 - -
$ 7 $ 2 $ 3

Total



(dollars in millions)
Identifiable Assets

June 30, 2002

North America $ 5,973
Europe............ 926
ASia.......coooiiiiiiiin, -
$ 6,899
December 31, 2001
North America $ 6,256
Europe.....cccoccvvveenenennn. 1,001
Discontinued Asian Operations.
$ 7,331
Long-Lived Assets
June 30, 2002
North America................. $ 5,866
853
$ 6,719
December 31, 2001
North America................. $ 6,068
Europe......ccoccvveerenen. 919
$ 6,987

(dollars in millions)

Communications Revenue

Three Months Ended June 30, 2002
North America.............ccccuvvnn.
Europe......ccooovveiiiiiii,

Six Months Ended June 30, 2002
North America............ccccvvvene
Europe......ccooovveiiiiiis

Three Months Ended June 30, 2001
North America............cccovvvens
Europe.......cccovviiiiiiii

Six Months Ended June 30, 2001
North America............cccccvvnns
Europe.......cccovviiiiiiiin

Communications

74

Product information for the Company's communicaieagment follows:

Information Coal
Services Mining Other
$ 850 $ 314 $ 1,071
161 - 30
19 - -
$ 1,030 $ 314 $ 1,101
$ 74 $ 303 $ 1,566
5 - 37
$ 79 $ 303 $ 1,603
$ 338 $ 15 $ 184
4 - -
1 - -
$ 343 $ 15 $ 184
$ 50 $ 16 $ 228
1 - -
$ 51 $ 16 $ 228
Reciprocal Upfront
Services Compensation Dark Fiber
$ 221 $ 32 $ -
23 - -
$ 244 $ 32 $ -
$ 436 $ 64 $ -
54 - -
$ 490 $ 64 $ -
$ 177 $ 40 $ 61
51 - -
$ 228 $ 40 $ 61
$ 340 $ 77 $ 216
80 - -
$ 420 $ 77 $ 216

Total

Total

The majority of North American revenue consistseivices and products delivered within the Uniteates. 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 pedvietween these two regio



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

Three Months Ended Six Months En ded
June 30, June 30,
(dollars in millions) 2002 2001 2002 2001
Services
()Structure.......ccoocoveeeieeeniinne $ 25 $ 31 $ 52 $ 64
CorpSoft.....ccvvveeeeieeieieiieiininns 3 3
Software Spectrum...........ccccvveveens 2 2
30 31 57 64
Software Sales
CorpSoft.....ccvvveeeeieiieieeieiininns 295 - 348
Software Spectrum..........ccccceeuveeee. 122 - 122
417 - 470
$ 447 $ 31 $ 527 $64

The following information provides a reconciliatiohEBITDA to loss from continuing operations ftwetthree and six months ended June
2002 and 2001:

Three Months Ended Six Months En ded
June 30, June 30,

(dollars in millions) 2002 2001 2002 2001
EBITDA ..o $ 76 $ (106) $ 127 $ (207)
Depreciation and Amortization Expense........ (190) (322) (400) (558)
Non-Cash Impairment Expense ................. (44) (61) (44) (61)
Non-Cash Compensation Expense................ (53) (83) (117) (159)

Loss from Operations.............c........ (211) (572) (434) (985)
Other EXPense.....ccccceeevevvevciiiinnenns (21) (134) (137) (239)
Income Tax Benefit.........ccccoevveerennns - - 119 -
Loss from Continuing Operations.............. $(232) $ (706) $ (452) $ (1,224)

13. Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstifi@ Company in 2002 and 2001. These
projects include the North American intercity netilydocal loops and gateway sites, and the Compaorporate headquarters in Colorado.
Kiewit provided approximately $7 million and $516llion of construction services related to thesej@ets in the first six months of 2002 ¢
2001, respectively.

Level 3 also receives certain mine managementcasfrom Kiewit. The expense for these services$tamillion and $3 for the three and
six months ended June 30, 2002, respectively, anetbrded in selling, general and administratkgeases. The expense for these services
was $1 million and $3 million for the three and siwnths ended June 30, 2001, respectively.

14. Other Matters

On April 23, 2002, the Company announced thatdt teached a nohinding letter of intent to sell its 65% interestCPTC. If this transactic
is consummated, Level 3 expects to receive apprately $45 million in cash proceeds upon the clddbetransaction and the Company's
consolidated lon-term debt would decrease by approximately $140anillA sale is subject to execution of definitivecdmentatior



and approval by appropriate legislative and regmaauthorities. There can be no assurance thadinepany will complete the sale of its
interest in CPTC.

In May 2001, a subsidiary of the Company was naased defendant in Bauer, et. al. v. Level 3 Compgatiuns, 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®adiled in the U.S. District Court for the
District of Idaho. Both of these actions involve lBompany'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 networldspa or will pass. The complaint seeks damagéseami¢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.

The Company and its subsidiaries are parties taiceother legal proceedings. Management belidvaisany 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@1 to 1996. This benefit is reflected in theswlidated condensed statement of operal

It is customary in Level 3's industries to use asi financial instruments in the normal courseudibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Zccordance with specified terms and
conditions. As of June 30, 2002, Level 3 had outitag letters of credit of approximately $51 mitlio

15. Subsequent Events

On July 8, 2002, the Company sold $500 million aggte principal amount of 9% Junior Convertible dimated Notes due 2012 to entil
controlled by three institutions: Longleaf PartnEuds, Berkshire Hathaway, Inc., and Legg Masor, llevel 3 intends to use the net
proceeds of approximately $487 million, after titfons costs of $13 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 thewif the holders, into Level 3 common
stock at any time at a conversion price of $3.4bject to certain adjustments. The notes are ctibleat the Company's option into
convertible preferred stock under certain cond&iand circumstances. The convertible notes rarikijuo substantially all of the Company's
outstanding indebtedness.

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



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 June 30, is summdaaizéollows:

T hree Months Ended Six Months Ended
June 30, June 30,
(dollars in millions) 2002 2001 2002 2001
Communications............cccceveeeenn. $276 $329 $ 554 $713
Information Services..................... 447 31 527 64
Coal MiniNg.........cvevveveeeeeeennnnnn. 20 21 40 46
Other ....coovvieiiiiiieeeeieee, 7 6 15 12
$750 $387 $1,136 $835

Communications revenue of $276 million for the thneonths ended June 30, 2002 was comprised of i§#idn of services revenue which
includes private line, wavelengths, colocationeinet access, managed modem, voice and amortiziedilsr revenue, and $32 million
attributable to reciprocal compensation. Commuincatrevenue for the same period in 2001 was camagof $228 million of services
revenue, $61 million of non-recurring revenue frdark fiber contracts entered into before June 999%or which sales-type lease
accounting was applied, and $40 million of reciplamompensation. For the six months ended Jun2@2, communications revenue was
comprised of $490 million of services revenue, $6d million of reciprocal compensation. Communicatievenue for the same six month
period in 2001 was comprised of $420 million ofvéegs revenue, $216 million of non-recurring dabef revenue and $77 million of
reciprocal compensation revenue. The increaseriices revenue from 2001 was primarily due to grofidm existing customers, and new
customer contracts, and increases in terminatie@mge. Due to the current turmoil in the telecomimations industry, the Company has
experienced a significant increase in the numbeusfomers disconnecting or terminating servicelsigtves that as much as 25% and 13%
of its recurring revenue base as of December 311 20d June 30, 2002, respectively, consistechahfiially weaker, or "at-risk" customers.
Level 3 expects that a majority of these customéligdisconnect service within the next six montfike Company expects that recurring
revenue from at-risk customers will trend towardwamalized level of 10% in the second half of 200@ some of these at-risk customers,
Level 3 is able to negotiate and collect termimapenalties. Level 3 recognized $20 million and $8Bion of services revenue in the three
and six months ended June 30, 2002, respectivalgdrly termination of services. For the first



months of 2002, Level 3 recorded in services, $fianiof revenue for construction management sewigrovided to other communications
companies. The decrease in dark fiber revenuectsfthe completion of the intercity network in 20@hrk fiber revenue under sales-type
lease accounting is expected to be insignifica0®2 as the last remaining segments sold pridute 30, 1999 were delivered to and
accepted by customers in the fourth quarter of 208& decrease in reciprocal compensation in 20@&tiibutable to the Company receiving
regulatory approval from several states regardmggreements with SBC Communications Inc. and®eith during the first half of 2001.
These agreements established a rate structuneaf@mbission and switching services provided byaareer 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 scheduleaoe in the second half of 2002 and in
2003. To the extent that the Company is unablégio rsew interconnection agreements, reciprocal @regtion revenue may decline
significantly over time.

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 3irembcommunications assets or services in a cordeanpous transaction. In total these
exchanges accounted for $24 million or less tharpR®tal communications revenue ($2 million of duichal revenue was recognized within
the loss from discontinued operations as the taimgawas completed by the Company's discontinugidroperations) in 2001 and in each
case, provided network capacity or redundancy qmatacted transmission routes that Level 3's emgimdetermined was required. The fair
value of these non-monetary transactions was déatethusing similar transactions for which cash aerstion was received. Level 3
recognized no revenue from non-monetary exchamgesactions prior to 2001. The Cash Revenue frosethgchanges was $81 million
which was 4% of total Cash Revenue of $2.097 milleported in 2001. No Cash Revenue was reportetiése tranactions in 2002.

Level 3 recognized $2 million of revenue in thestfiquarter of 2002 and $2 million in the secondrtguaf 2002 relative to the performance
services in 2002 pursuant to the above-describeghsgon-monetary exchange transactions complet2dda. No additional non-monetary
exchange transactions were executed in 2002.

On August 2, 2002, the staff of the Securities Brdhange Commission ("SEC") provided notificatiorLevel 3, as well as accounting firr
(including the Company's independent accountard&) that the SEC had concluded that all non-mapetachange transactions for
capacity should be accounted for as an exchangssefs irrespective of whether one or both sidéseofransaction involved the lease of
assets. The conclusion was based on the SEC siaffighat the right to use an asset (that isaadg is in fact an asset and not a service
contract, irrespective of whether such asset isgeized on the balance sheet. This conclusion wagdire that non-monetary exchange
transactions for capacity involving the exchangerté or more operating leases be recognized bastw@arrying value of the assets
exchanged, rather than at fair value, resultingamecognition of revenue for the transactionsoo the SEC's communication on August 2,
Level 3's accounting for these transactions thailted in Level 3 recognizing revenue had beenisterg with industry guidance for these
types of transactions provided by its current iredgfent accountants (KPMG) and its prior independeabuntants (Arthur Andersen). In
addition, the revenue recognition approach fora@hesnsactions that the Company followed was apm@able practice in not only the
communications industry but other industries ad.Wédle SEC has also indicated that it expects tftecompanies to retroactively apply this
guidance to historical non-monetary exchange capa@insactions that occurred in prior years ahdppropriate, restate their financial
statements.

Of the seven non-monetary transactions describedealbhree 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 thebamges was $62 million which was 3% of total CaskidRue of $2.097 billion reported
2001. No Cash Revenue was reported for these tianadn 2002



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 thiereand amount of these transactions in its ptesvperiodic filings with the SEC and in
a press release issued on February 13, 2002. Homeeaeel 3 will not recognize revenue from thesmtactions, estimated to be
approximately $1 million per quarter, in future ipels as services are performed as called for byrémsactions.

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, CorpSoft and Software Spectrum, iasegl from $31 million and $64 million in the thig®d six months ended June 30, 2001,
respectively to $447 million and $527 million févet same periods in 2002. This increase is primattlybutable to the inclusion of $298
million of revenue in the second quarter attriblgetb CorpSoft, which was acquired on March 13,280d $124 million of revenue
attributable to Software Spectrum subsequent t&€ttrapany's acquisition of Software Spectrum on I 2002. The software reseller
industry is highly seasonal, with revenues andifgrtypically being higher in the second and fougtharters of the Company's fiscal year. (i)
Structure's revenues declined in both periods piiynas a result of lower systems integration rex@rnrhe Company expects revenues
attributable to the systems integration busines®tdinue to decline in the second half of 2002exain existing contracts expire and (i)
Structure continues to focus on its outsourcingrass.

The communications business generated Cash Reeé®$381 million and $650 million during the threedasix months ended June 30, 2002.
The Company defines Cash Revenue as communicatwasue plus changes in cash deferred revenuegdilngrrespective period.
Communications Cash Revenue reflects upfront castived for dark fiber and other capacity salesdharecognized over the term of the
contract under GAAP, but it is not intended to esg@nt revenues or cash flows as defined by GAARMunications Cash Revenue was
$640 million and $1,296 million for the three ariximonths ended June 30, 2001 respectively. Thisedse in Cash Revenue is a result of
the substantial completion of the intercity networi2001. Dark fiber revenue for the three andnsonths ended June 30, 2002 was less than
the respective periods ended June 30, 2001 aasgheemaining segments were delivered to and aaddgyt customers in the fourth quarter of
2001. In addition, the Company has recently expegd a significant decline in dark fiber and capeicidefeasible rights of use or IRU sal
particularly during the second quarter of 2002.

Three Months Ended Six Mon ths Ended
June 30, Jun e 30,
(dollars in millions) 2002 2001 2002 2001
Communications ReVeNUE.........cccceevcveevceenee e $276 $ 329 $ 554 $713
Increase (Decrease) in Communications Deferred Reve nue............ Q) 183 20 535
Decrease (Increase) in Deferred Revenue not Collect ed............ 26 128 76 48
Communications Cash Revenue $301 $ 640 $ 650 $1,296

Coal mining revenue decreased to $20 million ar@dlion for the three and six months ended June2B02 from $21 million and $46
million for the same periods in 2001. The decréasevenue is du



to lower spot market coal sales and scheduled tigshscin contracted tonnage for a number of custerime2002.

Other revenue for the 2002 periods was comparal28@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 second quarter 2002 focdnemunications business was $62 million, represgrat 64% decrease over the second
quarter of 2001 cost of revenue of $171 milliont @ six months ended June 30, 2002, the cosiveinue attributable to the
communications business was $128 million, a 68%imeérom the same period in 2001. These decrem®ea result of the lack of costs in
2002 associated with pre-June 30, 1999 dark filesssand the migration of customer traffic froneaded network to the Company's own
operational network. Overall, the cost of revermettfie communications business, as a percentagenuhunications revenue, decreased
significantly from 52% and 55% during the three andmonths ended June 30, 2001, respectively2% and 23% during the same periods
of 2002. The cost of revenue for the informatiorviees businesses, as a percentage of its revemse91% for the second quarter of 2002 up
from 71% in the same period in 2001. For the sixithe ended June 30, 2002 and 2001, these were 8d %/&b, respectively. The improv
margins of the information services' existing besses were more than offset by the lower margit@ogbSoft and Software Spectrum, wt
are typical of the software reseller industry. st of revenue for the coal mining business, psreentage of revenue, was 75% and 71¢
the second quarter of 2002 and 2001, respectively7@% and 67% for the six months ended June 312, a0d 2001, respectively.

Depreciation and Amortization expenses for the guavere $190 million, a 41% decrease from the seécpiarter 2001 depreciation and
amortization expenses of $322 million. Depreciafimnthe six months ended June 30, 2002 declin®&® $dillion, or 28%, from depreciation
of $558 million for the six months ended June 3 This decrease is primarily attributable toréduced basis of the Company's
communications assets resulting from the $3.2doilimpairment charge recorded in the fourth quat&001 and a $35 million charge
recorded in the second quarter of 2001 for theadatvn of certain corporate facilities. The Compalsp amortized $11 million of goodwiill
attributable to the 1998 acquisition of XCOM Teclugies, Inc. for the six months ended June 30, 2@&bdwill attributable to this
investment has not been amortized in 2002 as # dfghe adoption of SFAS No. 142. In additiontaén assets with two and three-year
depreciable lives became fully depreciated in 2&@1 and the first half of 2002.

Selling, General and Administrative expenses, alnlyinon-cash compensation, were $187 million ettiree months ended June 30, 2002,
a 24% decrease over second quarter 2001. Thisadecreflects the Company's efforts to reduce adlyicontrol operating expenses. The
Company has reduced its global communications veockfby approximately 2,700 employees since thinbeyy of 2001. Reductions in
employee related costs, including compensatiorijtfas costs, recruiting and training, as wellleaer professional, travel and bad debt
expenses contributed to the decline in sellingegarand administrative costs. The Company alsasgld $4 million of professional fee
accruals due to the favorable resolution of centaatters for which they were originally recordetie$e reductions were partially offset by
$20 million of selling, general and administratesgpenses attributable to CorpSoft and Software tBpecIncluded in operating expenses for
the three months ended June 30, 2002 and 2001 $&8rmillion and $83 million, respectively, of neash compensation expenses
recognized under SFAS No. 123 related to granssawk options, warrants and other stock-based cosgp@n programs. The decline in non-
cash compensation is a result of decreased heatdaedm decline in the value of equity based cors@igon awards distributed to employee-
owners.

For the six months ended June 30, 2002 and 20ihgsgeneral and administrative expenses weré$8iflion and $518 million,
respectively. These figures exclude $117 milliod 459 million of non-cash compensation. The facttescribed above are also the primary
reasons for the decline in selling, general andiaditnative expenses and r-cash compensation between the periods in 2002 @Ot



Restructuring and Impairment Charges of $47 milao $101 million were recorded in the second guaft 2002 and 2001, respectively. In
2002, the Company recorded a restructuring char& million for the costs associated with the teration of approximately 200
communications employees. Of these terminatior,cgimately 90% occurred in North America and 1086wred in Europe. The Compse
recorded a charge of $40 million in the second tguaf 2001 for global work force reductions of appmately 1,400 employees, primarily
the communications business. The restructuringgehisr 2001 was comprised of $35 million for sta&ffluction costs and $5 million for real
estate lease termination costs. The Company haibpsdy recorded a $10 million charge for a work®realignment action taken in the first
quarter of 2001.

The Company also recorded impairment charges ofh§ilibn and $61 million for the three month perfoending June 30, 2002 and 2001,
respectively. In 2002, the Company decreased thiging value of certain colocation assets, excessrunications equipment and corporate
facilities by approximately $44 million due to thentinued deterioration of the value of these as$et2001, the Company announced that it
was reducing and reprioritizing capital expendisurehe capital reprioritization resulted in certaimmunications assets being identified as
excess, obsolete or impaired. As a result, the Gomypecorded a non-cash impairment charge of $8ibmin June 2001, representing the
excess of the carrying value over the fair valutheke assets.

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
$76 million and $127 million for the three and sionths ending June 30, 2002 from losses of $106omind $207 million for the same
periods in 2001. Restructuring charges of $3 mmillior the three and six months ended June 30, 206240 million and $50 million for the
three and six months ended June 30, 2001, resphgtare included in EBITDA. This improvement wagsgominantly due to the higher
margins earned by the communications businessctieds in selling, general and administrative exggsnand the results of CorpSoft and
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 certaiadpsales and dark fiber contracts. For the threksix months ended June 30, 2002,
Adjusted EBITDA was $102 million and $226 milliospectively compared to $254 million and $507 iomilifor the same periods in 2001.
This decrease can be attributed to the declinesh@ommunications Revenue, partially offset byiced operating expenses and earnings
attributable to CorpSoft and Software Spectrum.

Three Months Ended Six Mon ths Ended
June 30, Jun e 30,
(dollars in millions) 2002 2001 2002 2001
EBITDA. .o e $ 76 $(106) $127 $ (207)
Increase (Decrease) in Communications Deferred Reve nUe.......ce.. Q) 183 20 535
Decrease (Increase) in Deferred Revenue not Collect ed...cceoues 26 128 76 48
Non-cash Cost of Goods Sold..........ccocceeeeeeeee L 1 49 3 131
Adjusted EBITDA $ 102 $254 $226 $ 507

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 $6 million for the second qeraof 2002 compared to $47 million in the samequkimn 2001 and $15 million for the six
months ended June 30, 2002 versus $108 milliothfssame six month period in 2001. The decreggenmrily attributable to the decline in
the average cash a



marketable security portfolio balance and a reducd the weighted average interest rate earngtieportfolio. The Company expects
interest income to continue to be below 2001 ledelks to utilization of funds to pay operating antkiest expenses, and fund capital
expenditures, as well as lower market interessratgerest income in the third quarter of 2008xpected to increase from second quarter
levels as a result of the proceeds received fran$800 million offering of 9% Junior Convertiblel&uwdinated Notes in July 2002. Pending
utilization of the cash and cash equivalents, tbm@any invests the funds primarily in governmertt gavernment agency securities. The
investment strategy generally provides lower yigdghe funds than on alternative investmentsyddiices the risk to principal in the short
term prior to using the funds in implementing thengpany's business plan.

Interest Expense, net decreased from the correspppériod in 2001 by $43 million to $131 milliomdng the second quarter of 2002 anc
$52 million to $260 million in the first six montlig 2002. Interest expense declined as a restifteoflebt repurchased during the second half
of 2001 and the first six months of 2002, and loimégrest rates on the Senior Secured Credit Baeitid commercial mortgages during the
six months ended June 30, 2002. The declines veetilly offset by the interest attributable to taditional borrowings under the Senior
Secured Credit Facility in the first quarter of 20inhd a decline in the amount of capitalized irgerhe Company substantially completec
construction of its network in 2001, therefore reidg the amount of interest capitalization. Capitad interest was $14 million and $57
million for the three and six months ended June2B0]1, respectively, and zero in the first six nhgmf 2002. Interest expense is expected to
increase from second quarter levels as a resthied®% Junior Convertible Subordinated Notes soliéliy 2002.

Other, net increased to a gain of $104 millionhie second quarter of 2002 from a $7 million losthinsecond quarter of 2001 and to a gain
of $108 million for the six month period ended J@d 2002 from a loss of $35 million in the samaqgekof 2001. The income in both
periods in 2002 is primarily related to the $103ion gain on the sale of the Commonwealth Teleghshares. The losses in 2001 include
other-than-temporary declines in the value of ¢eiitavestments of $9 million and $37 million recedlin the three and six month periods
ended June 30, 2001, respectively. Additionallg, Bompany recorded a loss of $15 million in thstfijuarter of 2001 related to certain asset
disposals. These losses were partially offset yr#illion of realized gains from the sale of magtde securities denominated in foreign
currency. Other, net in all periods also includgsity earnings attributable to Commonwealth Telephavhich did not change significantly.
Commonwealth's results of operations improvedterthree and six months ended June 30, 2002 vérsisame periods in 2001. However,
Level 3's proportionate share of those earningsedsed as a result of its sale of the Commonw@&aligphone shares in April 2002.

Income Tax Benefit for the three and six monthseehdlne 30, 2002 was $119 million compared to frerthe same periods in 2001. Fed
legislation enacted in 2002 enabled the Compamatyback its 2001 Federal income tax net operatisges to 1996. In accordance with
SFAS No. 109 "Accounting for Income Taxes", the @amy recorded the benefit in the period in whiahldgislation was enacted. The
Company does not expect to recognize additionadfitsrin 2002, as it is unable to conclude tha inore likely than not that the tax benefits
attributable to the net operating losses will bdirable. The income tax benefit was zero in 2094 gesult of the Company exhausting the
taxable income in the carryback period (as preWodsfined) in 2000.

Extraordinary Gain on Debt Extinguishment for theee and six months ended June 30, 2002 was $#6mahd $206 million, respectively.
During the second quarter, Level 3 purchased appetely $140 million face value ($118 carrying @lwf its debt by issuing approximat
ten million shares of its common stock, valuedpraximately $39 million. These exchanges resduiltesl gain of approximately $76 million
after transaction and unamortized debt issuands.dosthe first quarter of 2002, a wholly ownedsidiary of the Company, Level 3 Finan
LLC., purchased $89 million of debt for cash coesadion of $31 million. In addition, Level 3 issuapproximately seven million shares,
valued at $32 million to repurchase $105 milliortled Company's debt. These transactions, togetitlethose in the second quarter, resulted
in extraordinary gains of approximately $206 mitlifior the six months ende



June 30, 2002. The Company did not repurchaseadebtord resulting extraordinary gains or losseshe extinguishment of debt during the
first six months of 2001.

In August 2002, the SEC natified certain public gamies and accounting firms that it was reviewhgydccounting treatment for certain
transactions involving the conversion of conveditiebt pursuant to inducements made to prompt esioveof the debt to equity securities
the issuer. The Company believes, based on the dact circumstances and the economics surrountdicgrvertible debt for equity
exchange transactions, it has properly accountethése type of transactions, as extinguishmendebf, in accordance with APB No. 26,
"Early Extinguishment of Debt". The SEC's viewhst many of these types of transactions shoulctbeuated for as induced conversions in
accordance with FASB No. 84, "Induced Conversidrsanvertible Debt". ("SFAS No. 84"). SFAS No. &fuires a non-cash charge to
earnings for the implied value of an inducementdovert from convertible debt to common equity sii@s of the issuer. In addition, under
SFAS No. 84, an extraordinary gain or loss, asieaiple, would not be recorded upon the conversfaonvertible debt. The SEC
acknowledged that there is diversity in accounpirgctice and has asked the Emerging Issues Task FITF") of the Financial
Accounting Standards Board to address the issparasf its September 2002 agenda. The Compangtisantain what conclusions the EITF
will reach; however the accounting guidance prodideuld require either prospective or retroactiweoanting treatment for these type of
transactions. Thus, the Company could possiblyeheired to restate its financial results as a teduhe EITF's future conclusions which
could result in a reduction of previously recogrdizxtraordinary gains and a reduction in earningstfe impact of the fair value of any
implied inducement to convert from convertible suloated notes to common equity securities. Theathpf any required restatements
could be material, to the Company's earnings, hewthey would be non-cash adjustments. The Compaggn exchanging its convertible
subordinated notes for its common equity securdti@ing the third quarter of 2001. Through JuneZm?2, it has recognized approximately
$232 million of cumulative non-cash extraordinagrg related to the extinguishment of $364 milladrits convertible subordinated notes.

Financial Condition - June 30, 2002

The Company's working capital decreased from $6dlibmat December 31, 2001 to $392 million at J@&® 2002 due primarily to the use
of available funds for operating expenses and éstgpayments, and the net liabilities assumeddratiquisitions of CorpSoft, Software
Spectrum and McLeod's wholesale dial-up accessbssi

Cash provided by operations decreased from a sofi$428 million in the first six months of 2001 dause of $222 million in the same pel
of 2002. Changes in components of working capiamarily an increase in deferred revenue in 208d @decrease in accounts payable in
2002, were responsible for the fluctuation in casivided by operations.

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 whadedial-up business for approximately $50 millior @apital expenditures of $142 million
before the release of capital accruals. In 2002eL8 was able to finalize negotiations and claonseveral of its large multi-year network
construction projects. As a result, the Company aids to release approximately $114 million of ta@lmccruals previously reported as
property, plant and equipment. The Company consinagesolve outstanding claims for other netwakstruction 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 reviewsitlta &mounts due and settles any outstanding armaalated 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 $2i0®n of proceeds from the sale of marketableusities, $166 million from the sale of
Commonwealth Telephone shares, $12 million fromstie ol



property, plant and equipment and other assetsteahudted its restricted cash and securities balap&® million.

Financing activities in 2002 consisted primarilytiog repurchase of the Company's long-term del#&3armillion by Level 3 Finance, LLC, a
reduction in the iStar mortgage of $51 million ahd payment of $8 million of capitalized leasese Toreign subsidiaries of CorpSoft
borrowed $2 million during the first six months2§02.

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 servidém)Company has created, through a
combination of construction, purchase and, to seleextent, leasing of facilities and other asseisadvanced, 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 technolotfiggrovide lower cost communications services.

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, wogktapital requirements and interest payments.Gdmpany's capital expenditures declined
by approximately $2.1 billion for the six months2gf02 versus the same period in 2001 and are eegp&ziremain significantly below 2001
levels due to the completion of initial construati@lated to the North American and European netsvor 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 $2%8lion in 2002, excluding the release of $114 raiil of accruals in the first and second
quarter.

On August 9, 2002, the Company made a $21 milleymgent in full settlement of an outstanding litigatmatter that did not relate to the
Company's core businesses. The settlement wasfithireserve that had been established for thiis

The cash and marketable securities on hand at3yr#002 and the approximately $500 million of grpsoceeds received from the 9%
Junior Convertible Subordinated Notes issued ig 20D2 provide Level 3 with approximately $1.53ibi of cash and marketable securities.
Based on information available at this time, managet of the Company believes that the Companylesotliquidity and anticipated future
cash flows from operations will be sufficient tafliits business plan through free cash flow breakeand at least through the next twelve
months. In addition, the Company has undrawn comerits of approximately $650 million under its exg@th Senior Secured Credit
Facility.

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 welleaStmpany's management of network,
selling, general and administrative, and capitaleexiitures. 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 aniaddal $3 billion of common stock,
preferred stock, debt securities, warrants, stacklpse agreements and depository shares. The @grapla $500 million of 9% Junior
Convertible Subordinated Notes due in July 2002eutidis shelf registration statement. The remaimivagilability 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 pl



In addition to raising capital through the debt aqdity markets, the Company may sell or disposexisting 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 additional sharethenfuture. The Company also announced
that it had reached a non-binding letter of intergell its interest in CPTC. In addition, the Canp has announced that it will seek to sell or
sublease excess real estate.

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 céiyamr 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 estimatekeafidancing needed may be higher 1
estimated. Failure to generate sufficient funds neayire the Company to delay or abandon somes éfiitire expansion or expenditures,
which could have a material adverse effect onrif@lémentation 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 Compdaoglss on delivery of communications and informatszrvices and reaching free cash -
breakeven. To the extent that certain businessesarconsidered to be compatible with the delidrgommunication and information
services or with obtaining cash flow objectiveg @ompany may exit those businesses. It is possibtehe decision to exit these businesses
could result in the Company not recovering its Btagent in the businesses, and in those caseqificsigt charge to earnings could result.
For example, the Company sold its Asian operatioriReach Ltd. and incurred a loss of $516 million.

In July 2001, Level 3 announced that it had ameritdeSenior Secured Credit Facility to permit thengpany to acquire certain of its
outstanding indebtedness in exchange for sharesmfnon stock. During the first six months of 200@ auring 2001, various issuances of
Level 3's outstanding senior notes, senior discootds and convertible subordinated notes traddsabunts to their respective face or
accreted amounts. Through June 30, 2002, the Contmthexchanged, in private transactions, appraein&418 million (carrying value) -
its debt for shares of its common stock valuecpptaximately $143 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 seniates and convertible subordinate notes. Leveharkge repurchased debt with a face value
of approximately $1.7 billion, plus accrued intéréfsapplicable, for a total cash purchase pritapproximately $731 million. Level 3 retired
an additional $89 million face amount of debt sé®s using approximately $31 million of cash dgyithe second quarter of 2002.

Level 3 is aware that the various issuances dafutstanding senior notes, senior discount notecandertible 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 outstandéig securities for cash or exchange shares
of Level 3 common stock for these outstanding deburities pursuant to the exemption provided hyti&e 3(a)(9) of the Securities Act of
1933, as amended, in open market or privately netgottransactions. Level 3 will evaluate any stiahsactions in light of then existing
market conditions. The amounts involved in any swahsactions, individually or in the aggregateyrbha material.

The Company has a $1.775 billion Senior SecurediCracility. As of June 30, 2002, $1.125 billiohtbe $1.775 billion Senior Secured
Credit Facility was drawn. The balance represdm@sapproximately $650 million revolving credit fhitgi.

The Senior Secured Credit Facility has customanggants, or requirements, that the Company andineot its subsidiaries must meet to
remain in compliance with the contract, includinfinancial



covenant that measures minimum revenues (Minimulacben Revenue). The subsidiaries of the Compartyntiuat comply with the terms
and conditions of the credit facility are refertecas Restricted Subsidiaries.

The Minimum Telecom Revenue covenant generallyireguhat the Company meet or exceed specifieddefecash revenue from
communications and information services businegeesrated by the Restricted Subsidiaries. The MinirnTelecom Revenue covenant is
calculated quarterly on a trailing four-quarteribasd must exceed $1.65 billion for the secondtquaf 2002, $2.0 billion for the third
quarter of 2002, increasing to $2.3 billion in tharth quarter of 2002, $3.375 billion in the fduguarter of 2003, and $4.75 billion in the
fourth quarter of 2004. The Restricted Subsidiacigsently include those subsidiaries engagedendbmpany’'s communications businesses,
CorpSoft, Software Spectrum and (i)Structure amthgeof their subsidiaries engaged in the Comsaimformation services businesses.

If the Company does not remain in compliance whik financial covenant, as well as certain othereoants, it could be in default of the
terms of the Senior Secured Credit Facility. Urtties scenario, the lenders could take actionsdaire repayment, and the $650 million in
undrawn capacity would not be available. The Corggsalieves, based upon management's review ofabenents and other provisions of
the Senior Secured Credit Facility, that it isuf Eompliance with all the terms of the Senior @ed Credit Facility as of June 30, 2002.

On January 29, 2002, the Company stated thatig\e=l it was in compliance with all of the termenditions, and covenants under the Se
Secured Credit Facility and expected to remairoimgliance through the end of the first quarter 2682ed on its publicly disclosed financial
projections. However, the Company stated thatlédssalisconnects and cancellations were to conttige levels experienced during the
second half of 2001, the Company may violate theiMim Telecom Revenue covenant as early as thefaheé second quarter 2002. The
Company also stated that to the extent the Compapgrational performance improves or it complateguisitions that generate sufficient
incremental revenue, a potential violation of thgenant could be delayed beyond the second quarg802 or eliminated entirely.

On March 13, 2002 and June 18, 2002, Level 3 comgblne acquisitions of CorpSoft, Inc. and Softwapectrum, Inc., respectively.
CorpSoft and Software Spectrum are marketers,luligtrs and resellers of business software. Conthitieese businesses had 2001 revenues
of approximately $2.4 billion. Level 3 expects thesquisitions will enable its information servitessiness to leverage CorpSoft's and
Software Spectrum's customer base, worldwide poesand relationships to expand its portfolio o/exs. In addition, Level 3 expects to
utilize its network infrastructure to facilitateglidleployment of software to their customers.

As a result of these two transactions, the Commetigves it will remain in compliance with the tesmnd conditions of the Senior Secured
Credit Facility until at least sometime during 200%he Company's expectation assumes that it takesher actions, its sales remain at levels
experienced during the second half of 2001, ancbdisects and cancellations continue to decreasegdilne second half of 2002 in
accordance with the Company's customer credit aisaly

Given other actions the Company may take, and baiséts longer term expectations for improvementis rate of sales, disconnects and
cancellations, new product and service introdustiand the potential for additional acquisitiong @ompany believes it will continue to
remain in compliance with the terms and conditiohthe Senior Secured Credit Facility over the tefrthat agreement.

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 cmalkk additional acquisitions in 20(



Market Risk

Level 3 is subject to market risks arising frommdes in interest rates, equity prices and foreiginange rates. As of June 30, 2002, the
Company had borrowed $1.125 billion under the Se®axured Credit Facility and $180 million undex tommercial mortgages. Amounts
drawn on the debt instruments bear interest atltkenate 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 ateJ80, 2002, was approximately 5.4%. A
hypothetical increase in the variable portion @& treighted average rate by 1% (i.e. a weightedageerate of 6.4%), would increase annual
interest expense of the Company by approximatedyrfiillion. At June 30, 2002, the Company had $4iliibn of fixed rate debt bearing a
weighted average interest rate of 9.17%. A dedtiriaterest rates in the future will not benefietGompany due to the terms and conditior
the loan agreements that require the Company torecbpse the debt at specified premiums. The Compasyeen able to reduce its expo:
to interest rate risk by acquiring certain outstagdndebtedness in exchange for shares of commnook and cash. The Company continue
evaluate other alternatives to limit interest ridk.

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 $166 million. The manka&lue of these investments was approximately $8i&n at June 30, 2002, which is
significantly higher than their carrying value af%million. 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 aéddiy the market value of the
underlying stock at the time of any such transact®20% decrease in the price of Commonwealthpfedae and RCN stock would result in
approximately a $53 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 Euréygeof June 30, 2002, the Company
had invested significant amounts of capital in legion and will continue to expand its presencEunope in 2002. The Company issued
EURO 800 million (EURO 425 million outstanding ain& 30, 2002) in Senior Euro Notes in February 2808n economic hedge against its
net investment in its European subsidiaries. Dubedistorically low exchange rates involving thé. Dollar and the Euro, during the fou
quarter of 2000, Level 3 elected to set asideehgaining Euros received from the debt offeringstimuthe third quarter of 2001, Level 3
elected to start funding its current European itimgsand operating activities with the Euros thadl fpreviously been set aside. As of June 30,
2002, the Company held Euro denominated cash astdegguivalents of approximately $20 million. Otklean the issuance of the Euro
denominated debt and the holding of the EurosCitrapany has not made significant use of finanaigiruments to minimize its exposure to
foreign currency fluctuations. Foreign exchange fhitctuations in 2002 did not have a material@ffen Level 3's results of operations. The
Company continues to analyze risk management gtestéo reduce foreign currency exchange risk.

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



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION
Item 6. Exhibits and Reportson 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 pursuant to Section 9@&dbarbanes-Oxley Act of 2002.

99.2 Certification of Chief Financial Officer puesut to 18 U.S.C.
Section 1350, as adopted pursuant to Section 9@&dbarbanes-Oxley Act of 2002.

(b) On April 25, 2002, the Company filed a CurrBaport on Form 8-K summarizing the financial resft the three months ended March
31, 2002.

On May 2, 2002, the Company filed a Current ReparForm 8-K related to the execution of a defi@tagreement to acquire Software
Spectrum, Inc.

On June 20, 2002, the Company filed a Current RepoForm 8-K related to the closing of the acdigisiof Software Spectrum, Inc.

On June 21, 2002, the Company filed a Current RepoForm 8-K announcing the engagement of KPMG BsRhe Company's new
independent accountal



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: August 14, 2002 \'s\ Eric J. Mrtensen
Eric J. Mortensen
Vice President, Controller
and Principal Accounting Oficer



FORM OF SECTION 906 CERTIFICATIONS
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 LeveL8mmunications, Inc. (the "Company") on Form 10e®the period ended June 30, 2002
as filed with the Securities and Exchange Commiseinthe date hereof (the "Report"), I, James @wer Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. SS 135@dapted pursuant to SS 906 of the Sarbanes-OxdepfR002, that:

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

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

/sl James Q Crowe
James Q Crowe

Chi ef Executive Oficer
August 14, 2002



FORM OF SECTION 906 CERTIFICATIONS
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 LeveL8mmunications, Inc. (the "Company") on Form 10e®the period ended June 30, 2002
as filed with the Securities and Exchange Commiseinthe date hereof (the "Report"), |, Sureel

A. Choksi, Chief Financial Officer of the Compaigtify, pursuant to 18 U.S.C. SS 1350, as adoptesuant to SS 906 of the Sarbanes-
Oxley Act of 2002, that:

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

(2) The information contained in the Report faphlgsents, in all material respects, the finanaaldition and results of operations of the
Company.

/sl Sureel A. Choksi
Sureel A. Choksi

Chief Financial Oficer
August 14, 2002
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