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(Mark One)
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subject to such filing requirements for the past@g@s. Yes X No
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10-K or any amendment to this Form 10-K.
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Portions of the Company's Definitive Proxy Statetfenthe 2002 Annual Meeting of Stockholders aveorporated by reference into Part Il
of this Form 10-K
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Cautionary Factors That May Affect Future Resulialftionary Statements Under the Private Secutiitegation Reform Act of 1995)

This report contains forward looking statements iafofrmation that are based on the beliefs of manant as well as assumptions made by
and information currently available to Level 3 Comnitations, Inc. and its subsidiaries ("Level 3'tle "Company"). When used in this

report, the words "anticipate”, "believe", "plan®stimate" and "expect" and similar expressiosghay relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetamties and assumptions.

Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions piiagerrect, actual results may vary
materially from those described in this documeihie§e forward-looking statements include, amongrstlstatements concerning:

o the Company's communications and informationiseswusiness, its advantages and the Comparstsgtrfor implementing the business
plan;

o anticipated growth and recovery of the commuiacatand information services industry;
o plans to devote significant management time apital resources to the Company's business;
0 expectations as to the Company's future revemu@gins, expenses and capital requirements;

o anticipated dates on which the Company will bggoviding certain services or reach specific midass in the development and
implementation of its business; and

o other statements of expectations, beliefs, futlaas and strategies, anticipated development®#med matters that are not historical facts.

These forward-looking statements are subject k@ @d uncertainties, including financial, regutgt@nvironmental, industry growth and
trend projections, that could cause actual eventssults to differ materially from those expressedmplied by the statements. The most
important factors that could prevent Level 3 frochiaving its stated goals include, but are nottkahito, the Company's failure to:

o achieve and sustain profitability based on thglé@mentation of its advanced, international, fée#i based communications network based
on optical and Internet Protocol technologies;

0 overcome significant early operating losses;

o produce sufficient capital to fund its business;

o develop financial and management controls, akageddditional controls of operating expensesatag other costs;
0 attract and retain qualified management and gibesonnel;

o successfully complete commercial testing of nestihology and Company information systems to suppw products and services,
including voice transmission services;

o ability to meet all of the terms and conditioffistee Company's debt obligations;
0 negotiate new and maintain existing peering agesds; and
o develop and implement effective business sup@tems for processing customer orders and provigjo

The Company undertakes no obligation to publiclglatp any forward-looking statements, whether &salt of new information, future
events or otherwise. Further disclosures that thm@any makes on related subjects in its additiblirads with the Securities and Exchange
Commission should be consulted. For further infdromaregarding the risks and uncertainties that afégct the Company's future results,
please review our Current Report on Fol-K/A filed with the Securities and Exchange Commigasbn November 9, 199



ITEM 1. BUSINESS

Level 3 Communications, Inc. and its subsidiariégyel 3" or the "Company") engage in the commutidges, information services and coal
mining businesses through ownership of operatimgisiiaries and substantial equity positions in fjubdmpanies. In late 1997, the Comp
announced the business plan to increase subshait8ahformation services business and to exptwedange of services it offers by building
an advanced, international, facilities based conmications network based on Internet Protocol teabglthe '‘Business Plan™).

The Company is a facilities based provider (thaaiprovider that owns or leases a substantialquodf the plant, property and equipment
necessary to provide its services) of a broad rafigigegrated communications services. The Compesycreated, generally by constructing
its own assets, but also through a combinatioruoéhpasing and leasing of facilities, the Level 3wk - an advanced, international,
facilities based communications network. The Conydaas designed the Level 3 Network to provide comications services, which employ
and leverage rapidly improving underlying opticatidnternet Protocol technologies.

Market and Technology Opportunity. The Companyewas that ongoing technology advances in both alpdied Internet Protocol
technologies are revolutionizing the communicatimagistry and will facilitate rapid decreases irit wosts for communications service
providers that are able to most effectively leverdgese technology advances. Service providersémeffectively leverage technology
advances and rapidly reduce unit costs will be abtefer significantly lower prices, which, the @pany believes, will drive substantial
increases in the demand for communications servides Company believes that there are two primaecyofrs driving this market dynamic,
which it refers to as "Silicon Economics":

o Rapidly Improving Technologies. Over the past f@ars, both optical and Internet Protocol baseédaoring technologies have undergone
extremely rapid innovation, due, in large partitarket based development of underlying technologiks rapid technology innovation has
resulted in both a rapid improvement in price-perfance for optical and Internet Protocol systerasyell as rapid improvement in the
functionality and applications supported by thes#hologies. The Company believes that this rapidvation will continue well into the
future.

o High Demand Elasticity. The Company believesdajgicreases in communication services costs anespcauses the development of new
bandwidth-intensive applications, which drive eweore significant increases in bandwidth demanaddition, communications services are
direct substitutes for other, existing modes obinfation distribution such as traditional broad@agertainment and distribution of software,
audio and video content using physical media detid@ver motor transportation systems. The Compafigves that as communications
services improve more rapidly than these altereatontent distribution systems, significant demaiitbe generated from these sources.
Company believes that high elasticity of demandiflth these new applications and substitutiorefisting distribution systems will
continue for the foreseeable future.

In connection with the Company's belief that cominations services are direct substitutes for otheisting modes of information
distribution, on March 13, 2002, the Company corguie¢he acquisition of CorpSoft, Inc., which coniduits business under the name
Corporate SoftwareSM. Corporate Software is a ndigtributor, marketer and reseller of businessnge. Based in Norwood,
Massachusetts, Corporate Software is an indusadelein the field of software marketing, procuretand license management. Itis a
leading distributor of software products from Misodt(R), IBM/Lotus (R), Novell(R), Sun Microsyster{R), Computer Associates (R),
Symantec (R) and 200 other software publisherssanees more than 5,000 business customers indiz8rees.

The Company believes that communications priceoperdnce will improve more rapidly than computingl atata storage price performance
and, as a result, companies will, over time, saédination technology operating efficiency by puasimg software functionality and data
storage as commercial services procured over albewal networks such as the Level 3 Netw



Level 3 believes that the combination of Levelr@swvork infrastructure, and Corporate Softwarefseetise in software lifecycle managem
and marketing, as well as strong customer relatipsswill position Level 3 to benefit as companéasnge the manner in which they buy
use software capability.

The Company also believes that there are sevepaifisant implications that result from this Silitd&economics market dynamic:

o Incorporating Technology Changes. Given the ragiel of improvement in optical and Internet Protdechnologies, those communicati
service providers that are most effective at rapittiploying new technologies will have an inhemgt and service advantage over
companies that are less effective at deployingetinesv technologies.

o Capital Intensity. The rapid improvements in theexhnologies and the need to move to new techieslanore quickly results in shortened
economic lives of underlying assets. To achievedpéd unit cost reductions and improvements inisercapabilities, service providers must
deploy new generations of technology sooner, r@suih a more capital-intensive business model.seharoviders with the technical,
operational and financial ability to take advantaféhe rapid advancements in these technologesxgrected to have higher absolute capital
requirements, shortened asset lives, rapidly detrgainit costs and prices, rapidly increasing dainand and higher cash flows and profits.

o Industry Structure. As a result of the rapid wetton in the underlying technology, the communiara industry is visibly shifting from a
utility model to a technology model. Just as ind¢benputing industry, where market-based standardsapid price performance
improvements have existed for over 20 years,akisemely difficult for a single communications cpamy to be best-of-class across a wide
variety of disciplines in a rapidly changing envineent. Rather, an opportunity exists for compatiadecus on areas in which they have
significant competitive advantages and developiagmt market share in a disaggregated industrycsire.

Level 3's Strategy. The Company is seeking to alipét on the opportunities presented by significahtancements in optical and Internet
Protocol technologies by pursuing its Business Ray elements of the Company's strategy include:

0 Become the Low Cost Provider of CommunicationwiBes. Level 3's network has been designed toigeadvigh quality communications
services at a lower cost. For example, the Lewsé8vork is constructed using multiple conduits tova the Company to cost-effectively
deploy future generations of optical networking gements (both fiber and transmission electronics@ptronics) and thereby expand
capacity and reduce unit costs. In addition, thex@any's strategy is to maximize the use of open;proprietary interfaces in the design of
its network software and hardware. This approadéhtéded to provide Level 3 with the ability torpbiase the most cost-effective network
equipment from multiple vendors and allow Leveb3leploy new technology more rapidly and effectivel

o Combine Latest Generations of Fiber and Optieahhologies. In order to achieve unit cost redustior transmission capacity, Level 3
has designed its network with multiple conduitsléploy successive generations of fiber to expfofirovements in optical transmission
technology. Optimizing optical transmission systémexploit specific generations of fiber opticheology currently provides transmission
capacity on the new fiber more cost effectivelyntid@ploying new optical transmission systems omiptes generations of fiber.

o Offer a Comprehensive Range of Communicationsi&es. The Company provides a comprehensive rahgenamunications services o\
the Level 3 Network. The Company is offering broauuith transport services under the brand name (3Jlihlcolocation services under the
brand name (3)CenterSM Colocation, MPLS based {arimatworks under the brand na



(3)PacketSM MPN, Internet access services unddordred name
(3)CrossroadsSM, and Softswitch based servicesruhddrand names
(3)ConnectSM Modem and (3)VoiceSM. The availabitifthese services varies by location.

o Provide Upgradeable Metropolitan Backbone Netwotlevel 3's significant investment in metropolitaptical networks enables the
Company to connect directly to points of traffigaggation. These traffic aggregation facilities tyy@cally locations where Level 3's
customers wish to interconnect with the Level 3uek. Level 3's metropolitan backbone networkswalleevel 3 to extend its network
services to these aggregation points at low cd$is.Company has constructed metropolitan netwarteding approximately 14,200 conduit
miles and approximately 777,000 fiber miles in thated States, and approximately 3,500 conduitsralled approximately 154,000 fiber
miles in Europe. The Company believes that theseopalitan networks are a significant strategicattage versus other intercity
communications companies that must connect to metousing potentially high cost, low capacity degfacilities provided by former local
monopoly providers. This difficult situation is setimes referred to as the "local loop bottleneck™.

o Provide Colocation Facilities. Level 3 believikattproviding colocation services on its netwotkaatts communications intensive custon
by allowing Level 3 to offer those customers redlbandwidth costs, rapid provisioning of additiobahdwidth, interconnection with other
third-party networks and improved network perforicanrherefore, Level 3 believes that controllingngficant colocation facilities in its
Gateways provides it with a competitive advantage.

As of December 31, 2001, Level 3 had secured ajpaiely 5.8 million square feet of space for itd€deay and colocation facilities and had
completed the buildout of approximately 3.3 millisgquare feet of this space.

o Target Communications Intensive Customers. Thagamy's distribution strategy is to utilize a dirsales force focused on
communications intensive businesses. These bussé@ssdude both traditional and next generatiomiess, ISPs, application service
providers, content providers, systems integrateef-hosting companies, media distribution companieb portals, eCommerce companies,
streaming media companies, storage providers araless communications providers. Providing commatioas services at continually
declining bandwidth costs and prices is at the obtee Company's market enabling strategy sincelwalth generally represents a
substantial portion of these businesses' costs.

o Utilize Optimization Technologies. In order tdesftively manage its business in a rapidly changingronment, Level 3 has assembled an
operations research team that has developed atidwesnto refine a set of sophisticated non-lineared integer optimization models. The
objective for these models is to maximize the mesent value of the Company's cash flows givervagleconstraints. These tools are
designed to assist Level 3 in determining optinmadipg for its services, in determining demand &@sts based on price elasticity, in
optimizing network design based on optimal topolagg optronics configuration, in optimizing netwanplementation based on optimal
timing of capacity installation, in optimizing thiening of introducing new technologies and in deteing long-term network requirements.
The Company believes that its optimization proficig and technology provides the Company a compet#dvantage.

o Provide Seamless Interconnection to the PublitccBed Telephone Network (the "PSTN"). The Compafigrs (3)VoiceSM long distance
service, which allows the seamless interconneaifdhe Level 3 Network with the PSTN for long dista voice transmissions. Seamless
interconnection allows customers to use Levelr@arhet Protocol based services without modifyixigteng telephone equipment or dialing
procedures (that is, without the need to dial accesles or follow other similar special procedurége Company's (3)ConnectSM

Modem



turnkey modem infrastructure service uses simitdts®vitch technology to seamlessly interconne¢htoPSTN and to the public Internet.

o Develop Advanced Business Support Systems. Thep@oy has developed and continues to develop dasiiad, scalable and web-
enabled business support system infrastructurefg@dly designed to enable the Company to offevies efficiently to its targeted
customers. The Company believes that this systdhmeduce its operating costs, give its customémsctl control over some of the services
they buy from the Company and allow the Compangréov rapidly while minimizing redesign of its buess support systems.

o Attract and Motivate High Quality Employees. T®empany has developed programs designed to adindcatetain employees with the
technical skills necessary to implement the Busirlan. The programs include the Company's Shakasvwabock purchase plan and its
Outperform Stock Option program.

Competitive Advantages. The Company believes thas the following competitive advantages thajetber with its strategy, will assist it
implementing the Business Plan:

o Experienced Management Team. Level 3 has assdrabtenagement team that it believes is well sugdechplement the Business Plan.
Level 3's senior management has substantial experia leading the development and marketing ofrnamications and information
technology products and services and in desigmiogstructing and managing intercity, metropolitad aternational networks.

0 A More Readily Upgradeable Network Infrastructurevel 3's network design takes advantage of tdeehnological innovations,
incorporating many of the features that are nosgmein older communication networks, and providegel 3 flexibility to take advantage of
future developments and innovations. Level 3 hasgded the transmission network to optimize alleasp of fiber and optronics
simultaneously as a system to deliver the lowetitamst to its customers. As fiber and optical sramssion technology changes, Level 3
expects to realize new unit cost improvements Ipfajéng the latest fiber in available empty or spaonduits in the multipleenduit Level :
Network. Each new generation of fiber enables aatat optical transmission equipment to be spagetdr apart and carry more traffic tr
the same equipment deployed on older generatiofisesf The Company believes that the spare cortthsign of the Level 3 Network will
enable Level 3 to lower costs and prices while @ng higher margins than its competitors.

o Integrated End-to-End Network Platform. Levelmtegy is to deploy network infrastructure injonanetropolitan areas and to link these
networks with significant intercity networks in NbrAmerica and Europe. The Company believes thairttegration of its metropolitan and
intercity networks with its colocation facilitiesihwexpand the scope and reach of its on-net custaraverage, facilitate the uniform
deployment of technological innovations as the Canmypmanages its future upgrade paths and allov€timepany to grow or scale its service
offerings rapidly. Level 3 believes that it is thely global communications service provider witk timique combination of large fiber-count,
multi-conduit metropolitan networks, uniformly deged multi-conduit intercity networks and substaintolocation facilities.

0 On-Net Transport Activation Process ("ONTAPSM:3vel 3 has developed ONTAP - an automated pracesignificantly shorten the

time period between receipt of a customer's orddrthe installation of that order. Most industrytdpants install a customer's order over a
several week and often several month process. ghrthe use of ONTAP, Level 3 is able to reduce ithgthllation time interval significantl
Level 3 is able to provision or install a customegpacity order in a matter of days rather tharintustry standard of weeks or even months.
In general, using ONTAP, Level 3 is able to instalustomer's private line or wavelength servieg ihon the Level 3 network within 10
calendar days. In addition, ONT/



provides a customer with: immediate verificatioattthe requested capacity is available on the Lgwvedtwork and a confirmed delivery date.
As a result, a customer can more closely tie ipgciy purchases to its actual demand rather thamd to forecast future demand in advance
to meet a competitor's much longer installatioerivél.

o Online Customer Service Center. Level 3 proviteesustomers with access to a web-enabled, selicgeapplication - the Online Customer
Service Center or Online CSC. The Online CSC prewidevel 3's customers with online direct accesidsame internal systems used by
Level 3's staff. The Online CSC features includ#lity to request new or additional services, rew@rder status, review and modify the
customer's profile and review the most up to d&eel 3 product information. The Online CSC alsovjides various reports for Level 3's (3)
CrossroadsSM, (3)Connect ModemSM and (3)PacketSag&Jseports. In addition, through the Online CS@ystomer is able to create new
repair tickets, view open repair tickets and vie@0aday history of closed repair tickets.

o Prefunded Business Plan. Level 3 believes thetdtprefunded its Business Plan through free ftastbreakeven through approximately
$14 billion in cumulative debt and equity capitaised to date. As a result, Level 3 believes thaas lower financial risk relative to certain
other communications service providers.

The Level 3 Network.

The Level 3 Network is an advanced, internatiofaatilities based communications network. Today,Gleenpany provides its services over
its own facilities. Through 2000, the Company priityaoffered its communications services using laad intercity facilities that had been
leased from third parties. This enabled the Compardevelop and offer certain of its services dyitime construction of its own facilities.
Today, the Company's network encompasses:

0 an intercity network covering nearly 16,000 mite&North America;

o leased or owned local networks in 57 North Arrarimarkets;

0 an intercity network covering approximately 3,600es across Europe;

o leased or owned local networks in 9 European aisrk

o approximately 5.8 million square feet of Gatevaag transmission facilities in North America anddpe; and

0 a 1.28 Tbps transatlantic cable system.

Intercity Networks. The Company's nearly 16,00Cerfitber optic intercity network in North Americarnsists of the following:

o Multiple conduits connecting approximately 200rticAmerican cities. In general, Level 3 has irlsthigroups of 10 to 12 conduits in its
intercity network. The Company believes that thailability of spare conduit will allow it to depldyture technological innovations in opti
networking components as well as providing Levelith the flexibility to offer conduit to other etigs.

o Initial installation of optical fiber strands dgsed to accommodate dense wave division multipigxiansmission technology. In addition,
the Company believes that the installation of nesygical fibers will allow a combination of great®avelengths of light per strand, higher
transmission speeds and longer physical spacingeleet network electronics. The Company :



believes that each new generation of optical fitidrallow increases in the performance of theggeats network design and will therefore
enable lower unit costs.

o High speed SONET transmission equipment emplogatighealing protection switching and designedhigh quality and reliable
transmission. The Company expects that over tirf@EST equipped networks will be replaced with netwdesigns that employ a "mesh"
architecture made possible by advances in opecdinologies. A mesh architecture allows carriemsstablish alternative protection schemes
that reduce the amount of capacity required toeBerved for protection purposes.

o A design that maximizes the use of open, non+petayy hardware and software interfaces to allessIcostly upgrades as hardware and
software technology improves.

North America. During the first quarter of 2001e tBompany completed its construction activitieatieg to its North American intercit
network. Also during 2001, the Company completemrttigration of customer traffic from its originaldsed capacity network to the
Company's completed North America intercity netwdkring 2000, the Company had substantially cotegl¢he construction of this
intercity network. Deployment of the North Americiaercity network was accomplished through simé#taus construction efforts in
multiple locations, with different portions beingropleted at different times. The Company has cotegleonstruction of 15,889 route miles
of its North American intercity network. All routailes of the North American intercity network aggeoational.

Europe. In Europe, the Company has completed aarigin of, its approximately 3,600 route mile filogtic intercity network with
characteristics similar to those of the North Aroeni intercity network in a two Ring architecturairdg 2000, the Company completed the
construction of both Ring 1 and Ring 2 of its Ewgap network. Ring 1, which is approximately 1,80 connects the major European
cities of Paris, Frankfurt, Amsterdam, Brussels Boddon and was operational at December 31, 20B@ R which is approximately 1,600
miles, connects the major German cities of Befliologne, Dusseldorf, Frankfurt, Hamburg, Munich &tdttgart. Ring 2 became operatic
during the first quarter of 2001.

During 2001, the Company announced an expansi@a Bliropean operations to 8 additional cities. atiditional European cities include:
Karlsruhe, Cologne and Stuttgart, Germany; Milaalyl Zurich and Geneva, Switzerland; Madrid, Spaimd Stockholm, Sweden. The
Company anticipates that it will be operationalliase additional cities by the end of the secoradtqu2002. The Company intends to exg
to these additional locations through the acquisitif available capacity from other carriers in tégion.

Level 3's European network is linked to the Lev&l@th American intercity network by the Level arnisatlantic 1.28 Thps cable system,
which was also completed and placed into servicendi2000. The transatlantic cable system - refetoeby the Company as the Yellow
system - has an initial capacity of 320 Gbps anggradeable to 1.28 Tbps. The deployment of Yellas complete pursuant to a co-build
agreement announced in February 2000, whereby Glybasing Ltd. participated in the constructionarid obtained a 50% ownership
interest in, Yellow. Under the co-build agreemémyel 3 and Global Crossing Ltd. each now separateh and operate two of the four fiber
pairs on Yellow. Level 3 also acquired additionapacity on Global Crossing Ltd.'s transatlanticleaBtlantic Crossing 1, during 2000 to
serve as redundant capacity for its fiber pairyetiow.

Asia. The Company established an Asia Pacific headers in Hong Kong in 1999, and during 2000 tbenany completed and opened
Gateway facilities in Tokyo and Hong Kong. In Jaryu2000, Level 3 announced its intention to develod construct a Northern Asia
undersea cable system initially connecting Hongd<and Japan. The Hong Kong-Japan cable was intdodezithe first stage of the
Company's construction of an undersea networkamndiion. At that time, the Company indicatedntemtion to share construction and
operating expenses of the system with one or nmahastry partners. In December 2000, the Compamesign agreement to collaborate with
FLAG Telecom on the development of the NortherreAgidersea cable system connecting Hong Kong, JEpasa and Taiwar



During the fourth quarter of 2001 the Company amoed the disposition of its Asian operations irle $ransaction with Reach, Ltd.
Although the Company believed that Asia represeatedttractive longer-term investment opporturgiyen current volatile market and
economic conditions the Company determined thaa# necessary to focus its resources, both capithmanagerial on the immediate
opportunities provided by the Company's operatiasakts in North America and Europe. This transaaiosed on January 18, 2002. As a
result of the Reach transaction, the Company expeatduce its future cash obligations by apprexaty $300 million.

As part of the agreement, the Reach and the Comggmaed that Level 3 will provide capacity and g&sss to Reach over Level 3's North
American intercity network, and Level 3 will buypzecity and services from Reach in Asia. This areamgnt will allow Level 3 to continue
service its customer base with capacity needs ia &3sd provide Reach access to a the Level inyeneitworks in North America and Euroj
Additionally, the Company is maintaining a salesugr in Asia to serve its global customers and Asiased carriers with capacity needs in
North America and Europ:

Local Market Infrastructure. The Company's locailfes include fiber optic networks connectingvet 3's intercity network Gateway sites
to ILEC and CLEC central offices, long distanceriearpoints-of-presence ("POPs"), buildings housiogimunication-intensive end users
and Internet peering and transit facilities. Le¥slhigh fiber count metropolitan networks allowe tiompany to extend its services directly to
its customers' locations at low costs, becausavh#ability of this network infrastructure doestmequire extensive multiplexing equipment
to reach a customer location, which is requiredritinary fiber constrained metropolitan networks.

The Company had secured approximately 5.8 millourase feet of space for its Gateway and transmmdsicilities as of December 31, 2001
and had completed the buildout of approximatelyrBilion square feet of this space. The Compamytial Gateway facilities were designed
to house local sales staff, operational staff,Gobenpany's transmission and Internet Protocol rgudimd Softswitch facilities and technical
space to accommodate (3)CenterSM Colocation sexvittat is, the colocation of equipment by highunee Level 3 customers, in an
environmentally controlled, secure site with diractess to the Level 3 Network generally througdl dault tolerant connections. The
Company's newer facilities are typically largerthhe Company's initial facilities and were desijt@include a smaller percentage of total
square feet for the Company's transmission andnetérotocol routing/Softswitch facilities andamder percentage of total square feet fo
provision of

(3)CenterSM Colocation services. The Company isrgff its (3)LinkSM Transport services, (3)CenterSelocation services, (3)
CrossroadsSM services,

(3)ConnectSM Modem services and (3)VoiceSM servates Gateway sites. The availability of thesevises varies by location.

As of December 31, 2001, the Company had operadtita@lities based local metropolitan networkih U.S. markets and nine European
markets. Also as of December 31, 2001, the Compardyentered into interconnection agreements wit@88 covering 58 North American
markets.

The Company has negotiated master leases withae&VeECs and ILECs to obtain leased capacity frbasé providers so that the Company
can provide its customers with local transmissiapabilities before its own local networks are costgland in locations not directly accessed
by the Company's owned facilitie



At March 8, 2002, the Company had a total of 66karin service: 57 in the United States and mingéurope. In the United States, the
Company markets in service include:

Albany Hartford New York Sal t Lake City
Atlanta Houston Newark San Antonio
Austin Jacksonville Oakland San Diego
Baltimore Indianapolis Omaha San Francisco
Boston Jersey City  Orlando San Jose
Buffalo Kansas City Orange County San Luis Obispo
Charlotte Las Vegas Philadelphia Sea ttle

Chicago Long Island  Phoenix St. Louis
Cincinnati Los Angeles  Pittsburgh  Sta mford
Cleveland Louisville Portland Tam pa

Dallas Mancester Princeton Was hington, D.C.
Denver Memphis Providence Wil mington
Detroit Miami Raleigh

El Paso Nashville Richmond

Fort Worth New Orleans  Sacramento

In Europe, the markets in service include:

Amsterdam Hamburg
Berlin London
Brussels Munich
Dusseldorf Paris
Frankfurt

Products and Services
Level 3 offers a comprehensive range of commurdaoatservices, including the following:

o Transport Services. The Company's transportses\are branded "(3)LinkSM" and consist of (3)Link&lobal Wavelengths, (3)LinkSM
Private Line services, (3)LinkSM Dark Fiber andR8ketSM MPN.

|_| (3)LinkSM Global Wavelength. Level 3 is offagi(B)Link Global Wavelengths - a point-to-point c@ation of a fixed amount of
bandwidth on a particular wavelength or color ghti Currently,(3)Link Global Wavelength is avaiklat 2.5GBps and 10GBps. This
product is targeted to those customers that retpaitle significant amounts of bandwidth and desirprbvide their own traffic protection
schemes. The approach enables customers to bdilcthanage a network by deploying their own SONETIAAr IP equipment at the end
points where the wavelength is delivered.

(3)Link Global Wavelength services are typicallyeoéd through short term, annual and long-termpatie--leases.

|_| (3)LinkSM Private Line services. (3)Link Prigdtine services consist of a fixed amount of daditdandwidth between fixed locations
for the exclusive use of the customer. These seswace offered with committed levels of quality avith network protection schemes
included. (3)Link Private Line services are curhgpticed at a fixed rate depending upon the distadvetween end points and the amount of
bandwidth required. These services are typicaligretl through short term, annual and long-termpaiie-contracts. The Company is offering
the following types of private line service



0 (3)LinkSM Private Line - U.S. Intercity Servicasvel 3 provides this transport service over itstN American intercity network.
Available transmission speeds include DS-3, OC-G;12 and OC-48.

o (3)LinkSM Private Line - Metro Services. Levep®vides this service within a metropolitan arelaisTservice is provided in three
categories: Metro Access Stand-alone - a metraitiicinstalled from a customer site to a colamattabinet in a Level 3 Gateway in that
city; Metro Point to Point - a circuit is installéétween two of a customers' sites by passing ¢frdle Level 3 Gateway in that city; and
Metro Access - a circuit is installed from the auser's location to access backbone services tedbeated within the Level 3 Gateway.
Available transmission speeds include DS-3, OC-G;12 and OC-48.

o (3)LinkSM Private Line international Services. Level 3 provides this até/line service between two locations on a paiqtdint basis thi
cross an international boundary. This service aamstalled between two customer points-of-presevitere each point is located within a
Level 3 Gateway facility. The service is availabltween mainland Europe and the United KingdomthaedJnited States. Available
transmission speeds depends upon the countrydosatbut range from DS-1 to OC-48.

o (3)LinkSM Unprotected Private Line. Level 3 prdes this private line service between two locatioms& point to point basis on an
unprotected basis - that is, without any networkgxtion scheme. As this product is offered asrgpratected service, (3)Link Unprotected
Private Line provides a customer with cost advaegaghen a customer desires to purchase privatedipacity without a network protection
scheme for purposes of creating a meshed netwdik adding additional capacity or protection te tustomer's existing network. Available
transmission speeds for this product are either3C8IM-1 or OC-12/STM-4.

|_| (3)LinkSM Dark Fiber. Level 3 offers long-teteases of dark fiber and conduit along its local Bmercity networks on a long-term basis.
Customers can lease dark fiber and conduit in amybination of three ways: (1) segment by segmentfu(l ring or (3) the entire Level 3
Network. Level 3 offers colocation space in its &edy and intercity -transmission facilities to these customers foirttransmission
electronics.

o Colocation and Gateway Services.

|_| (3)CenterSM Colocation. The Company offers lyjghlity, data center grade space where custoraarfocate servers, content storage
devices and communications network equipment @f@ and secure technical operating environment.

At its colocation sites, the Company offers hgpeed, reliable connectivity to the Level 3 Netwarkl to other networks, including both lo
and wide area networks, the PSTN and Internet. IL2®@so offers customers AC/DC power, emergenckhs generator power, HVAC,
fire protection and security. These sites are nooait and maintained 24 hours a day, seven day®la we

As of December 31, 2001, Level 3 offered (3)Ceftelocation in 74 facilities in 66 markets locatadhie United States and Europe. Level 3
believes that its ability to offer both metropatitand intercity communications services to its

(3)Center Colocation customers provides it wittadaantage over its competitors, because(3)Centec&ion customers often spend a
substantial portion of their operating expenses@nmunications services. This service is typicaffered through annual and long-term
contracts.

o (3)PacketSM MPN. (3)Packet MPN or (3)Packet MPIisate Networks is an MPLS-based data transpovicgethat offers Ethernet
access into Level 3's managed wide area network Cldmpany is currently developing (3)Packet MPIdltow for ATM and Frame Relay
access as wel



Customers can purchase ports in any Level 3's nsaikéorth America or Europe to build virtual caations between ports and create a
customized network solution. (3)Packet MPN, whila iproduct that is billed based on a customeagajds designed to allow
communications-intensive customers to deploy andage traffic over a virtual private network, enablthem to access capacity as usage
demand dictates. This flexibility can decrease oektveosts and is a highly scaleable alternativieaditional transport services. These sen
are typically offered through short-term or annc@htracts.

o (3)CrossRoadsSM. (3)CrossRoads is a high qualiy, speed Internet access product offering. Eingice is offered in a variety of
capacities - 100BaseT, GigE, DS-1, DS-3, OC-3 a@d1Q - using a variety of interfaces including Etret and SONET. A unique feature of
the service is Destination Sensitive Billing or DSBirough DSB,

(3)CrossRoads customers pay for bandwidth basé¢ldeodestination of their traffic. DSB customers payeither "Sent" or "Received"
bandwidth, but not both.

Level 3 believes that the combination of Destinat&ensitive Billing with metropolitan and intercitgtworks and significant colocation sp
is a competitive advantage and that this accountthe rapid market acceptance of (3)CrossRoadatm These services are typically offered
through short-term and annual contracts.

o Softswitch Services. Level 3 has pioneered aneéldped the Softswitch - a distributed computetesysthat emulates the functions
performed by traditional circuit switches enabllrgyel 3 to control and process telephone calls avdnternet Protocol network. Currently,
Level 3 is offering two Softswitch based services:

(3)ConnectSM Modem and (3)VoiceSM. These servicesyically offered through short-term, annual &vh-term contracts.

|_|] (3)ConnectSM Modem. The Company is offeringg¢3)Connect Modem customers an outsourced,kayninfrastructure solution for t
management of dial up access to either the pullérnet or a corporate data network. (3)Connectéviodias the first service offered by the
Company that used Softswitch technology to seatyl@stgrconnect to the PSTN. ISPs comprise a migjaofithe customer base for (3)
Connect Modem and are provided a fully managedugialetwork infrastructure for access to the pulsliernet. Corporate customers that
purchase

(3)Connect Modem services receive connectivityréonote users to support data applications suckl@soimmuting, e-mail retrieval, and
client/server applications.

As part of this service, Level 3 arranges for thevjsion of local network coverage, dedicated Idet@phone numbers (which the (3)Connect
Modem customer distributes to its customers incts®e of an ISP or to its employees in the casecof@orate customer), racks and modems
as well as dedicated connectivity from the custdsriecation to the Level 3 Gateway facility. Le@ehlso provides monitoring of this
infrastructure 24 hours a day, seven days a wegkr®viding a turn-key infrastructure modem solatibevel 3 believes that this product
allows its customers to save both capital and dipgraosts associated with maintaining the infracttire.

At end of the fourth quarter 2001, the Company)€@nect Modem product was processing approximdtelg billion minutes per month,
representing an approximately 31% increase fronettteof the third quarter 2001.

|| (3)VoiceSM Services. The Company also offey¥¢¢&e, an Internet Protocol based long distanceice, which uses Softswitch
technology. This long distance service is curreatigilable for originating long distance calls #hrdarkets and is generally targeted at
carriers. The end users of the Company's

(3)Voice carrier customers place a long distandlebgausing existing telephone equipment and d@fimocedures. The local service provider
transfers the call to the Level 3 Softswitch whieis converted to Internet Protocol format. Thé athen transmitted along the Level 3
Network to another Level 3 Gateway facility cloststhe receiving city where it is sent to the edlparty in whatever format is desir:
including a standard telephone call. Calls on



Level 3 Softswitch network can be terminated or ptated anywhere in North America. The (3)Voice lalistance service is offered at a
quality level equal to that of the traditional f@h®ne network.

Corporate Software. On March 13, 2002, Level 3 anged that it had completed the previously disalasuisition of CorpSoft, Inc., whi
conducts its business under the name Corporate/&ef6M. Corporate Software is a major distributearketer and reseller of business
software. Based in Norwood, Massachusetts, Corp&attware is an industry leader in the field dfware marketing, procurement and
license management. It is a leading distributasaffware products from Microsoft(R), IBM/Lotus(Rypvell(R), Sun Microsystems(R),
Computer Associates(R), Symantec(R) and 200 otifeware publishers, and serves more than 5,00(hbssicustomers in 128 countries.

Corporate Software uses a Software Asset Managefi®hM") approach to maximize a customer's retumrite software investments.
Corporate Software provides its customers withfoflewing software management services:

o License Contract Management Services. This semidudes: central coordination of license agregs)eontract management business
practices and back-office capabilities to unify aoedrdinate volume purchasing and enterprise widtgvare agreements including Microsoft
EA and Select agreements; ability to process anthggcontract to meet cyclical increases in dentlamodigh the year; the ability to measi
report and monitor worldwide contacts in supportaiftractual obligations of clients to Microsoftidamanage commitment levels, product
pools, pricing and contract dates and renewals.

o0 Management Tracking & Reporting. This servicdudes: fundamental reporting abilities that dingstlipport license management and <
activities; order management system allowing theking of procurement from most general (parentpgamy) to most specific (ship-to-
location); combined with cost-allocation data, mp@an be inputted directly into customer's dagiaelouse for optimal software asset
management.

o Order Management. This service includes: statin@fart ordering system to minimize ordering esrand help ensure compliance; and
systems to assist a customer to order the coigdttwersion of a software title on the correct igbieg system platform.

0 E-Procurement Services - CorpSoft Central. Tlseséces include:

customized, Web-commerce solution that providesd4iaft customers immediate access to Microsofingott; features that include product
pricing and availability based on site-specificalment, online ordering capability, real-time ord¢atus and tracking, customer reports,
reduced returns, tracking of existing and depldj@hses reconciled to EA agreements, online ireeiend license proofs, special order
research capability, and online help and documiemtaand visibility of license milestone for Microf Select agreements and "true up"
counts for Microsoft EA agreements.

Level 3 believes that, in part, the informationhieslogy industry has been shaped by data proceasihglata storage price-performance
improvement rates that, until recently, have img@wmuch more rapidly than communications pricegrarnce improvement rates. As a
result, enterprises have generally located comgutind storage resources at the point of use. Thap@oy believes that, over time, signific
economies of scale can be obtained by commerditilesnwhich manage computing, operating systethsaitware application resources,
and which offer access to these resources to eigespn a commercial basis.

The Company believes that the combination of itgiooiously upgradeable network, and Corporate Softis expertise in software lifecycle
management and strong customer relationship posiicer time, will permit the Company to offer commies software functionality as a
service available over the Level 3 netwc



()Structure, Inc. Level 3 currently offers, thrduiys subsidiary
()Structure, Inc. (formerly PKS Information Sereg; Inc.), computer operations outsourcing ancegystintegration services to customers
located throughout the United States as well agaabr

The Company's systems integration services helipiess define, develop and implement cost-effedtif@mation services. The computer
outsourcing services offered by the Company inclhuetevorking and computing services necessary fierahainframe-based systems and
newer client/server-based systems. The Companyda®its outsourcing services to clients that warfbcus their resources on core
businesses, rather than expend capital and in@rhead costs to operate their own computing enwiggnts. (i)Structure believes that it is
able to utilize its expertise and experience, dsageoperating efficiencies, to provide its outsnng customers with levels of service equal to
or better than those achievable by the customeraghlves, while at the same time reducing the mestsl cost for such services. This service
is particularly useful for those customers moviranf older computing platforms to more modern cliegtver networks.

()Structure offers reengineering services thaivaltompanies to convert older legacy software syst® modern networked computing
systems, with a focus on reengineering softwaentible older software application and data repasgdo be accessed by web browsers
the Internet or over private or limited accessnm¢ Protocol networks. (i)Structure also providastomers with a combination of workbench
tools and methodologies that provide a completaeyy for converting mainframe-based applicaticsteays to client/server architecture.

Distribution Strategy

Communications Services. Level 3's sales strategy utilize a direct sales force focused on compations intensive businesses. These
targeted businesses include both traditional antigeneration carriers, ISPs, application serviowiplers, content providers, systems
integrators, web-hosting companies, streaming meatigpanies, storage providers and wireless comratioits providers. Level 3 believes
that these companies are the most significant drigEbandwidth demand. The past distinctions betwetail and wholesale have been
blurred as these communications intensive busisgasehase Level 3 services, add value and theketiar end-users. Bandwidth
constitutes a significant portion of these compsiréest structure and their needs for bandwidthamy cases are growing at an exponential
rate. Providing continually declining bandwidth tot these companies is at the core of Level diket enabling strategy.

Beginning in 2001, Level 3 changed its customeuns$ao the top 300 global users of bandwidth capathese top 300 global users tend t
financially more viable than certain Internet staps. The Company has in place policies and praesdo review the financial condition of
potential and existing customers and concludescibitgctibility is probable prior to commencemefiservices. If the financial condition of

an existing customer deteriorates to a point wpasenent for services is in doubt, the Company mall recognize revenue attributable to that
customer until cash is received. Based on theseig®land procedures, the Company believes itssexpdo credit risk within the
communications business and effect to the finarst&kments is limited. The Company is not immuomfthe affects of the downturn in the
economy and specifically the telecommunicationsigtd/; however, the Company believes the conceotraff credit risk with respect to
receivables is mitigated due to the dispersiomef@ompany's customer base among geographic aréasraedies provided by terms of
contracts and statutes. The Company estimatespipabximately 25% of its recurring revenue basefa3ecember 31, 2001, consists of
financially weaker customers. Approximately 80%Hhaé amount is expected to disconnect servicesiguhie first half of 2002.

For the year ended December 31, 2001, approxima8sy of the Company's sales were to carriers, 3@¥e 1o internet service providers or
ISPs, 11% were to content providers and 6% weaogher types of customers. For the year ended Deee&ih 2001, no single customer
accounted for more than 10% of the Company's categel total revenues.

Corporate Software. In 2001, Corporate Softwarerhace than 5,000 active customer accounts. Comp&aftware's customer base includes
corporations, government agencies, educationatutishs, non-profit organizations and other busgentities. Sales contracts with large
customers for the procurement of products genecalxer a one to three year period subject to tiséoouers' rights to terminate the contract
upon notice



These contracts usually include provisions regaygiice, availability, payment terms and returnigges. Standard payment terms with
Corporate Software's customers are generally ndag6 from the date of invoice.

()Structure. (i)Structure's outsourcing salesratationship oriented and (i)Structure has a tedteroSales Directors within the United Sta
Sales activities are focused on new sales in gpbaraerritories, major accounts, sales to existingtomers and channel sales. To support
outsourcing sales, (i)Structure partners with camgsathat provide integration and application ssrsi The marketing activities of the
company include:

collateral, web marketing, industry conferences @inelct marketing programs.

(i)Structure also sells application software arldtesl services through a small sales force thg¢@graphically focused. Sales activities are
focused on new sales in geographic territoriespmegcounts, sales to existing customers and chaales. To support these sales (i) Struc
partners with companies that provide integratioth application services. The marketing activitieshef company include: collateral, web
marketing, industry conferences and direct markepirograms.

Business Support Systems

In order to pursue its sales and distribution sgigs, the Company has developed and is contiriaidgvelop and implement a set of
integrated software applications designed to auteriee Company's operational processes. Througtietrelopment of a robust, scalable
business support system, the Company believed thas the opportunity to develop a competitiveadage relative to traditional
telecommunications companies. Whereas traditi@etbmmunications companies operate extensive ydysiness support systems with
compartmentalized architectures that limit theilighto scale rapidly and introduce enhanced sersiand features, Level 3 has developed a
business support system architecture intended xinmze both reliability and scalability.

Key design aspects of the business support systeslapment program are:
o integrated modular applications to allow the Campto upgrade specific applications as new pradaict available;

0 a scalable architecture that allows certain fonstthat would otherwise have to be performed éydl 3 employees to be performed by the
Company's alternative distribution channel partaits;

o phased completion of software releases designalliov the Company to test functionality on arrémental basis;

0 "web-enabled" applications so thatlore access to all order entry, network operatitiling, and customer care functions is availablall
authorized users, including Level 3's customersrasdllers;

o use of a tiered, client/server architecture ihaesigned to separate data and applicationssamgected to enable continued improvement
of software functionality at minimum cost; and

o use of pre-developed or "shrink wrapped" apgbeest, where applicable, which will interface to le¢®@'s internally developed applications.
Interconnection and Peering

As a result of the Telecom Act, properly certife@icompanies may, as a matter of law, interconmigktILECs on terms designed to help
ensure economic, technical and administrative @yua¢tween the interconnected parties. The Teledotrprovides, among other things, t
ILECs must offer competitors the services and ité&dl necessary to offer local switched servicez ‘SRegulation.”

As of December 31, 2001, the Company had entetedriterconnection agreements covering 58 marRéts.Company may be required to
negotiate new or renegotiate existing interconpectigreements as Leve



expands its operations in current and additionaketa in the future and as existing agreementsexpiare terminated.

Peering agreements between the Company and ISRs@ssary in order for the Company to exchandféctweith those ISPs without having
to pay transit costs. The Company is considere@alllinternet Service Provider and has settlerfrestpeering arrangements with all ISP
North America. In Europe, the Company has settlérfrer peering arrangements with all ISPs exceptroajor Tier 1 ISP. The Company
currently negotiating settlement free peering agesments with this ISP. The basis on which the lagfe®nal ISPs make peering available or
impose settlement charges is evolving as the pmvisf Internet access and related services haanebqul.

Employee Recruiting and Retention

As of December 31, 2001, Level 3 had 3,178 empkyréhe communications portion of its business @3tructure had approximately 549
employees, for a total of 3,727 employees. Thesebeus do not include the employees of Corporaten&oé, since this transaction closec
March 13, 2002. Corporate Software has approxima&@0 employees worldwide. The Company believesithability to implement the
Business Plan will depend in large part on itsighib attract and retain substantial numbers afittmhal qualified employees.

In order to attract and retain highly qualified doyees, the Company believes that it is importargrovide (i) a work environment that
encourages each individual to perform to his orgagential, (ii) a work environment that facilitateooperation towards shared goals and (iii)
a compensation program designed to attract theslafithdividuals the Company seeks and to alignlepges' interests with the Company's.
The Company believes that its policies and prasticp provide such a work environment. With resp@compensation programs, while the
Company believes financial rewards alone are nificgnt to attract and retain qualified employett'&g Company believes a properly
designed compensation program is a necessary ca@npohemployee recruitment and retention. In tegard the Company's philosophy is
to pay annual cash compensation, which, if the Goms annual goals are met, is moderately greagerthe cash compensation paid by
competitors. The Company's non-cash benefit progr@msluding medical and health insurance, lifainasice, disability insurance, etc.) are
designed to be comparable to those offered byoitgpetitors. As economic conditions dictate, the @any reviews the structure of its
compensation plans and may make adjustments te thass as these conditions warrant.

The Company believes that the qualified candiditeseks place particular emphasis on equity-béseglterm incentive ("LTI") programs.
The Company currently has two complementary progrdinthe equity-based "Shareworks" program, wihielps ensure that all employees
have an ownership interest in the Company andrazeugaged to invest risk capital in the Companigsks and (ii) an innovative Outperform
Stock Option ("OSO") program applicable to the Camgs employees. The Shareworks program currendiples employees to contribute
up to 7% of their compensation toward the purcludisestricted common stock, which purchases aremeat one for one by the Company. If
an employee remains employed by the Company feethears from the date of purchase, the sharearhabntributed by the Company will
vest. The shares that are purchased by the empdogeested at the time of purchase. The Sharevpodggam also provides that, subject to
satisfactory Company performance, the Company'damaes will be eligible annually for grants by tBempany of its restricted common
stock of up to a set percentage determined by tdmp@énsation Committee of the Board of Directorthefemployees' compensation, which
shares will vest three years from the employedigligrant date. For the year ended December 821 2the Company granted to its eligible
employees a 5% grant.

The Company has adopted the OSO program, whicérdiffom LTI programs generally adopted by the Canyfs competitors that make
employees eligible for conventional non-qualifieédck options ("NQSOs"). While widely adopted, then@pany believes such NQSO
programs reward employees when company stock pedermance is inferior to investments of similisks, dilute public stockholders in a
manner not directly proportional to performance aildto provide a preferred return on stockholtliargested capital over the return to opt
holders. The Company believes that the OSO proggauaperior to an NQSO-based program with respeittese issues while, at the same
time, providing employees a succ-based reward balancing the associated



The Company's OSO program is the primary compooiinével 3's long term incentive, stock based camspéion programs. The OSO
program was designed by the Company so that itkistdders receive a market related return on ithegstment before OSO holders receive
any return on their options. The Company beliehas the OSO program better aligns employees' anttisblders' interests by basing stock
option value on the Company's ability to outperfdahm market in general, as measured by the S&Rrilix. The value received for options
under the OSO plan is based on a formula involaimgultiplier related to how much the Company's camrstock outperforms the S&P 500
Index. Participants in the OSO program do not zeadiny value from options unless our common stoicke putperforms the S&P 500 Index.
To the extent that the Level 3 common stock outper§ the S&P 500, the value of OSOs to an optidddranay exceed the value of
NQSOs.

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

OSO at the time of exercise.

C-0OSO awards were made to eligible employees eragdloy the date of the grant. The awards were nma8eptember 2000 and December
2000. Each award vests over three years as follbi&sof each grant at the end of the first yedurther 2/6 at the end of the second year and
the remaining 3/6 in the third year. Each awaiidhisediately exercisable upon vesting. Awards exfite years from the date of the grant
September 2001, the Company granted Special Cantee@utperform Stock Option ("Special COSO") totaan employees on the date of
grant. Each Special COSO vests in equal quartestailments over three years and is immediatelycésable upon vesting. Special COSOs
expire four years from the date of grant.

Subsequent to March 31, 1998 (the effective datheteparation of the Company's former constrodiigsiness), the Company adopted the
recognition provisions of SFAS No. 123. Under SRA& 123, the fair value of an OSO (as computed:@oedance with accepted option
valuation models) on the date of grant is amortizestr the vesting period of the OSO. The recognitimvisions of SFAS No. 123 are
applied prospectively upon adoption. As a reshiytare applied to all stock awards granted inyttgr of adoption and are not applied to
awards granted in previous years unless those aveaedmodified or settled in cash after adoptiothefrecognition provisions. The adoption
of SFAS No. 123 resulted in non-cash charges toatipas of $314 million in 2001, $236 million in @0 and $125 million in 1999 and will
continue to result in non-cash charges to operafionfuture periods that the Company believes aldb be material. The amount of the non-
cash charge will be dependent upon a number adrisdncluding the number of options granted armdf#tir value estimated at the time of
grant.

Competition

Communications. The communications industry is jiglompetitive. Many of the Company's existing gradential competitors in the
communications industry have financial, personmaltketing and other resources significantly gretitan those of the Company, as well as
other competitive advantages including larger austobases. Increased consolidation and stratd@o@éds in the industry resulting from the
Telecom Act, the opening of the U.S. market toiffmecarriers, technological advances and furtheegldation could give rise to significant
new competitors to the Company.

In recent years, competition has increased inralisof Level 3's communications services markee. ificreased number of competitors and
resulting investment in telecommunications netwdris created a substantial oversupply of netwopkddy in the industry. While the
Company believes that this oversupply conditioemporary, the oversupply has resulted in an imlgnsompetitive environment forcing
numerous competitors to curtail their businesskamd, in a number of cases, to file for protectinder bankruptcy or protection from
creditor statutes. The Company's primary competiame IXCs, ILECs, CLECs, ISPs and other compahisprovide communications
products and services. The following informatioaritifies key competitors for each of the Compapysluct offerings.

For transport services, Level 3's key competitorthe United States are other facilities based comcations companies including Williams
Communications, Global Crossing, Qwest Communioatianc



Broadwing. In Europe, the Company's key competiémesother carriers such as KPNQwest N.V., Teliartrational, Colt Telecom Group
plc, WorldCom, and Global Crossing.

The Company's key competitors for its (3)Connectibta services are other providers of dial up Intieaceess including WorldCom,
Genuity, Sprint, Qwest, ICG and AT&T. In additidhe key competitors for the Company's (3)Voice seroffering are other providers of
wholesale long distance communications servicdsdig AT&T, WorldCom, Sprint and certain RBOCs.eTRBOCs are seeking
authorizations to provide certain long distancerises which will further increase competition irettong distance services market. See "-
Regulation."

Level 3's key competitors for its (3)Center Colomatservices are other facilities based commurdoatcompanies, and other colocation
providers such as web hosting companies and thirty polocation companies. These companies indiatde & Wireless, Equinix, Switch
& Data, Qwest Communications and Broadwing.

For the Company's (3)Crossroads Internet accesgsgkevel 3 competes with companies that inchtldCom, Genuity, Sprint, AT&T,
Cable & Wireless, and Qwest.

The communications industry is subject to rapid sigdificant changes in technology. For instaneeent technological advances permit
substantial increases in transmission capacityotif hew and existing fiber, and the introductiomefv products or emergence of new
technologies may reduce the cost or increase {hi@\sof certain services similar to those which @@mpany plans on providing.
Accordingly, in the future the Company's most diigant competitors may be new entrants to the comeoations and information services
industry, which are not burdened by an installesebaf outmoded or legacy equipment.

Corporate Software. The personal computer softweamnket is intensely competitive. With respect sohtisiness, Corporate Software faces
competition from a wide variety of sources, inchgli'software-only" resellers, hardware resellerd manufacturers and large systems
integrators. Current competitors from the softwanéy reseller category would include Software Speut ASAP Software and
Softwarehouse International.

Competitors also include hardware resellers andufagturers. These companies compete in the largengat-size organization markets with
marketing efforts to provide customers with softevand hardware services. Such competitors inclieied@»mputer Corporation and
Compag Computer Corporation, hardware manufactthetsalso sell software, and systems integratoch as Compucom Systems, Inc.
Many of these companies do have a global presence.

The manner in which personal computer software yetsdare distributed and sold is continually chaggind new methods of distribution
may emerge or expand. Software publishers maysifietheir efforts to sell their products directty end-users, including current and
potential customers of Corporate Software, withdilizing services such as those provided by CafmBoftware. In the past, direct sales
from software publishers to end-users have not bagificant, although end-users have traditionbtygn able to purchase upgrades directly
from publishers. From time to time, some publisherge instituted programs for the direct sale ojézorder quantities of software to major
corporate accounts, and Corporate Software antésghat these types of transactions will contitwulee used by various publishers in the
future. Corporate Software could be adversely &fied major software publishers successfully imnpdat or expand programs for the direct
sale of software through volume purchase agreencerather arrangements intended to exclude théerebannel. The licensing program
changes recently announced by Microsoft are no¢etel to reduce the role of the reseller channitldrsale of Microsoft products.
Corporate Software believes that the total rangseofices it provides to its customers cannot lsdyesubstituted by publishers, particularly
because publishers do not offer the scope of sss\ac product offerings required by most of Corpo@oftware's customers. However, there
can be no assurance that publishers will not irserélaeir efforts to sell substantial quantitiesaftware directly to end-users without
engaging Corporate Software to provide value-adeedices. If the resale channel's participatiomolume license and maintenance
agreements is reduced or eliminated, or if othehous of distribution of software become commonrpBcate Software's business and
financial results could be materially adverselyaféd. Corporate Software currently delivers atBohiamount of software through electronic
software distribution and intends to continue tdipgoate in this method of software distributiosi@emand for this service by large
organizations emerges and



communications technology improvements permit ebeit software distribution to be made securely effidiently.

()Structure. The information technology infrastiuwre outsourcing market is highly competitive. Tehare few barriers to entry for new
entrants with access to capital. Companies conpeteliability of their data centers, knowledge aodnpetency of technical staff, quality of
service and price. Large competitors have manyuress available to them including longer operatirgjory, name recognition, greater
financial resources, large installed customer askestablished industry relationships. These cttopemay also be able to provide servi
outside of the data center, which can be usedi@mngrnegotiations. (i)Structure prices competilyydut larger companies may be able to
more effectively compete on price to obtain theeptiall customer's business.

At present, (i)Structures's competitors in the iinfation technology infrastructure outsourcing markelude:

o larger established computer outsourcing companiebk as IBM Global Services, EDS, and Computegri®es Corporation (CSC);
0 midsize companies or divisions of larger compasigch as ACS, Acxiom, and Lockheed; and

0 enterprises that maintain their computer proogssnvironments in-house.

(i)Structure expects to offer application softwaesevices primarily in Europe. The market for thesevices is highly competitive and there
few barriers to entry. Companies are competingherusefulness of their intellectual property, kredige and competency of technical staff,
quality of service and price. Large competitorsénenany resources available to them including logerating history, name recognition,
greater financial resources, large installed custdmase and established industry relationshipgprégent, (i)Structure's competitors in the
application software services market include Euaopsoftware development businesses and IT sergio@anies such as S1 Inc., Bottomline
Technologies, Inc. and Eontec.

Regulation

The Company's communications and information ses/musiness will be subject to varying degreesaérfal, state, local and international
regulation.

Pending Legislation

On February 27, 2002, the U.S. House of Represeasaipproved The Internet Freedom and Broadbamptbipment Act of 2001 (H.R.
1542), also known as the Tauzin-Dingell bill, bgaunt of 273-157. The legislation allows the Befilebating Companies to offer in-region
long distance data services without meeting thairements of Section 271 of the Telecommunicatidetsof 1996. In addition, the
legislation removes requirements that the RBOdssdiain network elements, including line-sharangl fiber-fed local loops to competitive
carriers. The Telecommunications Act of 1996 (1886 requires RBOCs to open their networks to cotibpres before the incumbent carrie
may enter the long-distance voice market and peomimhdiscriminatory access to unbundled netwonketds. It is unclear whether the
legislation will be approved by the United States&e. If Tauzin-Dingell becomes law, it could miziéy alter how the company provides it
services, to whom it sells it services and howdb@pany prices those services.

Federal Regulation

The FCC regulates interstate and internationatéalemunications services. The FCC imposes extemsgi@ations on common carriers such
as ILECs that have some degree of market powerFO@imposes less regulation on common carriefsownitmarket power, such as the
Company. The FCC permits these nondominant catagrsovide domestic interstate services (includony distance and access services)
without prior authorization; but it requires carsdo receive an authorization to construct andatpeelecommunications facilities, and to
provide or resell telecommunications services, betwthe United States and international po



The Company has recently obtained FCC approvaird its transatlantic cable in the U.S. The Comgas/obtained FCC authorization to
provide international services on a facilities a@shle basis. The Company has filed tariffs foa@sess and international long distance
services with the FCC.

Under the Telecom Act, any entity, including catglievision companies, and electric and gas uslititeay enter any telecommunications
market, subject to reasonable state regulatioafety quality and consumer protection. Becausddmpntation of the Telecom Act is subj
to numerous federal and state policy rulemakingg@edings and judicial review, there is still unagty as to what impact it will have on the
Company. The Telecom Act is intended to increasepatition. The Telecom Act opens the local servivasket by requiring ILECs to
permit interconnection to their networks and essalohg ILEC obligations with respect to:

o Reciprocal Compensation. Requires all ILECs abH@s to complete calls originated by competingiessrunder reciprocal arrangements
at prices based on a reasonable approximatiorcodrimental cost or through mutual exchange of traffthout explicit payment.

o Resale. Requires all ILECs and CLECs to permsileeof their telecommunications services withaueasonable restrictions or conditions.
In addition, ILECs are required to offer wholesadgsions of all retail services to other telecomioations carriers for resale at discounted
rates, based on the costs avoided by the ILECeimtiplesale offering.

o Interconnection. Requires all ILECs and CLECpéanit their competitors to interconnect with thaicilities. Requires all ILECs to permit
interconnection at any technically feasible poiithw their networks, on nondiscriminatory termslaat prices based on cost (which may
include a reasonable profit). At the option of tagrier seeking interconnection, colocation ofrisguesting carrier's equipment in an ILEC's
premises must be offered, except where the ILECdeamonstrate space limitations or other techniogkidiments to colocation.

o Unbundled Access. Requires all ILECs to providediscriminatory access to specified unbundled agtwelements (including certain
network facilities, equipment, features, functioasg capabilities) at any technically feasible paiithin their networks, on nondiscriminatc
terms and at prices based on cost (which may iecduckasonable profit).

o Number Portability. Requires all ILECs and CLEG®ermit, to the extent technically feasible, gs&rtelecommunications services to
retain existing telephone numbers without impairhwrguality, reliability or convenience when switng from one telecommunications
carrier to another.

o Dialing Parity. Requires all ILECs and CLECs toyde "1+" equal access to competing providereEphone exchange service and toll
service, and to provide nondiscriminatory accedslephone numbers, operator services, directaigtasce, and directory listing, with no
unreasonable dialing delays.

0 Access to Rights-of-Way. Requires all ILECs aihdECs to permit competing carriers access to palests, conduits and rights-of-way at
regulated prices.

ILECs are required to negotiate in good faith va#tiriers requesting any or all of the above arreraggs. If the negotiating carriers cannot
reach agreement within a prescribed time, eitheiezamay request binding arbitration of the digulissues by the state regulatory
commission. Even when an agreement has not beehe@aLECs remain subject to interconnection @lans established by the FCC and
state telecommunications regulatory commissions.

In August 1996, the FCC released a decision (theftonnection Decision") establishing rules impdetng the above-listed requirements
and providing guidelines for review of interconnentagreements by state public utility commissiartse United States Court of Appeals for
the Eighth Circuit (the "Eighth Circuit") vacatedrtain portions of the Interconnection Decision. fanuary 25, 1999, the Supreme Court
reversed the Eighth Circuit with respect to the FJ@risdiction to issue regulations governing langerconnection pricint



(including regulations governing reciprocal comgits). The Supreme Court also found that the F&Tduthority to promulgate a "pick
and choose" rule and upheld most of the FCC's gdesrning access to unbundled network elements.Siipreme Court, however,
remanded to the FCC the standard by which the Ei@ftified the network elements that must be madéable on an unbundled basis.

On November 5, 1999, the FCC released an ordegliargtaining its list of unbundled network elensehtit eliminating the requirement that
ILECs provide unbundled access to local switchimgclistomers with four or more lines in the denpestion of the top 50 Metropolitan
Statistical Areas, and the requirement to unbuogkrator services and directory assistance. lteitssion, the FCC reaffirmed that network
elements should be priced using a total elemery tan incremental pricing ("TELRIC") methodology.raimber of parties challenged the
FCC's TELRIC finding. On Jan. 22, 2001, the U.S®me Court agreed to hear those appeals. Orainaijutook place on Oct. 10, 2001.
The Supreme Court's decision could effect soméngrierms in the Company's existing interconnectigreements and may require the
renegotiation of existing interconnection agreemmenhe Supreme Court's decision could also resuiew rules being promulgated by the
FCC. Given the general uncertainty surroundingefifect of these decisions and appeals, the Compeyynot be able to continue to obtain
or enforce interconnection terms that are acceptabit or that are consistent with its businessipl

The Telecom Act also codifies the ILECs' equal as@nd nondiscrimination obligations and preemqtsrisistent state regulation. The
Telecom Act contains special provisions that mogifgvious court decrees that prevented RBOCs frmwiging long distance services and
engaging in telecommunications equipment manufauimhese provisions permit a RBOC to enter timg ldistance market in its traditional
service area if it satisfies several procedural sutibtantive requirements, including obtaining FEp@roval upon a showing that the RBOC
has entered into interconnection agreements (algrsome circumstances, has offered to enter ulo agreements) in those states in which
it seeks long distance relief, the interconnectigreements satisfy a 14-point "checklist" of coritipetrequirements, and the FCC is satisfied
that the RBOC's entry into long distance markeis the public interest. To date, the FCC has ammi@etitions to provide long distance
service by Verizon in New York, Massachusetts, Gaticut, Pennsylvania, and Rhode Island. Verizanamplications pending in New
Jersey, and Vermont Southwestern Bell has receippdoval for Texas, Oklahoma Kansas, Arkansas aisddJri.. BellSouth has
applications pending for Georgia and Louisiana. Takecom Act permitted the RBOCs to enter the dutgion long distance market
immediately upon its enactment.

In October 1996, the FCC adopted an order in whieliminated the requirement that non-dominantieas such as the Company maintain
tariffs on file with the FCC for domestic intersatervices. On February 13, 1997, the U.S. Coulippleals for the District of Columbia
stayed implementation of the FCC order. On April 2800, all litigation with respect to the FCC'sl@rwas resolved in favor of the FCC. As
aresult, a deadline of August 1, 2001 was estaddigor non-dominant carriers, such as Level &litoinate tariffs for interstate services. In
March 2001, the FCC also ordered that all nondomniirderexchange carriers detariff internation&iaxchange services by January 28,
2002. Pursuant to these orders, the Company caddtdltariff for domestic interstate and interaaél private line services effective July 31,
2001. The Company's state tariffs remain in plsi¢eile tariffs provided a means of providing notmfeprices as well as terms and conditions
for the provision of service, the Company has hisadly relied primarily on its sales force and teting activities to provide information to
its customers regarding these matters and expectatinue to do so. Further, in accordance wighREC's orders the Company maintains a
schedule of its rates, terms and conditions faddsiestic and international private line servicest® website at www.level3.com.

In 2001, the FCC adopted its CLEC access charge adbpting a benchmark rate for CLEC access chaigee order became effective in
June 2001. The rules establish a conclusive presomihat CLEC access rates at or below the bendhara just and reasonable. The FCC
adopted a three-year transition period until thesaeach the rates charged by the ILEC in the saeee In addition, the FCC clarified that an
interexchange carrier's refusal to serve custowfesisCLEC that tariffs access rates at or belowbgmechmark rate, when the interexchange
carrier serves ILEC end users in the same arearai@nconstitutes a violation of their duty to pide service upon reasonable request. The
CLEC access charge order is subject to both pesitior reconsideration at the FCC and appealseiuts. Court of Appeals. In addition,
CLEC access charges are among the intercarrierogagion issues addressed in the FCC's NoticeopbBed Rulemaking regarding a
unified intercarrier compensation regime. The Comyfsmlong standing policy has been to mirror theeas rates charg:



by the ILECs. Because the rates established bl@t@in the CLEC access charge order are consisiinthe ILEC rates, the Company is
not required to change the manner in which acdesyes are assessed or collected.

Beginning in June 1997, every RBOC advised CLE@stthey did not consider calls in the same lochingparea from their customers to
CLEC customers, who are ISPs, to be local calleutitk interconnection agreements between the RB@&she CLECs. The RBOCs claim
that these calls are exchange access calls fohvexichange access charges would be owed. The RBI@i@&d, however, that the FCC
exempted these calls from access charges so tltatnmpensation is owed to the CLECs for transporimg terminating such calls. As a
result, the RBOCs threatened to withhold, and imyr@ases did withhold, reciprocal compensatiorttiertransport and termination of such
calls. To date, thirty-six state commissions haited on this issue in the context of state commisarbitration proceedings or enforcement
proceedings. In thirty- three states, to datesthte commission has determined that reciprocapensation is owed for such calls. Several of
these cases are presently on appeal. Reviewingsdwave upheld the state commissions in eight iecsendered to date on appeal.
Decisions in the Fourth, Fifth and Seventh U.Sc@trCourts of Appeal have upheld state determamatthat reciprocal compensation is
owed for ISP bound traffic. A decision is pendirgfdye the U.S. Circuit Court of Appeals for the tfieg of Columbia. On February 25, 19¢
the FCC issued a Declaratory Ruling on the issuetef-carrier compensation for calls bound to ISR FCC ruled that the calls are largely
jurisdictionally interstate calls, not local callhe FCC, however, determined that this issue wéaslispositive of whether int-carrier
compensation is owed.

The FCC noted a number of factors which would altbe/state commissions to leave their decisiongireg the payment of compensation
undisturbed. That decision was appealed to thet@bukppeals for the District of Columbia Circuitweh held on appeal that the FCC had
failed to adequately support its conclusions urtiderequirements of the Telecommunications ActApril 18, 2001, the FCC adopted an
new order regarding intercarrier compensation &®-bound traffic. In that Order, the Commissionastto address the issues raised by the
Court of Appeals and established a new intercacnenpensation mechanism for ISP-bound traffic.dditon to establishing a new rate
structure, the Commission capped the amount dfdrdat would be "compensable” and prohibited pagtrfor ISPtraffic to carriers enterir
new markets. The April 2001 order was appealedosnBeb. 12, 2002, the Court of Appeals for therizisof Columbia Circuit heard oral
argument. A decision is expected in the summe0622

Although there is a fair amount of uncertainty sunding the regulatory and economic treatment Bft®und traffic, the Company has over
the past two years entered into agreements witiederformerly Bell Atlantic, that provides for panent for ISP bound traffic in the 14-state
Verizon territory, the SBC Corporation for the 1ate operating territory that includes its affiiatPacific Bell, Southwestern Bell, Ameritech
and Southern New England Telephone and BellSoutis imne-state operating territory. Given the gahancertainty surrounding the effect
of these decisions and appeals, the Company maytbashange how it treats the compensation it vesdior terminating calls bound for
Internet Service Providers if the agreements undiéch compensation is paid incorporate change<i@ Fules and regulations.

The FCC has to date treated ISPs as "enhancedas@naviders," exempt from federal and state rdgula governing common carriers,
including the obligation to pay access chargescamdribute to the universal service fund. Neveghg] regulations governing disclosure of
confidential communications, copyright, excise taxd other requirements may apply to the Compamg\@sion of Internet access services.
The Company cannot predict the likelihood thatestietderal or foreign governments will impose add#l regulation on the Company's
Internet business, nor can it predict the impaat thture regulation will have on the Company'sragiens.

In December 1996, the FCC initiated a Notice olingregarding whether to impose regulations ockarges upon providers of Internet
access and information services (the "Internet Ndlhe Internet NOI sought public comment upon \aketo impose or continue to foreb:
from regulation of Internet and other packet-swéttimetwork service providers. The Internet NOI #jmadly identifies Internet telephony as
a subject for FCC consideration. On April 10, 199@, FCC issued a Report to Congress on its impitatien of the universal service
provisions of the Telecom Act. In that Report, B@C stated, among other things, that the proviefdransmission capacity to ISPs
constitutes the provision of telecommunications @ntherefore, subject to common carrier regutetiarhe FCC indicated that it would
reexamine its policy of not requiring an ISP to trifute to the



universal service mechanisms when the ISP providesvn transmission facilities and engages in tfatasport over those facilities in order
to provide an information service. Any such conttibn by a facilities based ISP would be relateth®ISP's provision of the underlying
telecommunications services. In the Report, the B3€ indicated that it would examine the questibwhether certain forms of "phone-to-
phone Internet Protocol telephony” are informaservices or telecommunications services. It ndtatithe FCC did not have an adequate
record on which to make any definitive pronouncetraem that issue at this time, but that the retioed=CC had reviewed suggests that
certain forms of phone-to-phone Internet Protoeldghony appear to have similar functionality tothoternet Protocol telecommunications
services and lack the characteristics that woutdeethem information services. If the FCC werddatermine that certain Internet Protocol
telephony services are subject to FCC regulatisrielacommunications services, the FCC noted it fimayit reasonable that the ISPs pay
access charges and make universal service comriisigimilar to norinternet Protocol based telecommunications seimiogiders. The FC
also noted that other forms of Internet Protoclggbony appear to be information services. The Gomgannot predict the outcome of these
proceedings or other FCC proceedings that maytetiedcCompany's operations or impose additionalireqents, regulations or charges
upon the Company's provision of Internet accesscs.

The Communications Act requires that every telecomioations carrier contribute, on an equitable mm-discriminatory basis, to federal
universal service mechanisms established by the B@8&€the FCC also requires providers of non-comoaorier telecommunications to
contribute to universal service, subject to sommueskons and limitations. At present, these contidns are calculated based on contributors'
interstate and international revenues derived fecb® domestic end users for telecommunicationslecommunications services, as those
terms are defined under FCC regulations. Level&uymnt to federal regulations, pays these corniobs. The amount of Level 3's
contributions can vary based upon the total amotifederal universal service support being providader the FCC's federal mechanisms
and associated administrative expenses, the mdtwydosed by the FCC to calculate each carriersritutions, and, at present, the
proportion of Level 3's assessable interstate atedriational revenues derived from its domesticugets for telecommunications or
telecommunications services to, for all contribafdhe total amount of assessable interstate aadhational revenues derived from domestic
end users for telecommunications or telecommuminatservices. The extent to which Level 3's sesvire viewed as telecommunications/
telecommunications services or as information sesvwill also affect Level 3's contributions. THEG has pending several proceedings that
could affect the total amount of universal sensapport, including proceedings related to the tygfeservice that receive subsidy support, the
extent of subsidies for rural, insular and hight@sas. The FCC is also considering whether togd#s methodology for assessing a
carrier's contributions from a revenue based metlogy to an end-user connection based methodolagpel 3 is unable to predict which of
these proposed changes, if any, the FCC will adogtthe cumulative effect of any such changes melL®s total subsidy contribution
payments.

In 1999, the FCC strengthened its existing colocatules to encourage competitive deployment dfitsigeed data services. The order,
among other things, restricted the ability of ILBG$revent certain types of equipment from beiolpcated and required ILECs to offer
alternative colocation arrangements that will ssleostly. Early in 2000, the D.C. Circuit strucknh several aspects of the colocation order
and remanded it back to the FCC for further consitien. In response to the remand, the FCC releasextder in August 2001. In that order,
the FCC found that multifunctional equipment colbédcollocated only if the primary purpose and fiorcbf the equipment is for the CLEC
to obtain "equal in quality" interconnection or mlistriminatory access to UNEs. The FCC also eliteithdts rules that gave CLECs the
option of picking their physical collocation spaEellowing this remand order, several ILECs filegtipons for review with the D.C. Circuit.
The oral argument is scheduled for May 10, 2002.

In recent months, the FCC has initiated a numb@radeedings that may have an effect on how the FEQGlates local competition and
broadband services as well as how it assessesrsaligervice contribution requirements. Becaussetipeoceedings are in the early stages of
the rulemaking process, the Company is unablegesashe potential effect at this time.

Performance Measurements and Standards for UNEgserdonnection. In November 2001, the FCC reléasBlotice of Proposed
Rulemaking seeking comment on the proposal to aoefbrmance measurements and standards for evguBEC performance in the
provision of UNEs



Performance Measurements and Standards for InteiSpeecial Access Services. In November 2001, @@ Feleased a Notice of Proposed
Rulemaking seeking comment on whether it shoulgptsdpecific performance measurements and stanftardsaluating the ILECs'
performance in the provision of special accessicesv

Triennial Review of the Commission's UNE RulesDiecember 2001, the FCC released a Notice of Prdpggakemaking to undertake a
comprehensive review of the unbundling rules. Thismaking address consolidates issues pendingrious other proceedings, including
access to high capacity loops and dedicated trandpeal switching, and next-generation networks.

Examination of Regulatory Treatment of Incumbentriées' Broadband Telecommunications Services. @cehber 20, 2001, the FCC
released a Notice of Proposed Rulemaking propdsinigclare ILECs non-dominant in the provision afdziband services, and thereby
reduce the regulatory requirements they must comvily, on grounds that sufficient competition fraable, satellite, and terrestrial wireless
providers exists to check ILEC market power.

Appropriate Framework for Broadband Access to titerhet over Wireline Facilities. On February 1802, the FCC released a Notice of
Proposed Rulemaking proposing to deregulate ILEWigion of broadband services by declaring therfotimation services" exempt from
Title 1l regulation under the Communications AcheTNPRM further solicits comments on whether aassification of ILEC broadband
Internet services would eliminate the unbundlind arerconnection rules that currently apply totsservices. Finally, the NPRM also asks
whether wireline facilities-based providers of liband Internet access services - including cabitelegs and satellite providers - should
contribute to the Universal Service subsidy funds.

State Regulation

The Telecom Act is intended to increase competitiaihe telecommunications industry, especiallyhia local exchange market. With respect
to local services, ILECs are required to allow iatmnection to their networks and to provide unbeddccess to network facilities, as wel

a number of other procompetitive measures. Becthigsenplementation of the Telecom Act is subjeattionerous state rulemaking
proceedings on these issues, it is currently dilfito predict how quickly full competition for lat services, including local dial tone, will be
introduced.

State regulatory agencies have jurisdiction whem@any facilities and services are used to provitdi@state services. A portion of the
Company's traffic may be classified as intrastatitherefore subject to state regulation. The Camgxpects that it will offer more
intrastate services (including intrastate switchediices) as its business and product lines exgangrovide intrastate services, the Comp
generally must obtain a certificate of public comeace and necessity from the state regulatory@gand comply with state requirements
telecommunications utilities, including state tfni§ requirements. The Company currently is auttestito provide telecommunications
services in all fifty states and the District ofl@obia. The Company is seeking expanded autharitiié states of Alaska, California,
Georgia, Idaho, Maine, Minnesota, Missouri, Nortir@ina, Ohio, Oklahoma, Oregon, Pennsylvania, IS&#kota, Tennessee, Utah, West
Virginia and Wisconsin. In addition, the Companyi e required to obtain interconnection agreemasitls independent telephone
companies in each state where it wishes to exgamdtwork coverage. States also often requirg ppprovals or notifications for certain
transfers of assets, customers or ownership aficatéd carriers and for issuances by certifiediees of equity or debt.

Local Regulation

The Company's networks will be subject to numetoaoal regulations such as building codes and licensSuch regulations vary on a city-
by-city, county- by-county and state-by-state habisinstall its own fiber optic transmission fatds, the Company will need to obtain rights-
of-way over privately and publicly owned land. Rigifof-way that are not already secured may nowbéable to the Company on
economically reasonable or advantageous te



Canadian Regulation

The Canadian Radio-television and Telecommunicat@ommission (the "CRTC") generally regulates Idiejance telecommunications
services in Canada. Regulatory developments oegpdist several years have terminated the hist@iopolies of the regional telephone
companies, bringing significant competition to timdustry for both domestic and international latistance services, but also lessening
regulation of domestic long distance companieselRs, which, as well as facilities-based carriasv have interconnection rights, but
which are not obligated to file tariffs, may notyprovide transborder services to the U.S. bylhesgthe services provided by the regional
companies and other entities but also may resekéhvices of the former monopoly internationaftiear Teleglobe Canada ("Teleglobe"),
including offering international switched servigasvisioned over leased lines. Although the CRT@ferly restricted the practice of
"switched hubbing" over leased lines through intedate countries to or from a third country, theT€CRecently lifted this restriction. The
Teleglobe monopoly on international services andiensea cable landing rights terminated as of Octbp£998, although the provision of
Canadian international transmission facilities-lobservices remains restricted to "Canadian cafrieith majority ownership by Canadians.
Ownership of non-international transmission faigitare limited to Canadian carriers but the Commam own international undersea cables
landing in Canada. The Company cannot, under cuorgforeseen law, enter the Canadian market aswader of transmission facilities-
based domestic services. Recent CRTC rulings asliigses such as the framework for internationadridmution charges payable to the local
exchange carriers to offset some of the capitaloggp@atating costs of the provision of switched laadess services of the incumbent regional
telephone companies, in their capacity as ILECd,tha new entrant CLECs.

While competition is permitted in virtually all ahCanadian telecommunications market segment&dhgpany believes that the regional
companies continue to retain a substantial majofityre local and calling card markets. Beginnimd/fiay 1997, the CRTC released a number
of decisions opening to competition the Canadi@alltelecommunications services market, which detswere made applicable in the
territories of all of the regional telephone comiparexcept SaskTel (although Saskatchewan hascudrstty allowed local service
competition in that province). As a result, netwsodperated by CLECs may now be interconnected thé@hmetworks of the ILECs.
Transmission facilities-based CLECs are subjethiéosame majority Canadian ownership "Canadianecarequirements as transmission
facilities-based long distance carriers. CLECs hhgesame status as ILECs, but they do not hawersal service or customer tariff-filing
obligations. CLECs are subject to certain consypnetection safeguards and other CRTC regulatorysiglet requirements. CLECs must file
interconnection tariffs for services to interexcharservice providers and wireless service provideestain ILEC services must be provided
to CLECs on an unbundled basis and subject to ntandgricing, including central office codes, sutiger listings, and local loops in small
urban and rural areas. For a five-year periodagedther important CLEC services must be providedn unbundled basis at mandated
prices, notably unbundled local loops in largeamlreas. ILECs, which, unlike CLECs, remained/frélgulated, will be subject to price cap
regulation in respect of their utility services #or initial four-year period beginning May 1, 199nd these services must not be priced below
cost. Interexchange contribution payments are noo¥gal and distributed among ILECs and CLECs acaogrth a formula based on their
respective proportions of residential lines, withaxplicit contribution payable from local busines€hange or directory revenues. CLECs
must pay an annual telecommunications fee baséledmproportion of total CLEC operating revenuil bundled and unbundled local
services (including residential lines and othekladrvices) may now be resold, but ILECs need nmtige these services to resellers at
wholesale prices. Transmission facilities-basedlland long distance carriers (but not resellets)eatitled to colocate equipment in ILEC
central offices pursuant to terms and conditiongoffs and intercarrier agreements. Certain lecahpetition issues are still to be resolved.
The CRTC has ruled that resellers cannot be cladsis CLECs, and thus are not entitled to CLE€raannection terms and conditions.

The Company's Other Businesses

The Company was incorporated as Peter Kiewit Soms'jn Delaware in 1941 to continue a constructiosiness founded in Omaha,
Nebraska in 1884. In subsequent years, the Comipaagted a portion of the cash flow generated gdinstruction activities in a variety
other businesses. The Company entered the coahgninisiness in 1943, the telecommunications busifeemsisting of MFS and, more
recently, an investment in C-TEC Corporation asasitccessors RCN Corporation, Commonwealth TelepBaterprises, Inc. and Cable
Michigan,



Inc.) in 1988, the information services busines$9A0 and the alternative energy business, thranghvestment in MidAmerican, in 1991.
Level 3 also has made investments in several dpredat-stage ventures.

In 1995, the Company distributed to the holder€laks D Stock all of its shares of MFS. In the seyears from 1988 to 1995, the Company
invested approximately $500 million in MFS; at time of the distribution to stockholders in 199 Company's holdings in MFS had a
market value of approximately $1.75 billion. In Betber 1996, MFS was purchased by WorldCom in aaetion valued at $14.3 billion. In
December 1997, the Company's stockholders ratifiediecision of the Board to effect the split-afparating the Construction Group. As a
result of the split-off, which was completed on kfaB1, 1998, the Company no longer owns any intémgbe Construction Group. In
conjunction with the split-off, the Company changschame to "Level 3 Communications, Inc.," anel @onstruction Group changed its
name to "Peter Kiewit Sons', Inc.”

In January 1998, the Company completed the saliidémerican of its energy investments, consistimignarily of a 24% equity interest in
MidAmerican. The Company received proceeds of apprately $1.16 billion from this sale, and as autesecognized an after-tax gain of
approximately $324 million in 1998. In November 898valon Cable of Michigan, Inc. acquired all thatstanding stock of Cable Michige
Level 3 received approximately $129 million in cdshits interest in Cable Michigan and recognizegre-tax gain of approximately $90
million.

The Company's other businesses include its invedtineéhe C-TEC Companies (as defined), coal minihg SR91 Tollroad (as defined) and
certain other assets. In 1998, the Company contpbtbtesale of its interests in United Infrastruet@ompany, MidAmerican and Kiewit
Investment Management Corp.

C-TEC Companies

On September 30, 1997, C-TEC completed a tax-&stucturing, which divided C-TEC Corporation ititoee public companies (the "C-
TEC Companies"):

C-TEC, which changed its name to Commonwealth Telap Enterprises, Inc. ("Commonwealth TelephoriRQN Corporation ("RCN")
and Cable Michigan, Inc. ("Cable Michigan™). Ther@many's interests in the C-TEC Companies are hetdigh a holding company (the "C-
TEC Holding Company"). The Company owns 100% ofdhgital stock of the GEC Holding Company. Prior to February 2002, aiparbf
the common stock of the TEC Holding Company, that is, 10%, was held by Qawi McCourt, a director of the Company who wasrery
the Chairman of C-TEC. In February 2002, Mr. McGaald his interest in the C-TEC Holding Companwatsubsidiary of the Company for
a total of $15 million.

Commonwealth Telephone. Commonwealth Telephonésnmsylvania public utility providing local telepie service to a 19-county, 5,191
square mile service territory in Pennsylvania. Cammealth Telephone also provides network accesdoagddistance services to IXCs.
Commonwealth Telephone's business customer baseeise in size as well as industry, with venjdittoncentration. A subsidiary,
Commonwealth Communications Inc. provides telecomaiions engineering and technical services gelaorporate clients, hospitals and
universities in the northeastern United States.tAeosubsidiary, Commonwealth Long Distance opsrptacipally in Pennsylvania,
providing switched services and resale of sevgpad of services, using the networks of severa) ftistance providers on a wholesale basis.
As of December 31, 2001, the C-TEC Holding Companped approximately 45% of the outstanding commoaoksof Commonwealth
Telephone.

On October 23, 1998, Commonwealth Telephone coexletrights offering of 3.7 million shares of itenemon stock. In the offering, Leve
exercised all rights it received and purchased@pprately 1.8 million additional shares of Commoralitie Telephone common stock for an
aggregate subscription price of $37.7 million.

On February 7, 2002, Commonwealth Telephone filegbsstration statement on Form S-3 with respetiiécsale by a subsidiary of the
Company in an underwritten public offering of up3td62,500 shares of common stock (including 412 &tares of common stock subject to
the underwriters' over-allotment option) as a resiithe exercise of certain demand registratights held by the Company. The filing of the
registration statement is consistent with the Camsapublic statements that the Company would clemghe possible sale of certain of its
non-core assets, which include holdings in pubdimpanies such as Commonwealth Telephone. On Ma2d02, the Company filed an
amendment to its registration statement (SEC Fide383-82366) to increase the number of shares ol by the Company's subsidiary in
an underwritten public offering to up to 4,025,(



shares of common stock (including 525,000 shareswimon stock subject to the underwriters' ovestalent option).

RCN. RCN is a full service provider of local, lodgtance, Internet and cable television servicaaaily to residential users in densely
populated areas in the Northeast. RCN operatecaspetitive telecommunications service provideNaw York City and Boston. RCN al
owns cable television operations in New York, Nensdy and Pennsylvania; a 49% interest in Megac8bfe de C.V., Mexico's second
largest cable television operator; and has longudée operations (other than the operations imiceareas of Pennsylvania). RCN is
developing advanced fiber optic networks to provdadeide range of telecommunications services, gioly local and long distance telepha
video programming and data services (including Isigled Internet access), primarily to residentiast@amers in selected markets in the
Boston to Washington, D.C. and San Francisco tolBago corridors and Chicago. As of December 3D126he C-TEC Holding Company
owned approximately 27% of the outstanding comntooksof RCN.

Cable Michigan. Cable Michigan was a cable televisiperator in the State of Michigan. On June 28] €able Michigan announced that it
had agreed to be acquired by Avalon Cable. Levet8ived approximately $129 million in cash whea tifansaction closed on November 6,
1998.

Coal Mining

The Company is engaged in coal mining throughutsgliary, KCP, Inc. ("KCP"). KCP has a 50% int¢ieswo mines, which are operated
by a subsidiary of Peter Kiewit Sons', Inc. ("Nel&3P). Decker Coal Company ("Decker") is a joint tme with Western Minerals, Inc., a
subsidiary of The RTZ Corporation PLC. Black Bufteal Company ("Black Butte") is a joint venture lwBitter Creek Coal Company, a
subsidiary of Anadarko Petroleum Corporation. Tleek®r mine is located in southeastern Montanale@tack Butte mine is in
southwestern Wyoming. The coal mines use the sairfaining method.

In September 2000, the Company sold its entire 6@#tership interest in the Walnut Creek Mining Compto a subsidiary of Peter Kiewit
Sons', Inc. for cash of $37 million.

The coal produced from the KCP mines is sold prip#o electric utilities, which burn coal in ordéy produce steam to generate electricity.
Approximately 89% of sales are made under long-tawniracts, and the remainder are made on thenspdtet. Approximately 60%, 75%
and 77% of KCP's revenues in 2001, 2000 and 1@3®exctively, were derived from long-term contragith Commonwealth Edison
Company (with Decker and Black Butte) and The DetEdison Company (with Decker). KCP also has ofaes commitments, including
those with Sierra Pacific, Idaho Power, Solvay Mate Pacific Power & Light and Minnesota Poweattprovide for the delivery of
approximately 8 million tons through 2005. The llevkecash flows generated in recent periods byGbmpany's coal operations will not
continue after the year 2000 because the delivexryirements under the Company's current long- temtracts decline significantly. Under a
mine management agreement, KCP pays a subsididtgwfPKS an annual fee equal to 30% of KCP's agljusperating income. The fee "
2001 was $5 million.

The coal industry is highly competitive. KCP comgsehot only with other domestic and foreign cogldiers, some of whom are larger and
have greater capital resources than KCP, but atboalternative methods of generating electricity alternative energy sources. In 2000, the
most recent year for which information is availatd€P's production represented 1.3% of total Udal production. Demand for KCP's coal
is affected by economic, political and regulatagtbrs. For example, recent "clean air" laws maygate demand for low sulfur coal. KCP's
western coal reserves generally have a low sutfatent (less than one percent) and are currengfuliprincipally as fuel for coal-fired,
steam-electric generating units.

KCP's sales of its western coal, like sales byrotfesstern coal producers, typically provide forigety to customers at the mine. A signific
portion of the customer's delivered cost of coaltisbutable to transportation costs. Most of¢bal sold from KCP's western mines is
currently shipped by rail to utilities outside Man and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are servetidm railroads and such competitors' customeenadfenefit from lower transportation
costs because of competition between railroadsdal hauling business. Other western coal produparsicularly



those in the Powder River Basin of Wyoming, hawedostripping ratios (that is, the amount of ovedan that must be removed in
proportion to the amount of minable coal) thanBeck Butte and Decker mines, often resulting iwdo comparative costs of production. As
a result, KCP's production costs per ton of cogthatBlack Butte and Decker mines can be as muéfbuasnd five times greater than
production costs of certain competitors. KCP's potidn cost disadvantage has contributed to iteeagent to amend its long-term contract
with Commonwealth Edison Company to provide foivdaly of coal from alternate source mines rathantfrom Black Butte. Because of
these cost disadvantages, KCP does not expedt thillitbe able to enter into long-term coal purskacontracts for Black Butte and Decker
production as the current long-term contracts expir addition, these cost disadvantages may aelyeaffect KCP's ability to compete for
spot sales in the future.

The Company is required to comply with various fadlestate and local laws and regulations concgrphotection of the environment. KCP's
share of land reclamation expenses for the yeagckebdcember 31, 2001 was approximately $4 milkd@P's share of accrued estimated
reclamation costs was $96 million at December 80,12 The Company did not make significant capitalesditures for environmental
compliance with respect to the coal business in.20Be Company believes its compliance with envirental protection and land restorat
laws will not affect its competitive position sinite competitors in the mining industry are sinmifeaffected by such laws. However, failure
comply with environmental protection and land restion laws, or actual reclamation costs in exaédgshe Company's accruals, could haw
adverse effect on the Company's business, redudfsenations, and financial condition.

SR91 Tollroad

The Company has invested $13.3 million for a 65%4itgdnterest and lent $8.8 million to Californigivate Transportation Company L.P.
("CPTC"), which developed, financed, and currepfierates the 91 Express Lanes, a ten mile, foertlairoad in Orange County, California
(the "SR91 Tollroad"). The fully automated highwages an electronic toll collection system and \@ei@ricing to adjust tolls to demand.

Capital costs at completion were $130 million, $idi0ion of which was funded with debt that was goiaranteed by Level 3. Revenue
collected over the 35-year franchise period is deedperating expenses, debt repayment, and mhsfiibutions. The SR91 Tollroad opened
in December 1995 and achieved operating break-evgd96. Approximately 96,800 customers have regest to use the tollroad as of
December 31, 2001, and weekday volumes typicaltged 26,000 vehicles per day during December 2001.

Other

In December 1990, Continental Holdings, Inc., afirgct, wholly owned subsidiary of the Company (h@oental"), pursuant to a Stock
Purchase Agreement (the "Agreement"), sold 100%hefssued and outstanding shares of its whollyealsubsidiary Continental PET
Technologies, Inc.("PET") to BTR Nylex Limited ("IRT"). At the time of the sale, PET was a named di#dahin Pechiney Plastic Packagi
Inc. (as successor in interest to American Nati@aal Company) vs. Continental PET Technologies, mpatent infringement action, filed
in the United States District Court for the Distri¢ Connecticut. Pechiney asserts that certaitigsoinade by PET since 1990 infringe claims
contained in Pechiney's United States Patent N®44190 and that all multi-layer barrier bottlesdmdy PET since November 1993 infringe
claims of its United States Patent No. 4,526,8FIl Bsserts a number of defenses, including nomgément, invalidity of the patents in
suit, laches and equitable estoppel. Pechineyeisisg to enjoin PET from further infringement o&ti90 and '821 patents, and seeks
damages, including interest, in excess of $13danillor alleged infringement through October 31020Pechiney is further seeking, under a
theory of willful infringement, to recover enhancag@images of up to three times any actual damagelaRBT asserts that Pechiney is not
entitled to injunctive relief and can recover nond@es because of the invalidity of the patentsraper claims construction, non-
infringement, and that it has not willfully infrieg either patent. PET further asserts that, if dggare recoverable, they do not exceed $3
million, exclusive of interest. Neither the Comparor PET are named defendants in the lawsuit.

Subject to the provisions of the Agreement, Comtiakagreed to defend PET with respect to thedlftan and, under certain circumstances,
agreed to be responsible for damages. No triallizdebeen set in the matter, and the outcome chenmtedicted with reasonable certainty at
this time. Any exposure that Continental might hpuesuant to the Agreement is not determinable@diptable at this time. If the outcome
of the litigation is advers



to PET, it is uncertain whether a claim of indemmiill be made. Continental believes that it halsstantial defenses to an indemnity claim,
and intends to contest any such claim vigorously.
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Directors and Executive Officers

Set forth below is information as of March 8, 208Bout each director and each executive officeh@fCompany. The executive officers of
the Company have been determined in accordancehegttules of the SEC.

Name Age Pos ition

Walter Scott, Jr. ........c........ 70 Cha irman of the Board

James Q. Crowe.... ....52 Chi ef Executive Officer and Director

Kevin J. O'Hara............ .41 Pre sident, Chief Operating Officer and Director

R. Douglas Bradbury................ 51 Vic e Chairman of the Board and Executive Vice Presiden t
Charles C. Miller, 1l1..... 49 Vic e Chairman of the Board and Executive Vice Presiden t
Sureel A. Choksi................... 29 Gro up Vice President and Chief Financial Officer

Thomas C. Stortz................... 50 Gro up Vice President, General Counsel and Secretary

John F. Waters, Jr.... .37 Gro up Vice President and Chief Technology Officer

Colin V.K. Williams... .62 Dir ector

Mogens C. Bay............ ...53 Dir ector

William L. Grewcock................ 76 Dir ector

Richard R. Jaros................... 50 Dir ector
Robert E. Julian..... ....62 Dir ector
David C. McCourt..... ....45 Dir ector
Kenneth E. Stinson................. 59 Dir ector
Michael B. Yanney.................. 68 Dir ector

Other Management
Set forth below is information as of March 8, 208Bout the following members of senior managemétiteaCompany.

Name Age Pos ition

Linda J. Adams..................... 45 Gro up Vice President
Daniel P. Caruso... .38 Gro up Vice President

Donald H. Gips..... .42 Gro up Vice President
John Neil Hobbs.......... .42 Gro up Vice President
Joseph M. Howell, IlI... Gro up Vice President
Michael D. Jones......... Chi ef Executive Officer (i)Structure, Inc.
Brady Rafuse...........ccccceenne Gro up Vice President
Edward Van Macatee.. Gro up Vice President
Ronald J. Vidal.................... Gro up Vice President

Walter Scott, Jr. has been the Chairman of theBohthe Company since September 1979, and a direEthe Company since April 1964.
Mr. Scott has been Chairman Emeritus of Peter Ki®ans', Inc. ("PKS") since the split-off. Mr. Stist also a director of PKS, Berkshire
Hathaway Inc., Burlington Resources Inc., MidAmarncConAgra Foods, Inc., Commonwealth Telephonerarises, Inc. ("“Commonwealth
Telephone™), RCN Corporation ("RCN"), Kiewit Matals Company and Valmont Industries, Inc.

James Q. Crowe has been the Chief Executive Offitdre Company since August 1997, and a diredttmie@Company since June 1993. Mr.
Crowe was also President of the Company until Falyra000. Mr. Crowe was President and Chief Exeeubifficer of MFS
Communications Company, Inc. ("MFS") from June 1893une 1997. Mr. Crowe also served as ChairmaineoBoard of WorldCom from
January 1997 until July 1997, and as ChairmaneBibard of MFS from 1992 through 1996. Mr. Crowerissently a director of PKS,
Commonwealth Telephone and RCN.

Kevin J. O'Hara has been President of the Compiag July 2000 and Chief Operating Officer of thenpany since March 1998. Mr.
O'Hara was also Executive Vice President of the gaomg from August 199



until July 2000. Prior to that, Mr. O'Hara servedRaesident and Chief Executive Officer of MFS Gllodetwork Services, Inc. from 1995 to
1997, and as Senior Vice President of MFS and ékasof MFS Development, Inc. from October 1992tgust 1995. From 1990 to 1992,
he was a Vice President of MFS Telecom, Inc. ("ME&com").

R. Douglas Bradbury has been Vice Chairman of thar@& since February 2000 and Executive Vice Prasiglace August 1997. Mr.
Bradbury was also Chief Financial Officer of then@any from August 1997 until July 2000. Mr. Bradphas been a director of the
Company since March 1998. Mr. Bradbury served dsfGinancial Officer of MFS from 1992 to 1996, $mrVice President of MFS from
1992 to 1995, and Executive Vice President of Mfegnf1995 to 1996. Mr. Bradbury is also a directot@dgeNet Entertainment
Corporation.

Charles C. Miller, Il has been Vice Chairman of Board and Executive Vice President of the Comsamge February 15, 2001. Prior to
that, Mr. Miller was President of Bellsouth Intetioaal, a subsidiary of Bellsouth Corporation fra®05 until December 2000. Prior to that,
Mr. Miller held various senior level officer and megement position at BellSouth from 1987.

Sureel A. Choksi has been Group Vice PresidentGinef Financial Officer of the Company since Ju@0Q. Prior to that, Mr. Choksi was
Group Vice President Corporate Development andstires of the Company from February 2000 until Ad@@90. Prior to that, Mr. Choksi
served as Vice President and Treasurer of the Cayrfipam January 1999 to February 1, 2000. Pridh&t, Mr. Choksi was a Director of
Finance at the Company from 1997 to 1998, an Aaseeit TeleSoft Management, LLC in 1997 and an ystalt Gleacher & Company from
1995 to 1997.

Thomas C. Stortz has been Group Vice Presidentei@ke@ounsel and Secretary of the Company sinceugh2000. Prior to that, Mr. Sto
served as Senior Vice President, General Coungebanretary of the Company from September 199&kbouary 1, 2000. Prior to that, he
served as Vice President and General Counsel ef Rewit Sons', Inc. and Kiewit Construction Grouipe. from April 1991 to September
1998. He has served as a director of Peter Kieans$ Inc., RCN, C-TEC, Kiewit Diversified Groupclrand CCL Industries, Inc.

John F. Waters, Jr. has been Group Vice PresidehChief Technology Officer of the Company sincéreary 2000. Prior to that, Mr.
Waters was Vice President, Engineering of the Camfiaoam November 1997 until February 1, 2000. Prithat, Mr. Waters was an
executive staff member of MCI Communications fro894 to November 1997.

Mogens C. Bay has been a director of the ComparmedNovember 2000. Since January 1997, Mr. Baypkaa the Chairman and Chief
Executive Officer of Valmont Industries, Inc., angpany engaged in the infrastructure and irrigabiogsinesses. Prior to that, Mr. Bay was
President and Chief Executive Officer of Valmordustries from August 1993 to December 1996 as aged director of Valmont since
October 1993. Mr. Bay is also a director of PKS @mhAgra Foods, Inc.

William L. Grewcock has been a director of the Campsince January 1968. Prior to the split-off, Mrewcock was Vice Chairman of the
Company for more than five years. He is presentyrector of PKS.

Richard R. Jaros has been a director of the Comspimcy June 1993 and served as President of th@&ugnirom 1996 to 1997. Mr. Jaros
served as Executive Vice President of the Compeony 11993 to 1996 and Chief Financial Officer of @@mpany from 1995 to 1996. He
also served as President and Chief Operating @ffit€alEnergy from 1992 to 1993, and is preseattiirector of MidAmerican,
Commonwealth Telephone, RCN and Homeservices.amm, |

Robert E. Julian has been a director of the Comgarge March 31, 1998. Mr. Julian was also Chairwfathe Board of (i)Structure from
1995 until 2000. From 1992 to 1995 Mr. Julian sdrae Executive Vice President and Chief Financféit€r of the Company. Mr. Julian is
the Chairman of the Audit Committee of the Boardakctors.



David C. McCourt has been a director of the Compsinge March 31, 1998. Mr. McCourt has also sea®&hairman of Commonwealth
Telephone and RCN since October 1997. In additdmMcCourt has been the Chief Executive OfficeREN since 1997 and Chief
Executive Officer of Commonwealth Telephone fromdber 1997 until November 1998. From 1993 to 1997 MtCourt served as
Chairman of the Board and Chief Executive OfficeCeTEC.

Kenneth E. Stinson has been a director of the Cagnpice January 1987. Mr. Stinson has been Chaiohthe Board and Chief Executive
Officer of Peter Kiewit Sons', Inc. since the SQitf. Prior to the Split-Off, Mr. Stinson was Exde Vice President of the Company for
more than the last five years. Mr. Stinson is alstrector of Kiewit Materials Company, ConAgra Beplnc. and Valmont Industries, Inc.

Colin V.K. Williams has been a director of the Camp since August 2000. From July 1998 until Decan3ie 2000, Mr. Williams was
Executive Vice President of the Company and PresioELevel 3 International, Inc. Prior to joinitige company, Mr. Williams was
Chairman of WorldCom International, Inc., wherewees responsible for the international communicationsiness and the development and
operation of WorldCom's fiber networks overseasl983 Mr. Williams initiated and built the interiatal operations of MFS. Prior to joini
MFS, Mr. Williams was Corporate Director, Busin&esvelopment at British Telecom from 1988 until 1992

Michael B. Yanney has been a director of the Comzamce March 31, 1998. He has served as Chairtre@Board, President and Chief
Executive Officer of America First Companies L.Lf6r more than the last five years. Mr. Yanneylg®a director of Burlington Northern
Santa Fe Corporation, RCN and Forest Oil Corpanatio

Linda J. Adams has been Group Vice President HURemources of the Company since February 2000. ®@ritiat, Ms. Adams was Vice
President Human Resources of the Company from NbeedB98 to February 2000. Prior to that, Ms. Adavas initially Vice President of
Human Resources Rent-A-Center, a subsidiary of TA@anericas, Inc., and then Senior Vice Presidemiwhan Resources for Thorn
Americas, Inc. from August 1995 until August 1988ior to that, Ms. Adams was Vice President of \Waitle Compensation & Benefits for
PepsiCo, Inc. from August 1994 to August 1995.

Daniel P. Caruso has been Group Vice President iage 2001 and prior to that was Group Vice Peasi@iransport Services of the
Company from January 2001 to June 2001. PriorabNtr. Caruso was Group Vice President Global QustoOperations of the Company
from February 2000. Prior to that, Mr. Caruso sdrag Senior Vice President, Network Services ofdbmpany from October 1997 to
February 2000. Prior to that, Mr. Caruso was Sevlioe President, Local Service Delivery of WorldCénom December 1992 to September
1997 and was a member of the senior managemennefifech from June 1986 to November 1992,

Donald H. Gips has been Group Vice President Catpdstrategy of the Company since January 2004r ®rihat, Mr. Gips was Group Vi
President Sales and Marketing of the Company frebrriary 2000. Prior to that, Mr. Gips served as@erice President, Corporate
Development of the Company from November 1998 tarary 2000. Prior to that, Mr. Gips served in ¥kite House as Chief Domestic
Policy Advisor to Vice President Gore from AprildBto April 1998. Before working at the White Houb&r. Gips was at the Federal
Communications Commission as the International Bui@hief and Director of Strategic Policy from Jaryu1994 to April 1997. Prior to his
government service, Mr. Gips was a management ttansat McKinsey and Company.

John Neil Hobbs has been Group Vice President GBales, Distribution and Marketing Operations siSeptember 2000. Prior to that, Mr.
Hobbs was President, Global Accounts for Concqdira venture between AT&T and British Telecomrfr@uly 1999 until September 2000.
Prior to that, Mr. Hobbs was Director Transitiorddmplementation for the formation of Concert resgnating British Telecom from June
1998 until July 1999. From April 1997 until Juned89 Mr. Hobbs was British Telecom's General MandgeGlobal Sales & Service and
from April 1994 until April 1997, Mr. Hobbs was Bigh Telecom's General Manager for Corporate Glient

Joseph M. Howell, 11l has been Group Vice Presidemtporate Marketing of the Company since Febr2&30. Prior to that, Mr. Howell
served as Senior Vice President, Corporate Margetirihe Company from October 1997 to February0D02 Prior to that, Mr. Howell was a
Senior Vice President of MFS/WorldCom from 1993.897.



Michael D. Jones has served Chief Executive Offaddi)Structure, Inc. since August 2000. Priothat, Mr. Jones served as Group Vice
President and Chief Information Officer of the Canp from February 2000 to August 2000 and as Safiaa President and Chief
Information Officer of the Company from DecembeB®&90 February 1, 2000. Prior to that, Mr. Jones Wae President and Chief
Information Officer of Corporate Express, Inc. frdnay 1994 to May 1998.

Brady Rafuse has been Group Vice President of drepany President of the Company's European opasasioce August 2001 and Senior
Vice President of European Sales and Marketingesib®cember 2000. Prior to that, Mr. Rafuse sergddead of Commercial Operations for
Concert, a joint venture between AT&T and Britistldcom, from September 1999 to December 2000,raadvariety of positions with

British Telecom from 1987 until December 2000. Hist position was as General Manager, Global En8egptor which he held from August
1998 to September 1999 and prior to that he wasiepeneral Manager, Banking Sector from April 199August 1998.

Edward Van Macatee has served as Group Vice Preasifi&lobal Operations of the Company since Jan@@01. Prior to that, Mr. Macatee
was Group Vice President of Global Customer Openatof the Company from September 1999 until Jan2@@1. Prior to that Mr. Macatee
was Vice President, Network Operations of the Camgdeom April 1998 until September 1999 and Vice$dent of Managed Network
Services for TCI Communications, Inc.

Ronald J. Vidal has been Group Vice President tiovd®elations of the Company since February 1, 280i@r to that, Mr. Vidal served as
Senior Vice President, New Ventures of the Comgdeamy October 1997 to February 1, 2000. Prior td,tha. Vidal was a Vice President of
MFS/WorldCom from September 1992 to October 1997 .\titlal joined the Company in construction proje@nagement in July 1983.

The Board is divided into three classes, design@teds I, Class Il and Class Ill, each class ctingisas nearly as may be possible, of one-
third of the total number of directors constitutithg Board. The Class | Directors consist of Walteott, Jr., James Q. Crowe, Mogens C.
Bay, Charles C. Miller, Il and Colin V.K. Williamdhe Class Il Directors consist of William L. Grewck, Richard R. Jaros, Robert E. Julian
and David C. McCourt; and the Class Ill Directoosisist of R. Douglas Bradbury, Kevin J. O'Hara, Keth E. Stinson and Michael B.
Yanney. The term of the Class | Directors will tarate on the date of the 2004 annual meeting ekbimders; the term of the Class I
Directors will terminate on the date of the 2002w@al meeting of stockholders; and the term of thees €Il Directors will terminate on the
date of the 2003 annual meeting of stockholder&ath annual meeting of stockholders, successaing trlass of directors whose term
expires at that annual meeting will be electedtioee-year terms. The Company's officers are elemt@ually to serve until each successor is
elected and qualified or until his death, resigmatr removal.

Employees

As of December 31, 2001, Level 3 had 3,178 empkyréhe communications portion of its business @3tructure had approximately 549
employees, for a total of 3,727 employees. Thesabeus do not include the employees of Corporatendoé, since this transaction closec
March 13, 2002. Corporate Software has approxim&@0d employees worldwide.

ITEM 2. PROPERTIES

The Company's headquarters are located on 46 iacttes Northwest corner of the Interlocken Advang@eghnology Environment within the
City of Broomfield, Colorado, and within Broomfielglounty, Colorado. The campus facility encompasses 850,000 square feet of office
space. In addition, the Company has leased appateiyn40,000 square feet of temporary office spad¢be Broomfield, Colorado area. In
Europe, the Company has approximately 211,000 sdeat of office space in the United Kingdom, apjmately 59,000 square feet of
office space in Germany, and approximately 14,@d@ee feet of office space in France. In additthe,Company is in the process of selling
340,000 square feet of excess office space lodatée City of Broomfield, Colorad



Properties relating to the Company's coal minirggreent are described under "ITEM 1. BUSINESS - Then@Gany's Other Businesses"
above. In connection with certain existing anddristl operations, the Company is subject to emvirental risks.

The Company's Gateway facilities are being desigadause local sales staff, operational staffGobenpany's transmission and IP
routing/switching facilities and technical spacat@mommodate colocation of equipment by highime Level 3 customers. The Company
approximately 5.8 million square feet of spaceit®iGateway and transmission facilities and haspietad construction on approximately 3.3
million square feet of this space.

(Structure also maintains its corporate headgusih approximately 25,000 square feet of offigace in the Broomfield, Colorado area and
leases approximately 16,000 square feet of offiées in Omaha, Nebraska. The computer outsourcisipdss of (i)Structure is located ai
89,000 square foot office space in Omaha and 8t@06 square foot computer center in Tempe, Ariz@jfatructure maintains additional
office space in Bangalore, India (approximately0D8, square feet) and several locations in the diiagdom (approximately 21,000 squi
feet) for its systems integration business.

The Company has announced that it is evaluatingésirements for office and technical space anyg seak to dispose of excess office and
technical space in the future.

ITEM 3. LEGAL PROCEEDINGS

In May 2001, a subsidiary of the Company was naased defendant in Bauer, et. al. v. Level 3 Comugatiuns, LLC, et al., a purported
multi-state class action, filed in the U.S. Digti@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 netwodspa or will pass. The complaint seeks damagesemmi¢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 the these cases that may be basohitar or different legal theories.
Although it is too early for the Company to reactoaclusion as to the ultimate outcome of thes@@st management believes that the
Company has substantial defenses to the claimstedse all of these actions (and any similar ckiwhich may be named in the future), and
intends to defend them vigorously.

The Company and its subsidiaries are parties toyrotrer legal proceedings. Management believesatmatesulting liabilities for these legal
proceedings, beyond amounts reserved, will not nadlieaffect the Company's financial conditionfute results of operations, or future cash
flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted during the fourth quastehe fiscal year covered by this report to aevatt security holders, through t
solicitation of proxies or otherwis



ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Market Information. The Company's common stockadléd on the Nasdaq National Market under the syt T." As of March 8, 2002,
there were approximately 6,220 holders of recorthefCompany's common stock, par value $.01 peeshi&e table below sets forth, for the
calendar quarters indicated, the high and low paresclosing sale prices of the common stock asrteg by the Nasdaq National Market.

High Low
Year Ended December 31, 2001

First Quarter..........ccoceeevveevivee s, $15.50
Second Quarter. 4,53
Third Quarter..... 3.14
Fourth Quarter.........ccccccvvveeeeeeeeenininns 1.98
Year Ended December 31, 2000

First Quarter.....cccoocveevvvvieeeeciiieeeeeeees e, $130.19 $73.81
Second QUANEr.....ccvveeeeieiiiiciiiiieiieeeeee s 98.50 66.50
Third Quarer.......coccvvvviieeeees e 92.44 59.50
Fourth Quarter......ccccvvveeveieeieeeeiieeeeeeee e 75.23 26.88

Dividend Policy. The Company's current dividendipglin effect since April 1, 1998, is to retairtdive earnings for use in the Company's
business. As a result, management does not artéigiaging any cash dividends on shares of CommaockSh the foreseeable future. In
addition, the Company is effectively restricted endertain debt covenants from paying cash dividemdshares of its Common Sto



ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Communicegtionc. and its Subsidiaries appears below.

Fiscal Year Ended (1 )
2001 2000 1999 1 998 1997
(dollars in millions, except per s hare amounts)

Results of Operations:

REVENUE.....i i e, $1,533 $1,184 $515 $ 392 $332

Earnings (loss) from continuing operations (2) (5,448) (1,407) (482) ( 128) 83

Net earnings (I0SS) (3)..vveevvvcvvveeenvceees e (4,978) (1,455) (487) 804 248
Per Common Share:

Earnings (loss) from continuing operations (2) (14.58) (3.88) (1.44) (O 43) 0.33

Net earnings (I0SS) (3)..vveevvvcvvveeeavceees e 13.32) (4.01) (1.46) 2 .66 0.37

Dividends (4)...ccccovveeiniiiiieeiieees s - - - - -
Financial Position:

Total assets.....cccocvvveeiiieieeennnne. 9,316 14,919 8,906 5, 522 2,776

Current portion of long-term debt............. 7 7 6 5 3

Long-term debt, less current portion (5)...... . 6,209 7,318 3,989 2, 641 137

Stockholders' equity (deficit) (6)........... (65) 4,549 3,405 2, 165 2,230

(1) The financial position and results of operagioh the former construction and mining managerhesinesses ("Construction Group") of
Level 3 have been classified as discontinued ojpaiitiue to the March 31, 1998 split-off of Levi Gonstruction Group from its other
businesses.

Level 3 sold its energy segment to MidAmerican geadoldings Company ("MidAmerican™) in 1998 addssified it as discontinued
operations within the financial statements.

The operating results of the Company's Asian ofmrafor all periods are included in discontinuge@tions in the statement of operations
due to the sale to Reach Ltd. in January 2002.

Certain prior year amounts have been reclassifiedhform to current year presentation.

(2) Level 3 incurred significant expenses in cogfion with the expansion of its communications afdrmation services business beginning
in 1998.

In 2000, 1999 and 1998, RCN Corporation issuedkstopublic offerings and for certain transactiofibese transactions reduced the
Company's ownership in RCN to 31%, 35% and 41%eatehber 31, 2000, 1999 and 1998, respectivelyremdted in pre-tax gains to the
Company of $95 million, $117 million and $62 milian 2000, 1999 and 1998, respectively.

In 1998, Level 3 acquired XCOM Technologies, Imud és developing telephone-to-IP network bridgehtelogy. Level 3 recorded a $30
million nondeductible charge against earnings fierwrite-off of in-process research and developraeqtired in the transaction.

In 1998, Cable Michigan, Inc. was acquired by Awalable of Michigan, Inc. Level 3 received approately $129 million for its shares of
Cable Michigan, Inc. in the disposition and recaguia pre-tax gain of approximately $90 million.

In 2001, Level 3 recorded a $3.2 billion impairmehérge to reflect the reduction in the carryingant of certain of its communications
assets in accordance with SFAS No. 144 "Accourfinghe Impairment or Disposal of Long-Lived Assets

(3) In 1998, Level 3 recognized a gain of $608 imnllequal to the difference between the carryinge/af the Construction Group and its 1
value. No taxes were provided on this gain dud&éotd:-free nature of th



split-off. Level 3 also recognized in 1998 an afiex gain of $324 million on the sale of its enespgment to MidAmerican.

In 2001, the Company recorded an impairment chaf&®16 million related to its discontinued Asigmesations sold in January 2002. Los
attributable to the Asian operations were $89 milli$48 million, $5 million, $- million and $- mitin for fiscal 2001, 2000, 1999, 1998 and
1997, respectively.

In 2001, Level 3 also recognized an extraordinain @f $1.1 billion as a result of the early extirldhment of long-term debt.

(4) The Company's current dividend policy, in effsince April 1998, is to retain future earnings éise in the Company's business. As a
result, management does not anticipate paying asly dividends on shares of common stock in theségable future. In addition, the
Company is effectively restricted under certainarmants from paying cash dividends on shares abitsmon stock.

(5) In 1998, Level 3 issued $2 billion of 9.125%n®e Notes due 2008 and received net proceeds@d #8llion from the issuance of $834
million principal amount at maturity of 10.5% Senidiscount Notes due 2008.

In 1999, Level 3 received $798 million of net preds from an offering of $823 million aggregate pifi@l amount of its 6% Convertible
Subordinated Notes Due 2009. In addition, Leveh® eertain Level 3 subsidiaries entered into a8 [llion senior secured credit facility.
Level 3 borrowed $475 million in 1999 under theisesecured credit facility.

In 2000, Level 3 received net proceeds of approteitges3.2 billion from the offering of $863 millioim convertible subordinated notes, $1.4
billion in three tranches of U.S. dollar denomimesenior debt securities, $780 million from twaches of Euro denominated senior debt
securities and $233 million from mortgage finansing

In 2001, the Company negotiated an increase itotiaéamount available under its senior secureditfacility to $1.775 billion and
borrowed $650 million under the facility. Also if@@1, the Company repurchased, using cash and comsiock approximately $1.9 billion
face amount of its long-term debt and recognizedxdraordinary gain of approximately $1.1 billiomaresult of the early extinguishment of
debt.

(6) In 1999, the Company received approximatelp $illlion of net proceeds from the sale of 28.7Hian shares of its Common Stock.
In 2000, the Company received approximately $2libbiof net proceeds from the sale of 23 millidrages of its Common Stock.

In 2001, the Company issued approximately 15.9anilshares of common stock, valued at approxim&@B/million, to repurchase long-
term debt



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8fimunications, Inc. and its subsidiaries ("LevebBthe "Company"). When used in this
document, the words "anticipate”, "believplafis”, "estimate" and "expect" and similgressions, as they relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetdaimties and assumptions. Should one or moreeskt risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatesults may vary materially from those descrilethis document. See "Cautionary

Factors That May Affect Future Results."

The following discussion and analysis of financiahdition and results of operations should be ieatnjunction with the Consolidated
Financial Statements and accompanying notes bewmjrori page F-1 of this annual report.

Critical Accounting Policies

The Company has identified the policies below égcat to its business operations and the undedstanof its results of operations. The ef
and any associated risks related to these politighe Company's business operations is discubsadgthout Management's Discussion and
Analysis of Financial Condition and Results of Ggiems where these policies affect the Companypsrted and expected financial results.

Revenue

Revenue for communications services, includinggigvine, wavelengths, colocation, Internet acamssiaged modem and dark fiber reve
from contracts entered into after June 30, 1998 dsgnized monthly as the services are providediffRocal compensation revenue is
recognized only when an interconnection agreenseint place with another carrier, and the relevagtitatory authorities have approved the
terms of the agreement. Revenue attributable gekeaf dark fiber pursuant to indefeasible righitsse agreements ("IRUs") that qualify for
sales-type lease accounting, and were enteregbiidoto June 30, 1999, is recognized at the tifrgetivery and acceptance of the fiber by
the customer. Certain sale and long-term IRU agessnof dark fiber and capacity entered into aftere 30, 1999 are required to be
accounted for in the same manner as sales of sekenith property improvements or integral equéptrwhich results in the deferral of
revenue recognition over the term of the agreerteamtently up to 20 years).

Accounting practice and guidance with respect godbcounting treatment of the above transactioegdfving. Any changes in the
accounting treatment could affect the manner ircivithe Company accounts for revenue and expensesiated with these agreements ir
future.

Non-Cash Compensation

The Company applies the expense recognition panesof SFAS No. 123, "Accounting for Stock Baseun@ensation” ("SFAS No. 123").
Most companies do not follow the expense recogmipimvisions of SFAS No. 123: rather, they discltgeinformation only on a pro-forma
basis. As a result, these pro-forma disclosures bmisonsidered when comparing the Company's sesfitiperations to that reported by
other companies. Under SFAS No. 123, the fair vafuen option or other stock-based compensatioedagputed in accordance with
accepted option valuation models) on the date afitgs amortized over the vesting periods of thi#oop in accordance with FASB
Interpretation No. 28 "Accounting for Stock Appegion Rights and Other Variable Stock Option orgkd/ Plans" ("FIN 28"). Although the
recognition of the value of the instruments resmltsompensation or professional expenses in dty@arfinancial statements, the expense
differs from other compensation and professiongkeses in that these charges, though permitted settled in cash, are generally settled
through issuance of common stock, which would reddutive impact upon per share net income or, ldbssd when such shares are
exercised



Long-Lived Assets

Property and equipment is stated at cost, redugguidvisions to recognize economic impairment ilugavhen management determines that
events have occurred that require an analysistehpial impairment. Costs associated directly whig uncompleted network and the
development of business support systems, inclugiingloyee related costs, and interest expense e&during the construction period are
capitalized. Intercity network segments, gatewaylifees, local networks and operating equipmesatt thave been placed in service are being
depreciated over their estimated useful lives, grilyranging from 3-25 years. The total cost dfusiness support system is amortized over a
useful life of three years. When assets are setied or otherwise disposed of, the cost andedlatcumulated depreciation are eliminated
from the accounts and the gain or loss is recoghize

The Company evaluates the carrying value of longdiassets, including property and equipment, wiemmevents or changes in
circumstances indicate that the carrying amouminodisset may not be recoverable. An impairmentdrisss when estimated undiscounted
cash flows attributable to the assets are lesstti@ncarrying amount. If an asset is deemed tonpaired, the amount of the impairment loss
recognized represents the excess of the asseyigaralue as compared to its estimated fair vahased on management's assumptions and
projections. The Company recorded an impairmentgehaf $3.2 billion in 2001 to write down the camy amount of its North American a
European conduits, its colocation assets andaitsticeanic cable systems to their estimated faieas these telecommunications assets
identified as being excess, obsolete or carrieclates that may not be recoverable due to an aglalrange in the extent in which these as
were being utilized caused by the unfavorable mssirclimate within the telecommunications industry.

New Accounting Pronouncements

In June 1998, the Financial Accounting Standardsr&a("FASB"), issued SFAS No. 133, "Accounting Bxerivative Instruments and
Hedging Activities" ("SFAS No. 133"). SFAS No. 13%& amended by SFAS Nos. 137 and 138, is effefdivigscal years beginning January
1, 2001. SFAS No. 133 requires that all derivathgtruments be recorded on the balance sheetrataflaie. Changes in the fair value of
derivatives are recorded each period in currentiegs or other comprehensive income, dependingluetiver a derivative is designated as
part of a hedge transaction and, if it is, the tgpbhedge designated by the transaction. The Compamently makes minimal use of
derivative instruments as defined by SFAS No. IB3Sivative instruments, as defined by SFAS No. 1&3d by the Company at December
31, 2001 include an interest rate cap with a mar&kte of less than $1 million. The Company did aesignate the interest rate cap as part of
a hedge transaction. The adoption of SFAS No. E33ot had a material effect on the Company'stsesfibperations or its financial

position.

In June 2001, the FASB issued SFAS No. 141, "Bussit@gombinations” ("SFAS No. 141"). SFAS No. 141uregp 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 ote@@imethods; pooling of interests or the purclras¢hod. Level 3 has accounted for
acquisitions using the purchase method and doesatiet/e the issuance of SFAS No. 141 will haveademal effect on the Company's future
results of operations or financial position.

In June 2001, the FASB also issued SFAS No. 14@pdw@ill and Other Intangible Assets" ("SFAS No. T4&FAS No. 142 is effective for
fiscal years beginning January 1, 2002. SFAS N&.reduires companies to segregate identifiablegibde assets acquired in a business
combination from goodwill. The remaining goodwslmo longer subject to amortization over its estédaiseful life. However, the carrying
amount of the goodwill must be assessed at leastadly for impairment using a fair value based.t€giodwill attributable to equity method
investments will also no longer be amortized butils subject to impairment analysis using exigtguidance for equity method investments.
For the goodwill and intangible assets in placefd3ecember 31, 2001, the Company does not betlevadoption of SFAS No. 142 will
have a material effect on the Company's resultgpefations or its financial position. The Comparlidves the impact of SFAS No. 142 will
not have a material impact on accounting for fulgquisitions as the new standard generally resulteore amortized intangible assets and
less non-amortized goodwill.

In June 2001, the FASB also approved SFAS No. "W&;ounting for Asset Retirement Obligations ("SFAS. 143")". SFAS No. 143
establishes accounting standards for recognitichnagasurement of a liabili



for an asset retirement obligation and the assettiasset retirement cost. The fair value of alligldbr an asset retirement obligation is to be
recognized in the period in which it is incurrecifeasonable estimate of fair value can be mdue agsociated retirement costs are
capitalized and included as part of the carryingeaf the long-lived asset and amortized overutheful life of the asset. SFAS No. 143 will
be effective for the Company beginning on Janua0D3. The Company expects that its coal minirgjriass will be affected by this
standard and is currently evaluating the impa@mPAS No. 143 on its future results of operationd fimancial position.

In August 2001, the FASB issued SFAS No. 144 "Actimg for the Impairment or Disposal of Lohdgred Assets" ("SFAS No. 144"), whi
the Company elected to early adopt during the foquarter of 2001 with retroactive application &damuary 1, 2001. SFAS No. 144
supersedes SFAS No. 121, but retains its requirestierfa) recognize an impairment loss only if therying amount of a long-lived asset is
not recoverable from its undiscounted cash flows @) measure an impairment loss as the differbet@een the carrying amount and the
estimated fair value of the asset. It removes gdlbthom its scope and, therefore, eliminates tbguirement to allocate goodwill to long-
lived assets to be tested for impairment. It alsscdbes a probability-weighted cash flow estinratpproach to deal with situations in which
alternative courses of action to recover the cagymount of a long-lived asset are under condiderar a range is estimated for possible
future cash flows. It requires that a long-livedetgo be abandoned, exchanged for a similar ptvéuasset, or distributed to owners in a
spin-off be considered held and used until it &pdsed of. In these situations, SFAS No. 144 requfrat an impairment loss be recognized at
the date a long-lived asset is exchanged for daimpioductive asset or distributed to owners spa-off if the carrying amount of the asset
exceeds its fair value. The Company monitored arnttwed longived assets for possible impairment in accordamite SFAS No. 121 pric
to the adoption of SFAS No. 144. Since SFAS No. rbetdins similar requirements as SFAS No. 121dopgnizing and measuring any
impairment loss, the adoption of SFAS No. 144 dithave a significant effect on the Company's places for monitoring and reviewing
long-lived assets for possible impairment. SFAS Nt also retains the basic provisions of APB Qpirilo. 30 "Reporting the Results of
Operations" for the presentation of discontinuedrapons in the income statement but broadenséfirition of a discontinued operation
such that a component of an entity (rather thaggangnt of a business) would be considered to h&carttinued operation if the operations
and cash flows of the component will be elimindtedn the ongoing operations of the company and:tmepany will not have any significe
continuing involvement in the operations of the pament. A component of an entity comprises opemnatemd cash flows that can be clearly
distinguished, operationally and for financial repw purposes, from the rest of the entity. Thembn of SFAS No. 144 in 2001 had a
significant impact on the accounting presentatibthe sale of the Asian communications busineghiadusiness would not have qualified
for treatment as a discontinued operation under ApBion No. 30, since it would not have qualifeesla business segment.

Results of Operations 2001 vs. 2000

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 2001 and 2000 is summarized as fol{@awsillions):

2001 2000
COMMUNICALIONS.....vvveciiecii e e e $1,298 $857
Information ServiCes......cccvvvvvvveveveees e 123 115
Coal MiNING...ccoiiiiiiiiiieiieeeeees s 87 190
Otherl i s 25 22

$1533 $1,184

Communications revenue increased in 2001 by 51%peoed to 2000. Included in total communicationereie of $1.298 billion for 2001
was $876 million of services revenue which inclugesate line, wavelengths, colocation, managedenodnd amortized dark fiber revenue,
$288 million of non-recurring revenue from darkeftcontracts entered into before June 30, 199%/fich sales- type lease accounting was
used and $134 million attributable to reciprocahpensation. Communications revenue for 2000 wagdsed of $593 million o



services revenue, $209 million of non-recurringeraye from dark fiber and $55 million of reciprocampensation. The increase in services
revenue from 2000 was primarily due to growth ithbexisting customers as well as new customer aotsr Services revenue in 2000
includes revenue of $105 million related to submasystems, primarily from the completion of thex@any's transatlantic submarine cable
and subsequent sale to Viatel Inc. in Novembe0602 Due to the current economic conditions oftééecommunications industry, the
Company has experienced a significant increadeeimtimber of customers disconnecting or terminatérgice and believes that as much as
25% of its recurring revenue base as of Decembge?@®11, consists of financially weaker customengpiximately 80% of these customers
are expected to disconnect services during thesfixanonths of 2002. These terminations, if theguy, will result in slower growth of
services revenue for 2002. For some of these cus®mrhevel 3 is able to negotiate and collect teation penalties. Level 3 recognized $57
million of revenue in 2001 for early terminations®rvices. Level 3 recorded in services reven@9@i, $35 million of revenue for
construction management services provided to atbemmunications companies. The dark fiber reventleats the substantial completion of
the intercity network. Dark fiber revenue undeesalype lease accounting is expected to be ingignifin 2002 as the last remaining
segments sold prior to June 30, 1999 were deliviereashd accepted by customers in the fourth quaft2®01. The increase in reciprocal
compensation in 2001 is a result of increased methagpdem usage and the Company receiving regulapproval from several states
regarding its agreements with SBC Communicationsdnd BellSouth. These agreements establishe@ atracture for transmission and
switching services provided by one carrier to cateobr carry traffic originating on another cargaretwork. It is the Company's policy no
recognize revenue from these agreements untikflegant regulatory authorities approve the agre¢sn@ertain interconnection agreements
with carriers expire in the second half of 2002 an?003. To the extent that the Company is unabign new interconnection agreements,
reciprocal compensation revenue may decline sigaifly over time.

Level 3 was a party to seven non-monetary exchémgsactions in 2001 whereby it sold IRUs, othgracéty, or other services to a company
from which Level 3 received communications asseteovices. In total these exchanges accounted2dmillion or less than 2% of total
communications revenue in 2001 and in each caseided needed network capacity or redundancy omategted transmission routes. The
value of these non-monetary transactions was déatethusing similar transactions for which cash a#rstion was received. Level 3
recognized no revenue from non-monetary exchamgesactions in 2000.

Information services revenue, which is comprisedpglications and outsourcing businesses, increfased$115 million in 2000 to $123
million in 2001. The increase is primarily attribbte to outsourcing revenue which increased torfion for the year ended December 31,
2001 compared to $65 million for the same perioddA0. The increase in outsourcing revenue is pifyndue to new long-term contracts
signed in the second half of 2000. Revenue attultdatto the applications business declined duke@xpiration of certain contracts. If the
applications business is unable to generate nexg §a2002, revenue is expected to decline fudbker significant customer has notified the
Company that it will not be extending its contrbeyond June 30, 2002. Revenue attributable tacttitomer represented approximately 61%
of total applications revenue in 2001.

The communications business generated Cash Ree¢$2¢097 billion during 2001 compared to $1.26lidy in 2000. The Company
defines Cash Revenue as communications revenuelduges in cash deferred revenue (deferred revadjusted for changes in related
accounts receivable) during the respective peflmmunications Cash Revenue primarily reflects cmsither communications assets
received for dark fiber and other capacity salesmhievenue is deferred and then recognized oedetm of the contract under GAAP. This
increase is a result of growth in services reveprogided to existing customers, new customer ceotdrand cash collections from those
customers. At December 31, 2001, deferred revemreased by approximately 103% to $1.459 billiamfr$720 million at December 31,
2000. The amount of deferred revenue billed, bticnbected as of the end of the year decreased $205 million in 2000 to $145 million
2001. For fiscal 2000, deferred revenue increage®bB5 million and the amount not collected inceshby $181 million. Communications
Cash Revenue is not intended to represent revemler GAAP.



2001 2000

Communications REVENUE........ccccvevcveccvnicnee s $1,298 $ 857
Change in Deferred RevenUe........ccccccevveceeees e 739 585
Change in Deferred Revenue Billed but not Collected .. 60 (181)
Communications Cash Revenue $2,097 $1,261

Coal mining revenue decreased $103 million in 26@hpared to 2000. The decrease in revenue is plynadiributable to the expiration of
long-term coal contracts with Commonwealth EdisamPany ("Commonwealth Edison") and the sale ofGbmpany's interest in Walnut
Creek Mining Company in September 2000.

Other revenue for 2001 was comparable to 2000spdrarily attributable to California Private Tsmortation Company, L.P. ("CPTC"), 1
owner-operator of the SR91 tollroad in southerrif@atia.

Cost of Revenue for 2001 was $742 million, repréagra 6% decrease over 2000 cost of revenue dt #¥Bion. This decrease is a result of
the continued migration of customers off of leasapacity to the Company's network and a decreaf®inosts associated with transoceanic
sales, specifically costs attributable to the Mii@nsaction in 2000. Cost of revenue includedscatiributable to dark fiber and transoceanic
sales and leased capacity, right-of-way costs,ssotiearges and other third party costs directtibatable to the network. Overall the cost of
revenue for the communications business, as amage of revenue, decreased significantly from d8#tng 2000 to 46% during 2001. The
decrease can again be attributed to the migrafiensiomer traffic from a leased network to the @amy's owned network and increased
margins resulting from recent sales efforts focumedon-net" services. Cost of revenue for the camications business, as a percentage of
revenue, is expected to decline from 2001 levels.

The cost of revenue for the information servicesifesses, as a percentage of its revenue, in 2887 8% and approximated the 2000 figure
of 77%. The cost of revenue for the coal miningifess, as a percentage of revenue, was 68% for @®@bm 40% in 2000. The increase
related to coal mining is attributable to the eapon of high margin long-term coal contracts if®@0

Depreciation and Amortization expenses were $1Hi#an in 2001, a 94% increase from 2000 depréafaand amortization expenses of
$579 million. The majority of the increase is aegirresult of the communications assets placedriice in the latter part of 2000 and 2001,
including gateways, local networks and intercitgreents. In addition, included in 2001 depreciagapense is $45 million for the
impairment charge on a corporate facility the Comypdesignated as held-for-sale in June of 2001.

Depreciation expense is expected to decreaseisimtify in 2002 as a result of the impairment cleartaken in 2001 against the colocation
assets, conduits in North America and Europeamdityeand metropolitan networks, and certain traesmic assets. The Company will
continue to review the depreciable lives of itssérp telecommunications assets in order to véhnifi they correspond to the period of the
estimated future benefits.

Selling, General and Administrative expenses wérg% billion in 2001, a 17% increase over 200Ql&ding non-cash compensation
expenses of $314 million and $236 million for 2G0T 2000, respectively, operating expenses inadeb2% from the prior year. This
increase is attributable to higher payroll expenpesessional fees, facilities related costs, sygtems maintenance expenses, partially offset
by declines in travel, mine management serviceseerliting expenses. The increase in non-cash eosgtion is predominantly due to the
convertible outperform stock options granted in@&@d 2001. Selling, general and administrativésciugs 2002 are expected to decline from
2001 levels due to the workforce reductions and sagings initiatives implemented in 2001.

Restructuring and Impairment Charges were $3.3®1iin 2001. The Company announced that due tathation and severity of the
economic slowdown for the telecommunications indyst would be necessary to reduce operating expeas well as reduce and repriori
capital expenditures in an effort to be in a positio benefit when the economy recovers. As a reftihese actions, the Company reduced its
global work force by



approximately 2,200 employees in 2001, primarilyhiea communications business in the United Statds=arope. Restructuring charges of
approximately $10 million, $40 million and $58 rolh were recorded in the first, second and foutthrters of 2001, respectively, of which
$66 million related to staff reduction and relatedts and $42 million to real estate lease ternginatosts. In total, the Company has paid
million in severance and related fringe benefits@nd $1 million in lease termination costs aBefember 31, 2001 for these actions. The
remaining $17 million of expenditures for workfonesluctions primarily relate to approximately 20@r&ean employees terminated in the
first quarter of 2002. Lease termination obligasiaf $41 million are expected to be substantiadlidfpy June 30, 2002. The Company
believes that after these restructuring chargesoist structure will be better aligned with estisdafuture revenue streams.

The economic slowdown and the related capital ogidation discussed above resulted in certaieci@ihmunications assets being identified
as excess, obsolete or carried at values that wiayenrecoverable due to an adverse change irktbatén which the telecommunication
assets were being utilized caused by the unfavetaldiness climate within the telecommunicatiodsigtry. As a result, in the second que
of 2001 the Company recorded a non-cash impairctearge of $61 million, representing the exces$efdarrying value over the fair value
of these assets. The fair value of the spare earipmas based on recent cash sales of similar mguip The impaired assets were written-
off, as the Company does not expect to utilize thegenerate future cash flows.

In the fourth quarter of 2001, in light of the cionkied economic uncertainty, continued customeradisections at higher rates than expected,
increased difficulty in obtaining new revenue, dinel overall slow down in the communications indystine Company again reviewed the
carrying value of its long-lived assets for possiiohpairment in accordance with SFAS No. 144. Then@any determined based upon its
projections, giving effect to the continuing econosiowdown and continued over-capacity in certigas of the telecommunications
industry, the estimated future undiscounted cashdlattributable to certain assets or assets givop&l not exceed the current carrying
value of the assets. The Company, therefore, redoad impairment charge of $3.2 billion to reflget difference between the estimated fair
value of the assets on a discounted cash flow basisheir current carrying value as further démsatibelow.

The impairments primarily relate to colocation &ssexcess conduits in North America and Europeterdity and metropolitan networks, :
certain transoceanic assets. Geographically, appetgly 74% of the charges are attributable to Néunerica, 17% are attributable to
Europe and 9% attributable to transatlantic assets.

The financial problems of many of the "dot-comstiegging carriers and competitors, a weakening eognand changing customer focus,
have led to an over-capacity of colocation spacseireral U.S. and European markets. Level 3 imatiag to sell or sublease its excess
colocation space; however, current market ratemiach of the space are below its carrying valuessa Aesult, the Company recorded an
impairment charge of approximately $1.6 billionated to its colocation assets, which includes ovaeifities, leasehold improvements and
related equipment.

Level 3 constructed its networks in North Americal &urope in such a way that they could be contislyoupgraded to the most current
technology without affecting its existing customersvel 3 also installed additional conduits witle intention of selling them to other
carriers. To date, the Company has sold one coiditg North American network and, due to the eatreconomic environment and
decreasing capital expenditure budgets of potebtigérs, does not expect additional sales in thesteable future. For this reason the
Company has recorded an impairment charge of appately $1.2 billion for the conduits that were yirsly determined to be available for
sale to third parties based on estimated cash flaws the disposition of the conduits.

The completion of several systems in the secondofii001 and the expected completion of additi@yastems in 2002, have resulted in an
over abundance of tranoceanic capacity. This excasacity, combined with limited demand, have aseigraffected the transoceanic
capacity markets. At current pricing levels, ther@any does not believe it will recover its investrnia transoceanic capacity from the fut
cash flows of these assets. As a result, the Coynipasm recorded an impairment charge of approxim&g20 million for its transatlantic
submarine asset



The Company also recorded an impairment chargpmaimately $65 million for spare equipment writewns and abandoned lateral bu
in the fourth quarter of 2001.

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 impairment charges) and other non-operaticgme or expenses. The Company
excludes norcash stock compensation due to its adoption oéxpense recognition provisions of SFAS No. 123.HBA improved to a los

of $300 million in 2001 from a loss of $482 milliam 2000. Excluding the $108 million of restruchgicharges recorded in 2001, EBITDA
would have been a loss of $192 million for 2001e Tinprovement in EBITDA is predominantly due toeaue growth and higher margins
earned by the communications business.

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 certaiaaigpsales and dark fiber contracts. For 2001 paiid EBITDA was $659 million
compared to $118 million for 2000. The increaseaddition to the higher margins noted above, caattsibuted to up-front cash payments
received from customers for contracts that requavenue to be recognized over the term of the aottr

2001 2000
EBITDA .o e $(300) $(482)
Change in Deferred ReVENUE........ccoceveevcceeees e 739 585
Change in Deferred Revenue Billed but not Collected . 60 (181)
Non-cash Cost of Goods Sold.........cccccccceeeees. L, 160 196
Adjusted EBITDA $ 659 $ 118

EBITDA and Adjusted EBITDA are not intended to repent operating cash flow or profitability for theriods indicated and are not
calculated in accordance with GAAP. See Consolii&@tement of Cash Flows.

Interest Income declined from $328 million in 2G0605161 million in 2001. The decrease is primaaifributable to the average cash and
marketable securities balance declining from $4libb during 2000 to $3.1 billion for 2001. In Felary 2000, the Company raised
approximately $5.5 billion in cash through debt aqdity offerings. The Company has subsequentlizedi these proceeds to fund its
business plan and repurchase outstanding debdditian, the weighted average interest rate eaomeithe portfolio decreased by
approximately 120 basis points for 2001 versus 200@ Company expects interest income to contiauwketline in 2002 due to utilization of
funds to repurchase debt, pay operating and irtekpenses, and fund capital expenditures, asasdtwer interest rates. Pending utilization
of the cash, cash equivalents and marketable sesythe Company invests the funds primarily imgrament and government agency
securities. The investment strategy will providedo yields on the funds, but is expected to redhegisk to principal in the short term prior
to using the funds in implementing the Companysirmss plan.

Interest Expense, net increased to $646 milliomf&282 million in 2001 compared to 2000. The irdeexpense and amortization of debt
issuance costs associated with the debt raisedarFebruary 2000, the commercial mortgages enietediuring the latter half of 2000, and
the increase in the size of the Senior Secureditfadility in the first quarter of 2001 all coririted to the increase in interest expense.
Additionally, the increase can be attributed taeardase in the amount of interest capitalized 0285 compared to 2000. The Company
completed a significant portion of the network aridler communications related facilities during 20erefore reducing the amount of
interest capitalized. Capitalized interest was $fi8on in 2001 versus $353 million in 2000. Palfiaoffsetting these increases was the
retirement of approximately $1.9 billion face ambahdebt in the third and fourth quarters of 2@0H lower variable interest rates
attributable to the senior secured credit facaitd GMAC mortgage.

Interest expense is expected to decline in futereds as a result of the convertible subordindtdat repurchased during the third quarter of
2001 and the senior debt and convertible suborelihdébt securities repurchased in the "ModifiedcButuction” completed in October of
2001. These transactions are expected to reducabzed interest expense and annualized cash shtexpense by approximately $175
million and $160 million, respectivel



Equity in Earnings (Losses) of Unconsolidated Sdibsies was earnings of $16 million in 2001, coneglato loss of $284 million in 2000.

The equity losses in 2000 are predominantly attaible to RCN Corporation ("RCN"). RCN is a fac#gibased provider of communications
services to the residential markets primarily amBHast and West coasts as well as in Chicago. R@&o the largest regional Internet service
provider in the Northeast. RCN is incurring sigeafint costs in developing its business plan. The fizmy's proportionate share of RCN's
losses exceeded the remaining carrying value oélL&s investment in RCN during the fourth quadEe2000. Level 3 does not have
additional financial commitments to RCN; therefdrenly recognized equity losses equal to its inment in RCN. The Company will not
record any equity in RCN's future profits, untirecorded equity losses have been offset. The Coynidmot recognize $249 million and
$20 million of equity losses attributable to RCN2i@d01 and 2000, respectively. Level 3 recordedtgdosses attributable to RCN of $260
million for the twelve months ended December 3)®0

Equity in earnings/losses of Commonwealth TelepHemterprises, Inc. ("Commonwealth Telephone") weamings of $16 million in 2001
and losses of $24 million in 2000. In 2000, Commealth Telephone recognized losses primarily duedbarge for the restructuring of its
CTCI subsidiary. As a result, Level 3 recorded @ 8#llion charge, in equity in earnings (lossesuntonsolidated subsidiaries, for its
proportionate share of this charge. In 2001, Comweaith Telephone, in addition to improved operatiegults, was also able to recognize a
one-time benefit related to the settlement of @gentastructuring liabilities recorded in 2000.

Gain on Equity Investee Stock Transactions was $illibn for the twelve months ended December 3@ Specifically, RCN issued stc
for certain transactions, which diluted the Compargwnership interest. The pre-tax gains resultechfthe increase in the Company's
proportionate share of RCN's net assets relatdtes®e transactions. The Company did not recordjaims on equity investee stock
transactions during 2001 due to the suspendedydgsies attributable to RCN.

Other, net increased from a loss of $21 millionZ600 to a gain of $2 million for 2001. In 2001 héxt, net includes a charge for an ottien
temporary decline in the value of investments of #8llion and $27 million of gains when divine, iregreed to release Level 3 from a
deferred revenue obligation. Additionally, the C@np recorded losses of $19 million in 2001 reldatelbsses on certain fixed asset dispo
and $31 million of other items, primarily $17 milli of realized gains from the sale of Euro denoteithanarketable securities. In 2000,
Other, net is primarily comprised of a $22 milligain from the sale of the Company's 50% ownersitgrést in the Walnut Creek Mining
Company and a loss of $37 million from the otheartbemporary decline in the value of investments.

Level 3 announced in March 2002, that it intendseth 4,025,000 shares of Commonwealth Telephaaitticurrently holds. If this sale
occurs, Level 3 will recognize a significant gaimtbe disposition of these shares.

Income Tax Benefit for 2001 was zero as a resulh@fCompany exhausting the taxable income in éingyback period in 2000. As of
December 31, 2001, Level 3 had approximately $illi8ibof net operating loss carryforwards avaikald offset future taxable income. At
this time, the Company is unable to determine wheiill have taxable income to offset the loss géorwards. The tax benefit for 2000
differs from the statutory rate due to the limitadhilability of taxable income in the carrybackipdrfor which current year losses can be
offset.

On March 9, 2002, legislation was enacted thateviible the Company to carry its taxable net opgy#sses back five years. As a result,
the Company expects to receive a Federal incomeefard of approximately $120 million after it fléts 2001 Federal income tax return
carrying back the taxable loss to 1996. This bémefi be reflected in the first quarter 2002 fircdal statements in accordance with SFAS No.
109 "Accounting for Income Taxes".

Discontinued Operations includes the results ofatpns and the estimated loss on the disposatweél3's Asian assets. On December 19,
2001, Level 3 announced that it had agreed tdtselsian telecommunications business to Reachfbtdio cash consideration. The
agreement covers subsidiaries that include thenAsédwork operations, assets, liabilities and fimancial obligations. This includes Level
3's share of the Northern Asian cable system, égparc the Japan-US cable system, capital and tipaed expenses related to these two
systems, gateways in Hong Kong and Tokyo, andiagististomers on Level 3's Asi



network. Level 3 estimates that this transactidhneduce its future funding requirements by apjmately $300 million through a
combination of reductions in capital expenditurestywork and operating expenses, taxes and worldpiat.

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, Levekgorded an impairment loss, within discontinuedrapens, equal to the difference
between the carrying value of the assets and flieivalue. Based upon the terms of the sale ageaerthe Company also accrued $51
million in certain remaining capital obligationsagsumed for the two submarine systems to be sdkéach, and estimated transaction costs.
The losses from the discontinued Asian operatiniyiies in 2001 and 2000 were $89 million and $4#lion, respectively. The higher loss
are primarily attributable to increases in depriémaexpense and selling, general and adminisgakpenses.

Extraordinary Gain on Debt Extinguishment was $fillion for the twelve months ended December 30220"he Company recognized ga
of approximately $117 million, after transactiordatebt issuance costs, when it exchanged approslyntb.9 million shares of common
stock, valued at approximately $72 million, for €11illion of its convertible subordinated notesaveral private transactions. The Comp
also recognized gains of approximately $967 millidmen it repurchased approximately $1.7 billiomdebt for approximately $731 million in
cash, including accrued interest, through the MediDutch Auction completed in October of 2001.<effing these gains were losses of $9
million from the write-off of debt issuance costadgrepayment expenses CPTC incurred to refindaderig-term debt.

Level 3 continued to repurchase debt in JanuaryFatduary of 2002 using cash and equity. The Compapects to recognize an
extraordinary gain of approximately $130 milliontfre first quarter of 2002 as a result of the taatisns completed through March 13, 2002.

Results of Operations 2000 vs. 1999

Revenue for the years ended December 31, 2000 aceniber 31, 1999 is summarized as follows (in am):

2000 1999
COMMUNICALIONS.....ccviie et ecciieeeeeeeee e, $ 857 $ 159
Information ServiCes......cccovvvvvvveveeeeeeees e, 115 130
Coal MiNING...ccoiiiiiiiiie e s 190 207
Other i s 22 19

Communications revenue increased by 439% to $88ibmin 2000. In 2000, the Company generated ses/revenue, including private li
wavelengths, colocation, managed modem, and dagk fevenue associated with contracts enteredafteo June 30, 1999, of $593 million
compared to $100 million in 1999. The completiorse¥eral metropolitan networks and Gateways irtthitged States and Europe are
primarily responsible for the increase. At Decenmier2000, Level 3 had local networks in 32 doneestid international cities and Gateway
facilities in 60 markets. This compares to 25 lotetivorks and 31 Gateways at the end of 1999. L&waddo recognized revenue of $105
million related to submarine systems, primarilynfrthe completion of its transatlantic submarineeand subsequent sale to Viatel Inc. in
November of 2000. Dark fiber sales for contracteesd into before June 30, 1999 increased fromn$iil®n in 1999 to $209 million ir
2000. This is a result of a significant portionLefvel 3's North American intercity network beingwuoleted in 2000. Also included in 2000
communications revenue was $55 million of reciptecanpensation revenue from executed and apprawteccbnnection agreements
compared to $24 million in 1999. Level 3 reache&greement with SBC Communications, Inc. in Jan@8G1 which establishes a rate
structure for transmission and switching serviaewided by one carrier to complete or carry traffigginating on another carrier's network.
The implementation of the rate structure and recigk compensation billing settlement is continggsdn certain conditions including
approval by relevant regulatory authorities. Le¥elid not recognize any revenue relate



this agreement in 2000. Information services reeatheclined by $15 million in 2000 to $115 millioFhis decline is primarily attributable to
Year 2000 computer processing and consulting workpeted in 1999.

The communications business generated Cash Rewé$ile?6 billion in 2000. In addition to revenubetCompany includes the change in
the cash portion of deferred revenue in its dafinibf Cash Revenue. The increase in cash defeexeshue for the communications business
for the year was $404 million and is in part du¢h® implementation of FIN 43 which requires then®any to defer the recognition of
certain dark fiber contracts and IRU sales ovett¢hen of the agreement, typically 10-20 years.these types of agreements, the Company
normally receives a deposit at the time the cobisasigned and the remainder when the fiber izveletd and accepted by the customer. In
1999, Cash Revenue for the communications businassb243 million.

2000 1999
Communications REVENUE........ccccvvvveccveiceee s $857 $159
Change in Deferred ReVENUE........ccccccevvvceeeees e 585 108
Change in Deferred Revenue Billed but not Collected .. (181) (24)
Communications Cash Revenue $1,261 $243

Coal Mining revenue declined approximately 8% i®@@rom $207 million in 1999 to $190 million in 200Coal revenue was expected to
decline in 2000 as a result of the reduced shipsnemtler long-term coal contracts and the saleeoCthmpany's entire interest in Walnut
Creek Mining Company.

Other revenue in 2000 approximated 1999 revenuésgmdmarily attributable to California Privatedrrsportation Company, L.P.

Cost of Revenue for 2000 was $792 million, représgra 120% increase over 1999 cost of revenueg603$nillion as a result of the
expanding communications business. Overall theafostvenue for the communications business, ar@eptage of revenue, decreased
significantly from 115% during 1999 to 73% for 200Wis decrease is attributed to the expanding comications business. The Company
recognized $196 million of costs associated wittk didner and transoceanic cable sales in 2000.c¢Hsé of revenue for the information
services businesses, as a percentage of its rewsaa& 7% for 2000 compared to 65% for 1999. Lowargins on new contracts and the
omission of Year 2000 related work resulted indkeline in margins. The cost of revenue for thd ogaing business, as a percentage of
revenue, was 40% for 2000 and 45% in 1999. In Déeer©999, Commonwealth Edison and the Company atiadgd certain coal contracts
whereby Commonwealth Edison was no longer requoddke delivery of its coal commitments but stillist pay Level 3 the margins Leve
would have earned had the coal been delivered.

Depreciation and Amortization expenses for 2000ev§&79 million, a 154% increase over 1999 deprecand amortization expenses of
$228 million. This increase is a direct resultled tommunications assets placed in service iratiee half of 1999 and throughout 2000,
including Gateways, local metropolitan networks dondestic international and submarine networks.

Selling, General and Administrative expenses wéré $illion in 2000, representing a 67% increaserd999. This increase primarily results
from the Company's addition of over 2,350 employseing 2000. There was a substantial increasenmpensation, travel and facilities cc
due to the additional employees. The Company a&sorded $236 million in nonash compensation expense for the year ended Dec&@h|
2000, for expenses recognized under SFAS No. la&kto grants of stock options and warrants; $bhkon of non-cash compensation
was recorded for the same period in 1999. The as&rén non-cash compensation is due predominandénp increase in the number of
employees. Communications, insurance, bad dela,matessing and marketing costs also contribaididet higher selling, general and
administrative expenses. In addition to the expensted above, the Company capitalized $162 mibiiod $116 million of selling, general
and administrative expenses in 2000 and 1999, c&sply, which consisted primarily of compensat@Expense for employees and consult
working on capital projects.

EBITDA, as defined by the Company, decreased tss of $482 million for the year ended December2BD0 from a $383 million loss for
1999. This decrease was predominantly due to ttrease in selling, general a



administrative expenses resulting from the rapigb@sion of the communications business. EBITDAoimmonly used in the
communications industry to analyze companies orbé#sis of operating performance.

Adjusted EBITDA, as defined by the Company, wad a8million gain compared to a loss of $282 milliorL999. An increase in cash
deferred revenue of $404 million and non-cash abgbods sold related to transoceanic and dark fibkes of $196 million are primarily
responsible for the improved Adjusted EBITDA figsrre

2000 1999
EBITDA ..ot e $(482) $(383)
Change in Deferred Revenue.........cccccvcccceeeee e 585 108
Change in Deferred Revenue Billed but not Collected . (181) (24)
Non-cash Cost of Go0dS SOId........cccoeeeveveeees e 196 17
Adjusted EBITDA $ 118 $(282)

EBITDA and Adjusted EBITDA are not intended to repent operating cash flow for the periods indicated are not GAAP. See
Consolidated Statements of Cash Flows.

Interest Income was $328 million for 2000 compae§i212 million in 1999. This 55% increase was prathantly due to the Company's
increased average cash, cash equivalents and mlaliksecurities balances. Average cash balancesasexd largely due to the approximately
$5.4 billion in proceeds received from the Febru28y2000 debt and equity offerings. The Compaay&sage cash balance also increased as
a result of the September 1999 6% Convertible Slibated Notes offering and the Senior Secured CFeatiility agreement. The increase in
interest income is also due to increasing yieldthenCompany's investments due to increased mitest.

Interest Expense, net for 2000 of $282 million emgnts a 62% increase from 1999. The substantigdase was due to the 6% Convertible
Subordinated Notes issued in September 1999, thieiSeecured Credit Facility entered into in Sedien1999, as well as the approximately
$3 billion in debt securities issued on FebruaryZ0. The amortization of the related debt issaatosts also contributed to the increased
interest expense in 2000. Partially offsetting thisease was an increase in capitalized inteoe853 million in 2000 from $116 million in
1999.

Equity in Losses of Unconsolidated Subsidiaries $284 million in 2000 compared to $127 million i89B. The equity losses are
predominantly attributable to the Company's investhin RCN. RCN is incurring significant costs ievéloping its business plan. The
Company's share of RCN's losses, increased to B2BON in 2000 from $135 million in 1999. Duringé fourth quarter of 2000, Level 3's
proportionate share of the RCN's fourth quartesdssexceeded the remaining carrying value of L&'sahvestment in RCN. Level 3 does
have additional financial commitments to RCN; tliere it can only recognize equity losses equatgdnvestment in RCN. As of December
31, 2000, Level 3 had not recorded approximately Bilion of equity losses attributable to RCN'sifth quarter losses. Equity losses for
2000 also include $24 million of losses attribuéatd Commonwealth Telephone. In December 2000, Gamarealth Telephone announced
that it was going to record a charge to earningshfe restructuring of its CTCI subsidiary. Therefd_evel 3 recorded $27 million of equity
losses, representing its proportionate share ofg$teucturing charge.

Gains on Equity Investee Stock Transactions wa$ $diion for 2000 compared to $118 million for RCN issued stock for the
acquisition of 21st Century Telecom Group, Inc. forccertain transactions in early 2000, which @ithithe Company's ownership of RCN
from 35% at December 31, 1999 to 31% at Decembe?@10. These transactions diluted Level 3's owrglis RCN but increased its
proportionate share of RCN's common equity. AssalteLevel 3 recognized $95 million of pre-taxmgielated to RCN stock activity in
2000. In 1999, RCN issued stock in a public offgramd for certain transactions, which resulted meatax gain of $117 million to the
Company. The Company does not expect to recoguatmesf gains on RCN stock activity unless the gakteed the accumulated net equity
losses not recognized by the Company. Level 3ralsognized pre-tax gains of $5 million and $1 raillin 2000 and 1999, respectively, for
Commonwealth Telephone stock activity that diluteel Company's ownership to 46% at December 31,.:



Gain (Loss) on Sale of Assets decreased to a $lliemioss in 2000. In the second half of 2000, kedrconditions and the valuations
assigned to companies in certain Internet relagetbss and the Company's view of the business potspf such entities declined
dramatically. Therefore, the Company recorded arfiBlifon pre-tax charge for an other-than-tempordegline in the value of a publicly
traded investment. Partially offsetting this changes a $21 million pre-tax gain on the sale of@menpany's entire interest in the Walnut
Creek Mining to Peter Kiewit Sons' Inc. Also incaeare gains and losses on the sale of construatidther operating equipment.

Other, net decreased to a loss of $2 million in®BOmM a $7 million gain in 1999. The decreaseredpminately due to foreign exchange
losses recorded in 2000.

Income Tax Benefit for 2000 differs from the prigar and the statutory rate primarily due to limhitevailability of taxable income in the
carryback period to offset current year losses. ifibeme tax benefit for 1999 differs from the staty rate of 35% primarily due to losses
incurred by the Company's international subsidsawi@ich cannot be included in the consolidated f&&eral return, nondeductible goodwill
amortization expense and state income taxes. §@alf2000, Level 3 recognized a benefit equal écatinount of refund available due to
utilization of net operating loss carrybacks. ADafcember 31, 2000, Level 3 had approximately $688on of net operating loss
carryforwards available to offset future taxabledme.

Discontinued Operations increased from a loss ah#on in 1999 to a loss of $48 million in 2000evel 3 began operations in Asia in the
latter half of 1999 and continued to expand theraughout 2000. Employee compensation and faciilted costs primarily account for the
increased losses.

Financial Condition-December 31, 2001

The Company's working capital decreased from $#ibrbat December 31, 2000 to $0.6 billion at Dedxr 31, 2001 due primarily to the
use of available funds in payment of selling, gahand administrative expenses, interest expewsstruiction of the Level 3 network and
debt repurchases by Level 3 Finance, LLC. Procfedsthe Senior Secured Credit Facility borrowingshe first quarter of 2001 increased
working capital.

Cash provided by operations decreased from $1i0rbih the twelve months ended December 31, 260R1# 1 million in 2001. Fluctuations
in the components of working capital are primardgponsible for the decline. Reductions in accopay@ble and lower income tax refunds
were partially offset by an increase in deferrecereie and lower receivable balances.

Investing activities include using the proceedsftbe first quarter Senior Secured Credit Factityn loan borrowing and cash on hand to
purchase $1.2 billion of marketable securities emmiplete approximately $2.4 billion of capital erdéures, primarily for the
communications network. The Company also realiZ@ $illion of proceeds from the sales and maesitf marketable securities and $67
million of proceeds from the sale of certain op@agassets and construction equipment, and spdiit #dllion on assets held for sale.

Financing activities in 2001 consisted primarilytioé net proceeds of $636 million from the firsagar 2001 Senior Secured Credit Facility
term loan borrowing for the telecommunications hass. CPTC received $125 million of net cash frisméfinancing and repaid long-term
debt of $114 million. Level 3 Finance, LLC repurshd approximately $1.7 billion face amount of daid accrued interest for approximat
$695 million and $36 million, respectively. In atldn, Level 3, in non-cash transactions, excharaggatoximately $194 million of its
convertible subordinated notes for approximatel® 8illion of its common stock.

The Company invested approximately $226 millioftsrdiscontinued Asian operations in 2001 includapproximately $178 million for
capital expenditures.

Liquidity and Capital Resources

The Company is a facilities-based provider (thaaiprovider that owns or leases a substantiaiquodf the property, plant and equipment
necessary to provide its services) of a broad rafiggegrated communicatiol



services. The Company has created, through a caitrinof construction, purchase and, to a lessemngxeasing of facilities and other
assets, an advanced, international, end-to-enifitiemzbased communications network. The Compaay deesigned its network based on
optical and Internet Protocol technologies in ottddieverage the efficiencies of these technolotpgsrovide lower cost communications
services.

The further development of the communications besgrwill continue to require significant expenditurThese expenditures may result in
substantial negative operating cash flow and sabiatanet operating losses for the Company forftineseeable future. The Company's cay
expenditures in connection with its business planevapproximately $2.3 billion during 2001. The andy of the spending was for
construction of the U.S. and European intercitywoeks, certain local networks in the U.S. and Eera@mnd the transoceanic cable network.
Through December 31, 2001, the total cost of theeL8 network by region, including intercity and tnogolitan networks, optronic and other
transmission equipment, transmission facilitieguding gateway facilities and the regions allocgtedion of undersea cables was $9.2
billion for North America and $1.7 billion for Eupe. The Company's capital expenditures are expéataelcline significantly since
construction of its North American and Europearwoeks are now substantially complete. The substhntajority of the Company's ongoil
capital expenditures are expected to be sudeassed, or tied to incremental revenue. The Compatignates that its base capital expenditi
excluding success-based capital expenditurestatdl approximately $200 million in 2002.

The cash and marketable securities already on &aaddhe undrawn commitments of approximately $680om at December 31, 2001 under
the expanded Senior Secured Credit Facility (s&meprovided Level 3 with approximately $2.1 mh of available funds at the end of
2001. Based on information available at this timanagement of the Company believes that the Congaunsrent liquidity and anticipated
future cash flows from operations will be suffidiéo fund its business plan through free cash thoeakeven.

The Company currently estimates that the implentiemtaf the business plan from its inception throdigee cash flow breakeven will require
approximately $13 billion to $14 billion on a curatiVe basis. The Company also currently estim#tasits operations will reach free cash
flow breakeven without a requirement for additiofi@ancing. The timing of free cash flow breakewedt be a function of revenue and cash
revenue growth as well as the Company's managesheetwork, selling, general and administratived aapital expenditures. The
Company's successful debt and equity offerings lyaxen the Company the ability to implement theibess plan. However, if additional
opportunities should present themselves, the Coynpeay be required to secure additional financinthafuture. In order to pursue these
possible opportunities and provide additional fteiity to fund its business plan, in January 200& €Company filed a "universal" shelf
registration statement for an additional $3 billmfrcommon stock, preferred stock, debt securitiesrants, stock purchase agreements and
depositary shares. This shelf filing, in combinatiwith the remaining availability under a previguskisting universal shelf registration
statement, will allow Level 3 to offer an aggregeteip to $3.2 billion of additional securitiesftand its business plan.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposexiting businesses or investments to
fund portions of the business plan. In February22@@vel 3 announced that Commonwealth Telephodditeal a registration statement
allowing the Company to sell 3,165,500 shares ah@onwealth Telephone in a public offering. On Ma8chhe registration statement was
amended to increase the number of shares to bégdle Company up to 4,025,000. In addition, tbenPany has announced that it will s
to sell or sublease excess real estate. The Companwlso sell or lease fiber optic capacity, areas to its conduits.

The Company may not be successful in producingcseifit cash flow, raising sufficient debt or equitypital 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 estimateseafidancing needed may be higher 1
estimated. Failure to generate sufficient funds mneayiire the Company to delay or abandon somes dfiitire expansion or expenditures,
which could have a material adverse effect onrif@émentation of the business plan.

In connection with the implementation of the Comgaiusiness plan, management continues to reViewexisting businesses, including
portions of its communications and information $&s businesses, to determine how those businedsassist with the Company's focus
delivery of communications and information servi



and reaching cash flow breakeven. To the extentctvaain businesses are not considered to be ddbitgwith the delivery of

communication and information services or with afiteg cash flow objectives, the Company may exitséhbusinesses. It is possible that the
decision to exit these businesses could resultarCompany not recovering its investment in theérasses, and in those cases, a significant
charge to earnings could result. For example, t@@any sold its Asian operations to Reach Ltd.iandrred a loss of $516 million.

On July 26, 2001, Level 3 announced that it hadratted its Senior Secured Credit Facility to perimé Company to acquire certain of its
outstanding indebtedness in exchange for sharesnofmon stock. During 2001, various issuances oeL8\s outstanding senior notes, se
discount notes and convertible subordinated noseletl at discounts to their respective face oretedramounts. As of December 31, 2001,
the Company had exchanged, in private transactapmoximately $194 million of its convertible subimated notes for shares of its comr
stock valued at approximately $72 million.

On October 23, 2001, the Company announced thitstgier, wholly owned subsidiary, Level 3 Firan LLC had completed a "Modified
Dutch Auction" tender offer for a portion of the iBpany's senior notes and convertible subordinaisnbevel 3 Finance repurchased debt
with a face value of approximately $1.7 billionuplaccrued interest, if applicable, for a totalchase price of approximately $731 million.
The net gain on the extinguishment of the debtuthng transaction costs and unamortized debt rEsiaosts, was approximately $967
million and was recorded as an extraordinary iterthe consolidated statement of operations.

Through March 13, 2002, Level 3 had retired an talthl $195 million face amount of debt securitieg,issuing 7.4 million shares of
common stock, valued at $32 million, and using apnately $34 million of cash. Level 3 expects@oagnize a gain of approximately $130
million, after transaction and debt issuance cdsis) these transactions in the first quarter @20

Level 3 is aware that the various issuances afutstanding senior notes, senior discount notesandertible subordinated notes continue to
trade at discounts to their respective face orededramounts. In order to continue to reduce futash interest payments, as well as future
amounts due at maturity, Level 3 or its affiliateay, from time to time, purchase these outstandéig securities for cash or exchange shares
of Level 3 common stock for these outstanding deburities pursuant to the exemption provided by

Section 3(a)(9) of the Securities Act of 1933, m&aded, in open market or privately negotiatedsaations. Level 3 will evaluate any such
transactions in light of then existing market cdiotis. The amounts involved in any such transastioividually or in the aggregate, may
material.

The Company has a $1.775 billion Senior SecurediCracility. As of March 13, 2001, $1.125 billiarfi the $1.775 billion senior secured
credit facility was drawn. The balance represemsapproximately $650 million revolving credit fiigi.

The Senior Secured Credit Facility has customamggants, or requirements that the company andicertéts 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 businegeesrated by the Restricted Subsidiaries.

The Minimum Telecom Revenue covenant is calculgteatterly on a trailing four-quarter basis and nexsteed $1.5 billion for the first
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 Subsidiatigsently include those engaged in the Comparmyisncunications businesses and certain
subsidiaries of (i)Structure engaged in the Com[sanjormation services businesses.

Those subsidiaries of the Company that are noestbj the limitations of the Credit Agreement skerred to as Unrestricted Subsidiaries.
The Unrestricted Subsidiaries include Level 3'd aaing and toll road properties and its holdimg&fRCN and Commonwealth Telephone.

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. Untiés scenario, the lende



could take actions to require repayment. The Compatieves it is in full compliance with all coverta as of December 31, 2001.

On January 29, 2002, the Company stated that iinvesmpliance with all of the terms, conditionedacovenants under the Senior Secured
Credit Facility and expected to remain in complaittwrough the end of the first quarter 2002 baseitisgoublicly disclosed financial
projections. However, the Company stated thatlédssalisconnects and cancellations were to conttiee levels experienced during the
second half of 2001, the Company may violate theidim Telecom Revenue covenant as early as thefahe second quarter 2002. The
Company also stated that to the extent the Compamgrational performance improves or it complatzgiisitions that generate sufficient
incremental revenue, a potential violation of thgenant could be delayed beyond the second quar2802 or eliminated entirely.

Level 3 announced on February 25, 2002 that itdigided a definitive agreement to acquire Corp$oft, a Norwood, Massachusetts based
marketer, distributor and reseller of businessigmi¢, which conducts its business under the nampoCate Software. Corporate Software
had 2001 revenues of approximately $1.1 billioncg@oate Software had 2001 EBITDA of approximately $nillion, excluding stock-based
compensation expense, one-time restructuring chkange other non-recurring employee costs. Levelpges the acquisition will enable its
information services business to leverage CorpsScitstomer base, worldwide presence and relatipssbiexpand its portfolio of services
addition, Level 3 expects to utilize its networkrastructure to facilitate the deployment of softevéo CorpSoft's customers. The transaction
closed on March 13, 2002. Since closing, revensaaeasured by the Minimum Telecom Revenue covenelnide Corporate Software
revenues.

As a result of this transaction, the Company belkeit will remain in compliance with the terms arwhditions of the Senior Secured Credit
Facility until the second half of 2003. The Comparexpectation assumes that it takes no othemestits sales levels do not improve beyond
those experienced during the second half of 200d désconnects and cancellations continue to deeréaring the 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 Wwihel 3's strong financial position,

have created potential opportunities for Level adquire telecommunications assets at attracticegrLevel 3 continues to evaluate these
opportunities and could make acquisitions in addito the Corporate Software transaction, and theeddUSA acquisition described belc

in 2002.

On January 24, 2002 Level 3 completed the acquiisiif the wholesale dial-up access business asktsLeodUSA Incorporated (formerly
Splitrock Services) for approximately $50 milliandash consideration and the assumption of cev@nating liabilities related to that
business. The acquisition includes customer cotstrapproximately 350 POPs (Points of Presencesadhe U.S. and the related facilities,
equipment and underlying circuits. In addition, gagties entered into certain operating agreenmarabling McLeodUSA to continue to
support its in-region customers. The acquisitioabdes Level 3 to provide managed modem servicl B0astates with a coverage area that
includes 80 percent of the U.S. population, up fR¥rstates, and 57 percent of the U.S. population.

In December 2000, the Company entered into a $adseback transaction involving two corporate aftciThe Company is amortizing the
million gain recognized on the transaction overtdreyear term of the lease. Annual lease paynodrapproximately $1.9 million are
included in the operating lease disclosures beldve. Company has not entered into any bandwidth cmafitjpncontracts through the date of
this report,



The following tables summarize the contractualgdtions and commercial commitments of the Compameaember 31, 2001, as further
described in the notes to the financial statements.

Payments Due by Period

Less than 4-5  Afte r5
Total 1Year 1-3Years Years Yea rs
Contractual Obligations

Long-Term Debt, including current portion.. $6,216 $7 $279 $265 $5,6 65
Reclamation.................. 96 4 9 9 74
Operating Leases............. 566 54 104 102 3 06

Other Commercial Commitments
Letters of Credit.......... 48 38 7 5 1

On March 9, 2002, legislation was enacted thateviible the Company to carry its taxable net opgy#sses back five years. As a result,
the Company expects to receive a Federal incomeefard of approximately $120 million after it féts 2001 Federal income tax return
carrying back the taxable loss to 1996.

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

Level 3 is subject to market risks arising frommges in interest rates, equity prices and foreiginange rates. The Company's exposure to
interest rate risk increased due to the $1.37®hilBenior Secured Credit Facility entered intatey Company in September 1999, the
additional $400 million added to the Senior Secu®eeldit Facility during the first quarter of 200ddathe commercial mortgages entered into
in 2000. As of December 31, 2001, the Company eblved $1.125 billion under the Senior Secured€feacility and $233 million under
the commercial mortgages. Amounts drawn on the idsbiuments bear interest at the alternate baseord IBOR rate plus applicable
margins. As the alternate base rate and LIBORflatéuate, so too will the interest expense on am®borrowed under the credit facility and
mortgages. The weighted average interest rate lmsedtstanding amounts under these variable mateuments of $1.4 billion at December
31, 2001, was approximately 5.4%. A hypotheticaféase in the variable portion of the weighted agerate by 1% (i.e. a weighted average
rate of 6.4%), would increase annual interest espaf the Company by approximately $14 millionameffort to reduce the risk of increa:
interest rates related to the Lehman commerciatgage, the Company entered into an interest rgt@geeement in January 2001. The terms
of the agreement provide that the net interest esgeelated to the Lehman commercial mortgagenstllexceed 8% plus the original spread.
The agreement therefore caps the LIBOR portiomefiiterest rate at 8%. At December 31, 2001, tragany had $4.85 billion of fixed re
debt bearing a weighted average interest rate0&P8. A decline in interest rates in the future wik benefit the Company due to the terms
and conditions of the loan agreements which regh@eCompany to repurchase the debt at specifizhipms. The Company was able to
reduce its exposure to interest rate risk by agtgirertain outstanding indebtedness in exchangshiares of common stock and cash. As a
result of the additional debt repurchases in 2882 Company was able to reduce its fixed rate detstanding to $4.65 billion. The Comp:
continues to evaluate other alternatives to limti¢iest rate risk.

Level 3 continues to hold positions in certain ficlpltraded entities, primarily Commonwealth Telepke and RCN. The Company accounts
for these two investments using the equity metfidd. market value of these investments was apprdgign@563 million at December 31,
2001, which is significantly higher than their gang value of $121 million. The Company has registewith the Securities and Exchange
Commission to sell a portion of its holdings in Goonwealth Telephone. Level 3 has also stated tiady dispose of all or part of the
remaining investments in the next 12-18 months. vidiee received for the investments would be affgdty 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 $113 million decrease in fair vabfichese investments. The Company does not clyretilize financial instruments to
minimize its exposure to price fluctuations in dg@ecurities.

The Company's business plan included developingppedating a telecommunications network in Eur@yeof December 31, 2001, the
Company had invested significant amounts of capitétiat region and will continue to expand itsgamece in Europe in 2002. The Company
issued EURO 800 million (EURO 453 million outstamgliat December 31, 2001) in Senior Euro Notes brisey 2000 as an economic
hedge against its net investment in



European subsidiaries. Due to the historically éwhange rates involving the U.S. Dollar and theoEduring the fourth quarter of 2000,
Level 3 elected to set aside the remaining Eurcsived from the debt offerings. During the thircageer of 2001, Level 3 elected to start
funding its current European investing and opeggaéictivities with the Euros that had previouslyrbeet aside. Other than the issuance of the
Euro denominated debt and the holding of the EuhesCompany has not made significant use of firgirtstruments to minimize its
exposure to foreign currency fluctuations. The Campcontinues to analyze risk management stratégiesiuce 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 losgeke affected by actual fluctuations in interestes, equity prices and foreign currency
rates.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Financial statements and supplementary financfatimation for Level 3 Communications, Inc. and Sdiasies begin on page F-1.

The financial statements of an equity method iree@$RCN Corporation) are required by Rule 3.09aiticbe filed as a part of this Report
an amendment to this Report upon the filing by R&their Form 10-K for the year ended December2BD1. RCN's filing of their Form 10-
K is not yet due.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not Applicable.
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.

The information required by this Item 10 is incogted by reference to the Company's definitive pretatement for the 2002 Annual
Meeting of Stockholders to be filed with the Setesiand Exchange Commission, however certainiimition is included in Iltem 1. Busine
above under the caption "Directors and Executiviices."

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is incomgted by reference to the Company's definitive pretatement for the 2002 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this Item 12 is incomgted by reference to the Company's definitive pretatement for the 2002 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item 13 is incomgted by reference to the Company's definitive pretatement for the 2002 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K

(a) Financial statements and financial statememtdgles required to be filed for the registrantarritems 8 or 14 are set forth following the
index page at page-l. Exhibits filed as a part of this report aredidtbelow. Exhibits incorporated by reference adécated in parenthese



3.1 Restated Certificate of Incorporation dated die81, 1998 (Exhibit 1 to Registrant's Form 8-&dilon April 1,1998).

3.2 Certificate of Amendment of Restated Certificat Incorporation of Level 3 Communications, IfExhibit 3.1 to the Registrant's Current
Report on Form 8-K dated June 3, 1999).

3.3 Specimen Stock Certificate of Common Stockadue $.01 per share (Exhibit 3 to the Registsaftrm 8-A filed on March 31, 1998).

3.4 Amended and Restated By-laws as of May 23, ZBghibit 3 to Registrant's Quarterly Report onRdr0-Q for the three months ended
June 30, 2001).

3.5 Rights Agreement, dated as of May 29, 1998yden the Registrant and Norwest Bank Minnesota, NM&Rights Agent, which includes
the Form of Certificate of Designation, Prefereneesl Rights of Series A. Junior Participating Enefd Stock of the Registrant, as Exhibit
A, the Form of Rights Certificate as Exhibit B ahé Summary of Rights to Purchase Preferred Saxkxhibit C (Exhibit 1 to the
Registrant's Form 8-A Amendment No. 1 filed on Ju@g1998).

4.1 Indenture, dated as of April 28, 1998, betwiberRegistrant and IBJ Schroder Bank & Trust CorgmanTrustee relating to the
Registrant's 9?7% Senior Notes due 2008 (Exhibitalthe Registrant's Registration Statement on Fd#nFile No. 333-56399).

4.2 Indenture, dated as of December 2, 1998, bettteeRegistrant and IBJ Schroder Bank & Trust Camgpas Trustee relating to the
Registrant's 10 1/2% Senior Discount Notes due ZBR8ibit 4.1 to the Registrant's Registration &taént on Form S-4 File No. 333:687).

4.3.1Form of Senior Indenture (incorporated bynefee to Exhibit 4.1 to Amendment 1 to the RegmtsaRegistration Statement on Form S-
3 (File No. 333-68887) filed with the Securitiegldixchange Commission on February 3, 1999).

4.3.2First Supplemental Indenture, dated as ofedeiper 20,1999, between the Registrant and 1BJ WdditBank & Trust Company as
Trustee relating to the Registrant's 6% Convertthlbordinated Notes due 2009 (Exhibit 4.1 to thgiReant's Current Report on Form 8-K
dated September 20, 1999).

4.3.3Second Supplemental Indenture, dated as oti&gb29, 2000, between the Registrant and The B&New York as Trustee relating to
the Registrant's 6% Convertible Subordinated Ndtes2010 (Exhibit 4.1 to the Registrant's Curregpdtt on Form 8-K dated February 29,
2000).

4.4 Indenture, dated as of February 29, 2000, iwlee Registrant and The Bank of New York as Beistlating to the Registrant's 11%
Senior Notes due 2008 (Exhibit 4.1 to the RegissdRegistration Statement on Form S-4 File No-38362).

4.5 Indenture, dated as of February 29, 2000, latwiee Registrant and The Bank of New York as Bristlating to the Registrant's 11 1/
Senior Notes due 2010 (Exhibit 4.2 to the RegissdRegistration Statement on Form S-4 File No-38362).

4.6 Indenture, dated as of February 29, 2000, twlee Registrant and The Bank of New York as Baustlating to the Registrant's 12?%
Senior Discount Notes due 2010 (Exhibit 4.3 toRegjistrant's Registration Statement on Form SelNd. 333-37362).

4.7 Indenture, dated as of February 29, 2000, lesivilee Registrant and The Bank of New York as Beustlating to the Registrant's 10 3
Senior Euro Notes due 2008 (Exhibit 4.1 to the Regint's Registration Statement on Fol-4 File No. 33-37364).



4.8 Indenture, dated as of February 29, 2000, lesivilee Registrant and The Bank of New York as Beustlating to the Registrant's 11 1,
Senior Euro Notes due 2010 (Exhibit 4.2 to the Btegint's Registration Statement on Form S-4 File388-37364).

10.1 Separation Agreement, dated December 8, 1§9and among Peter Kiewit Sons', Inc., Kiewit Daified Group Inc., PKS Holdings,
Inc. and Kiewit Construction Group Inc. (Exhibit.1Go the Registrant's Form 10-K for 1997).

10.2 Amendment No. 1 to Separation Agreement, dg@dth 18, 1997, by and among Peter Kiewit Sons', Kiewit Diversified Group Inc
PKS Holdings, Inc. and Kiewit Construction Groug.I{Exhibit 10.1 to the Registrant's Form 10-K 1897).

10.3 Credit Agreement dated as of September 30,a8fthg Level 3 Communications, LLC, the Borroweamed therein, the Lenders Party
thereto and The Chase Manhattan Bank, as AgenilfEi.1 to the Registrant's Quarterly Report @nnf 10-Q for the three months ended
September 30, 1999).

10.4 Stock Purchase Agreement dated as of Feb21a3002 between Level 3 Holdings, Inc. and David/i€Court.
10.5 Warrant Agreement, dated as of March 11, 2&@®een the Registrant and William L. Grewcock.

10.6 Form of Promissory Note with certain officefgshe Registrant.

10.7 Form of Aircraft Time-Share Agreement

21 List of subsidiaries of the Company

23.1 Consent of Arthur Andersen LLP

23.2 Consent of PriceWaterhouseCoopers LLP

(b) Reports on Form 8-K filed by the Registrantidgrthe fourth quarter of 2002.

On October 10, 2001, the Registrant filed a CurReytort on Form 8-K relating relating to the ameedtrby its wholly owned subsidiary
Level 3 Finance, LLC of "Modified Dutch Tender" eff for a portion of the Registrant's outstandiabténd convertible debt securities. In
addition, such Current Report on Form 8-K repottetlissuance of a press release by the Registratiating to the actions taken by Level 3
Finance, LLC.

On October 23, 2001, the Registrant filed a CurReytort on Form 8-K relating to the completion tsywiholly owned subsidiary Level 3
Finance, LLC of "Modified Dutch Tender" offers famportion of the Registrant's outstanding debt@mertible debt securities.

On October 25, 2001, the Registrant filed a CurReytort on Form 8-K relating to third quarter 20Encial results and proposed cost
management initiatives.

On December 19, 2001, the Registrant filed a CufReport on Form 8-K relating to execution of aidigfze agreement with Reach Ltd.
concerning the disposition of the Registrant's afi@ns in Asia
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Stockholders and Board of
Directors of Level 3 Communications, Inc.:

We have audited the consolidated balance sheéisvel 3 Communications, Inc. (a Delaware corporgtend subsidiaries as of December
31, 2001 and 2000, and the related consolidatéeinséants of operations, cash flows, changes in btidkrs' equity (deficit) and
comprehensive income (loss) for each of the themgsyin the period ended December 31, 2001. Trsmlidated financial statements are
the responsibility of the Company's management.r@sponsibility is to express an opinion on thésarfcial statements based on our audits.

We conducted our audits in accordance with audigtagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarstatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of Level 3
Communications, Inc. and subsidiaries as of Dece®bge2001 and 2000, and the consolidated restitteetr operations and their cash flows
for each of the three years in the period endecdeBéder 31, 2001 in conformity with accounting pripies generally accepted in the United
States.

/sl Arthu r Andersen LLP

Denver, Colorado
January 29, 2002, except with respect to the matter S
discussed in Note 17, as to which the date is March 13, 2002.



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For each of the three years ended December 31, 2001

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

Total costs and expenses.................

Loss from Operations............ccccceeeeviveenn.

Other Income (Expense):
Interest income............c.ccoeevevieenen.
Interest expense, Net..........cccocevene
Equity in earnings (losses) of unconsolidated
Gain on equity investee stock transactions....
Other, net.........cccoceeviiiiiinne

Total other income (expense).............

Loss from Continuing Operations Before Income Tax..

Income Tax Benefit........c.ccocoevniiiiininns

Net Loss from Continuing Operations................
Loss from Discontinued Operations..................
Extraordinary Gain on Debt Extinguishment, net.....

Net LOSS...coiiiiiiiiiiiiiiiiiiiciee e

Earnings (Loss) Per Share of Level 3 Common Stock
(Basic and Diluted):
Continuing operations..........ccccccveee.....
Discontinued operations.......................

Extraordinary gain on debt extinguishment, net

Net l0SS.....ccovcviiiiiiiieiiieeeeeeee e,

See accompanying notes to consolidated financitéstents

2001 2000

(dollars in million
per share dat
............................... $1,533 $1,184

(742)  (792)
(1,122) (579)
(1,297) (1,110)
(3,353) -

............................... (4,981) (1,297)

............................... 161 328
............................... (646) (282)
subsidiaries, net.............. 16  (284)

............................... (5,448) (1,407)

............................... (605)  (48)

1999

s, except
a)
$ 515

(360)
(228)
(663)



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31, 2001 and 2000

2001 2000
(dollars in millions,
excep t per share
data)

Assets
Current Assets:

Cash and cash equivalents...............c........ 7 $1,255
Marketable securities.. 6 2,742
Restricted securities..........ccccccevcvverennne 5 215
Receivables, less allowances for doubtful account s of $46 and $33, respectively............ 23 9 526
Current assets of discontinued Asian operations.. 7 4 107
Other......coiiiiiieiie e 6 3 200
Total Current ASSetsS........ccccovcvvvveernnnennn. 2,03 4 5,045
Net Property, Plant and Equipment.................. 6,89 0 9,014
Noncurrent Assets of Discontinued Asian Operations. - 382
Other Assets, Net........ccccceevvieeciicnenenn. 39 2 478
$9,31 6 $ 14,919
Liabilities and Stockholders' Equity (Deficit)
Current Liabilities:
Accounts payable...........cccocoeeiiiiiiinns $1,370
Current portion of long-term debt................. 7
Accrued payroll and employee benefits............. 90
Accrued interest..........ccceeeeriiiieeennns 124
Deferred revenue...........coceeeviiieeeeninns 68
Current liabilities of discontinued Asian operatio 117
Other.....oovoiiiieeece 146
Total Current Liabiliti€S.....cccooveeeneceeees 1,392 1,922
Long-Term Debt, less current portion............... 7,318
Deferred Revenue...........ccccceeviviveeieienen. 652
Accrued Reclamation Costs 94
Other Liabilities...........occoveeiviiieennnns 384
Commitments and Contingencies
Stockholders' Equity (Deficit):
Preferred stock, $.01 par value, authorized 10,00 0,000 shares: no shares outstanding...... - -
Common stock:
Common stock, $.01 par value, authorized 1,500,00 0,000 shares: 384,703,922
outstanding in 2001 and 367,599,870 outstanding i 4
Class R, $.01 par value, authorized 8,500,000 sha - -
Additional paid-in capital....................... 5,167
Accumulated other comprehensive loss............. ) (73)
Accumulated deficit...........ccoceeiiiinennn. ) (549)
Total Stockholders' Equity (DefiCit).....ccccceeeee (65 ) 4,549
$9,31 6 $14,919

See accompanying notes to consolidated finanasdsients



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the three years ended December 31, 2001

2001 2000 1999
(dollars in m illions)
Cash Flows from Operating Activities:

Net LOSS.....cccvveeirieeciieeciee e $(4,978) $(1,455 ) $(487)
Loss from discontinued operations.......... 605 48 5
Extraordinary gain on debt extinguishment, (1,075) - -
Loss from continuing operations............ (5,448) (1,407 ) (482

Adjustments to reconcile loss from contin
net cash provided by operating activ ities:
Equity (earnings) losses, net....... (16) 284 127
Depreciation and amortization....... 1,122 579 228
Loss on impairments................. 3,245 - -
Dark fiber and submarine cable non-c ash cost of revenue........... 160 196 17
Amortization of premiums (discounts) on marketable securities..... 5 (41 ) 10
Amortization of debt issuance costs. L 27 21 9
(Gain) loss on sale of property, pla nt and equipment and other
ASSEIS. i e 3 (19 ) 2
Gain on equity investee stock transa CtioNS....ocviieeeeieenn - (100 ) (118)
Non-cash compensation expense attrib utable to stock awards........ 314 236 126
Federal income tax refunds.......... L 73 246 81
Deferred income taxes............... 8 - (56)
Deferred revenue.................... 706 586 121
Deposits.......cccevniiieieaiiins 100 24 (64)
Accrued interest on marketable secur 36 5 ) ()
Accrued interest on long-term debt.. 79 176 69
Change in working capital items:
Receivables................... 275 (384 ) (83)
Other current assets........... 4) (175 ) (170)
Payables.............ccoene. (666) 644 521
Other liabilities... 115 157 86
Other....cccooiiiiieiiee, 7 18 16
Net Cash Provided by Continuing Operations......... e 141 1,036 433

Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketab le securities................. 3,670 7,822 5,169

Purchases of marketable securities............ (1,162) (8,284 ) (4,555)
Decrease (increase) in restricted securities.. 56 (150 ) (16)
Capital expenditures............cccceeeennne (2,325) (5,576 ) (3,385)
Purchase of assets held for sale, net......... (110) (52 ) -
Investments and acquisitions, net of cash acqu - (34 ) )
Proceeds from sale of property, plant and equi pment, and other investments. 67 99 12
Net Cash Provided by (Used in) Investing Activities e, $ 196 $(6,175 ) $(2,778)

(continued)

See accompanying notes to consolidated finanassients



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS-(Continued)

For the three years ended December 31, 2001

Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance cos
Payments and repurchases of long-term debt, in
Issuances of common stock, net of issuance cos
Stock options exercised.............cccceuuee

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 Year.....
Cash and Cash Equivalents at End of Year...........

Supplemental Disclosure of Cash Flow Information:
Income taxes paid............ceeeveiivnnnns
Interest paid.........cccocvvevieieieneennnnn.

Noncash Investing and Financing Activities:
Common stock issued in exchange for long term
Warrants issued in exchange for construction s
Equity securities received in exchange for ser
Issuances of stock for Businessnet acquisition

See accompanying notes to consolidated financitéstents

2001 200

(dollars in
IS $761 $3,19
cluding current portion....... 812) (2
1S - 2,40
.............................. 2 1
.............................. (49) 5,59
.............................. (226) (358
ISt (20) (56
.............................. 42 43
.............................. 1,255 1,212

0 1999
millions)
5 $1,249
1) (6
6 1,498
6 22
6 2,763
) (49)
) 1
370
842
$1,212
$ 2
104
$ -
5
8



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)

For the three years ended December 31, 2001

Accumulated Retain ed

Additional  Other Earning S

Common Paid-in Comprehensive (Accumul ated
Stock  Capital Income (Loss) Defici t) Total

(dollars in millions)

Balances at December 31, 1998...........c.c....... . $3 $ 765 $ 4 $1393 $ 2,165
Common Stock:
Issuances, net of offering costs.............. . - 1,506 - - 1,506
Stock options exercised.............ccccoueee . - 22 - - 22
Stock plan grants........ . . - 129 - - 129
Shareworks plan.........cccccceeeeeviiiinnns . - 1 - - 1
Income tax benefit from exercise of
OPLIONS..ccoiiiiiiieeeiiee e . - 78 - - 78
Net LOSS....ccvvviveeeeeeeiiiiiiiiinne - - - (487) (487)
Other Comprehensive Loss - - 9) - 9)
Balances at December 31, 1999............ccceeueee 3 2,501 (5) 906 3,405
Common Stock:
Issuances, net of offering costs.............. . 1 2,409 - - 2,410
Stock options exercised.............ccccouuee . - 15 - - 15
Stock plan grants........ . . - 237 - - 237
Shareworks plan... . - 5 - - 5
NEet LOSS....couviieeiiiiieee e . - - - (1,455) ( 1,455)
Other Comprehensive LOSS.........cccccveeeennne . - - (68) - (68)
Balances at December 31, 2000...................... . 4 5,167 (73) (549) 4,549
Common Stock:
Issued to extinguish long-term debt........... . - 72 - - 72
Warrants issued for capital assets............ . - 32 - - 32
Stock options exercised.............cccceuuee . - 2 - - 2
Stock plan grants........ . . - 312 - - 312
Shareworks plan.........cccccceeeevviiiinnns . - 17 - - 17
Net LOSS....ccvvviveeeeeeeiiiiiiiiiies . - - - (4,978) ( 4,978)
Other Comprehensive LOSS.........cccccveeeennns . - - (71) - (71)
Balances at December 31, 2001...................... . $4 $5602 $ (144) $(5,527) % (65)

See accompanying notes to consolidated finanasdsients



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)

For the three years ended December 31, 2001

2001 2000 1999
(dollars in mill ions)
NELLOSS..ciiiiiiii i e $(4,978) $(1,455) $ (487)
Other Comprehensive Income (Loss) Before Tax:
Foreign currency translation adjustments...... (84) (73) (10)
Unrealized holding gains (losses) arising duri ng period................. (4) 5 3)
Reclassification adjustment for gains included in net earnings (loss)... 17 - 1)
Other Comprehensive Loss, Before TaX........eeee.. s (71) (68) (14)
Income Tax Benefit Related to Items of Other Compre hensive Loss.............. - - 5
Other Comprehensive Loss Net of Taxes............. e (71) (68) 9)
Comprehensive LOSS......ccocccevveeviveciieeeeee e $(5,049) $(1,523) $ (496)

See accompanying notes to consolidated financitéstents



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include tu®ants of Level 3 Communications, Inc. and subsids (the "Company" or "Level 3") in
which it has control, which are engaged in entsgwiprimarily related to communications, informatservices, and coal mining. Fifty-
percent-owned mining joint ventures are consolidlate a pro rata basis. Investments in other congganiwhich the Company exercises
significant influence over operating and finangalicies or has significant equity ownership arecamted for by the equity method. All
significant intercompany accounts and transactiae been eliminated.

In 2001, the Company agreed to sell its Asian t#f@ounications business to Reach Ltd. ("Reacligréfore, the assets, liabilities, results of
operations and cash flows for this business haee bkassified as discontinued operations in thesalichated financial statements (See note
3).

Communications and Information Services Revenue an@ost of Revenue

Revenue for communications services, includinggigvine, wavelengths, colocation, Internet acamssiaged modem and dark fiber reve
from contracts entered into after June 30, 1998 dsgnized monthly as the services are providediffRocal compensation revenue is
recognized only when an interconnection agreengeint place with another carrier, and the relevagutatory authorities have approved the
terms of the agreement. Revenue attributable gekeaf dark fiber pursuant to indefeasible righitsse 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.

Effective July 1, 1999, the Financial Accountingi®tards Board ("FASB") issued Interpretation #8)."Real Estate Sales, an interpretation
of FASB Statement No. 66" ("FIN 43"). Under HB], certain sale and long-term right-of-use agregmef dark fiber and capacity entered
into after June 30, 1999, are required to be adeoufior in the same manner as sales of real asttt@roperty improvements or integral
equipment. Dark fiber is considered integral equptrand accordingly, a lease must include a prawiallowing title to transfer to the lessee
in order for that lease to be accounted for ades$gpe lease. Failure to satisfy the requirementBINf43 results in revenue being recogni
ratably over the term of the agreement (currenplyau20 years).

The adoption of FIN 43 did impact revenue recognitbut did not have an effect on the Company'k flas/s. Dark fiber IRUs generally
require the customer to make a down payment due apecution of the agreement with the balance ¢oa aelivery and acceptance of the
fiber. These long-term dark fiber contracts andissaance of FIN 43 have, however, resulted inbstsuntial amount of deferred revenue
being recorded on the Company's balance sheet.

On July 19, 2001, the Emerging Issues Task FolEeE ) of the FASB reached a consensus on IssuéBid.1 "Meeting the Ownership

Transfer Requirements of FASB Statement No. 13 éases of Real Estate”, ("EITF 00-11"). EITF IiDspecifically addresses the transfe
ownership requirements for leases involving integguipment or property improvements for which onotal title registration system exists
and was effective for all transactions occurringraiuly 19, 2001. The EITF stated in order to ntleeftcriteria for salepe lease accountin
the lease agreement must obligate the lessor iteedéd the lessee documents that convey ownetsttipe lessee by the end of the lease t

Telecommunications companies have historically iagdales-type lease accounting to certain costthet, among other required criteria,
contained a provision that permitted the lesse®fti®n to obtain ownership to the rights of way/an the integral equipment at the end of
the lease term in exchange for a nominal fee. URHEF 00-11, the lessee must obtain title or itsiegjent to the asset if sales-type lease
accounting is to be used. Level 3 treated certaimsbceanic capacity agreements that met the atbleguaquirements as sales-type leases.
The



Company does not believe the issuance of EITF O@illhave a signiicant effect on its future opémgtresults or financial condition.

It is the Company's policy to recognize terminatiemenue when certain conditions have been mesélrbenditions include: 1) Customer has
accepted all or partial delivery of asset or seryR) Level 3 has received consideration for threise provided, and 3) Level 3 is not legally
obligated to provide additional product or servite¢he customer or their successor. Terminatisameae is typically recognized in situations
where a customer and Level 3 mutually agree toiteata service or the customer and its assetsofaiirterge from bankruptcy protection. If
the conditions above are met, the Company will gacte termination revenue equal to the fair valieomsideration received, less any
amounts previously recognized. Termination revaaueported in the same manner as the originalymtoak service provided.

Level 3 entered in to joint build arrangements dgithe construction of its North American and Ewap networks 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 ofdhé&ract when construction is complete
and payment is received from the joint build partf®r cost sharing arrangements each of the [piiddl parties shares the cost risk of
completing the work. These contracts typically ulg provisions in which the sponsoring partnerivesea management fee for construction
services provided. Level 3 recognizes this managéfiee as revenue in the period when the contsambinpleted and payment is received
from the joint build partner.

Level 3 was a party to seven non-monetary exchémgeactions in 2001 whereby it sold IRUs, othgragity, or other services to a company
from which Level 3 received communications asseteovices. In each case, the transaction provigedl 3 needed network capacity or
redundancy on unprotected transmission routesva@he of these non-monetary transactions was detechusing similar transactions for
which cash consideration was received.

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

Cost of revenue for the communications businedsdes leased capacity, right-of-way costs, acckeasges and other third party circuit costs
directly attributable to the network as well asuaticosts of assets sold pursuant to sales-tygededhe cost of revenue associated with sales
type leases of dark fiber agreements entered o @ June 30, 1999, was determined based ofi@ation of the total estimated costs of
the network to the dark fiber provided to the costes. The allocation takes into account the semagecity of the specific dark fiber

provided to customers relative to the total expictapacity of the network. Changes to total estah@bsts and network capacity are inclu
prospectively in the allocation in the period inigfhthey become known. Cost of revenue associattttiae sale of transoceanic capacity
meet the accounting requirements as sales-typedesalso determined based on taking into accsemiice capacity and actual costs
incurred by Level 3 and its contractors to congtauch assets.

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

Information services revenue is primarily deriveahfi the computer outsourcing business and thersgsitegration business. Level 3
provides outsourcing services, typically throughtcacts ranging from 3-5 years, to firms that degirfocus their resources on their core
businesses. Under these contracts, Level 3 reaaginéxenue in the month the service is provided. shistems integration business helps
customers define, develop and implement cost-éffeatformation systems. Revenue from these sesveecognized on a time and
materials basis or percentage of completion basgiemniding on the extent of the services providedt Gbrevenue includes costs of
consultants' salaries and other direct costs ®irtformation services business



Liquidity and Capital Resources

The communications and information services inguisthighly competitive. Additionally, the commuations industry is currently operating
in a difficult economic environment. Many of ther@pany's existing and potential competitors in themunications industry have financial,
personnel, marketing and other resources significgneater than those of the Company, as wellther&competitive advantages including
larger customer bases. Increased consolidatiorstaatbgic alliances in the industry resulting friva Telecommunications Act of 1996, the
opening of the U.S. market to foreign carriershtedogical advances and further deregulation cgiud rise to significant new competitors
the Company. Furthermore, as discussed in NoteeQCbmpany has certain covenants under its deldemidr secured credit facility
agreements, including one related to minimum tefecevenues, as defined, that could affect the éuliquidity of the Company if such
covenants are not met. Management believes ito@ikble to take appropriate actions to ensurelieaCompany will continue as a going
concern for the foreseeable future, beyond one year

Concentration of Credit Risk

The Company provides telecommunications servicesviae range of customers, ranging from well cdigiéd national carriers to local
Internet start-ups. Beginning in 2001, Level 3 dwthits customer focus to the top 300 global uskbendwidth capacity. These top 300
global users tend to be financially more viablentbartain Internet start-ups. The Company hasdnepolicies and procedures to review the
financial condition of potential and existing cusirs and concludes that collectibility is probgtier to commencement of services. If the
financial condition of an existing customer deteates to a point where payment for services isoubd, the Company will not recognize
revenue attributable to that customer until cagkdgived. Based on these policies and procedime&ompany believes its exposure to ci
risk within the communications business and thateel effect on the financial statements is limifElde Company is not immune from the
affects of the downturn in the economy and spedlifiche telecommunications industry; however, nggamaent believes the concentration of
credit risk with respect to receivables is mitighttie to the dispersion of the Company's custorage hmong geographic areas and remedies
provided by terms of contracts and statutes.

Coal Sales Contracts

Historically, Level 3's coal is sold primarily undeng-term contracts with electric utilities, whiburn coal in order to generate steam to
produce electricity. A substantial portion of Le@4 coal revenue was earned from long-term catsthering 2001, 2000, and 1999. The
remainder of Level 3's sales are made on the spdtanwhere prices are substantially lower thaséhao the long-term contracts. Beginning
in 2001, a higher proportion of Level 3's salesunmd on the spot market as long-term contractatég expire. Costs of revenue related to
coal sales include costs of mining and processstynated reclamation costs, royalties and prodndtixes.

The coal industry is highly competitive. Level 3wpetes not only with other domestic and foreign sagpliers, some of whom are larger
and have greater capital resources than LeveltZlbo with alternative methods of generating eleity and alternative energy sources. M
of Level 3's competitors are served by two railadd, due to the competition, often benefit fromdr transportation costs than Level 3
which is served by a single railroad. Additionaliyany competitors have more favorable geologicatitmns than Level 3, often resulting in
lower comparative costs of production.

Level 3 is also required to comply with variousdeal, state and local laws concerning protectiothefenvironment. Level 3 believes its
compliance with environmental protection and lagstoration laws will not affect its competitive i@ since its competitors are similarly
affected by these laws.

Level 3's coal sales contracts are concentratddseieral electric utility and industrial companikesthe event that these customers do not
fulfill contractual responsibilities, Level 3 coutdirsue the available legal remed



Depreciation and Amortization

Property, plant and equipment are recorded at Begireciation and amortization for the Companytpprty, plant and equipment are
computed on accelerated and straight-line methadedon the following useful lives:

Facility and Leasehold Improvements................. L. 20-40 years
Network Infrastructure (including fiber).......... 7-25 years
Operating EQUIPMeNt.. ... s 3-7 years
Network Construction Equipment........cccccceeeeee. e 5-7 years
Furniture, Fixtures and Office Equipment........... . 3-7 years

Depletion of mineral properties is provided usihg tinits-of-extraction method based on the remgitons of coal committed under sales
contracts.

Investee Stock Activity

The Company recognizes gains and losses from tegissuance and repurchase of stock by its eqguéthod investees in the statements of
operations unless the Company has unrecorded dgsftgs attributable to the investee due to thedaduture financial commitments to the
investee.

Earnings Per Share

Basic earnings per share have been computed Usngdighted average number of shares during eaadp®iluted earnings per share is
computed by including the dilutive effect of comnsinck that would be issued assuming conversi@xercise of outstanding convertible
subordinated notes, stock options, stock based ensapion awards and other dilutive securities.

Intangible Assets

Intangible assets primarily include amounts alledatpon acquisitions of businesses, franchisesabsktriber lists. These assets are
amortized on a straight-line basis over the exgkeperiod of benefit.

For intangibles originating from communicationsotier information services related acquisitions, @ompany is amortizing these assets
over a five year period. Intangibles attributallether acquisitions and investments are amortized periods which do not exceed 40 years.

Long-Lived Assets

The Company reviews the carrying amount of longdiassets or groups of assets for impairment wieereents or changes in
circumstances indicate that the carrying amount nmiyoe recoverable. The determination of any immpant includes a comparison of
estimated undiscounted future operating cash femtigipated to be generated during the remainfiegli the asset to the net carrying valu
the asset.

Reserves for Reclamation

The Company follows the policy of providing an aarfor reclamation of mined properties, basedhanestimated total cost of restoration of
such properties to meet compliance with laws gawngratrip mining, by applying per-ton reclamatiates to coal mined. These reclamation

rates are determined using the remaining estinratdmation costs and tons of coal committed usdkss contracts. The Company reviews
its reclamation cost estimates annually and rettseseclamation rates on a prospective basiseesssary.

Income Taxes

Deferred income taxes are provided for the temyaddferences between the financial reporting andldasis of the Company's assets and
liabilities using enacted tax rates in effect foe year in which the differences are expectedverse. In 2000, Level 3 utilized a portion of its
accumulated net operating tax losses to offset



years' taxable income. The remaining net operdtisges not utilized can be carried forward for 2arg to offset future taxable income
valuation allowance has been recorded againstréeféaix assets, as the Company is unable to candinder relevant accounting standards
that it is more likely than not that deferred tasets will be realizable. See Note 17.

Comprehensive Income (Loss)

Comprehensive income (loss) includes net earnilogs)(and other non-owner related changes in eqoityncluded in net earnings (loss),
such as unrealized gains and losses on markettleities classified as available for sale andifpreurrency translation adjustments related
to foreign subsidiaries.

Foreign Currencies

Generally, local currencies of foreign subsidiades the functional currencies for financial repatpurposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue, expenses and cash flows are tehsising average exchange rates
prevailing during the year. Gains or losses resglffom currency translation are recorded as a corapt of accumulated other
comprehensive income (loss) in stockholders' eddificit) and in the statements of comprehengieeiine (loss).

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgessets and liabilities at the date of the
financial statements and the reported amountsveinges and expenses during the reporting perioaiahcesults could differ from those
estimates.

Derivatives

In June 1998, the FASB issued Statement of FineAcieounting Standards ("SFAS") No. 133, "Accoungtfor Derivative Instruments and
Hedging Activities". SFAS No. 133 as amended baSRNos. 137 and 138, is effective for fiscal ydaeginning January 1, 2001. SFAS No.
133 requires that all derivative instruments b@réed on the balance sheet at fair value. Chamgeifair value of derivatives are recorded
each period in current earnings or other comprahemscome, depending on whether a derivative 8giated as part of a hedge transaction,
the type of hedge, and the extent of hedge inéflmress. The Company currently makes minimal uskedfative instruments as defined by
SFAS No. 133, so the adoption of SFAS No. 133 id12€id not have a material effect on the Comparmgalts of operations or its financial
position.

Recently Issued Accounting Pronouncements

In June 2001, the FASB issued SFAS No. 141, "Bussit@gombinations” ("SFAS No. 141"). SFAS No. 141uregs all business combinations
initiated after June 30, 2001, to be accountedi$img the purchase method of accounting. Pridnédssuance of SFAS No. 141, companies
accounted for mergers and acquisitions using ote@@imethods; pooling of interests or the purchasm®unting method. Level 3 has
accounted for acquisitions using the purchase ndedinol does not believe the issuance of SFAS Nowl#thave a material effect on the
Company's future results of operations or finanggition.

In June 2001, the FASB also issued SFAS No. 14@odw@ill and Other Intangible Assets" ("SFAS No. T4&FAS No. 142 is effective for
fiscal years beginning January 1, 2002. SFAS N&.reduires companies to segregate identifiablegibde assets acquired in a business
combination from goodwill. The remaining goodwslmo longer subject to amortization over its estédaiseful life. However, the carrying
amount of the goodwill must be assessed at leastadly for impairment using a fair value based.t€giodwill attributable to equity method
investments will also no longer be amortized butils subject to impairment analysis using exigtguidance for equity method investments.
For the goodwill and intangible assets in placefd3ecember 31, 2001, the Company does not betlevadoption of SFAS No. 142 will
have a material impact on the Company's resultgefations or its financial position. The Companmlidves the impact of SFAS No. 142\
not have a material effect on accounting for futacquisitions as the new standard generally resuttsore amortized intangible assets and
less no-amortized goodwill



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

No. 143 on its future results of operations andriitial position

In August 2001, the FASB issued SFAS No. 144 "Actimg for the Impairment or Disposal of Lohgred Assets" ("SFAS No. 144"), whit
the Company elected to early adopt during the Foquarter of 2002 retroactive to January 1, 206FASSNo. 144 supersedes SFAS No. 121,
but retains its requirements to (a) recognize grairment loss only if the carrying amount of a ldivgd asset is not recoverable from its
undiscounted cash flows and (b) measure an impairtoss as the difference between the carrying amand the estimated fair value of the
asset. It removes goodwill from its scope and,dfoee, eliminates the requirement to allocate gabbdioviong-lived assets to be tested for
impairment. It also describes a probabilitgighted cash flow estimation approach to deal witttrations in which alternative courses of ac
to recover the carrying amount of a long-lived &sse under consideration or a range is estimatepdssible future cash flows. It requires
that a long-lived asset to be abandoned, exchafiogedsimilar productive asset, or distributed teners in a spin-off be considered held and
used until it is disposed of. In these situati®BAS No. 144 requires that an impairment loss begeized at the date a long-lived asset is
exchanged for a similar productive asset or disted to owners in a spin-off if the carrying amoafthe asset exceeds its fair value. The
Company continued to monitor and review Idivgd assets for possible impairment in accordamitie SFAS No. 121 prior to the adoption
SFAS No. 144. Since SFAS No. 144 retains similguiements as SFAS No. 121 for recognizing and or@agany impairment loss, the
adoption of SFAS No. 144 did not have a signifiaafifiéct on the Company's procedures for monitoasind reviewing long-lived assets for
possible impairment. SFAS No. 144 also retainstisc provisions of APB Opinion No. 30 "Reportihg tResults of Operations" for the
presentation of discontinued operations in thenmestatement but broadens the definition of a discoed operation such that a component
of an entity (rather than a segment of a busingss)d be considered to be a discontinued operitithe operations and cash flows of the
component will be eliminated from the ongoing opierss of the company and the company will not hang significant continuing
involvement in the operations of the componentofponent of an entity comprises operations and ftasis that can be clearly
distinguished, operationally and for financial rep@ purposes, from the rest of the entity. Thepbn of SFAS No. 144 in 2001 had a
significant impact on the accounting presentatibthe sale of the Asian communications busineghiadusiness would not have qualified
for treatment as a discontinued operation under APBion No. 30, since it did not meet the defonitiof a business segment.

Reclassifications
Certain prior year amounts have been reclassifiegbform to the current year presentation.
(2) Restructuring and Impairment Charges

In 2001, the Company announced that due to thetidorand severity of the slowdown in the economg tre telecommunications industry,
that it would be necessary to reduce operatingresgeas well as reduce and reprioritize capitatedjpures in an effort to be in a position to
benefit when the economy recovers. As a resulede actions, the Company has reduced its glob# ferce, primarily in the
communications business in the United States amddewby approximately 2,200 employees in 2001.iRestring charges of approximately
$10 million, $40 million and $58 million were red®d in the first, second and fourth quarters ofl208spectively, of which $66 million
related to staff reduction and related costs arirfsiflion to real estate lease termination costgotal, the Company has paid $49 million in
severance and related fringe benefit costs andifibmrin lease termination costs as of December28D1 for these actions. The remaining
estimated cash expenditures of $17 million relatimthe workforce reductions primarily relate tgpagximately 200 European employees
terminated in the first quarter of 2002. Lease teation obligations of $41 million are expected®substantially paid by June 30, 20



The economic downturn and related capital repiaiton discussed above resulted in certain tel@conications assets being identified as
excess, obsolete or carried at values that mapenatcoverable due to an adverse change in thetéxterhich the telecommunication assets
were being utilized caused by the unfavorable lassirclimate within the telecommunications indushy a result, in the second quarter of
2001 the Company recorded a non-cash impairmengeted $61 million, representing the excess ofdaeying value over the estimated fair
value of these assets. The estimated fair valtieese assets was based on recent cash saleslaf sissiets. The impaired assets were written
off, as the Company does not expect to utilize th@generate future cash flows.

In the fourth quarter of 2001, in light of the comied economic uncertainty, continued customeroaisections at higher rates than expected,
increased difficulty in obtaining new revenue ane overall slow down in the communications industing Company again reviewed the
carrying value of its long-lived assets for possiiohpairment in accordance with SFAS No. 144. Then@any determined based upon its
projections, giving effect to the continuing econosiowdown and continued over-capacity in certai@as of the telecommunications
industry, the estimated future undiscounted cashdlattributable to certain assets would not ex¢eedurrent carrying value of the assets.
The Company, therefore, recorded an impairmentgehaf $3.2 billion to reflect the difference betwehe estimated fair value of the assets
on a discounted cash flow basis and their curranymg value as further described below.

The impairments primarily relate to colocation assexcess conduits in North America and Europeterdity and metropolitan networks,
certain transoceanic assets. Geographically, appetgly 74% of the charges are attributable to Néunerica, 17% are attributable to
Europe and 9% attributable to transatlantic assets.

The financial problems of many of the "dot-comstegging carriers and competitors, a weakening eognand changing customer focus,
have led to an over-capacity of colocation spacireral U.S. and European markets. Level 3 isatieg to sell or sublease its excess
colocation space; however, current market ratesfach of the space are below its carrying valuesa Aesult, the Company recorded an
impairment charge of approximately $1.6 billionated to its colocation assets, primarily ownedlitées, leasehold improvements and rele
equipment.

Level 3 constructed its networks in North Americal &urope in such a way that they could be contislyoupgraded to the most current
technology without affecting its existing customersvel 3 also installed additional conduits witle intention of selling them to other
carriers. To date, the Company has only sold ondwitin its North American network and, due to tuerent economic environment and
decreasing capital expenditure budgets of potebtigérs, does not expect additional sales in theséseable future. For this reason the
Company has recorded an impairment charge of appately $1.2 billion for the five conduits that veepreviously determined to be
available for sale to third parties, based on esah cash flows from the disposition of the corsluit

The completion of several transoceanic cable sysiarthe second half of 2001 and the expected catinpl of additional systems in 2002,
have resulted in an over abundance of transoceapiacity. This excess capacity, combined with Bahilemand, have adversely affected the
transoceanic capacity markets. At current pricengels, the Company does not believe it will recatemvestment from future cash flows.

a result, the Company has recorded an impairmergetof approximately $320 million for its transaitic submarine assets.

The Company also recorded an impairment chargpmoaimately $65 million for spare equipment writewns and abandoned lateral fiber
builds in the fourth quarter of 2001.

(3) Discontinued Asian Operations

On December 19, 2001, Level 3 announced that itlgaded to sell its Asian telecommunications bissirie Reach Ltd. for no cash
consideration. The agreement covers subsidiarasribluded the Asian network operations, assktsilities and future financial obligations.
This includes Level 3's share of the Northern Asiable system, capacity on the Japan-US cablemsys#gpital and operational expenses
related to these two systems, gateways in Hong KamalgTokyo, and existing customers on Level 3'siAsietwork.

The transaction closed on January 18, 2002. AssaEhber 31, 2001, the net carrying value of LeteA3ian assets was approximately $
million. In accordance with SFAS No. 144, Levekgorded an impairment loss on these assets hesad@mvithin discontinued operations,
equal to the difference between the carrying valube



assets and their fair value. Based upon the tefriieagreement, the Company also accrued $5lomilfi certain capital obligations it
retained for the two submarine systems to be soRkach, and estimated transaction costs.

The following is summarized financial informatiawor the discontinued Asian operations for the thyegrs ending December 31, 2001:

Operations 2001 2000 1999
(dollars in mi llions)
REVENUE.....ccoiiiiiiciiii i e $13 $1 $ -

Costs and Expenses:

Cost of revenue.........cccceeeeveveeeenns 17) ) -
Depreciation and amortization................. (27) (5) -
Selling, general and administrative........... (58) 42) (5)
Total COStS and eXPENSES......cccceeeeeee e (102) (49) 5)
LOSS from OperationS......cccccevvveveeeeeeenens e (89) (48) (5)
Loss on Impairment of Asian ASSetS......ccccceeeeee s (516) - -
Loss from Discontinued Operations..........ceee. e $(605) $ (48) $ (5)

SFAS No. 144 requires that long-lived assets thaehmet the relevant criteria should be class#iedheld 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@beP001 and 2000:

Financial Position 2001 2000

(dollar s in millions)
Current Assets:

Cash and cash equivalents..................... $34 $13
Restricted securities 17 -
Receivables.............cccccvvvvivennnn.n. 21 91
O N e e ———— R
Total Current ASSetS........vvvvereeeeiiniinnnns 74 107
Net Property, Plant and EQUIPDMENt.......ccccccceees s - 369
Other ASSEtS, ML - 13
$74 $489
Current Liabilities:
Accounts payable..............ccceeeeeuienns $ 116
Current portion of long-term debt............. -
Deferred revenue -
[©]11=] S 1
Total Current Liabilities 117




(4) Loss Per Share

The Company had a loss from continuing operationsgtfe three years ended December 31, 2001. There¢he dilutive effect of the
approximately 15 million, 19 million and 13 millishares at December 31, 2001, 2000 and 1999, tespecattributable to the convertible
subordinated notes and the approximately 53 mill&dnmillion and 23 million options and warrantdsianding at December 31, 2001, 2000
and 1999 respectively, have not been includeddércdmputation of diluted loss per share becauseitiwdusion would have been anti-
dilutive to the computation.

The following details the earnings (loss) per stwleulations for the Level 3 Common Stock.

Year Ended
2001 2000 1999
Loss from Continuing Operations (in millions)...... . $(5,448) $(1,407) $ (482)
Discontinued OperationS.......ccccccoevvvevvcceeees s (605) (48) (5)
Extraordinary Gain on Debt Extinguishment, net..... L 1,075 - -
NEE LOSS..ccviiiiieiiie e s $(4,978) $(1,455) $ (487)
Total Number of Weighted Average Shares Outstanding used to Compute
Basic and Dilutive Earnings Per Share (in thousa Nds)....eveeveeeenennn. 373,792 362,539 3 34,348
Earnings (Loss) per Share (Basic and Diluted):
Continuing OperationS.......cccccccevveceeeee e $(14.58) $(3.88) $ (1.44)
Discontinued Operations..........ccccceeceeeee s $(1.62) $ (13) $ (.02)
Extraordinary gain on debt extinguishment, net L $ 288 $ - %
NELIOSS.ccviiiciiiciic e s $(13.32) $(4.01) $ (1.46)

(5) Disclosures about Fair Value of Financial lnstents
The following methods and assumptions were usetermine classification and fair values of finah@nstruments:
Cash and Cash Equivalents

Cash equivalents generally consist of funds inekesténighly liquid instruments purchased with afgoral maturity of three months or less.
The securities are stated at cost, which approxsfair value.

Marketable and Restricted Securities

Level 3 has classified all marketable and restlistecurities as available-feale. Restricted securities primarily include irtweants in mutue
funds that are restricted to fund certain reclaomaliabilities of its coal mining ventures, caslpdsits related to construction renovations for
the New York Gateway facility, and cash to collatie letters of credit. The cost of the securitised in computing unrealized and realized
gains and losses is determined by specific ideatifin. Fair values are estimated based on quoselanprices for the securities on hand or
for similar investments. Net unrealized holdingngaand losses are included in accumulated otheprransive income (loss) within
stockholders' equity



At December 31, 2001 and 2000, the cost, unrealipéding gains and losses, and estimated fair gadfienarketable and restricted securities

were as follows:

Unrealized Unr

Holding H
Cost Gains L
(dollars in mill
2001
Marketable Securities:
U.S. Treasury SECUMtieS....cccccvevveeveeeee e $ 206 $ - $
Restricted Securities:
Cash and cash equivalents..........ccc.cee... e, $ 128 $ - $
Wilmington Trust:
Intermediate term bond fund............. L 15 -
Equity fund.....ccccovvvviveeees e 11 1
$ 154 $1 $
Unrealized Unre
Holding Ho
Cost Gains Lo
(dollars in mil
2000
Marketable Securities:
Commercial Paper.....ccccocvvvvivcvevieeecs e $204 $ - $
U.S. Treasury SeCUMNti€S.....ccccveveeeees s 2,534 4

Restricted Securities:

Cash and cash equivalents..........ccccee... e, $173 $ - $
Wilmington Trust:
Intermediate term bond fund............... L 14 -

Equity fund........ccccceeeeiiiinnnnn.

ealized

olding Fair
osses Value
ions)

alized

Iding Fair
sses Value
lions)

For debt securities, costs do not vary signifigafrtm principal amounts. The Company recognized illion of gains in 2001 from the s:
of marketable securities; all of which were atttdhie to foreign currency gains on securities dénatad in Euros. The Company did not
recognize any realized gains and losses on salesudfetable and equity securities in 2000. Realgagds and losses on sales of marketable

and equity securities were $17 million and $16iomllin 1999.

At December 31, 2001, the contractual maturitiekhefdebt securities are as follows:

Cost
(dollars in m
U.S. Treasury Securities:
Lessthan 1 year.....cccocovvvevcceeees e $ 206

Fair
Value
illions)

Maturities for the restricted securities have regib presented, as the types of securities areg e#ish or mutual funds which do not have a

single date



Long-Term Debt

The fair value of long-term debt was estimated gisiie December 31, 2001 and 2000 average of thartnidask price for the publicly traded
debt instruments. Amounts under the Tranche A aaddhe C of the Senior Secured Credit Facility twedcommercial mortgages are not
publicly traded. The fair value for these instrutiseis assumed to approximate their carrying vatugemember 31, 2001 as they are secured
by underlying assets and are at variable integgssithus minimizing credit and interest rate risks

The carrying amount and estimated fair values ofL8's financial instruments are as follows:

2001 2000
Carrying  Fair Carrying Fair
Amount Value Amount  Value
(dollars in millions)
Cash and Cash Equivalents.......cccccccevvceececee e $1,297 $1,297 $1,256 $1,256
Marketable Securities . . 206 206 2,742 2,742
Restricted Securities..... 155 155 215 215
Investments (NOte 8).......ccoocevvevvvreeninnen. 127 569 146 569
Long-term Debt, including current portion (Note 9). 6,216 3,354 7,325 5,766
(6) Receivables
Receivables at December 31, 2001 and 2000 wedlaw$:
Information
Communicatio ns Services Coal Other Total
(dollars in millions)
2001
Accounts Receivable - Trade:
Services 51 $ 21 $ 11 $1 $ 184
Dark Fiber 40 - - - 40
Joint Build Costs 20 - - - 20
Other Receivables 41 - - - 41
Allowance for Doubtful Accounts........ ( 43) 3) - - (46)
Total $ 2 09 $ 18 $ 11 $1 $ 239
2000
Accounts Receivable - Trade:
SEIVICES.....cvvevvieireanns 41 $ 25 $ 19 $1 $ 186
Dark Fiber........... 61 - - - 161
Joint Build Costs 62 - - - 162
Other Receivables 49 1 - - 50
Allowance for Doubtful Accounts........ ( 29) 4) - - (33)
Total $ 4 84 $ 22 $ 19 $1 $ 526

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 actishgul.

The Company recognized bad debt expense in sefjangral and administrative expenses of $42 mijllk&1 million and $11 million in
2001, 2000 and 1999, respectively. The Companyedsed accounts receivable and allowance for ddudstéounts by approximately $29
million and $7 million in 2001 and 2000, respeciyvéor amounts the Company deemed as uncolleci



(7) Property, Plant and Equipment

The Company has substantially completed the coetstruof its communications network. Costs assedatirectly with the uncompleted
network, including employee related costs, aretatiped, and interest expense incurred during coosbn is capitalized based on the
weighted average accumulated construction expenegitand the interest rates related to borrowingscated with the construction (Note 9).
Intercity segments, gateway facilities, local netveoand operating equipment that have been placedrivice are being depreciated over their
estimated useful lives, primarily ranging from 33&fars.

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

As noted previously, in 2001, the Company recom@etiarge on the statement of operations for imgaitrof certain assets. The impairments
primarily relate to colocation assets ($1.6 bil)iotonduits in North America and European intereityl metropolitan networks ($1.2 billion),
and certain transoceanic assets ($320 million) tir@se assets that are determined to be impalredair value of the asset becomes the new
basis or "cost" of the asset and the accumulatprcedition that had previously been recorded,imsieated.

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

Accumu lated Book
Cost Deprec iation Value
(dollars i n millions)
2001
Land and Mineral Properties........ccccceveeeees s $ 218 $ ( 22) $ 192
Facility and Leasehold Improvements
CoOmMMUNICALIONS.......evvevrreereenreenrennnen, 1,423 ( 22) 1,401
Information Services... 26 (5) 21
Coal MiniNg.......cccoevvieveeiiieeiinen. 65 ( 62) 3
CPTC..coeevvee 92 ( 14) 78
Network Infrastructure..........c..ccovvvveninen. 4,111 @ 07) 4,004
Operating Equipment
CommUNICALIONS.....c.ouvieiiiieeiiieee s 1,152 3 67) 785
Information Services... 69 ( 41) 28
Coal Mining...........c..... 82 ( 72) 10
(o] =3 K ORI 18 ( 11) 7
Network Construction Equipment..................... 67 ( 17) 50
Furniture, Fixtures and Office Equipment........... 180 ( 94) 86
Construction-in-Progress...........cccceeeivveenns 225 - 225




Accumul ated Book

Cost  Depreci ation Value
(dollars in millions)
2000
Land and Mineral Properties........cccccceveeeees s $ 191 $ ( 11) $ 180
Facility and Leasehold Improvements
CommuNICAtioNS.......ccvvveeiiieeiiieee s 1,280 ( 51) 1,229
Information Services...........ccccveernunen. 25 4) 21
Coal Mining.... 68 ( 64) 4
CPTC..iiiiiieeien . 92 ( 12) 80
Network Infrastructure.................cooeeeee. 3,400 ( 43) 3,357
Operating Equipment
CommuNICatioNS..........evvvveveeereenrennnnn 1,577 5 54) 1,023
Information Services... 50 ( 26) 24
Coal Mining.............. 93 ( 85) 8
CPTC.ciiiieieeeieece e . 17 9) 8
Network Construction Equipment..................... 139 ( 27) 112
Furniture, Fixtures and Office Equipment........... 146 ( 44) 102
Construction-in-Progress............ccceeevveennns 2,866 - 2,866
$9,944 $ 9 30) $ 9,014

Depreciation expense was $1,082 million in 2002%#illion in 2000 and $192 million in 1999. Depiegon expense attributable to the
network construction equipment is capitalized ardded in Construction-in-Progress until such time constructed asset is placed in
service.

(8) Other Assets

At December 31, 2001 and 2000 other non-curremtas®nsisted of the following:

2001 2000
(in millions)
INVESIMENTS. ... s $127 $146
Debt ISSUANCE COSES, NEL...uvvviiiiiiiiiieeeeeas e ———— 113 161
Goodwill, net of accumulated amortization of $142 a Nd $102......covviiiiiieeeiieee s 28 68
Prepaid Network Assets........cccccceveviiicnnns 21 35
CPTC Deferred Development and Financing Costs...... 20 14
Assets Held for Sale..............cccocvvvvinnnes 62 -
Employee and Officer Notes Receivable.............. 10 -
DepoSItS....cceiiieiiiieeiee e - 40
[© 1 1= P 11 14
Total Other @SSetS....ccccviiviiieeceeiiees s $392 $478

The Company holds significant equity positionswo fpublicly traded companies:

RCN Corporation ("RCN") and Commonwealth TelephBmerprises, Inc. ("Commonwealth Telephone"). REM facilities-based provider
of bundled local and long distance phone, cab&rtgsion and Internet services to residential markeimarily on the East and West coasts as
well as Chicago. Commonwealth Telephone holds Comwvealth Telephone Company, an incumbent local exghaarrier operating in
various rural Pennsylvania markets, and CTSI, lcompetitive local exchange carrier which comreenaperations in 1997.

On December 31, 2001, Level 3 owned approximaté® 2nd 45% of the outstanding shares of RCN andrmmwealth Telephone,
respectively, and accourfte each entity using the equity method. The maviedtie of the Company's investment in RCN and Conwealtt
Telephone was $78 million and $485 million, respety, on December 31, 200



During the fourth quarter of 2000, Level 3's prdamrate share of RCN's losses exceeded the rergaiaimying value of Level 3's investm
in RCN. Level 3 does not have additional financiainmitments to RCN; therefore it recognized eglagses only to the extent of its
investment in RCN. If RCN becomes profitable, Le3aVill not record its equity in RCN's profits ulntinrecorded equity losses have been
offset. The Company's investment in RCN, includijogdwill, was zero at December 31, 2001 and Dece2®@0, respectively. The
Company did not recognize approximately $249 millad suspended equity losses attributable to RCRODIL, bringing the total amount of
suspended equity losses to approximately $269anillLevel 3 recorded equity losses attributablR@N of $260 million and $134 million
for the twelve months ended December 31, 2000 808,Irespectively.

The Company recognizes gains from the sale, isguang repurchase of stock by its equity methodsi®es in its statements of operations.
During 2000, RCN issued stock for the acquisitib@1st Century Telecom Group, Inc., completed iniA 2000, and for certain transactions
which diluted the Company's ownership of RCN frab¥@3at December 31, 1999 to 31% at December 31,. 20@0increase in the
Company's proportionate share of RCN's net asseig@sult of these transactions resulted in dgrerain of $95 million for the Company
for the year ended December 31, 2000. The Compaoognized a similar pre-tax gain of $117 milliorl®99. The Company did not
recognize any gains in 2001 and does not expeetctmgnize future gains on RCN stock activity utité suspended equity losses are
recognized by the Company.

The following is summarized financial informatiohRCN for the year ended December 31, 2001 (unadidétad the years ended December
31, 2000 and 1999, and as of December 31, 200Lidited) and December 31, 2000.

Year Ended De cember 31,
2001 200 0 1999
Operations:
RCN Corporation:
Revenue . $456 $ 33 3 $ 276
Net loss available to common shareholders..... (836) (89 1) (369)
Level 3's Share:
NELIOSS. it e - (26 0) (134)
Goodwill amortization.......ccccceevvccees e - ( 1) Q)
$ - $ (26 1) $(135)
December 31,
2001 2000
Financial Position:
CUIMENE ASSELS....ovviiciieciiccee e e $ 956 $1,854
Other ASSELS .coooiiviiiieeeeeeeeeeeeeee e 2,647 2,922
Total @SSetS..ccvvviiieeieiiiiiiceee e 3,603 4,776
Current LiabilitieS.....cccvvvvviiiiiiieeees e 313 531
Other Liabilities......cccovvvviiiiiiieeees e 1,929 2,284
MINOFty INtEreSt...ccoviiiieeeees e 51 75
Preferred StOCK.......ooovviiiiiis e 2,142 1,991
Total liabilities and preferred stock......... e 4,435 4,881
Common shareholders' deficit.............. L, $ (832) $ (105)
Level 3's Investment:
EQUIty iN NEL @SSeLS...ccvveiiciecceeeeeees e $ - $
(o o o 11/ -
$ $

The Company's investment in Commonwealth Telephiockjding goodwill, was $121 million and $105 righ at December 31, 2001 and
2000, respectively



The Company previously made investments in cegabiic and private companies in connection withsthentities agreeing to purchase
various services from the Company. The Companyiraily recorded these transactions as investmeriglaferred revenue on the balance
sheet. The value of the investment and deferreghtey is equal to the estimated fair value of tloeises at the time of the transaction or the
value of the services to be provided, whichever mase readily determinable. Level 3 closely morsttire success of these investees in
executing their business plans. For those compamétsare publicly traded, Level 3 also monitorerent and historical market values of the
investee as it compares to the carrying value ®frikestment. The Company recorded a charge ofiitién during 2001 for an other-than
temporary decline in the value of such investmantsch is included in Other, net on the consolidatendensed statements of operations.
Future appreciation will be recognized only upole & other disposition of these securities. Theyirag amount of the investments was zero
at December 31, 2001 and $37 million at Decembge23020. The Company recognized revenue of apprdrign&13 million and less then !
million for actual services provided to other @rttinvolved in the program for the twelve monthded December 31, 2001 and 2000,
respectively. As of December 31 2001, the Compatydeferred revenue obligations of $9 million witspect to these transactions.

In August, 2001, the Company and divine, inc., mpany included in those described above, entetecaim agreement whereby divine wo
repurchase shares of common stock issued to Lemetiabsolve Level 3 of any further obligationswigspect to the deferred revenue
recorded at the time of the original transactios.aresult, Level 3 recorded a $27 million gai®ther, net on the consolidated statement of
operations in 2001.

As of December 31, 2001, the goodwill identifieddther Assets is attributable to technology puretlds the XCOM Technologies, Inc.
acquisition in 1998. This technology was used byel& to develop an interface between its Intepmetocol-network and the existing public
switched telephone network. In accordance with SN&S142, the Company will continue to amortizes timtangible asset over its remaining
useful economic life. Goodwill amortization expensrcluding amortization expense attributable toitygnethod investees, was $40 million
in 2001, $50 million in 2000, and $36 million in9%

Assets held for sale includes certain corporat#itias that management of the Company has electelispose as soon as practicable. The
Company recorded an impairment charge in depreai@xpense of $45 million in 2001, representingdifference between the carrying
value and adjusted market value of these faciliisgddetermined through consultations with a cororakreal estate broker. Also included in
assets held for sale are certain telecommunicaqngment identified as excess and which manageexgects to sell within the next year
due to the Company's decision in June 2001 toasfize its capital expenditures.

Loans were made to certain employees and offideitseocCompany. The loans are generally securedawgll3 common stock or other
personal assets of the borrower and bear intereates ranging from 6% to 9.5¢



(9) Long-Term Debt

At December 31, 2001 and 2000, long-term debt wdslbows:

2001 2000
(dollars in m illions)
Senior Secured Credit Facility:
Term Loan Facility
Tranche A (4.69% due 2007).....cccccceevecee e $450 $ 200
Tranche B (5.69% due 2008)......ccccccccccceee e 275 275
Tranche C (6.08% dU€ 2008)......ccccceveeeees e 400 -
Senior Notes (9.125% due 2008)......cccovcceeeeees e 1,430 2 ,000
Senior Notes (11% due 2008).....cccccveeeencccccs e 442 800
Senior Discount Notes (10.5% due 2008).............. e 583 619
Senior Euro Notes (10.75% due 2008)........ccccceee e 307 465
Senior Discount Notes (12.875% due 2010)........... e 386 399
Senior Euro Notes (11.25% due 2010).......ccccceees e 93 279
Senior Notes (11.25% due 2010).....ccccevccceeeees e 129 250
Commercial Mortgage:
GMAC (4.52% due 2003).....cceevcriimiieences e 120 120
Lehman (5.64% due 2004)........cccccevveeeeee e 112 113
Convertible Subordinated Notes (6.0% due 2010)..... e 728 863
Convertible Subordinated Notes (6.0% due 2009)..... e 612 823
CPTC Long-term Debt (with recourse only to CPTC)
(7.63% due 2004-2028).....cccevuveicraancces s 140 115
OtheI i s 9 4
6,216 7 ,325
LeSS CUMeNt POrtiON....ccceviiiiiieiiiieeeeees e ©) (@)
$6,209 $7 ,318

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 sharesmifon stock. Various issuances of Level 3's omtlitg senior notes, senior discount
notes and convertible subordinated notes havedraddiscounts to their respective face or accratedunts.

The Company purchased $130 million of its 6% Cotilvker Subordinated Notes due in 2009 and $64 milbbits 6% Convertible
Subordinated Notes due in 2010 during the secolidha001. The Company issued approximately 15ilian shares of its common stock
worth approximately $72 million in exchange for thebt. The net gain on the early extinguishmenhefdebt, including transaction costs .
unamortized debt issuance costs, was $117 millichisiclassified as an extraordinary item in thesotidated statement of operations. Level
3 will continue to evaluate these transactionhnftture. The amounts involved in any such trathmag, individually or in the aggregate,
may be material.

In September 2001, the Company announced thatstgiér, wholly owned subsidiary, Level 3 Finant&C was commencing a "Modified
Dutch Auction” tender offer for a portion of the lBpany's senior debt and convertible debt securitieger the "Modified Dutch Auction”
procedures, Level 3 Finance accepted tendered imoéesh offer in the order of the lowest to thgheist tender prices specified by the
tendering holders within the applicable price rafggeghe applicable series of notes (see tablevhglo

In October 2001, Level 3 Finance completed the lmase of Company debt with a face value of approtam&1.7 billion, plus accrued
interest, for a total purchase price of approxinya$@31 million. The net gain on the extinguishmehthe debt, including transaction costs,
foreign currency gains and unamortized debt isseiansts, was approximately $967 million and wasn@ed as an extraordinary item in the
consolidated statement of operatic



Maximum Actual Principal Actual

Principal Amount at Weighted
Amount at  Purchase Price  Maturity Average
Maturity Sought Range per  Repurchased Purchase
($ millions) $1,000 ($ millions) Price/$1,000
Principal
Senior Notes (9.125%) .......cccceevvevrvennenne. . $725 $350 - $450 $570 $ 450
Senior Notes (11%) .......ccvcvevennene ... 450 380 - 480 359 480
Senior Discount Notes (10.5%) .... ... 125 210 - 250 125 210
Senior Euro Notes (10.75%) ............ .. 267 370 - 440 136 440
Senior Discount Notes (12.875%) ... 100 150 - 180 100 150
Senior Euro Notes (11.25%) ............ ... 178 370 - 440 173 440
Senior Notes (11.25%) ......ccccevvrevrvennenne. ... 150 370 - 460 121 460
Convertible Subordinated Notes (due 2010) ......... ... 325 190 - 220 71 220
Convertible Subordinated Notes (due 2009) ......... ... 525 190 - 220 80 220
$2,845 $1,735

Assumes 1EURO = .89 USD

Senior Secured Credit Facility

On September 30, 1999, Level 3 and certain LewilBidiaries entered into a $1.375 billion secweredit facility ("Senior Secured Credit
Facility"). The facility was originally compriseaf a senior secured revolving credit facility iretamount of $650 million and a two-tranche
senior secured term loan facility aggregating $7@%on. The secured term loan facility consistsad8450 million tranche A and a $275
million tranche B term loan facility, respectivet December 31, 2000, Level 3 had borrowed $200aniand $275 million under the
tranche A and tranche B secured term loan facilé@gpectively. On January 8, 2001, the Companyolba@d the remaining $250 million
available under the existing tranche A of the Se8iecured Credit Facility.

On March 22, 2001, Level 3 entered into an amendreencrease the borrowing capacity under the @e®@cured Credit Facility by $400
million, to $1.775 billion. As part of the agreemgerevel 3 borrowed $400 million under a new tram¢hof the term loan facility. The net
proceeds will be used for implementing the busiqdas, including the purchase of telecommunicatiassets.

The obligations under the revolving credit facilétse secured by substantially all the assets oélL&and, subject to certain exceptions, its
wholly owned domestic subsidiaries (other thantibeower under the term loan facility). Such assélisalso secure a portion of the term
loan facility. Additionally, all obligations undéne term loan facility will be secured by the eqngnt that is purchased with the proceeds of
the term loan facility.

Amounts drawn under the secured credit facilityl béar interest, at the option of the Company nedlternate base rate or reserve-adjusted
LIBOR plus applicable margins. The applicable masdor the revolving credit facility and trancheékm loan facility range from 50 to 175
basis points over the alternate base rate and f&fivto 275 basis points over LIBOR and are fixedffe tranche B term loan facility at 250
basis points over the alternate base rate and 83iS points over LIBOR. The tranche C applicablegins are fixed at 300 basis points over
the alternate base rate and 400 basis points dB&R. Interest and commitment fees on the revolwreglit facility and the term loan
facilities are payable quarterly with specific tietermined by actual borrowings under each faclliebt issuance costs of $38 million were
capitalized and will be amortized as interest espeanver the terms of Senior Secured Credit Facility

The revolving credit facility provides for auton@atind permanent quarterly reductions of the amawvailable for borrowing under that
facility, commencing at $17.25 million on March 2004, and increasing to approximately $61 milli@n quarter. The tranche A term loan
facility amortizes in consecutive quarterly paynsdm¢ginning on March 31, 2004, commencing at $8aniper quarter and increasing to
$58.5 million per quarter. The revolving creditifiig and tranche A term loan facility mature onpember 30, 2007. The tranche B term |
facility amortizes in consecutive quarterly paynseméginning on March 31, 2004, commencing at leas $1 million and increasing to $67
million in 2007. Tranche C of the term loan fagildmortizes in consecutive quarterly payme



beginning on June 30, 2004, commencing at $1 milier quarter and increasing to $97 million perrtaran 2007, with the final installment
due January 30, 2008.

As of December 31, 2001, Level 3 had not borrowsdfands under the $650 million revolving creditifdy. The availability of funds and
any requirement to repay previously borrowed fusdntingent upon the continued compliance withrdevant debt covenants.

The Senior Secured Credit Facility has customamggants, or requirements that the company andicetdts subsidiaries must meet to
remain in compliance with the contract, includinfir@ncial covenant that measures minimum revefMé@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 Minintelecom Revenue covenant is
calculated quarterly on a trailing four-quarteribasd must exceed $1.5 billion for the first gaadf 2002, increasing to $2.3 billion in the
fourth quarter of 2002, $3.375 billion in the fdudquarter of 2003, and $4.75 billion in the fouytharter of 2004. The Restricted Subsidiaries
currently include those engaged in the Companytsneonications businesses and certain subsidiari@¥Stfucture engaged in the compat
information 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 inclugleel 3's coal mining and toll road properties &adoldings in RCN and Commonwealth
Telephone.

If the Company does not remain in compliance whik financial covenant, as well as certain othereoants, it could be in default under the
terms of the Senior Secured Credit Facility. Unttiés scenario, the lenders could take actionsdaire repayment. The Company believes it
is in full compliance with all covenants as of Deateer 31, 2001.

On January 29, 2002, the Company stated that iimvesmpliance with all of the terms, conditionsdacovenants under its credit facility and
expected to remain in compliance through the erttiefirst quarter based on its publicly disclofiedncial projections. However, the
Company stated that if sales, disconnects and Baticas were to continue at the levels experierating the second half of 2001, it may
violate the Minimum Telecom Revenue covenant aly earthe end of the second quarter 2002. The Coynalso stated that to the extent the
Company's operational performance improves orripletes acquisitions that generate sufficient imenetal revenue, a potential violation of
the covenant could be delayed beyond the secontequd 2002 or eliminated entirely. See Note 1i7ddditional information on actions
taken to address covenant issues.

9.125% Senior Notes

In April 1998, Level 3 Communications, Inc. recai&1.94 billion of net proceeds from an offeringb@fbillion aggregate principal amount
9.125% Senior Notes Due 2008 ("9.125% Senior Npthgerest on the notes accrues at 9.125% paramd is payable on May 1 and
November 1 each year in ca:

The 9.125% Senior Notes are subject to redemptitimezoption of Level 3 Communications, Inc., inoddor in part, at any time or from ti
to time on or after May 1, 2003, plus accrued amghid interest thereon to the redemption datedéemed during the twelve months
beginning May 1, of the years indicated below:

Year Redemption Price
2003 ..o 104.563%
2004 oo 103.042%
2005 oo 101.521%

2006 and thereafter..........cooovvvvvvvvveeeee. L 100.000%



The 9.125% Senior Notes are senior, unsecuredathits of Level 3 Communications, Inc., rankingi passu with all existing and future
senior unsecured indebtedness of the Company. dies nontain certain covenants, which among ottiegs, limit consolidated debt,
dividend payments, and transactions with affiliatemvel 3 Communications, Inc. used the net pros@édhe note offering in connection w
the implementation of its business plan.

Debt issuance costs of $65 million were originakyitalized and are being amortized as interestresg@ over the term of the Senior Notes
a result of amortization and debt repurchases;apéalized debt issuance costs have been redack@Dtmillion at December 31, 2001.

11% Senior Notes due 2008

In February 2000, Level 3 Communications, Inc. ineeg $779 million of net proceeds, after transactiosts, from a private offering of $800
million aggregate principal amount of its 11% Semotes due 2008 ("11% Senior Notes"). Interesthennotes accrues at 11% per year and
is payable semi-annually in arrears in cash on Ka&and September 15, beginning September 15, J0@011% Senior Notes are senior,
unsecured obligations of Level 3 Communications,,lranking pari passu with all existing and futsemior debt. The 11% Senior Notes
cannot be prepaid by Level 3 Communications, laed mature on March 15, 2008. The 11% Senior Nmie&in certain covenants, which
among other things, limit additional indebtednekgidend payments, certain investments and tramsectvith affiliates.

Debt issuance costs of $21 million were originaiyitalized and are being amortized as interestres@ over the term of the 11% Senior
Notes. As a result of amortization and debt repasel, the capitalized debt issuance costs haverbadared to $9 million at December .
2001.

10.5% Senior Discount Notes due 2008

In December 1998, Level 3 Communications, Inc. $884 million aggregate principal amount at mayuoit 10.5% Senior Discount Notes
Due 2008 ("10.5% Senior Discount Notes"). Thesaloceeds of $500 million, excluding debt isseatusts, were recorded as long term
debt. Interest on the 10.5% Senior Discount Notesetes at a rate of 10.5% per annum, compoundaidseually, to an aggregate principal
amount of $834 million ($709 million after the Dhtauction conducted in October of 2001) by Decemb@003. Cash interest will not
accrue on the 10.5% Senior Discount Notes pri@dgoember 1, 2003; however, Level 3 Communicatibies,may elect to commence the
accrual of cash interest on all outstanding 10.5%i@& Discount Notes on or after December 1, 200#;hich case the outstanding principal
amount at maturity of each 10.5% Senior DiscourteNall on the elected commencement date be redtectite accreted value of the 10.5%
Senior Discount Note as of that date and cashestethall be payable on that Note on June 1 andrbieer 1 thereafter. Commencing June 1,
2004, interest on the 10.5% Senior Discount Notdsaacrue at the rate of 10.5% per annum andlvélpayable in cash semiannually in
arrears. Accrued interest expense for the yearcebéeember 31, 2001 on the 10.5% Senior DiscouteNaf $65 million was added to long-
term debt.

The 10.5% Senior Discount Notes will be subjeaeemption at the option of Level 3 Communicatidns,, in whole or in part, at any time
or from time to time on or after December 1, 2008a following redemption prices (expressed asgmages of accreted value) plus acci
and unpaid interest thereon to the redemption dfatedeemed during the twelve months beginningddauer 1, of the years indicated below:

Year Redemption Price
2003 oo 105.25%
2004 oo 103.50%
2005 oiiiii e 101.75%

These notes are senior unsecured obligations afll32Communications, Inc., ranking pari passu wlttexisting and future senior unsecured
indebtedness of Level 3 Communications, Inc. Th&%0Senior Discount Notes contain certain covenahish, among other things, restrict
the Company's ability to incur additional debt, m



certain restricted payments, pay dividends, entersale and leaseback transactions, enter imedctions with affiliates, and sell assets or
merge with another company.

The net proceeds of $486 million were used to acat# the implementation of its business plan, arimthe funding for the increase in
committed number of route miles of the CompanyS. lintercity network.

Debt issuance costs of $14 million were originayitalized and are being amortized over the terthed10.5% Senior Discount Notes. As a
result of amortization and debt repurchases, tpéal&zed debt issuance costs have been reduck®inaillion at December 31, 2001.

10.75% Senior Euro Notes due 2008

On February 29, 2000, Level 3 Communications, taceived EURO 488 million ($478 million when issyeflnet proceeds, after debt
issuance costs, from an offering of EURO 500 millagygregate principal amount 10.75% Senior Eur@dldtie 2008 ("10.75% Senior Euro
Notes"). Interest on the notes accrues at 10.75%ese and is payable in Euros s-annually in arrears on March 15 and Septembeiath e
year beginning on September 15, 2000. The 10.758%ioSEuro Notes are not redeemable by Level 3 Conications, Inc. prior to maturit
Debt issuance costs of EURO 12 million ($12 miljierere originally capitalized and are being amedinver the term of the 10.75% Senior
Euro Notes. As a result of the amortization and dejpurchases, the net capitalized debt issuarste bad been reduced to $6 million at
December 31, 2001.

The 10.75% Senior Euro Notes are senior, unse@abightions of the Company, ranking pari passu walttexisting and future senior debt.
The 10.75% Senior Euro Notes contain certain cavisnavhich among other things, limit additional éhdedness, dividend payments, certain
investments and transactions with affiliates.

The issuance of the EURO 500 million 10.75% SeRimto Notes has been designated as, and is effexgj\an economic hedge against the
investment in certain of the Company's foreign glibses. Therefore, foreign currency gains anddssresulting from the translation of the
debt have been recorded in other comprehensivenia¢toss) to the extent of translation gains oségson such investment. The 10.75%
Senior Euro Notes were valued, based on curretitagge rates, at $307 million in the Company's fiierstatements at December 31, 2001.
The difference between the carrying value at Deaegrth, 2000 and the value at issuance, after rbpaes, was recorded in other
comprehensive income.

12.875% Senior Discount Notes due 2010

On February 29, 2000, Level 3 Communications, $otd in a private offering $675 million aggregatepipal amount at maturity ($575
million after the Dutch auction conducted in Octob£2001) of its 12.875% Senior Discount Notes 80&0 ("12.875% Senior Discount
Notes"). The sale proceeds of $360 million, exalgdiebt issuance costs, were recorded as-term debt. Interest on the 12.875% Senior
Discount Notes accretes at a rate of 12.875% par, gempounded semi-annually, to an aggregateipahamount of $675 million by March
15, 2005. Cash interest will not accrue on the 2298 Senior Discount Notes prior to March 15, 2086wever, Level 3 Communications,
Inc. may elect to commence the accrual of cashdsten all outstanding 12.875% Senior DiscouneNain or after March 15, 2003. In that
case, the outstanding principal amount at matafiggach 12.875% Senior Discount Note will, on thected commencement date, be reduced
to the accreted value of the 12.875% Senior Dischiate as of that date and cash interest shalblyalge on the 12.875% Senior Discount
Notes on March 15 and September 15 thereafter. Gomimg September 15, 2005, interest on the 12.83&#/tor Discount Notes will accri
at the rate of 12.875% per year and will be payabtash semannually in arrears. Accrued interest expense fimdate of issuance throt
December 31, 2001 on the 12.875% Senior DiscoutesNaf $52 million was added to long-term debt.

The 12.875% Senior Discount Notes are subjectdemgtion at the option of Level 3 Communicatioms. |in whole or in part, at any time
or from time to time on or after March 15, 2005veE3 Communications, Inc. may redeem the 12.878%ds Discount Notes at the
redemption prices set for the below, plus interiéstyy, to the redemption date. The following psare for 12.875% Senior Discount Notes
redeemed during the 12-month period commencing arcM15 of the years set forth below and are espreas percentages of principal
amount.



Year Redemption Price

2005 coiiiiii 106.438%
2006 coviiieiiiiie 104.292%
2007 oo 102.146%
2008 and thereafter..........ccooeeevcvvvvvveeeee. L 100.000%

In addition, at any time and from time to time,gorio March 15, 2003, Level 3 Communications, imey redeem up to a maximum of 35%
of the aggregate principal amount at maturity ef12.875% Senior Discount Notes with the proceéd®e or more private placements to
persons other than affiliates of the Company oremwdtten public offerings of common stock of Le@Communications, Inc. resulting in
gross proceeds of at least $100 million in the egate. Level 3 Communications, Inc. may redeeni#h@75% Senior Discount Notes at a
redemption price equal to 112.875% of the accresdae of the notes plus accrued interest, if amyhé redemption date.

The 12.875% Senior Discount Notes are senior, umedwbligations of the Company, ranking pari pagsh all existing and future senior
debt. The 12.875% Senior Discount Notes contaitaizecovenants, which among other things, limitiaddal indebtedness, dividend
payments, certain investments and transactionsaffitfates.

Debt issuance costs of $9 million were originaipitalized and are being amortized as interestresgoever the term of the 12.875% Senior
Discount Notes. As a result of amortization andtdepurchases, the capitalized debt issuance hastsbeen reduced to $6 million at
December 31, 2001.

11.25% Senior Euro Notes due 2010

On February 29, 2000, Level 3 Communications, fleceived EURO 293 million ($285 million when issyefinet proceeds, after debt
issuance costs, from an offering of EURO 300 millagygregate principal amount 11.25% Senior Eur@dldte 2010 ("11.25% Senior Euro
Notes"). Interest on the notes accrues at 11.25%eqser and is payable se-annually in arrears in Euros on March 15 and Sept 15 each
year beginning September 15, 20

The 11.25% Senior Euro Notes are subject to redempt the option of Level 3 Communications, Iric.whole or in part, at any time or
from time to time on or after March 15, 2005. THe2b% Senior Euro Notes may be redeemed at thenggden prices set forth below, plus
accrued and unpaid interest, if any, to the redempmtate. The following prices are for 11.25% Seiiaro Notes redeemed during the 12-
month period commencing on March 15 of the year$osth below, and are expressed as percentagasnaipal amount.

Year Redemption Price
2005 ..o ... 105.625%
2006 ..o ... 103.750%
2007 i ... 101.875%
2008 and thereafter..........cccceeveiiiveecennns ... 100.000%

In addition, at any time and from time to time,gorio March 15, 2003, Level 3 Communications, imey redeem up to a maximum of 35%
of the original aggregate principal amount of tie25% Senior Euro Notes. The Notes may be redeatzdedemption price equal to
111.25% of the principal amount thereof, plus aedrand unpaid interest thereon, if any, to themeation date. The redemption must be
made with the proceeds of one or more private ptaces to persons other than affiliates of the Comipmat underwritten public offerings of
common stock of Level 3 Communications, Inc. résglin gross proceeds of at least $100 milliorhia aggregate.

Debt issuance costs of EURO 7 million ($7 milliemgre originally capitalized and are being amortinedr the term of the 11.25% Senior
Euro Notes. As a result of amortization and deptirehases, the capitalized debt issuance costsbiesrereduced to $3 million at December
31, 2001. The 11.25% Senior Euro Notes are semsecured obligations of the Company, ranking passu with all existing and future
senior debt. The 11.25% Senior El



Notes containcertain covenants, which among otfirgs, limit additional indebtedness, dividend payis, certain investments a
transactions with affiliates.

The issuance of the EURO 300 million 11.25% SehRimto Notes has been designated as, and is effextjvam economic hedge against the
investment in certain of the Company's foreign glibses. Therefore, foreign currency gains anddssresulting from the translation of the
debt have been recorded in other comprehensivenia¢toss) to the extent of translation gains oségson such net investment. The 11.25%
Senior Euro Notes were valued, based on curretitagge rates, at $93 million in the Company's firstatements at December 31, 2001.

11.25% Senior Notes due 2010

In February 2000, Level 3 Communications, Inc. ineeg $243 million of net proceeds, after transactiosts, from a private offering of $250
million aggregate principal amount of its 11.25%i®e Notes due 2010 ("11.25% Senior Notes"). Irdkom the notes accrues at 11.25% per
year and is payable se-annually in arrears on March 15 and Septemben £ash beginning September 15, 2000.

The 11.25% Senior Notes are subject to redemptitimezoption of Level 3 Communications, Inc., inoddor in part, at any time or from tii

to time on or after March 15, 2005. Level 3 Comneatibns, Inc. may redeem the 11.25% Senior Notdseatedemption prices set forth
below, plus accrued and unpaid interest, if anyhéoredemption date. The following prices arelfbr25% Senior Notes redeemed during the
12-month period commencing on March 15 of the yeatgorth below:

Year Redemption Price
2005 i 105.625%
2006 ...ooooieiieie e 103.750%
2007 oo 101.875%
2008 and thereafter.......ccccooveeevcciveeenneees L 100.000%

In addition, at any time and from time to time,gorio March 15, 2003, Level 3 Communications, imey redeem up to a maximum of 35%
of the original aggregate principal amount of tie25% Senior Notes. The redemption must be madetté proceeds of one or more private
placements to persons other than affiliates ofxbmpany or underwritten public offerings of comnstock of Level 3 Communications, Inc.
resulting in gross proceeds of at least $100 milirothe aggregate. Level 3 Communications, Ing/ nedeem the 11.25% Senior Notes at a
redemption price equal to 111.25% of the princgrabunt of the notes plus accrued interest, if tmyhe redemption date.

The 11.25% Senior Notes are senior, unsecuredathits of the Company, ranking pari passu witlegikting and future senior debt. The
11.25% Senior Notes contain certain covenants, waicong other things, limit additional indebtedneldgdend payments, certain
investments and transactions with affiliates.

Debt issuance costs of $7 million were originalyitalized and are being amortized as interestresgoever the term of the 11.25% Senior
Notes. As a result of amortization and debt repases, the capitalized debt issuance costs haverééeced to $3 million at December !
2001.

GMAC Commercial Mortgage due 2003

In June 2000, HQ Realty, Inc. (a wholly owned sdiasy of the Company) entered into a $120 millimafingrate loan ("GMAC Mortgage'
providing secured, non-recourse debt to financeCtivmpany's world headquarters. HQ Realty, Inc.9sgle purpose entity organized solely
to own, hold, operate and manage the world heatlepsawhich has been 100% leased to Level 3 Commatiaits, LLC in Broomfield
Colorado. Under the terms of the loan agreementRe@lty, Inc., will not engage in any business othan the ownership, management,
maintenance and operation of the world headquartées assets of HQ Realty Inc. are not availabkatesfy any third party obligations other
than those of HQ Realty, Inc. In addition, the &sséthe Company are not available to satisfydbkgations of HQ Realty, Inc. HQ Realty,
Inc. received $119 million of net proceeds aftanfiaction costs. Level 3 was required to placenill®n of the net proceeds in a restricted
account. The release of the



funds is contingent upon Level 3's debt ratingéasing to BBB by S&P and Baa2 by Moody's whichrehtloccur in 2001.

The initial term of the GMAC Mortgage is 36 monthigh two one-year no cost extension options. Irgevaries monthly with the 30 day
London Interbank Offering Rate ("LIBOR") for U.Solar Deposits as follows:

The Index plus:

(1) 240 basis points during the Initial Term;
(2) 250 basis points during the First Extensioni@ptand
(3) 260 basis points during the Second Extensiotio®@p

At December 31, 2001 the interest rate was 4.52%.

The GMAC Mortgage may not be prepaid during thet fiwenty four months. Thereafter, the GMAC Mortgagay be prepaid at par in wh
or in part in multiples of $100,000. The entirengipal is due at maturity or at the end of the telé@xtension period. Interest only is due
during the initial three-year term. Interest ancbaimation are due during the extension terms basea 30 year amortization period with a
balloon payment at maturity.

Debt issuance costs of $1 million were capitaliaad are being amortized as interest expense ogeetin of the GMAC Mortgage.
Lehman Commercial Mortgage due 2004

In December 2000, 85 Tenth Avenue, LLC (a whollyned subsidiary of the Company) entered into a $aill®n floating-rate loan

("Lehman Mortgage") providing secured, non-recoutsiet to finance the purchase and renovationseoRgw York Gateway facility. 85
Tenth Avenue, LLC is a single purpose entity orgadisolely to own, hold, sell, lease, transferhexge, operate and manage the New York
Gateway facility. Under the terms of the loan agrent, 85 Tenth Avenue, LLC will not engage in amgibess other than the ownership,
management, maintenance and operation of the New Gateway facility. The New York Gateway facilityas been 100% leased to Level 3
Communications, LLC. The assets of 85 Tenth AvehU€; are not available to satisfy any third parbligations other than those of 85
Tenth Avenue, LLC. In addition, the assets of tlwen@any are not available to satisfy the obligatioh85 Tenth Avenue, LLC.

85 Tenth Avenue, LLC received $105 million of nedgeeds after transaction costs. Under the terrtisedban agreement, the gross loan
proceeds plus $32 million, deposited by 85 Tenterue, LLC, are to be maintained in a RenovatioreResaccount. The reserve is held by
85 Tenth Avenue, LLC as restricted cash and is ta@iad solely to perform the renovations of the Néwk Gateway facility. At December
31, 2001, approximately $57 million remained in thserve account.

The initial term of the Lehman Mortgage is 36 manthth two (2) one year no cost extension optidiere is a penalty if a principal
payment is made prior to January 1, 2002. Theeptincipal is due at maturity or at the end ofelexted extension period. Interest varies
monthly with the 30 day LIBOR for U.S. Dollar Deptssplus approximately 350 basis points. Interest amortization are due during the
initial term based on a 20 year amortization perfstddecember 31, 2001 the interest rate was 5.64%.

Debt issuance costs of $8 million were capitaliaad are being amortized as interest expense oggetim of the Lehman Mortgage.

In an effort to reduce the risk of increased irderates related to the Lehman commercial mortgaginuary 2001 the Company entered
an interest rate cap agreement. The interest agt@ational amount is $113 million and has a mgtutate of January 31, 2004. The terms of
the agreement provide that the net interest expetasted to the Lehman commercial mortgage willexateed 8% plus 400 basis points. The
Company has elected not to account for this traimsaas a hedge as permitted by SFAS No. 133, "Aetiog for Derivative Instruments and
Hedging Activities" ("SFAS No. 133"). Upon inceptiof the agreement, the Company recorded an agsal ® the fair value of the interest
rate cap of less than $1 million. For twelve morehded Decemb



31, 2001, the Company recorded, in the statemeope@fations, less than $1 million in losses relabethe change in the fair value of the
interest rate cap.

The Company has elected not to complete the buitdsbthe New York Gateway facility due to the eseeapacity in the local market. As a
result, the Company is in negotiations with thedlemto refinance the existing loan. The refinanaiilglikely result in the reduction of long
term debt and the reserve account balance includex$tricted securities. See Note 17.

6% Convertible Subordinated Notes due 2010

In February 2000, the Company received $836 miltibnet proceeds, after transaction costs, fromtdip offering of $863 million aggrega
principal amount of its 6% Convertible Subordinakmtes due 2010 ("Subordinated Notes 2010"). THeoR&linated Notes 2010 are
unsecured and subordinated to all existing anddugenior indebtedness of the Company. Intereth@Subordinated Notes 2010 accrues at
6% per year and is payable semi-annually in casMarth 15 and September 15 beginning Septembe&Q®). The principal amount of the
Subordinated Notes 2010 will be due on March 13020

The Subordinated Notes 2010 may be converted hdoes of common stock of Level 3 Communications, & any time prior to the close of
business on the business day immediately precedatgrity, unless previously redeemed, repurchasé@wel 3 Communications, Inc. has
caused the conversion rights to expire. The comuerate is 7.416 shares per each $1,000 prinaipaiunt of Subordinated Notes 2010,
subject to adjustment in certain events.

Prior to March 18, 2003, Level 3 Communications, lat its option, may redeem the Subordinated N2@4§), in whole or in part, at the
redemption prices specified below plus accrueddste Level 3 may exercise this option if the cnrmaarket price of its common stock
equals or exceeds triggering levels specified bdtovat least 20 trading days within any perioB6fconsecutive trading days, including the
last trading day of the period.

Period Trigger Percentage Rede mption Price
March 15, 2001 through March 14, 2002........... 160% ($215.74) 105.4%
March 15, 2002 through March 17, 2003........... e 150% ($202.26) 104.8%

On or after March 18, 2003, Level 3, at its optiorgy cause the conversion rights to expire. Leweb§ exercise this option only if the
current market price exceeds approximately $18@vch represents 140% of the conversion pricepfdeast 20 trading days within any
period of 30 consecutive trading days, including st trading day of that period. At DecemberZ]1, no debt had been converted into
shares of common stock.

Debt issue costs of $27 million were originally italized and are being amortized as interest expewnsr the term of the Subordinated Nc
As a result of amortization and debt repurchasescapitalized debt issuance costs have been dodi 8 million at December 31, 2001.

6% Convertible Subordinated Notes due 2009

On September 14, 1999, the Company received $788mof proceeds, after transaction costs, fronoHaring of $823 million aggregate
principal amount of its 6% Convertible Subordinakémtes Due 2009 ("Subordinated Notes 2009"). Sitwordinated Notes 2009 are
unsecured and subordinated to all existing anddusenior indebtedness of the Company. Intereti@®ubordinated Notes 2009 accrues at
6% per year and is payable each year in cash onhMidr andSeptember 15. The principal amount of the Subotdih&lotes 2009 will be di
on September 15, 2009. The Subordinated Notes 2@¥%be converted into shares of common stock o€thrapany at any time prior to
maturity, unless the Company has caused the caometghts to expire. The conversion rate is 1513d4hares per each $1,000 principal
amount of Subordinated Notes 2009, subject to &dgst in certain circumstances. On or after Seperib, 2002, Level 3, at its option, n
cause the conversion rights to expire. Level 3 mx@rcise this option only if the current marketprexceeds approximately $91.27 (which
represents 140% of the conversion price) for 2@ingadays within any period of 30 consecutive tngdilays including th



last day of that period. At December 31, 2001, thas $1 million of debt had been converted intareh of common stock.

Debt issuance costs of $25 million were originaiyitalized and are being amortized as interestresg over the term of the Subordinated
Notes 2009. As a result of amortization and deptirehases, the capitalized debt issuance costshiemrereduced to $14 million at Decen
31, 2001.

The debt instruments above contain certain covenahich the Company believes it is in compliancthais of December 31, 2001.

Level 3 currently is using the proceeds from th@@esecurities, Senior Secured Credit Facility andordinated notes for working capital,
capital expenditures and other general corporategses in connection with the implementation obiisiness plan, including the acquisition
of telecommunications assets.

The Company capitalized $58 million, $353 milliamda$116 million of interest expense and amortizelt dssuance costs related to network
construction and business systems developmentgsdjar the years ended December 31, 2001, 2000998, respectively.

CPTC

In July 2001, CPTC completed the refinancing oflégelopment and construction debt. The $135 millioancing proceeds were used to
repay CPTC's original lenders, repay subordinasdi darried by Orange County Transportation Autliand cover refinancing and
prepayment costs. The prepayment costs and wifitef debt issuance costs on the old debt of $9anilare reflected as an extraodinary loss,
net of other gains, on early extinguishment of defthe 2001 consolidated statement of operatibhs.debt carries an interest rate of 7.63%
and requires principal payments in varying amotimsugh 2028. The debt is the obligation of CPT@ @monrecourse to Level 3
Communications, Inc.

Future Debt Maturities:

Scheduled maturities of long-term debt are as fal@n millions):
2002-$7; 2003-$125; 2004-$154; 2005-$121; 2006-&¥$5,665 thereafter.

(10) Employee Benefit Plans

The Company applies the recognition provisionsfeAS No. 123, "Accounting for Stock Based Compédnsat("SFAS No. 123"). Under
SFAS No. 123, the fair value of an option or otsteick-based compensation (as computed in accordétitaccepted option valuation
models) on the date of grant is amortized ovew#gting periods of the options in accordance wil$B Interpretation No. 28 "Accounting

for Stock Appreciation Rights and Other VariablecktOption or Award Plans"("FIN 28"). Althoudietrecognition of the value of the
instruments results in compensation or professierpénses in an entity's financial statementsexipense differs from other compensation
and professional expenses in that these chargrghipermitted to be settled in cash, are genesattyed through issuance of common stock.

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

The Company recognized on the statement of opesatidotal of $314 million, $236 million and $128Ilion of non-cash compensation in
2001, 2000 and 1999, respectively. Included inaliioued operations is non-cash compensation erpefrts7 million, $5 million and $1
million for fiscal 2001, 2000 and 1999, respectyvéh addition, the Company capitalized $17 milli&12 million and $10 million in 2001,
2000 and 1999, respectively, of non-cash compeanséti those employees directly involved in thestainction of the network or
development of the business support syst:



The following table summarizes non-cash compensatipense and capitalized non-cash compensatighddhree years ended December
31, 2001.

2001 2000 1999

Expense Capitali zed Expense Capitalized Expense Ca pitalized
NQSO ..ooeiiiiiiieiiee $ 9 $ - $ 9 $ - $ 3 $1
Warrants .............cc.... 10 32 1 - 4 -
OSO .o 221 10 189 9 111 7
C-0SO0 ..oiiiiiiiieiiiaee 55 4 17 1 - -
Restricted Stock ............. 2 - 4 - 4
Stock Issued ................. - - 5 -
Shareworks Match Plan ........ 11 3 3 2 1 1
Shareworks Grant Plan ........ 13 - 13 3 1

$ 321 $ 49 $ 241 $ 12 $ 126 $ 10
Discontinued Operations ...... 7) - (5) - 1) -

$ 314 $ 49 $ 236 $ 12 $ 125 $ 10

Non-qualified Stock Options and Warrants

The Company issued approximately 9.8 million watsda Peter Kiewit Sons' Inc ("Kiewit") as paymémt certain construction services. The
warrants, which allow Kiewit to purchase CommoncRtat $8 per share, were fully vested at issuandendll expire on June 30, 2009. The
fair value of the warrants granted in 2001 was $#fon and calculated using the Black-Scholes atihn model with a risk free interest rate
of 4.8% and an expiration date of June 30, 2008. Cbmpany used an expected volatility rate of 76%eflect the longer exercise period.
Kiewit has pledged these warrants as collaterakteel 3 while the two parties resolve outstandilaines with regard to the North American
intercity network. If it is determined through tlespute resolution process, that Kiewit is lialie ¢ertain claims, it may settle, at Level 3's
option, the obligation with cash or by returninbalpart of the outstanding warrants.

In addition to the warrants issued to Kiewit, then@pany had approximately 2.8 million warrants anging on December 31, 2001 ranging
in prices from $18.50 to $29.00. Of these warraap@roximately 2.2 million are exercisable at Deben81, 2001, with a weighted average
exercise price of $23.43 per warre



Transactions involving NQSO stock options grantedsaimmarized as follows:

Balance December 31, 1998............ccccveeennne
Options granted.................
Options cancelled..... .
Options exercised..........cocceeeevveeeene

Balance December 31, 1999..........cccccoveeennne
Options granted................. .
Options cancelled
Options exercised

Balance December 31, 2000...........ccccueeeenee
Options granted................. .
Options cancelled
Options exercised

Balance December 31, 2001..............ccceeennn.

Options exercisable
December 31, 1999..........cccoeviviiivnnnns
December 31, 2000.............cceeeeenrnnnnns
December 31, 2001.........cccoevvvveinvnnnnns

Range of Exercise Prices

$ 0.12-%0.12....

Weight

Exercise Price Exerc

Shares

...... 18,979,319
...... 55,100
...... (1,005,328)
...... (3,950,528)
...... 14,078,563
...... 230,000
...... (228,029)
...... (2,079,326)

...... 12,001,208
o (348,956)
...... (460,546)

...... 11,191,706

Per Share
.12-41.25
41.44-84.75
.12-41.25
.12-41.25

.12-84.75
21.69
.12-61.75
.12-56.75
.12-84.75

1.76-56.75
.12-35.31

$.12-$84.75 $

...... 6,291,624
...... 7,166,636
...... 9,013,915

.12-$41.25
.12-$84.75
.12-$84.75

Options Outstanding

Weighted
Number Average

Outstanding  Remaining Average Exerc
as of Life  Exercise as

12/31/01 (years)

......... 82,807 6.27 %
......... 18,914 6.33

...... 7,965,203 5.33
...... 2,604,793 6.05

11,191,706 5.37

Weighted Nu
Price 12/
A2 8
1.76
511 6,63
6.94 1,76
21.77 23
30.67 24
41.43 2
56.91
84.75
$ 6.58 9,01

Outperform Stock Option Plan

ed Average
ise Price

6.50
58.61
10.84

5.60

6.64
21.69
9.58
8.00

6.63

6.13
6.67
6.70

Options Exercisable
mber  Weighted

isable Average
of  Exercise

31/01  Price
1,134 $ .12
9,962 1.76
8,203 5.05
7,768 6.97
5,839 21.77
1,383  30.67
5,292 41.36
8,834 56.81
5,500 84.75
3,915 $ 6.70

In April 1998, the Company adopted an outperforatisioption ("OSO") program that was designechabvthe Company's stockholders wc
receive a market return on their investment be@®® holders receive any return on their optiong Company believes that the OSO
program aligns directly management's and stockinglld@erests by basing stock option value on them@any's ability to outperform the
market in general, as measured by the Standardof&P@ES&P") 500 Index. Participants in the OS0Ogpam do not realize any value from
awards unless the Common Stock price outperformS&#&P 500 Index. When the stock price gain is gretdtan the corresponding gain on
the S&P 500 Index (or less than the correspondiag bn the S&P Index), the value received for awardler the OSO plan is based on a
formula involving a multiplier related to the lev®y which the Common Stock outperforms the S&P B@iex. To the extent that the
Common Stock outperforms the S&P 500, the valu@®0Os to a holder may exceed the value of nongedldtock options.

OSO awards are made quarterly to eligible partitipan the date of the grant. Each award vestgualeguarterly installments over two ye
and has a foryear life. Awards granted prior to December 20Qfidglly have a tw-



year moratorium on exercise from the date of graata result, once a participant is 100% vestdtiéngrant, the tw-year moratorium
expires. Therefore, awards granted prior to Decer®®@0 have an exercise window of two years. L8vglanted 3.1 million OSOs to
employees in December 2000. Included in the gramevi.1 million OSOs that vest 25% after six montith the remaining 75% vesting

after 18 months. These OSOs and all additional Og@sted after March 1, 2001 are exercisable imatelyi upon vesting and have a four-
year life.

The fair value under SFAS No. 123 for the approxetyal5.8 million OSOs granted to employees fowvises performed for the year ended
December 31, 2001 was $225 million. As of Decen#ier2001, the Company had not yet recognized $1i0®mof unamortized
compensation costs for OSOs granted in 1999, 260@a01.

Transactions involving OSO stock awards grantedsanemarized below:

Weighted
Average
Option Price P er Option
Shares Share Price
Balance December 31, 1998...............cceeeee. 2,092,513 29.78- 37.13 34.85
Options granted.............. 3,241,599 56.00- 78.50 66.58
Options cancelled. (157,623) 29.78- 78.50 51.31
Options exercised. (37,500) 29.78- 37.13 34.64
Balance December 31, 1999............coeevveeene 5,138,989 29.78- 78.50 54,15
Options granted.............. 5,402,553 26.87- 113.87 52.96
Options cancelled. . (262,545) 26.87- 113.87 72.55
Options exercised..........cccoceevvvvenninns (214,409) 29.78- 37.13 36.28
Balance December 31, 2000...............ccoveeen.e. 10,064,588 26.87- 113.87 53.50
Options granted.............. 15,757,972 3.82- 25.31 9.52
Options cancelled............ccecvvevrnnenne (1,758,725) 3.82- 113.87 25.69
Options expired.. (406,387) 25.31- 113.87 48.65
Options exercised..........ccccceevvvvenninns (96,031) 3.82- 34.50 8.45
Balance December 31, 2001......cccocovveeeevvceeeee e, 23,561,417 $3.82-$113.87 $ 26.43
Options vested as of:
December 31, 1999.......cccceieieeiennenne. 2,098,337 $29.78-$ 78.50 $ 44.69
December 31, 2000.. 4,237,277 29.78- 113.87 56.18
December 31, 2001 8,738,516 3.82- 113.87 47.33
0OSOs Outstanding (o] Os Vested
at December 31, 2001 at Dece mber 31, 2001
Weighted
Average  Weighted Weighted
Remaining  Average Average
Number Life Option Nu mber Option
Range of Exercise Prices Outstanding (years) Price Ve sted Price
$ 3.82- 558 . ....8,231,134 3.79 $4.67 503, 088 $ 3.82
11.20 cooviienee. ....4,160,329 3.42 11.20 1,034, 762 11.20
2531- 37.12.. ....6,518,000 2.45 28.17 3,102, 087 30.19
56.00 - 78.50 ... ....3,436,553 1.75 68.61 3,239, 972 68.14
87.23 - 113.87 ccoeeeiiieeieeieeeie e ....1,215,401 2.48 97.34 858, 607 99.76
23,561,417 2.99 $26.43 8,738, 516 $47.33

Of the approximately 8.7 million OSO units vesté@acember 31, 2001, approximately 7.0 million sigite exercisable due to the two year
moratorium on OSOs granted prior to December 10200

In July 2000, the Company adopted a convertiblpadivrm stock option program, ("C-OS0O") as an esitem of the existing OSO plan. The
program is a component of the Company's ongoind@rap retention efforts and offers similar featui@those of an OSO, but provides an

employee with the greater of the value of a sisgjiere of the Company's common stock at exercigbearalculated OSO value of a single
OSO at the time of exercis



C-0OSO awards were made to eligible employees eragloy the date of the grant. The awards were nma8eptember 2000, December
2000, and September 2001. The awards granted i\288 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 wm equal quarterly installments over
three years. Each award is immediately exercisaba vesting. Awards expire four years from theeddtthe grant.

The fair value of the OSOs and C-OSOs granted @1 2@as calculated by applying a modified Black-Sesdormula with an S&P 500
expected dividend yield rate of 1.8% and an expklife of 2 years. The Company used an S&P 500 eeplevolatility rate of 23% and the
Level 3 Common Stock expected volatility rate o#&5The expected correlation factor of 0.81 was usedeasure the movement of Level 3
stock relative to the S&P 500.

The fair value recognized under SFAS No. 123 ferapproximately 5 million C-OSOs awarded to empésymr services performed for the
year ended December 31, 2001 was approximatelyr##dn. As of December 31, 2001, the Company hatreflected $64 million ©
unamortized compensation expense in its finant@&éments for C-OSOs awarded in 2000 and 2001.

Transactions involving C-OSO stock awards are surzed below:

Weighted
Average
Option Price P er Option
Shares Share Price
Balance December 31, 1999.......ccccccvvvvevccees e - $ - % -
Options granted........ccccvevvvvieeeeneeees e 1,965,509 26.87 - 87. 23 56.67
Options cancelled.........ccccovvvvccccceeees. e (25,522) 87. 23 87.23
Balance December 31, 2000.......ccccoccveeennceees e 1,939,987 26.87 - 87. 23 56.67
Options granted.......cccocvevvvcieeeeneceee e 4,958,786 3. 82 3.82
Options cancelled..........cccccvvcceeee e (890,057) 3.82- 87. 23 28.07
Ooptions expired.......coovvvvvvvveeceees e (7,822) 87. 23 87.23
Options eXerCiSed.......coovvveeevvcceenae e (35,366) 3.82- 87. 23 46.56
Balance December 31, 2001......cccccvvvvcvenceeee e 5,965,528 $3.82-% 87. 23 $16.90
Options vested as of:
December 31, 2000......ccccoocvvvenncccecs e - - -
December 31, 2001......ccccovvveniveniicens e 622,675 $3.82-% 87. 23 $24.70
C-0SOs Outstanding C-0s Os Exercisable
at December 31, 2001 at Dec ember 31, 2001
Weighted
Average Weighted Weighted
Remaining Average Average
Number Life Option Num ber  Option
Range of Exercise Prices Outstanding (years) Price  Exerci sable Price
$ 382 ... 4,458,961 3.7 $ 382 37 1,580 3.82
26.87 et e .. 789,594 2.9 26.87 13 1,599 26.87
87.23 et .. 716,973 2.7 87.23 11 9,496 87.23
5,965,528 35 $16.90 62 2,675 $ 24.70

Restricted Stock

In 2001, 2000 and 1999, approximately 96 thousamhé,thousand and 17 thousand shares, respectfalystricted stock were granted to
employees. The restricted stock shares were gréamtaployees at no cost. The shares typically @est a one to three year period; howe
the employees are restricted from selling theseestfar three years. The fair value of restrictetls granted in 2001, 2000 and 1999 of less
than $1 million, $7 million and $1 million, respaetly, was calculated using the value of the Comr8tock the day prior to the gra



As of December 31, 2001, the Company had not yeigrized $1 million of unamortized compensatiort€déar restricted stock granted sil
1998.

Shareworks

Level 3 has designed its compensation programspeitticular emphasis on equity-based, long-terrarntige programs. The Company has
developed two plans under its Shareworks prograsmMatch Plan and the Grant Plan.

Match Plan-The Match Plan allows eligible employeedefer between 1% and 7% of their eligible congagion to purchase Common Stock
at the average stock price for the quarter. Anytiimle employee is considered eligible on the fitay of the calendar quarter after their hire.
The Company matches the shares purchased by tHeysampn a one-for-one basis. Stock purchasedpeiginoll deductions is fully vested.
Stock purchased with the Company's matching carttdbs vests three years after the end of the guertwhich it was made.

The Company's quarterly matching contribution i®gired to compensation expense over the vestirigghef 36 months. The Company's
matching contributions were $16 million, $14 mitliand $10 million under the Match Plan in 2001,@26@0d 1999, respectively.

As of December 31, 2001, the Company had not yieicted unamortized compensation expense of $1i8omilelated to the Company's
matching contributions.

Grant Plan-The Grant Plan enables the Companyattt ghares of Common Stock to eligible employessdbapon a percentage of
employees eligible salary up to a maximum of 5%udl& employees employed on December 31 of each ywb@ are age 21 or older with a
minimum of 1,000 hours credited service are conmeileligible. The shares granted are valued daihenarket value as of the last business
day of the calendar year. All prior and future gsarest immediately upon the employee's third agnsiary of joining the Shareworks Plan.

Foreign subsidiaries of the Company adopted Shatesymograms in 2000. These programs primarilyudela grant plan and a stock
purchase plan whereby employees may purchase Ba&®emmon Stock at 80% of the share price at thénbaw of the plan year.

Other

The Company recorded approximately $5 million ofi+tash compensation expense for stock issued ttogegs during the year ended
December 31, 2000. The non-cash compensation chagdased on the Company's stock price on th@uiayto the grant. The Company
did not issue stock to employees in 2001 and 1999.

401(k) Plan

The Company and its subsidiaries offer its qualienployees the opportunity to participate in ardef contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code. Each employee wabkitp contribute, on a tax deferred
basis, a portion of annual earnings not to excd€J5H0 in 2001. The Company does not match emplogegibutions and therefore does
incur any compensation expense related to the 3@i4k.



(11) Income Taxes

An analysis of the income tax (provision) benefitibutable to earnings
(loss) from continuing operations before incomestafor the three years ended December 31, 20Giwwill

2001 200 0 1999
(dollars in millions)
Current:
United States Federal........cccccooeeeeecee e $- $50 $161
StAE. o e - 1 ) 3
49 164
Deferred:
United States Federal........cccoovvvveeeeees s 1,357 255 56
StALC i s -
1,357 255 56
Valuation AlIOWANCE.......ccvvvveieiiiiiiiiicccceee e (1,357) (255 )
Income Tax Benefit $ - $ 49 $ 220

The United States and foreign components of easnilogs) from continuing operations before incomes follows:

2001 200 0 1999

(dollars in m illions)
United StateS.....cccvveviiiiiiicciecieeeeee e $(4,508) $ (995 ) $(578)
FOr@IgN .o e (940) (509 ) (129)
$(5,448) $ (1,504 ) $(707)

A reconciliation of the actual income tax (provisjdoenefit and the tax computed by applying the. Bekleral rate (35%) to the earnings
(loss) from continuing operations, before incometafor the three years ended December 31, 20@ivil

2001 2000 1999

(dollars in mill ions)
Computed Tax Benefit at Statutory Rate............ . e, $ 1,907 $ 526 $ 247
State INCOME TaAXES..oovvvciiiiiiiiiieieeeeeees - (1 ) 2
Coal DepIetioN....cccociiiiieiiiiieeeieeeeeee e 1 2 2
Goodwill AMOrtiZation.......ccccveeeiiiieeeenees e (13) a7 ) (12)
Taxes on Unutilized Losses of Foreign Operations... s (63) (35 ) 9)
Foreign TaX CreditS....cccveeeeieiiiiiiccccceee e - - (20)
Other i e (90) 1 )
Valuation AllOWANCE.......cccovvieveiiieeee e (1,742) (425 )
Income TaxX BeNefite.ccocviceviiiiiiieceees e $ - $ 49 $ 220

For federal income tax reporting purposes, the Gomhas approximately $1.8 billion of net operafiogs carryforwards, net of previous
carrybacks, available to offset future Federal bdex@ncome. The net operating loss carryforwardsrexin 2021 and are subject to
examination by the tax authorities.

The Internal Revenue Code contains provisions wimialy limit the net operating loss carryforwardsikade to be used in any given year
upon the occurrence of certain events, includiggiicant changes in ownership interests.

For federal income tax reporting purposes, the Gomhas approximately $19 million of alternativenmium tax credits available to offset
future regular federal income tax. The credits lbarcarried forward until fully utilized.

The components of the net deferred tax assetslifies) for the years ended December 31, 20012000 were as follows



20 01 2000

(dollars in
millions)
Deferred Tax Assets:
Net operating loss carryforwards ............... 613 $ 223
Compensation and related benefits ... 254 154
Investment in subsidiaries. .................... 2 1
Provision for estimated expenses 189 94
Investment in joint ventures. .................. 52 69
Asset bases - accumulated depreciation ......... , 109 -
Other. ...ooooviiiiiieee 45 12
Total Deferred Tax Assets. 2 264 563
Deferred Tax Liabilities:
Investments in securities....................... 9 18
Investments in joint ventures................... - 4
Asset bases-accumulated depreciation............ - 38
Coal sales.......ccccoocvvveiiiiiieneee, 32 32
Provision for estimated expenses................ - 12
Other.....coooiiiiiiiiiiiieeee e, 22 22
Total Deferred Tax LiabilitieS........cccccceeeee 63 126
Net Deferred Tax Assets before valuation allowance. e 2 201 437
Valuation Allowance Components:
Net Deferred TaX ASSEtS...cccocvvceeenniiccccs s (2 ,152) (410)
Stockholders' Equity (primarily tax benefit from option eXercisSes)........cocvvvvvreveeeennnn. (120) (92)
Net Deferred Tax Liabilities after VValuation Allowa NCE. ittt $ (71) $ (65)

The current net deferred tax assets at Decemb@0B1, and 2000 are zero and $15 million, respdgtiadter current valuation allowances of
($206) million and ($86) million and the non-curreleferred tax liabilities are ($71) million and@ million, respectively, after non-current
valuation allowance of ($2,066) million and ($4h6ijlion respectively.

(12) Stockholders' Equity

During August and December 2001, the Company isappdoximately 15.9 million shares, valued at agpnately $72 million, in exchange
for $194 million in convertible subordinated not€éhe Company recognized an extraordinary gainr &fi@saction costs and unamortized
debt issuance costs, of $117 million on these &etiens.

In February 2000, the Company raised $2.4 billafter underwriting discounts and offering expengesn an offering of 23 million shares
its common stock through an underwritten publiedffg. In March 1999, the Company raised $1.5dgilliafter underwriting discounts and
offering expenses, from the offering of 28.75 miflishares of its common stock through an undeemripublic offering. The net proceeds
from both offerings are beingused for working calpitapital expenditures, acquisitions and oth@ega corporate purposes in connection
with the implementation of the Company's busindas.|



Issuances of common stock, for sales, conversaptgn exercises and acquisitions for the threesyeaded December 31, 2001 are shown
below. The Level 3 Stock Plan permits option hatdertender shares to the Company to cover incaxestdue on option exercises.

December 31, 1998.......cccoovviviiiiiiiiiieeees s 307,874,706
Shares ISSUEd.......uvvvevvvieieeeeeeeeeeeeees s 28,750,000
Option and Shareworks Activity.......c........ . L 4,371,578
Shares Issued for Acquisition..................— L. 396,379
6% Convertible Notes Converted to Shares...... ... 4,064

December 31, 1999......ccccvvveeiviiiieeeeeieees i, 341,396,727
Shares ISSUed.......uuvvvevvveveeeeaieieeeees s 23,000,000
Option and Shareworks Activity.......c........ . L 3,202,760
6% Convertible Notes Converted to Shares...... ... 383

December 31, 2000.........cccovvvvivvvviieeneees s 367,599,870
Option and Shareworks Activity.......cc....... . L 1,245,093
Debt for Equity Exchanges........ccccoceeeeee. L 15,858,959

December 31, 2001......cccovviveeeviiiiieeeeeiees i, 384,703,922

(13) Industry and Geographic Data

SFAS No. 131 "Disclosures about Segments of anrfide 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, and coal ngniOther primarily includes the CPTC, equity inwesnts, and other corporate assets
overhead not 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@efise Company excludes noast
compensation due to its adoption of the expensmgrétion provisions of SFAS No. 123. EBITDA is coranty used in the communications
industry to analyze companies on the basis of dpgraerformance. EBITDA is not intended to repreésmash flow for the periods presented
and is not recognized under Generally Accepted Aoting Principles ("GAAP").

The information presented in the tables followingludes information for twelve months ended Decar3tie 2001, 2000 and 1999 for all
statement of operations and cash flow informati@sented, and as of December 31, 2001 and 20@0 foeilance sheet information
presented. Revenue and the related expensesrévatatt to countries based on where services andded.



Industry and geographic segment financial infororafbllows. Certain prior year information has beeaolassified to conform with the 2001
presentation.

Information Coal
Communic ations  Services Mining Other Total
(dollars in millions)
2001
Revenue:
North America $ 1,137 $ 110 $ 87 $ 25 $ 1,359
Europe......ccocccvveveiiiiiin, 161 13 - - 174
$ 1,298 $ 123 $ 87 $ 25 $ 1,533
EBITDA:
North America...........cccoeeueee.. $ (216) $ 4 $ 23 $ (7) $ (196)
Europe.....cccocccvvveveeeenininnn, (106) 2 - - (104)
$ (322) $ 6 $ 23 $ (7) $ (300)
Capital Expenditures:
North America..........ccceevereene $ 2,131 $ 17 $ 5 $ 1 $ 2,154
Europe......ccocccevveieiiiiinn, 171 - - - 171
$ 2,302 $ 17 $ 5 $ 1 $ 2,325
Depreciation and Amortization:
North America...........cccoeeueee.. $ 912 $ 15 $ 3 $ 6 $ 936
Europe.....cccocccvvveveiienininnn, 184 2 - - 186
$ 1,096 $ 17 $ 3 $ 6 $ 1,122
2000
Revenue:
North America...........cccoeeueee.. $ 744 $ 103 $ 190 $ 22 $ 1,059
Europe......ccocccvveieiiiiinn, 113 12 - - 125
$ 857 $ 115 $ 190 $ 22 $ 1,184
EBITDA:
North America $ (442) $ 2 $ 86 $ 7 $ (347)
Europe.....cccoccvvveveeiinininnn, (139) 4 - - (135)
$ (581) $ 6 $ 86 $ 7 $ (482)
Capital Expenditures:
North America.........ccocvruennene $ 4,625 $ 11 $ 2 $ - $ 4,638
Europe......ccocccvveieiiiiinn, 989 1 - 990
$ 5,614 $ 12 $ 2 $ - $ 5,628
Depreciation and Amortization:
North America...........cccoeeueee.. $ 436 $ 18 $ 5 $ 6 $ 465
Europe.....cccoccvvveveeeiiininn, 112 2 - - 114
$ 548 $ 20 $ 5 $ 6 $ 579
Information Coal
Communic ations Services Mining Other Total
(dollars in millions)
1999
Revenue:
North America..........ccceeveenene $ 145 $ 122 $ 207 $ 19 $ 493
Europe......ccoccceveieiiiiinn, 14 8 - - 22
$ 159 $ 130 $ 207 $ 19 $ 515
EBITDA:
North America...........cccoeeuee.. $ (391) $ 8 $ 81 $ 6 $ (296)
Europe.....cccocccvvveveeiiiininnn, (88) 1 - - 87)
$ (479) $ 9 $ 81 $ 6 $ (383)
Capital Expenditures:
North America $ 2 ,583 $ 12 $ 3 $ 1 $ 2,599
Europe......ccoccceveveiiiiinn, 786 - - - 786
$ 3 ,369 $ 12 $ 3 $ 1 $ 3,385




Depreciation and Amortization:

North America...........cc......... $ 176 $ 12 $ 5 $ 9 $ 202
Europe.....cccoccvvveveeeenininn, 24 2 - - 26
$ 200 $ 14 $ 5 $ 9 $ 228

Identifiable Assets
December 31, 2001

North America $5 ,547 $ 74 $ 303 $1,603 $7,527
Europe.....cccoccvvveveeienininnn, 1 , 763 5 - 37 1,805
Discontinued Asian Operations....... 74 - - - 74
$7 ,384 $ 79 $ 303 $1,640 $ 9,406
December 31, 2000
North America...........ccceeeueee.. $ 8 ,091 $ 78 $ 310 $4,009 $12,488
Europe 1 ,811 9 - 122 1,942
Discontinued Asian Operations....... 476 - - 13 489
$ 10 ,378 $ 87 $ 310 $4,144 $14,919
Long-Lived Assets
December 31, 2001
North America...........cccoeeueee.. $5 ,278 $ 50 $ 16 $ 228 $5,572
Europe......ccoocvveveiiiiinnn. 1 , 709 1 - - 1,710
Discontinued Asian Operations....... - - - - -
$6 ,987 $ 51 $ 16 $ 228 $ 7,282
December 31, 2000
North America..........cceevereene $7 ,548 $ 49 $ 15 $ 217 $7,829
Europe......ccocccvveiiiiiiiine 1 ,660 3 - - 1,663
Discontinued Asian Operations....... 382 - - - 382
$9 ,590 $ 52 $ 15 $ 217 $9,874

Product information for the Company's communicaieagment follows:

Reciprocal  Up-front Dark
Services Compensation Fiber Total
(dollars in millions)
Communications Revenue

2001
North America.......c..ccccveeeveeeveeennee. . $ 715 $ 134 $ 288 $ 1,137
EUrope......oeviiieiiiieiieees . 161 - - 161
$ 876 $ 134 $ 288 $ 1,298

2000
North America........cccceeeevcuveeeeeennneen. . $ 480 $ 55 $ 209 $ 744
EUrope.....cvevieieeieeeee e . 113 - - 113
$ 593 $ 55 $ 209 $ 857

1999
North America..........ccooveevveeecveeennne. . $ 86 $ 24 $ 35 $ 145
14 - - 14
$ 100 $ 24 $ 35 $ 159

The majority of North American revenue consistsedfvices and products delivered within the Uniteates. The majority of European
revenue consists of services and products delivweithdh the United Kingdom. Transoceanic revenualigcated equally between North
America and Europe as it represents services pedvigtween these two regio



In 1999, Commonwealth Edison Company, a coal migingiomer, accounted for 22% of total revenue.

The following information provides a reconciliatiohEBITDA to loss from continuing operations foietthree years ended December 31,

2001:

2001 2 000 1999

(dollars i n millions)
EBITDA .« oo e $ (300) $ ( 482) $(383)
Depreciation and Amortization EXPENSE............... e (1,122) ( 579) (228)
Non-Cash Compensation EXPENSE.......cccoccccveeveee e (314) ( 236) (125)
Non-Cash Impairment EXPENSE......cccccuvvvieeeneee e (3,245) - -

LOSS from Operations......cccccoecveeeeencees e (4,981) (1, 297) (736)

Other INCOME (EXPENSE)....cvvveeiiiiiiieeiiciees e 467) ( 159) 34
Income Tax Benefit.......cccovviiviiicies - 49 220
Loss from Continuing OPerations.........ccccceeeees e $(5,448) $ (1 ,407) $ (482)

(14) Commitments and Contingencies

In May 2001, a subsidiary of the Company was naased defendant in Bauer, et. al. v. Level 3 Comwgatiuns, LLC, et al., a purported
multi-state class action, filed in the U.S. Digti@ourt for the Southern District of lllinois anal 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 netwodspa or will pass. The complaint seeks damagesemmi¢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 the these cases that may be basohibar or different legal theories.
Although it is too early for the Company to reactoaclusion as to the ultimate outcome of thes®@st management believes that the
Company has substantial defenses to the claimstedse all of these actions (and any similar ckiwhich may be named in the future), and
intends to defend them vigorously.

The Company and its subsidiaries are parties toyrotrer legal proceedings. Management believesatmatesulting liabilities for these legal
proceedings, beyond amounts reserved, will not nadlieaffect the Company's financial conditionfute results of operations, or future cash
flows.

Operating Leases

The Company is leasing rights of way, communicatioapacity and premises under various operatirsgeahich, in addition to rental
payments, require payments for insurance, maintanaroperty taxes and other executory costs tktatthe lease. Certain leases provide
adjustments in lease cost based upon adjustmetite tonsumer price index and increases in thddeaid management costs. The lease
agreements have various expiration dates through.,



The Company has obligations under non-cancelal®eatipg leases for certain facilities and equipmEature minimum payments for the
next five years under these leases, including tidesgified in the restructuring analysis, consisthe following at December 31, 2001 (in
millions):

Rent expense under non-cancelable lease agreewasits79 million in 2001, $52 million in 2000 and7&3iillion in 1999.
(15) Related Party Transactions

Kiewit acted as the general contractor on sevégalfgcant projects for the Company in 2001, 200@ 4999. These projects include the
Phoenix Data Center, the U.S. intercity networktaie metropolitan networks and certain Gatewagssithe Company's corporate
headquarters and other office space in ColoradewKiprovided approximately $693 million, $1,764llioh, and $1,024 million of
construction services related to these projecii, 2000, and 1999 respectively. In 2001, Levies8ed warrants, valued at $32 million, in
lieu of cash for services related to constructibthe North American intercity network. It is arifiated that Kiewit will transfer a portion of
these warrants to Walter Scott, Jr. and WillianGewcock, directors of Level 3 and Kiewit, for cateration in 2002.

Level 3 also receives certain mine managementcasfrom Kiewit. The expense for these services$gamillion for 2001, $29 million for
2000, and $33 million for 1999, and is recordedetiing, general and administrative expenses.

In September 2000, the Company sold its entireestan Walnut Creek Mining Company to Kiewit fash of $37 million. The sale resulted
in a pre-tax gain of $21 million to the Company,iethis included in gain on sale of assets in thmagpanying consolidated statement of
operations.

RCN purchased less than $3 million, $2 million &idmillion of telecommunications services from @empany in 2001, 2000 and 1999,
respectively.

(16) Other Matters

On January 18, 2001, Level 3 announced that inrdoderovide the Company with additional flexibjliin funding its business plan, it filed a
"universal" shelf registration statement with trec@ities and Exchange Commission relating to $8l@n of common stock, preferred
stock, debt securities, warrants, stock purchaseeagents and depositary shares. The registratibensént, (declared effective by the
Securities and Exchange Commission on January(®ilL)2allows Level 3 to publicly offer these setigs from time to time at prices and
terms to be determined at the time of the offerifpen combined with the remaining availability unds previously existing effective
universal shelf registration statement, the avditglunder the registration statements allows Ue/& offer an aggregate of up to
approximately $3.2 billion of securities.

It is customary in Level 3's industries to use asi financial instruments in the normal courseudibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Ziccordance with specified terms and
conditions. As of December 31, 2001, Level 3 haidtanding letters of credit of approximately $47lior. The Company does not believe it
is practicable to estimate the fair value of thteehs of credit and does not believe exposuregs is likely nor materia



(17) Subsequent Events

On January 24, 2002 Level 3 completed the acquisiif the wholesale dial-up access business astbtsLeodUSA Incorporated (formerly
Splitrock Services) for approximately $50 milliangash consideration and the assumption of cesfa@nating liabilities related to that
business. The acquisition includes customer cotstrapproximately 350 POPs (Points of Presencepache U.S. and the related facilities,
equipment and underlying circuits. In addition, ffaeties entered into certain operating agreenmembling McLeodUSA to continue to
support its in-region customers. The acquisitioabdes Level 3 to provide managed modem servic B0astates with a coverage area that
includes 80 percent of the U.S. population, up f@¥rstates, and 57 percent of the U.S. population.

On February 8, 2002, Level 3 announced that Commaatitv Telephone had filed a registration stateméttit the Securities and Exchange
Commission relating to the sale of 2,750,000 sh@ress 412,500 additional shares subject to theeomdters' over-allotment option) of
Commonwealth Telephone common stock by a wholly-envsubsidiary of Level 3 Communications, Inc. Orréha8, 2002, Commonwealth
amended the filing to increase the number availfdsleale to 3,500,000 (plus 525,000 additionatstaubject to over-allotment options).
The 3.5 million shares represent approximately &2 gnt of Level 3's economic ownership in Commontiieeelephone and based on the
March 11, 2002 closing price of $39.83 per shamyld/result in approximately $139 million of grqz®ceeds to the Company.

On February 22, 2002, the Company paid David C. Mo€ a Director of the Company, $15 million fosHi0% interest in Level 3 Telecom
Holdings, Inc, the entity that holds the investnsedntRCN and Commonwealth Telephone.

From January 1, 2002 through March 13, 2002, L8ved retired approximately $195 million face amaafrdebt securities, by issuing 7.4
million shares, valued at $32 million and througével 3 Finance, LLC using approximately $34 millafcash. Level 3 expects to recognize
an extraordinary gain of approximately $130 milliafter transaction and debt issuance costs, fh@settransactions in the first quarter of
2002.

On March 6, 2002, the Company completed the refimgnof the Lehman Commercial Mortgage. The terfrith® agreement with iStar
Financial Group include:

reducing the outstanding loan amount to $60 milttmough repayment, releasing the restrictions®hillion securities held in escrow and
increasing the borrowing rate to 650 basis points & IBOR.

On March 9, 2002, legislation was enacted thateviible the Company to carry its taxable net opgy#sses back five years. As a result,
the Company expects to receive a Federal incomeefard of approximately $120 million after it féts 2001 Federal income tax return
carrying back the taxable loss to 1996. This bémefi be reflected in the first quarter 2002 fircdal statements in accordance with SFAS No.
109 "Accounting for Income Taxes".

On March 13, 2002, the Company acquired privateld ICorpSoft, Inc. ("CorpSoft"), a major distribttanarketer and reseller of business
software. Level 3 paid approximately $89 millioncash and assumed approximately $31 million irdebt to acquire CorpSoft. CorpSoft
generated approximately $1.1 billion in revenu2001 and had EBITDA of approximately $18 millioxckiding stock-based compensation,
one-time restructuring charges and other non-reemployee costs. Level 3 expects the acquisitifirenable its information services
business to leverage CorpSoft's customer basegdwiole presence and relationships to expand itdgdiarof services. The Company belie
that communications price performance will imprawere rapidly than computing and data storage grézérmance. As a result, companies
will, over time seek to gain information technologyerating efficiency by acquiring software funatidity and data storage capability as
commercial services purchased and then deliveredlmoadband networks such as the Level 3 netviorkddition, Level 3 expects to utili;
its network infrastructure to facilitate the depimgnt of software to CorpSoft's customers. Revetibatable to CorpSoft subsequent to the
acquisition date, will be included in Minimum Teten Revenue as defined in the Senior Secured Cradility.

As a result of this transaction, the Company belkeit will remain in compliance with the terms arwhditions of the Senior Secured Credit
Facility until the second half of 2003. The Compargxpectation assumes that it ta



no other actions, its sales levels do not impragohd those experienced during the second hal®@1 2and disconnects and cancellations
trend down during the second half of 2002 in acancg with the Company's customer credit analysis.

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 agreement.

(18) Unaudited Quarterly Financial Data

March June September December
2001 2000 2001 2000 2001 2000 2001 2000
(in millions except per share data)
Revenue . $448 $ 17 $387 $234 $372 $341 $ 326 $ 432
Loss from Operations...........ccccccecveneennen. (413) (272) (572) (298) (396) (308) (3,600) (419)
Net LOSS....ccovereiiienieiee e (535) (271) (731) (281) (437) (351) (3,275) (552)
Loss per Share (Basic and Diluted):
Net Loss from Continuing Operations.......... $(1.41) $(.76) $(1.92) $(.74) $(1.35) $(.92) $(9.70) $(1.44)
Discontinued Operations...................... (.04) (.01) (.07) (.03) (.07) (.04) (1.40) (.06)
Extraordinary Gain on Debt Extinguishment.... - - - - .25 - 2.56 -
Net LOSS....cccvrriirinienresieenieeens $(1.45) $(.77) $(1.99) $(.77) $(1.17) $(.96) $(8.54) $(1.50)

Loss per share was calculated for each three-nperibd on a stand-alone basis. As a result of dtaeisactions during the periods, the sum
of the loss per share for the four quarters of ga&en may not equal the loss per share for thevewalonth periods.

In the fourth quarter of 2001, the Company deteedithat, due to the continuing economic slowdowsh @ntinued over-capacity in certain
areas of the telecommunications industry, the eg@chfuture undiscounted cash flows attributablesttain assets would not exceed the

current carrying value of the assets. The Compidugyefore, recorded an impairment charge of $3lito reflect the difference between
the estimated fair value of the assets and theienticarrying value.

As described in Note 3, the Company sold its Asg@communication operations to Reach Ltd. in JgnR@02. In accordance with SFAS
No. 144, the Company classified these assets d-for-sale and accordingly reclassified the losdt#batable to the Asian operations to
Discontinued Operations. In the fourth quarter@®, the Company recognized a loss of $516 millithin discontinued operations, equal
to the difference between the carrying value ofAk&n operations and its estimated fair value.

The Company repurchased approximately $1.8 bilhibits long-term debt using cash and equity in 200#e Company recognized
extraordinary gains of approximately $93 milliordeB881 million on these transactions in the thind #éourth quarters of 2001, respective



Exhibit 10.4
SHARE PURCHASE AGREEMENT

This Share Purchase Agreement (the "Agreemenéitisred into as of the 21st day of February, 2B8Ryeen Level 3 Holdings, Inc., a
Delaware corporation ("Buyer"), and David C. McQoUseller").

BACKGROUND

Seller owns 84.21216 shares of Common Stock, dae&a01 per share (the "Shares") of Level 3 Tetettoldings, Inc., which Shares are
subject to a shareholder agreement, dated as efllyrl 993, between Seller and a predecessor Buyer, relative to an investment in C-
TEC Corporation (together with any amendments tbhetke "Shareholder Agreement");

Buyer desires to purchase the Shares from SefidrSaller desires to sell the Shares to Buyer, tippierms and subject to the conditions set
forth herein.

Buyer and Seller further desire to terminate thar&holder Agreement, and any obligations relateceto, by either party, upon the terms
subject to the conditions set forth herein.

NOW, THEREFORE, in consideration of the foregoimgl the mutual promises contained herein and inbgnii be legally bound hereby,
parties hereto agree as follows:

1. Purchase and Sale of Shares. Upon the bagdie oépresentations and warranties herein contaametithe other terms of this Agreement,
Buyer agrees to purchase the Shares from SellérSaler agrees to sell, transfer, assign and elelhe Shares to Buyer, free and clear of any
liens security interests, encumbrances, claimiilili@s, restrictions and third party right ("List). The purchase price for the Shares shall be
$15,000,000 ("Purchase Price"). The closing ofpilnehase and sale of the Shares (the "Closing!) tsh@ place on February 22, 2002, (or

on such other date as the parties may otherwisepgt such location as the parties shall agrethedClosing (i) Seller shall deliver to Buyer
a certificate for the Shares duly endorsed or apeoned by stock powers duly endorsed in blank, aith required transfer tax stamps affi
thereto and (ii) Buyer shall deliver to Seller fierchase Price in immediately available funds bngwiansfer to an account of Seller with a
bank designated by Seller, by notice to Buyer latetr than two business days prior to the datb®iQlosing (or if not so designated, then by
certified or official bank check payable in immeeig available funds to the order of Seller in saamount).



2. Shareholders Agreement. As further considerdtothe transactions contemplated in this Agreemtée Shareholder Agreement, and any
and all obligations related thereto, by either &adr Buyer, are hereby cancelled and terminatedl iespects and are deemed null, void, and
of no effect whatsoever.

3. Release. As further consideration for the tratisa contemplated in this Agreement, each of #digs hereby releases, relieves, waives
and forever discharges the other party and itsidigbes, parent, and affiliated companies andrtrespective shareholders, officers, direct
employees, agents, successors and assigns froandrall claims, demands, actions, damages, ligsiliand causes of action, whether kn
or unknown, which such party may have had, maygmégshave, or in the future may have or choodeatee that directly or indirectly relate
to or arise out of the Shareholder Agreement @tedio or arise out of Seller's investment or owsimigrin the Shares.

4. Representations and Warranties of Seller. Se#legby represents and warrants to Buyer as follows
(a) Seller has full power, capacity and right te@xe and deliver this Agreement and to perfornohlgations hereunder.

(b) This Agreement has been duly executed andetelid/by Seller and constitutes the valid and bipdigreement of Seller enforceable
against Seller in accordance with its terms, exasguch enforceability may be limited by bankrypiesolvency, reorganization, moratori
and other similar laws relating to creditors rightgyeneral principles of equity.

(c) Seller is the record and beneficial owner ef 8hares free and clear of any Liens. At the Ctpsaeller will transfer and deliver to Buyer
good and valid title to the Shares free and cléang Lien.

(d) No approval, authorization, consent or filisgeéquired by the Seller in connection with theceien, delivery and performance of this
Agreement by Seller, except as may be requiredrnthéeSecurities Exchange Act of 1934.

(e) The execution, delivery and performance of fuseement by Seller does not contravene or canflith any material agreement, contract
or other instrument, or any law, rule, regulatiorder or decree, binding upon or applicable toSkber.



5. Representations and Warranties of Buyer. Bugezlly represents and warrants to Seller as follows:
(a) Buyer has full power, capacity, authority aight to execute and deliver this Agreement andetdgom its obligations hereunder.

(b) This Agreement has been duly authorized byedessary action and constitutes the valid andrigralyreement of Buyer enforceable
against Buyer in accordance with its terms, exaspuch enforceability may be limited by bankruptegolvency, reorganization,
moratorium and other similar laws relating to ctedi rights or by general principles of equity.

(c) No approval, authorization, consent or filisg@quired in connection with the execution, deinend performance of this Agreement by
Buyer, except as may be required under the Sessifiitkchange Act of 1934, as amended.

(d) The execution, delivery and performance of fgseement by Buyer does not contravene or conflitht the articles of incorporation or
bylaws of Buyer or with any material agreement,tat or other instrument, or any law, rule, regjola order or decree, binding upon or
applicable to Buyer.

6. Miscellaneous.

(a) The parties agree to cooperate with each athexecuting and delivering all further documergsessary to effect the purchase and sale o
the Shares, and both parties agree to cooperdidtveitother for purposes of effecting the othemteof this Agreement.

(b) All representations, warranties, covenants, @lajations in this Agreement will survive the €ilng.

(c) Any provision of this Agreement may be amendedaived, if, but only if, such amendment or waiigein writing and is signed by both
parties hereto.

(d) This Agreement shall be binding upon and irtorthe benefit of each of the parties and theipeetve heirs, administrators, successors,
assigns and legal representatives.

(e) This Agreement shall be construed in accordatteand governed by the laws of the State of N@k, without regard to the conflicts
law rules of such state (other than Secti-104 of the Gener:



Obligations Law of the State of New York).

(f) The parties agree that the terms of this Agreetmand the discussion relating to this Agreemametand shall remain confidential as
between the parties, unless and to the extentodisia is required by law, or to secure advice feolegal or tax advisor.

(g) This Agreement contains the entire agreemetit@parties hereto with respect to the purchaskeoEhares and the other transactions
contemplated herein, and supersedes all prior stadadings and agreements of the parties with réspéice subject matters hereof.

(h) This Agreement may be executed in countergat$ of which shall be an original with the sanfecatfas if the signatures thereto and
hereto were upon the same instrument. No provisidhis Agreement is intended to confer upon amg&e other than the parties hereto any
rights or remedies hereunder.

(i) If any term, provision, covenant or restrictiohthis Agreement is held by a court of compejerisdiction or other authority to be invalid,
void or unenforceable, the remainder of the tepmsyisions, covenants and restrictions of this &grent shall remain in full force and effect
and shall in no way be affected, impaired or irdatied so long as the economic or legal substantteedfansactions contemplated hereby is
not affected in any manner materially adverse toparty. Upon such a determination, the partied slegotiate in good faith to modify this
Agreement so as to effect the original intent &f plarties as closely as possible in an acceptadfmen in order that the transactions
contemplated hereby be consummated as originattecaplated to the fullest extent possible.

() All notices, requests, consents and other comoations required or permitted hereunder shalhberiting and shall be hand delivered or
mailed postage prepaid by registered or certifi@dl or transmitted by facsimile transmission (withmediate telephonic confirmation
thereafter),

(1) If to the Seller, to:

David C. McCourt c/o RCN Corporation 105 Carnegentér Princeton, NY 085-6215 Facsimile No.: (609) 9-8632



with a copy to:

Skadden, Arps, Slate, Meagher & Flom LLP Four TirBgsare New York, NY 10036-6522 Attention: MatthAwRosen and Howard L.
Ellin Facsimile No.: (212) 735-2000

or (2) If to the Buyer, to:

Level 3 Holdings, Inc.
1025 Eldorado Boulevard
Broomfield, CO 80021
Attention: General Counsel
Facsimile No. (720) 888-5127

with a copy to:

Level 3 Communications, Inc.
1025 Eldorado Boulevard
Broomfield, CO 80021
Attention: General Counsel
Facsimile No. (720) 888-5127

Or at such other address as the Buyer or Sellér may specify by written notice to the others, aadh such notice, request, consent and
other communication shall for all purposes of thgéement be treated as being effective or havieg lggven when delivered if delivered
personally, upon receipt of facsimile confirmatibtransmitted by facsimile, or, if sent by mait,the earlier of its receipt of 72 hours after
same has been deposited in a regularly maintagmptacle for the deposit of United States madyessed and postage prepaid as aforesaid

IN WITNESS WHEREOF, each of the undersigned hag dxécuted, or caused its authorized officer ty @xlecute, this Agreement as of
the date first set forth above.

DAVID C. McCOURT

/sl David C. McCourt
Level 3 Holdings, Inc.
By:  /s/ Thomas C. Stortz

Name: Thomas C. Stortz
Title: Vice President
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LEVEL 3 COMMUNICATIONS, INC.

and

WILLIAM L. GREWCOCK

Warrant Agreement

Dated as of March 11, 2002




WARRANT AGREEMENT (the "Agreement"), dated as of idia 11, 2002, between Level 3 Communications, l©glaware corporation
(the "Company"), and William L. Grewcock (the "Phaser").

The Company proposes to issue Common Stock PurdMasants, as hereinafter described (the "Warrgris'purchase up to an aggregate
1,514,840 shares of its Common Stock, par valugé §ed share (the "Common Stock") (the shares oflf@omStock issuable on exercise of
the Warrants being referred to herein as the "WiaiSaares"). The Warrants will be issued in a sirsgries.

In consideration of the foregoing and for the psof defining the terms and provisions of the \Aatis and the respective rights and
obligations thereunder of the Company and the tegid owners of the Warrants (the "Holders"), tlhenBany and the Purchaser hereby
agree as follows:

SECTION 1. Issuance of Warrants. Concurrently whthexecution and delivery of this Agreement, tlen@any is issuing and delivering to
the Purchaser Warrants to purchase 1,514,840 W hames.

SECTION 2. Transferability and Form of Warrant.

2.1 Registration. The Warrants shall be numberedshall be registered on the books of the Comparihey are issued. The Company shall
be entitled to treat the Holder of any Warrantresdwner in fact thereof for all purposes and shatlbe bound to recognize any equitable or
other claim or interest in such Warrant on the p&aeny other person, and shall not be liable for eegistration of transfer of any Warrants
which are registered or to be registered in theenafra fiduciary or the nominee of a fiduciary ledenade with the actual knowledge that a
fiduciary or nominee is committing a breach of tinsrequesting such registration of transfer, @dhwuch actual knowledge of such facts
its participation therein amounts to intentionaheersion. The Warrants shall initially be registene the name of the Purchaser.

2.2 Form of Warrant. The text of the Warrant anthef Purchase Form shall be substantially in thm feet forth in Exhibit A attached hereto.
The price per Warrant Share and the number of WaBhares issuable upon exercise of each Warrarsudiject to adjustment upon the
occurrence of certain events, all as hereinafteviged. The Warrants shall be executed on behdalefCompany by its Chairman of the
Board, Chief Executive Officer, President or oné®Executive or Group Vice Presidents, undecaporate seal reproduced thereon atte
by its Secretary or Assistant Secretary. The sigeaif any such officers on the Warrants may beuabor facsimile



Warrants bearing the signatures of individuals wieoe at any time the proper officers of the Compsimall bind the Company,
notwithstanding that such individuals or any on¢heim shall have ceased to hold such offices poitine delivery of such Warrants.

SECTION 3. Term of Warrants; Exercise of Warrants.

3.1 Term of Warrants. Subject to the terms of &gseement, the Holder shall have the right, whichyrhe exercised at any time and from
time to time, to purchase from the Company the remalb fully paid and nonassessable Warrant Shahishvthe Holder may at the time be
entitled to purchase upon exercise of such Warrant.

3.2 Vesting. The Warrants shall be vested as ofl#tte of this Agreement. Each Warrant shall expir&00 p.m., New York City time, on
June 30, 2009 (the "Expiration Date").

3.3 Exercise of Warrants. Subject to the provisioiiSection 3.4 hereof, a Warrant that is exerdesahder this Agreement may be exercised
upon surrender to the Company at its principakeffif the certificate or certificates evidencing Warrant or Warrants to be exercised,
together with the Purchase Form on the reverseadfeluly filled in and signed, which signaturer(dt the Purchaser) shall be guaranteed
bank or trust company or a broker or dealer whéch inember of the National Association of Secwibdealers, Inc., and upon payment to
Company of the Warrant Price as defined in andrdeted in accordance with the provisions of Sectidrereof for the number of Warrant
Shares in respect of which such Warrants are tRertised (the "Exercise Amount"). Payment of thef€ise Amount shall be made (i) by
payment to the Company in cash, by certified oic@f bank check, or by wire transfer of the ExeecAmount, (ii) by surrender to the
Company for cancellation of securities (which maglide Warrant Shares received in respect of suairafits being exercised) of the
Company having a Market Price (as hereinafter édfiron the date of exercise equal to the Exerciseunt; or

(iii) by a combination of the methods describedlauses (i) and (i) above, in each case at thiewpf the Holder. For purposes hereof, the
term "Market Price" shall mean (1) the averagéhefdaily closing price of a share of Common Stacktber securities of the Company, as
the case may be, for the 15 consecutive trading gesceding the date the Warrant is presentedk&rcise on the principal national securi
exchange on which the Common Stock, or securitiedisted or admitted to trading or, (2) if nottéid or admitted to trading on any national
securities exchange, the average of the reportedra asked prices during such 15 trading day génithe over-the-counter market as
furnished by the National Quotation Bureau, Inc, jfesuch firm is not then engaged in the busirafsgporting such prices, as furnished by
any member of the National Association of Secwsifdealers, Inc. selected by the Company or, (B)efCommon Stock or securities are not
publicly traded, the Market Price for such day Ebalthe fair market value thereof determined jgiby the Company and the Holder;
provided, however, that if pursuant to this subsa(B) such parties are unable to reach agreenitim & reasonable period of time, the
Market Price shall be determined in good faith iy independent investment banking firm selectettljoby the Company and the Holder or,
if that selection cannot be made within 15 daysamyndependent investment banking firm selectethbyAmerican Arbitration Association
in accordance with its rule



Subject to Section 3.4 and Section 4 hereof, uperstirrender of a Warrant that is exercisable uthdeAgreement and payment of the
Warrant Price as aforesaid, the Company shall dauise issued and delivered with all reasonableadch (but in not event later than (i) 5
business days after payment is received if payiisentde in immediately available funds or by theesnuder of securities and (i) 10 business
days after payment is received if payment is nadenia immediately available funds or by the sureenaf securities) to or upon the written
order of the Holder and in such name or nameseabithder may designate, a certificate or certifisgor the number of full Warrant Shares
so purchased upon the exercise of such Warramggsthter with cash, as provided in Section 8 heiiaagspect of any fractional Warrant
Shares otherwise issuable upon such surrendegriiitied by applicable law, to the extent that\tiarrant Price consideration consists so

of securities (which may include Warrant Sharegitext in respect of such Warrants being exerciséthie Company, the Warrant Shares so
acquired (together with the related certificateentificates) shall be deemed to have been acqasexd the date hereof. The rights of purc
represented by the Warrants shall be exercisabibe alection of the Holders thereof, either ith éw from time to time in part and, in the
event that a certificate evidencing Warrants ig@ged in respect of less than all of the Warrdrar8s purchasable on exercise at any time
prior to the date of expiration of the Warrant® @ompany shall, at the time of delivery of thetifieate or certificates representing Warrant
Shares, deliver to the Holder a new Warrant evithgnthe rights to purchase the remaining Warramtr&$ which new Warrant shall in all
other respects be identical to this Warrant.

3.4 Cash in Lieu of Shares Upon Exercise of Wastditior to the exercise of any Warrants, the Hosthall give notice to the Company that
such Holder intends to exercise all or a portiothefWarrants. Following such notice, the Compdmallshave the right, exercisable at its sole
election, by giving notice to the Holder of suchation within 10 business days of such notice ap o the Holder, in lieu of the issuance of
the Warrant Shares which otherwise would be issyeth such exercise, and payment of the Warrang Peiating thereto, an amount equz
the product of (x) 99.8% of the difference betw#damWarrant Price and the current market pricdqh@f@ommon Stock on the date prior to
date on which the notice of exercise is given (cheiteed as provided in

Section 7.2(f)) (the "Spread") and (y) the numifestamres which would have been issued upon exeo€ite Warrants had the Company not
made the election set forth herein. In the event@bmpany notifies the Holder that it does notridtéo exercise its right to pay the Spread
fails to notify the Holder of its intent within skd 0 business day period), the Holder will havel&gs to obtain the funds necessary to act
the shares of Common Stock pursuant to the Wareamtéor exercise the registration rights provide&xhibit B. If the Holder fails to obtain
the funds necessary to acquire the Common Stodknnstich 60 days, the requirement to provide thee® contemplated by this

Section 3.4 shall once again be applicable. IHbkler exercises the Holder's registration rigtite,Holder need not pay for the Warrant
Shares until such registration shall become effecind the issuance of shares of Common Stock g@uirsliereto shall have been
consummated. The Company shall take all actionsssary to cause the certificates representing tugamt Shares to be issued upon
exercise of such Warrants to be issued to the Heldenptly following the payment of the Warrantderiby the Holder.

3.5 Split Up, Combination and Exchange of Warraaittificates. At or prior to the Expiration DateigWarrant, with or without other
Warrants, may be split up, combined



exchanged for an other Warrant or Warrants, emgitthe Holder to purchase a like number of Warg&rdres as such surrendered Warrant or
Warrants then entitled such Holder to purchase. lAalgler desiring to split up, combine or exchartge Warrant shall make such request in
writing delivered to the Company, and shall surerttie Warrant or Warrants to be split up, combioeexchanged to the Company.
Thereupon the Company shall within a reasonablegef time sign and deliver to such Holder a Watmar Warrants, as the case may be, as
so requested containing such legends as are rdduirthis Agreement and applicable law.

3.6 Registration Rights. The Purchaser and theeislghall have registration rights as set fortBxhibit B hereto with respect to the Warrant
Shares.

SECTION 4. Payment of Taxes. The Company will phg@umentary stamp taxes, if any, attributabléh®initial issuance of Warrant
Shares upon the exercise of Warrants; providedeliewy that the Company shall not be required togrgytax or taxes which may be paye
in respect of any transfer involved in the issudealivery of any Warrant or certificates for Warr&mhares in a name other than that of the
Holder of such Warrants.

SECTION 5. Mutilated or Missing Warrants. In casg af the certificates evidencing the Warrants Idb@lmutilated, lost, stolen or
destroyed, the Company will issue and deliver ichexge and substitution for and upon cancellatidhemutilated Warrant certificate, or in
lieu of and substitution for the Warrant certifieddst, stolen or destroyed, a new Warrant ceati@of like tenor and representing an
equivalent right or interest, but only upon receipevidence reasonably satisfactory to the Compmdirsyich loss, theft or destruction of such
Warrant and an indemnity or bond, if requestedy eéasonably satisfactory to it. An applicant focls a substitute Warrant certificate shall
also comply with such other reasonable regulatéontspay such other reasonable charges as the Cgmaanprescribe.

SECTION 6. Reservation of Warrant Shares; PurchadeCancellation of Warrants.

6.1 Reservation of Warrant Shares. There have tesemved, and the Company shall at all times kesgrved, out of its authorized Common
Stock, a number of shares of Common Stock suffideprovide for the exercise of the rights of fhase represented by the outstanding
Warrants. The transfer agent for the Common Stockewvery subsequent transfer agent for any shatbe €ompany's capital stock issuable
upon the exercise of any of the rights of purctedseesaid will be irrevocably authorized and diegkcat all times to reserve such number of
authorized shares as shall be required for sughoger The Company will keep a copy of this Agreetoerfile with the transfer agent for the
Common Stock and with every subsequent transfartdgeany shares of the Company's capital staskable upon the exercise of the rights
of purchase represented by the Warrants. The Compay requisition from time to time from such triersagent the stock certificates
required to honor outstanding Warrants upon exeittisreof in accordance with the terms of this &grent. The Company will supply such
transfer agent with duly executed stock certifisdte such purposes and will provide or otherwiskenavailable any cash which may be
payable as provided in Section 8 hereof. The Compalhfurnish such transfer agent a copy of altines of adjustments and certificates
related thereto. All Warrants surrendered in thereige of the rights thereby evidenced shall beelad.



6.2 Purchase of Warrants by the Company. In additidts rights contained in this Agreement, thenany may, except as limited by
applicable law, other agreements or herein, wighdbnsent of the Holder, purchase or otherwiseiez§arrants at such times, in such
manner and for such consideration as the Compashgach Holder may deem appropriate.

6.3 Cancellation of Warrants. In the event the Camypshall purchase or otherwise acquire Warranésceértificates evidencing the same ¢
thereupon be canceled and retired. The Companycaradel any Warrant certificate surrendered fahexge, substitution, transfer or
exercise in whole or in part.

SECTION 7. Warrant Price.

7.1 Unadjusted Warrant Price. The initial pricevatch Warrant Shares shall be purchasable uportiseenf Warrants shall be $8.00 per
share, subject to adjustment pursuant to Sectighthiough 7.5 hereof (the "Warrant Price").

7.2 Adjustments. The number and kind of securfti@shasable upon the exercise of each Warrantrend/arrant Price shall be subject to
adjustment as follows:

(a) Stock dividends, splits, etc. In case the Camshall at any time or from time to time after thate of this Agreement (i) declare or pay a
dividend on any of its shares of Common Stock okeredistribution to all holders of shares of Comn$tock in shares of Common Stock
(or a series thereof), (ii) subdivide its outstagdshares of Common Stock into a greater numbsgharfes, (iii) combine its outstanding shares
of Common Stock into a smaller number of shareSafimon Stock or (iv) issue by reclassificationtefshares of Common Stock other
securities of the Company (including any such isifecation in connection with a consolidation oenger in which the Company is the
continuing company), the number of shares purchasgion exercise of each Warrant immediately ghiereto shall be adjusted so that the
Holder shall be entitled to receive solely the kamdi number of shares or other securities of thagamy that it would have owned or have
been entitled to receive after the happening ofariie events described above had such Warrantdsemcised immediately prior to the
happening of such event or any record date witheetsthereto. An adjustment made pursuant to tniagraph

(a) shall become effective immediately after tHe@fve date of such event, retroactive to the rédate, if any, for such event.

(b) Distribution of rights or warrants. In case tbempany shall fix a record date for the issuarfaggbts or warrants to all holders of
Common Stock (other than pursuant to the RighteAgrent, dated as of May 29, 1998, between the Quyrgoad Norwest Bank Minnesota,
N.A., (now known as Wells Fargo Bank Minnesota, Nl&s rights agent, or any successor agreemetitjingnthem to subscribe for ¢
purchase shares of Common Stock at a price pee ¢bahaving a conversion price per share) thiawer on the date of issuance thereof 1
the then current market price per share of ComniookSas defined in paragraph (f) below), the nundieshares thereafter purchasable L
the exercise of each Warrant (at the price detexthin accordance with paragraph (j) hereof) shalliétermined by multiplying the number
of shares theretofore purchasable upon exercisadaf Warrant by a fraction, of which 1



numerator shall be the number of shares of Comnmack®utstanding on the date of issuance of sugitgior warrants plus the number of
additional shares of Common Stock offered for stipton or purchase (or into which the convertibéxurities so offered are initially
convertible), and of which the denominator shalthenumber of shares of Common Stock outstandintp® date of issuance of such rights
or warrants plus the number of shares that theeaigge offering price of the total number of shaxfe€ommon Stock so offered (or the
aggregate initial conversion price of the convéetiecurities so offered) would purchase at the therent market price per share of Comi
Stock. Such adjustment shall become effective imately after the date such rights or warrants ssaed, retroactive to the record date for
the determination of stockholders entitled to reeeiuch rights or warrants.

(c) Distributions of assets. In the event the Camypshall fix a record date for the distributionaibholders of its shares of Common Stock (i)
evidences of its indebtedness, (ii) securitiesdiothan Common Stock or rights or warrants of yipe tdescribed in Section 7.2(a) or (b)) or
(iii) assets (including extraordinary cash dividenblut excluding regular distributions, includireshb dividends, paid in the ordinary course),
then in each case the Warrant Price shall be agjusta price determined by multiplying the WarrBrite in effect immediately prior to such
distribution by a fraction, of which the numerastiall be the then current market price per sha@omfimon Stock (as defined in paragrap
below) on the date of such distribution, less tientfair value (as determined in good faith byBleard of Directors of the Company, whose
determination shall be conclusive and set forth @ertified resolution of the Board of Director§}lee portion of the assets or the securities or
the evidences of indebtedness so distributed agipédo one share of Common Stock, and of whichddmminator shall be the then current
market price per share of Common Stock. Such adprst shall be made whenever any such distribuianade, and shall become effective
on the date of distribution, retroactive to theorelcdate for the determination of stockholderstlettito receive such distribution.

(d) Issuance of Common Stock. In case the Complaaly issue shares of Common Stock (excluding shiase®d (i) in any of the
transactions described in paragraph (a) herepfjgion conversion or exchange of securities coiblerinto or exchangeable for Common
Stock, including the Warrants, (iii) to the Compammployees under bona fide employee benefit @dopted by the Company, (iv) upon
exercise of rights or warrants issued to the hsldéiICommon Stock, but only if at the time of sisduance the current market price of the
Common Stock is greater than or equal to the WaR&ne, (v) issued to acquire, or in connectiothwiie acquisition of, all or any portion of
a business as a going concern, whether such atiguishall be effected by purchase of assets, exgghaf securities, merger, consolidatiol
otherwise, (vi) upon exercise of rights or warrdassied in a firm commitment public offering, wah initial exercise price at least equal to
the current market price at the date of issuangeigiin a firm commitment public offering), for eonsideration per share of Common Stock
less than the current market price per share ofrf@@mStock (as defined in paragraph (f) hereof)hendate the Company fixes the offering
price of such additional shares, the Warrant Psfwl be adjusted immediately prior thereto by iplying the Warrant Price in effect
immediately prior to such issuance by a fract



of which the numerator shall be the total numbestares of Common Stock outstanding immediatelyr pa the issuance of such additional
shares plus the number of shares of Common Stoathwihe aggregate consideration received (detemraseprovided in paragraph (g)
hereof) for the issuance of such additional shaadd purchase at the then current market pricespare of Common Stock, and of which
denominator shall be the number of shares of Com&tock outstanding immediately after the issuaricioh additional shares. Such
adjustment shall be made successively wheneveraugsuance is made.

(e) Issuance of convertible securities. In caseCthipany shall issue any securities convertible antexchangeable for Common Stock
(excluding securities issued in transactions dbedrin paragraphs

(a)(iv), (b) and (c) hereof) for a consideratiom gleare of Common Stock initially deliverable ugmmversion or exchange of such securities
(determined as provided in paragraph (g) heres§ than the current market price per share of Camtock (as defined in paragraph (f)
hereof) in effect immediately prior to the issuan€such securities, the Warrant Price shall bestdfd immediately thereafter so that it shall
equal the price determined by multiplying the Watfrice in effect immediately prior thereto byraction, of which the numerator shall be
the number of shares of Common Stock outstandimgediately prior to the issuance of such securjilas the number of shares of Common
Stock which the aggregate consideration receivete(thined as provided in paragraph (g) hereofytimh securities would purchase at the
current market price per share of Common Stock,cdinehich the denominator shall be the number afss of Common Stock outstanding
immediately prior to such issuance plus the maxinmumber of shares of Common Stock deliverable womversion of or in exchange for
such securities at the initial conversion or excgfeaprice or rate. Such adjustment shall be madeessively whenever such an issuance is
made.

Upon the termination of the right to convert or lexege such securities, the Warrant Price shakadjusted to such Warrant Price as would
have been obtained had the adjustments made upadsstiance of such convertible or exchangeableaitestbeen made upon the basis of
delivery of only the number of shares of CommorcEtactually delivered upon conversion or excharfgaioh securities and upon the basis
of the consideration actually received by the Comyp@etermined as provided in paragraph (g) hefeofjuch securities. Such a
readjustment shall not affect the number of shissesed upon the exercise of any Warrants pridnéadiate the readjustment is made.

(f) Definition of market price. For the purposeasfy computation under paragraphs (b), (c), (d)(@hof this Section 7.2 and for the purpose
of Section 3.4 hereof, the current market pricegi@re of Common Stock at any date shall be de¢onleel the average of the daily closing
price per share for the 10 consecutive trading daysmencing 20 trading days before such date. Tdséng price for each day shall be the
last sale price or, in case no such sale takee plasuch day, the average of the highest repbiteand lowest reported asked prices as
furnished by the National Association of Securifiesalers Inc. through Nasdag or a similar orgaitraf Nasdaq is no longer reporting such
information. If on any such trading day shares ofrffthon



Stock are not quoted by any such organizationfaineralue of such shares on such day, as detethimgood faith by the Board of Directors
of the Company, shall be used.

(9) Valuation of consideration. For purposes of aognputation respecting consideration receivedyamtsto paragraphs (d) and (e) hereof,
the following shall apply:

() in the case of the issuance of shares of Com&toonk for cash, the consideration shall be thewarhof such cash, provided that in no case
shall any deductions be made for any commissidasodnts or other expenses incurred by the Comfargny underwriting of the issue or
otherwise in connection therewith;

(i) in the case of the issuance of shares of ComBtock for a consideration in whole or in partestthan cash, the consideration other than
cash shall be deemed to be the fair market vakredii as determined in good faith by the Board ioé®ors of the Company (irrespective of
the accounting treatment thereof), whose determoinahall be conclusive and described in a cedifesolution; and

(iii) in the case of the issuance of securitiesvestible into or exchangeable for shares of Comi@tutk, the aggregate consideration rece
therefor shall be deemed to be the consideratiogived by the Company for the issuance of suchréisuplus the additional minimum
consideration, if any, to be received by the Congpgwon the conversion or exchange thereof (theideretion in each case to be determined
in the same manner as provided in clauses (i) g§naf this paragraph (g)).

(h) Definition of shares of Common Stock. For thegmses of this

Section 7.2, the term "shares of Common Stock'l shedn (i) the class of stock designated as therBmmStock of the Company at the date
of this Agreement or (ii) any other class of stoe&ulting from changes or reclassifications of ssizres consisting solely of changes in par
value, or from par value to no par value, or froonpar value to par value. In the event that attang, as a result of an adjustment made
pursuant to paragraph (a) above, the Holders bhatime entitled to purchase any shares of the Qoygther than shares of Common Stc
thereafter the number of such other shares so asatite upon exercise of each Warrant and the Warare of such shares shall be subject
to adjustment from time to time in a manner andesms as nearly equivalent as practicable to theigions with respect to the Warrant
Shares contained in Sections 7.2 through 7.3, sihauas they would have been applied to the WaBhates.

() Minimum adjustment. No adjustment in the numbgshares purchasable hereunder shall be requinleds such adjustment would require
an increase or decrease of at least one half ¢1/@)e percent (1%) in the number of shares puetilasipon the exercise of each Warrant;
provided, however, that any adjustments which lagoa of this paragraph

(i) are not required to be made shall be carrieddod and taken into account in any subsequensadnt or upon any exercise of a Warr.



(j) Warrant Price adjustment. Whenever the numishares purchasable upon the exercise of eaclamtdasradjusted, as herein provided,
Warrant Price per share payable upon exerciseabf &arrant shall be adjusted to the nearest cemuiiplying such Warrant Price
immediately prior to such adjustment by a fractiofwvhich the numerator shall be the number ofshaurchasable upon the exercise of
Warrant immediately prior to such adjustment, aha/ltich the denominator shall be the number of ahao purchasable immediately
thereafter.

(k) Notice of adjustment. Whenever the number @ireh purchasable upon the exercise of each Wanrainé Warrant Price of such shares is
adjusted, as herein provided, the Company shathptly mail to each Holder, by first-class mail, fagge prepaid, notice of such adjustment
or adjustments.

() Company may reduce Warrant Price or increaselrar of shares purchasable. The Company may @ptitsn, at any time during the term
of the Warrants, reduce the then current WarraioePor increase the number of shares of CommockStorchasable upon exercise of each
Warrant, to any amount deemed appropriate by tledBof Directors of the Company.

(m) Consolidation, Merger, etc. In case the Commftgr the date hereof (a) shall consolidate witmerge into any other corporation,
association, partnership, organization, businestyidual, government or political subdivision thef or a governmental agency ("Person")
and shall not be the continuing or surviving cogtimn of such consolidation or merger, or (b) shalimit any other Person to consolidate
with or merge into the Company and the Companyl §leethe continuing or surviving Person but, inmection with such consolidation or
merger, shares of Common Stock or other secustiali be changed into or exchanged for stock ceratbcurities of any other Person or ¢

or any other property, or (c) shall transfer albabstantially all of its properties or assetsrtp ather Person, or (d) shall effect a capital
reorganization or reclassification of the Commoaoc&tor other securities (other than a capital rapnization or reclassification resulting in
issue of shares of Common Stock for which adjustrimethe Warrant Price is otherwise provided intiec7.2) (each a "Merger Event"),
then, and in the case of each such Merger Evempepiprovision shall be made so that, upon thestaasd the terms and conditions as well as
in the manner provided in this Agreement, the Holdpon the exercise of a Warrant at any time afterconsummation of such Merger
Event, shall be entitled to receive (at the aggeeéarrant Price adjusted to reflect the modifmatdf the number of Warrant Shares pursi

to this Section 7.2(m) in effect at the time ofls@onsummation for all shares of Common Stock loeiosecurities issuable upon such
exercise immediately prior to such consummatian)igu of the shares of Common Stock or other seesiissuable upon such exercise prior
to such consummation, the highest amount of séesiritash or other property to which such Holdenldhave been entitled as a stockholder
upon such consummation if such Holder had exerdisedights represented by this Warrant immedigpelyr thereto (or, if applicable,
immediately prior to the record date establisheconnection with any such Merger Event), subje@dfustments (subsequent to such
consummation) as nearly equivalent as possibleg@tljustments provided for in Sections 7.2 through



In addition, for the period commencing on the dstthis Agreement and terminating on the date ith#te second anniversary of this
Agreement, if the Company shall engage in any MeEyent wherein all of the outstanding Common Stofcthe Company is acquired for
consideration consisting of any property or assferathan the common stock of the acquiring comgémy "Merger Consideration”) (a
"Special Merger Event"), the Company shall pay irdratly prior to any record date for such Speciarfyer Event by issuing to the Holder
shares of unregistered Common Stock an amount émjtiaé underlying value of any Warrants then tldhe Holder absent the
consummation of the Special Merger Event, calcdlatof the record date of the Special Merger Eusimyg a Black-Scholes derived option
pricing model for a sixty (60) day historical petionmediately preceding, and ending on, the redatd for such Special Merger Event. In
event that a payment in the form of shares of unctésd Common Stock is required by this Sectid¥(m) is required, it shall be a condition
to the closing of any Special Merger Event thahssltares of Common Stock so issued by the Compdhlyerentitled to receive the
consideration in the Special Merger Event. To tkter that the Merger Consideration consists ofcttramon stock of the acquiring compi
and any other form of consideration, the paymemired by this paragraph shall be pro rated irstrae proportion as the common stock
component of the Merger Consideration is to theofarm of consideration component of the Mergensideration.

7.3 No Adjustment in Certain Cases. Except asa#t fn Section 7.2 hereof, no adjustment in respéany dividends shall be made during
the term of a Warrant or upon the exercise of argér

7.4 Other Dilutive Events. If any event occurs@which, in the good faith opinion of the BoardQifectors of the Company, the provisions
of this

Section 7.2 are not strictly applicable or if disi@pplicable would not fairly protect the righathe Holder in accordance with the essential
intent and principles of such provisions, thenBloard of Directors shall make an adjustment inapplication of such provisions, in
accordance with such essential intent and pringje as to protect such rights as aforesaid nbut ievent shall any adjustment have the
effect of increasing the Warrant Shares as otherdétermined pursuant to any of the provision$isf $ection 7.2.

7.5 No Impairment. The Company will not, by amendtredf its certificate of incorporation or througdorganization, consolidation, merger,
dissolution, sale of assets or any other volunéation, avoid or seek to avoid the observance dopaance of any of the terms of this
Warrant, but will at all times in good faith assisthe carrying out of all such terms and in talerig of all such action as may be necessary or
appropriate in order to protect the rights of th@der against dilution or other impairment. Withdintiting the generality of the foregoing, 1
Company will not increase the par value of any ebarf stock receivable upon the exercise of thisr&vih above the amount payable therefor
upon such exercise, and at all times will takesatlh action as may be necessary or appropriatelér that the Company may validly and
legally issue fully paid and nonassessable stodkuipe exercise of this Warrant.

7.6 Statement on Warrants. Irrespective of anysdjants in the Warrant Price or the number or kihshares purchasable upon the exercise
of the Warrants, Warran



theretofore or thereafter issued may continue fwess the same price and number and kind of sharaee stated in the Warrants initially
issuable pursuant to this Agreement, but shall bdified and replaced upon the request of the Heltlegreof.

SECTION 8. Fractional Interests. The Company shatllbe required to issue fractional Warrant Sharethe exercise of Warrants. If more
than one Warrant shall be presented for exercifdliat the same time by the same Holder, the remolb full Warrant Shares which shall be
issuable upon the exercise thereof shall be cordmrighe basis of the aggregate number of WardaateS purchasable on exercise of the
Warrants so presented. If any fraction of a War&irdre would, except for the provisions of thisti®ac8, be issuable on the exercise of any
Warrant (or specified portion thereof), the Compahgll pay an amount in cash equal to the closiitg ffor one share of the Common Stc
as defined in paragraph (f) of Section 7.2, onttading day immediately preceding the date the Wfaris presented for exercise, multiplied
by such fraction.

SECTION 9. Rights and Notices.

9.1 No Rights as Stockholders; Notices to Holdething contained in this Agreement or in any @& Warrants shall be construed as
conferring upon the Holders or their transfereles,right to vote or to receive dividends or to @mior to receive notice as stockholders in
respect of any meeting of stockholders for thetela®f directors of the Company or any other nratte any rights whatsoever as
stockholders of the Company. If, however, at ametprior to the expiration of the Warrants and ipriotheir exercise, any of the following
events shall occur:

(a) the Company shall declare any dividend paymbéay securities upon its shares of Common Stockake any distribution (other than a
regular cash dividend, as such dividend may besaszd from time to time) to the holders of its ekaf Common Stock; or

(b) the Company shall offer to the holders of ltares of Common Stock any cash, additional shdr€smmon Stock or other securities of
the Company or any right to subscribe for or pusehany thereof; or

(c) a dissolution, liquidation or winding up of tR®mpany (other than in connection with a constilita merger, sale, transfer or lease of all
or substantially all of its property, assets ansdifess as an entirety) shall be proposed,

then in any one or more of said events the Comphai} give notice in writing of such event as pded in Section 10 hereof, such giving of
notice to be completed at least 30 days prior ¢odtite fixed as a record date or the date of giabia transfer books for the determination of
the stockholders entitled to such dividend, disttitm, or subscription rights or for the determioatof stockholders entitled to vote on such
proposed dissolution, liquidation or winding uptloe date of expiration of such offer. Such noticallsspecify such record date or the date of
closing the transfer books or the date of expiratas the case may be. Failure to mail or recaieh gsotice or any defect therein or in the
publication or mailing thereof shall n



affect the validity of any action in connection lwguch dividend, distribution, liquidation or windi up, or such offer.

9.2 Reports to Holders. If at any time while anyrvilats are outstanding the Company is no longgestito the reporting requirements of
Section 12 or 15 of the Securities Exchange Adt3¥4, the Company will cause annual and quarteppits to be sent to the Holders that
shall contain such financial statements and otfferination concerning the business and affairbef@ompany as would be required to
permit Holders to sell securities of the Compangspant to Rule 144 of the Securities Act of 1933amended (the "Securities Act"),
including information required to be included imaal and quarterly reports filed with the Secusisad Exchange Commission pursuant to
Section 13 or 15(d) of the Securities Exchangeohdi934 by an issuer registered therewith purstafection 12 of said Act.

SECTION 10. Notices. Any notice pursuant to thigéement by any Holder to the Company, shall beriting and shall be delivered in
person or by facsimile transmission, or mailed fitass, postage prepaid to the Company, at itcipdl office, Attention: General Counsel.
Any notice pursuant to this Agreement by the Congptarthe Holders, shall be in writing and shallrbailed first class, postage prepaid, or
otherwise delivered, to such Holders at their reBpe addresses on the books of the Company. Eart pereto may from time to time
change the address to which notices to it are telieered or mailed hereunder by notice to theofarty.

SECTION 11. Successors. Except as expressly providesin to the contrary, all the covenants andipians of this Agreement by or for t
benefit of the Company and the Purchaser shall @imttinure to the benefit of their respective sasoes and permitted assigns hereunder.

SECTION 12. Merger or Consolidation of the Compartye Company will not merge or consolidate withrio, or sell, transfer or lease all
or substantially all of its property to, any otlwerporation unless the successor or purchasingcatipn, as the case may be (if not the
Company), shall expressly assume, by supplemegitaément, the due and punctual performance andwaree of each and every covenant
and condition of this Agreement to be performed aloskrved by the Company.

SECTION 13. Private Placement.
The Purchaser hereby represents that:

(a) The Purchaser understands that the offeringsatedof the Warrants is intended to be exempt fregistration under the Securities Act
pursuant to Section 4(2) of the Securities Act.

(b) To the extent that the Purchaser has emploggdnaestment banker, broker or finder or incuraeg liability for any brokerage fees,
commissions or finder's fees in connection withtthasactions contemplated by this Agreement, tireHser shall be responsible for the
payment of any such fees or commissic



(c) The Purchaser understands that the Warrants mavbeen, and will not be, registered under aeursties laws, state or federal; that the
Warrants must be held indefinitely unless theysaigsequently registered under applicable seculéies or an exemption from such
registration is available; that the Company is undeobligation to register the Warrants or in cdymg with any exemption from

registration. In addition, the Purchaser undersgtdhdt the Warrant Shares have not been, and midencegistered under any securities I
state or federal; that the Warrant Shares mustlmkihdefinitely unless they are subsequently tegisl under applicable securities laws or an
exemption from such registration is available; #vatept as provided in this Agreement, the Comgsmypder no obligation to register the
Warrant Shares or to assist in complying with axgneption from registration.

(d) The Purchaser agrees that it will not trandfgrnway of gift or otherwise, or sell the Warrantsany part thereof or the Warrant Shares,
unless such Warrants or Warrant Shares, as aplajdsdve been registered under the Securities Aitficst obtains, at its own expense, an
opinion of counsel reasonably satisfactory to tbenfany that the transfer of such Warrants or WaiShares may be effected without
registration under the Securities Act, provided tiopinion shall be necessary to effect a trartsfaffiliates of the Purchaser, to the extent
the Purchaser or such person confirms the represems set forth in this

Section 13.

(e) The Purchaser is not acquiring the Warrantsrasult of (i) any advertisement, article, noticether communication published in any
newspaper, magazine, or similar media or broaduaesttelevision or radio or (ii) any seminar megtimhose attendees had been invited as a
result of, subsequent to, or pursuant to any ofdhegoing.

(f) The Purchaser understands that there will bpuldic market for the Warrants.

(9) The Purchaser (i) has carefully evaluated iflesrof investing in the Company, (ii) has no nédiquidity in this investment, and
(iii) should it decide to exercise the Warrantd) & able to bear the substantial economic riglkendnvestment in the Warrant Shares.

(h) The Purchaser has sufficient knowledge andrpee in financial, tax and business matters @blnhim to utilize the information made
available to him in connection with the purchasg¢hefWarrants, to evaluate the merits and riskb®prospective investment and to make an
informed investment decision with respect thereto.

(i) The Purchaser acknowledges that the Comparghisig upon the representations and warrantietagoed herein in determining to make
the sale of the Warrants, and the Purchaser cangeatich reliance.

()) The Purchaser has received and carefully resiefinancial information pertaining to the Compahngs had a reasonable opportunity ta
guestions of an



receive answers from the Company and its directdfisers and employees concerning the Warrantstlamdbusiness and affairs of the
Company, and, all such questions have been ansueethd full satisfaction of the Purchaser. No oegresentations have been made or oral
information furnished in connection with the salé\arrants which were in any way relied upon by Fhgchaser.

(k) Company Excluded Information. The Purchasenaukedges and agrees that the Company may posséssahinformation not
generally known by the public or by the Purchasgarding the Company, its business, its condifiioicial or otherwise) and its prospects
(collectively, the "Company Excluded Informationdnd the Purchaser agrees that the Company shallnmaliability to the Purchaser to the
extent the Purchaser incurs or otherwise suffeydiahility, loss, expense, cost or damage arisingof or relating to the nodisclosure of th
Company Excluded Information.

SECTION 14. Legends. Certificates evidencing therérds issued pursuant to this Agreement and anyaMaShares shall bear the
following legend:

"The securities evidenced hereby have not beestergd under the Securities Act of 1933, as ame(iled'Act"), or any state securities le
and may not be transferred except pursuant tofantefe registration under the Act and such statusties laws or in a transaction which, in
the opinion of counsel reasonably satisfactorhto@ompany, qualifies as an exempt transactionruhdeAct and applicable state securities
laws and the rules and regulations promulgatecethneter.

In addition, such securities are subject to theaseof that certain Warrant Agreement, dated asafckl 11, 2002, by and between the
Company and William L. Grewcock, including certa@strictions on transfer. A copy of such Agreentead been filed with the Secretary of
the Company and is available upon request.”

SECTION 15. Applicable Law. This Agreement and e@tdrrant issued hereunder shall be governed byanstructed in accordance with
the laws of the State of Delaware, without givirfiig&t to principles of conflict of laws thereof.

SECTION 16. Benefits of this Agreement. Nothingliis Agreement shall be construed to give to amgqreor corporation other than the
Company and the Holders any legal or equitable rigtmedy or claim under this Agreement; but thigeement shall be for the sole and
exclusive benefit of the Company and the Holders.

SECTION 17. Counterparts. This Agreement may bewbeel in any number of counterparts and each df saanterparts shall for all
purposes be deemed to be an original, and all smehterparts shall together constitute but onethadame instrument.

SECTION 18. Captions. The captions of the Sectintssubsections of this Agreement have been imsEnteeonvenience only and shall
have no substantive effe



SECTION 19. Miscellaneous.

(a) If any term or provision of this Agreement &ddhby a court of competent jurisdiction or othaetterity to be invalid, void, unenforceable
or against its regulatory policy, the remaindethaf terms, provisions, covenants and restrictidribies Agreement shall remain in full force
and effect and shall in no way be affected, imghoeinvalidated.

(b) Except as otherwise provided herein, each gaatgto shall pay its own expenses incurred withAlgreement.

[Signature Page Follow:



IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be duly executed, all as of #ae @hd year first above written.
LEVEL 3 COMMUNICATIONS, INC.

By: /S/ Neil J. Eckstein
Name: Neil J. Eckstein
Title: Vice President

WILLIAM L. GREWCOCK

/S/ William L. Grewcock



EXHIBIT A

THE SECURITIES EVIDENCED HEREBY HAVE NOT BEEN REGI&ERED UNDER THE SECURITIES ACT OF 1933, AS AMENDI
(THE "ACT"), OR ANY STATE SECURITIES LAW, AND MAY NDT BE TRANSFERRED EXCEPT PURSUANT TO AN EFFECTIVE
REGISTRATION UNDER THE ACT AND SUCH STATE SECURITELAWS OR IN A TRANSACTION WHICH, IN THE OPINION
OF COUNSEL REASONABLY SATISFACTORY TO THE COMPANYQUALIFIES AS AN EXEMPT TRANSACTION UNDER THE
ACT AND APPLICABLE STATE SECURITIES LAWS AND THE RLUES AND REGULATIONS PROMULGATED THEREUNDER.

IN ADDITION, SUCH SECURITIES ARE SUBJECT TO THE TB#S OF THAT CERTAIN WARRANT AGREEMENT, DATED AS OF
MARCH 11, 2002, BY AND BETWEEN THE COMPANY AND WILIAM L. GREWCOCK, INCLUDING CERTAIN RESTRICTIONS
ON TRANSFER. A COPY OF SUCH AGREEMENT HAS BEEN FIDBVITH THE SECRETARY OF THE COMPANY AND IS
AVAILABLE UPON REQUEST.

VOID AFTER 5:00 P.M., New York City time, June 3109
Warrants to Purchase

[Number of Warrant Shares]
Shares of Common Stock

LEVEL 3 COMMUNICATIONS, INC.
COMMON STOCK PURCHASE WARRANTS

This certifies that, for value received, or registered assigns (the "Holder"), is entitieghtirchase from Level 3 Communications,
Inc., a Delaware corporation, (the "Company"),rat time after 9:00 a.m., New York City time, on [Bewber 31, 2001 and prior to 5:00 p.m.,
New York City time, on June 30, 2009, at the pusehgrice of $8.00 per share (the "Warrant Price§ humber of shares of its Comir
Stock, par value $.01 per share (the "Common Sjpskbwn above. The number of shares purchasable exercise of the Common Stock
Purchase Warrants (the "Warrants") and the WaP&ne are subject to adjustment from time to timeet forth in the Warrant Agreement
referred to below. Outstanding Warrants not exettjgrior to 5 p.m., New York City time, on June 3009 shall thereafter be void.

Warrants may be exercised in whole or in part Bsentation of this Warrant Certificate with the dhase Form on the reverse side hereof
duly executed, which signature (if not the Purchesieall be guaranteed by a bank or trust compamylwoker or dealer which is a member
of the National Association of Securities Dealéms,, and simultaneous payment of the Warrant Rridbe principal office of the Company.
Payment of such price shall be made in cash oehtjfied or official bank check or as otherwise yid®d in the Warrant Agreeme



referred to below. As provided in the Warrant Agneat referred to below, the Warrant Price and tiralyer of kind of shares which may be
purchased upon the exercise of the Warrants euvidkeby this Warrant Certificate are, upon the hapyeaf certain events, subject to
modification and adjustment.

This Warrant Certificate is issued under and iroagance with a Warrant Agreement dated as of Mafigt?002 between the Company and
William L. Grewcock and is subject to the terms andvisions contained in the Warrant Agreemengltof which the Holder of this Warra
Certificate by acceptance hereof consents. A coplyeoWarrant Agreement may be obtained by the efoietreof upon written request to the
Company.

Upon any partial exercise of the Warrants evidermethis Warrant Certificate, there shall be issteethe Holder hereof a new Warrant
Certificate in respect of the shares of Common IS&scto which the Warrants evidenced by this War@artificate shall not have been
exercised. This Warrant Certificate may be exchdraiehe office of the Company by surrender of Wigrrant Certificate properly endorsed
either separately or in combination with one or enother Warrant Certificates for one or more newafg Certificates evidencing the right
of the Holder thereof to purchase the aggregatebeumf shares as were purchasable on exercise ¥ #rrants evidenced by the Warrant
Certificate or Certificates exchanged. No fractistares will be issued upon the exercise of anyréivig, but the Company will pay the cash
value thereof determined as provided in the Warkgmeement. This Warrant Certificate is transfegadt the office of the Company in the
manner and subject to the limitations set fortthaenWarrant Agreement.

The Holder hereof may be treated by the Companyaliralher persons dealing with this Warrant Cidife as the absolute owner hereof for
any purpose and as the person entitled to exetuéseghts represented hereby, or to the trangedi on the books of the company, any
notice to the contrary notwithstanding, and untdtstransfer on such books, the Company may thedtiblder hereof as the owner for all
purposes



Neither the Warrants nor this Warrant Certificatétkes any Holder to any of the rights of a stoolkier of the Company
DATED:
LEVEL 3 COMMUNICATIONS, INC.
By:

Attest:



PURCHASE FORM
(To be executed upon exercise of Warrant)
To LEVEL 3 COMMUNICATIONS, INC.:

The undersigned hereby irrevocably elects to egertie right of purchase represented by the wit¥amnrant Certificate for, and to purchase
thereunder, shares of Common Stock, asdeaior therein, and tenders herewith paymenhefgurchase price in full in the form
of cash or a certified or official bank check ir thmount of $ or securities in the amount of $ pursuant to the non-cash
exercise provisions set forth in the Warrant Agreehdated as of December 31, 2001 between the Gongral Kiewit Construction
Company.

Please issue a certificate or certificates for sl@res of Common Stock in the name of, and paycasly for any fractional share to:

PLEASE INSERT SOCIAL SECURITY OR NAME
OTHER IDENTIFYING NUMBEROF PURCHASER  (Please Pr int Name & Address)

Address

Signature

NOTE: The above signature should
cor respond exactly with the name
on the face of this Warrant
Cer tificate or with the name of
the assignee appearing in the
ass ignment form below.

And, if said number of shares shall not be allgshares purchasable under the within Warrant Ceat#éi, a new Warrant Certificate is to be
issued in the name of said undersigned for thenbalaemaining of the share purchasable thereuadsrany fraction of a share paid in ce



ASSIGNMENT
(To be executed only upon assignment of WarrantifiGate)

For value received, hereby sells, assigdgransfers unto the within Warramtif@mte, together with all right, title
and interest therein, and does hereby irrevocadmgtitute and appoint attorney, to tersdid Warrant Certificate on the books
of the within-named Company, with full power of stitbution in the premises.

Dated:

NOTE: The above signature should correspond
exactly with the name on the face of this
Warrant Certificate.

PLEASE INSERT SOCIAL SECURITY OR OTHER IDENTIFYING NUMBER OF ASSIGNEE



Exhibit B
REGISTRATION RIGHTS

(a) At any time after December 31, 2003, and sultjethe restrictions contained in this Agreemepbn a written request to register under
the Securities Act of 1933, as amended, by thelger, or by the Holders of (i) Warrants represgritie right to purchase Warrant Shares
and/or (ii) Warrant Shares, which in the aggregataprise 50% or more of the Common Stock issughbm exercise of the Warrants (the
"Majority Holders"), the Company shall promptly pege and file no later than 45 days following angtsrequest at its sole expense, a
registration statement with the Securities and Brgle Commission (the "Commission") to registerrdsale of the Warrant Shares to be
received by any Holder, and any other shares ofrf@omStock held by the Purchaser (the "Registrabteities"). However, in no event w
the Company be required to file more than one segtstration statement and the Company shall noétpeired to file a registration
statement relating to the registration of the WatsaThe Company shall notify all other HoldersRafgistrable Securities of such registration,
and shall allow such Holders a reasonable oppdyttmiparticipate in such registration. Subjecstitvsection (c) hereof, the Holders
acknowledge that the Company may include in suglsttion statement shares of Common Stock twlikfer the account of other holders
of Common Stock or the Company.

(b) The obligations of the Company to use its ldfsirts to cause the Registrable Securities teegestered under the Securities Act are
subject to the following limitations:

(i) The Company shall be entitled to postpone fota120 days in any twelve-month period the filofgany registration statement otherwise
required to be prepared and filed by it pursuasuossection (a) if, at the time it receives a ratjfer such registration, the Company
determines, in its reasonable judgment, that segistration and sale would materially interferehaany financing, acquisition, corporate
reorganization or other material transaction inirgivthe Company or any of its subsidiaries and pityrgives the Holders written notice of
such determination. If the Company shall so postgbe filing of a registration statement, the retiing party or parties shall have the righ
withdraw the request for registration by giving than notice to the Company within 30 calendar d&ftexr receipt of the notice of
postponement (and, in the event of such withdraswalh request shall not be counted for purposdstefmining the number of requests for
registration to which the Holders are entitled parg to subsection (a)).

(i) A registration statement with respect to aisegtion requested pursuant to subsection (a)thsinot become effective within 120 days
following any such request shall not be countedHerpurpose of determining the number of requestegistration to which the Holders are
entitled pursuant to subsection (a) unless ag@ég the Purchaser and by the Majority Holders oravof the Registrable Securities
outstanding. Notwithstanding the foregoing, in ¢hvent that such failure to become effective isréseilt of action or inaction on the part of
the Purchaser or the Majority Holders, such regfitn statement she



be counted for purposes of determining the numbezquests for registration under subsection (a).

(iii) The Company shall pay the costs of one swglistration statement filed pursuant to subsedadnincluding without limitation all
registration and filing fees, fees and expense®ofpliance with securities or Blue Sky laws (in¢hglcounsel's fees and expenses in
connection therewith), printing expenses, messeageédelivery expenses, internal expenses of tmepd@ay (including all salary and
expenses of its officers and employees performaggllor accounting services), listing fees and egeg, and fees and expenses of the
Company's counsel, independent accountants andmhsons retained or employed by the Companyimection with such registration
statement (provided that the selling Holders gbayl all underwriters discounts, commissions and,féee fees and expenses of counsel to the
Holders and all other costs and expenses incuyetith Holders).

(c) Priority in Requested Registrations. If a resjad registration involves an underwritten offeriagd the managing underwriter shall advise
the Company in writing (with a copy to each holdéRegistrable Securities requesting registrattbaj, in its opinion, the number of
securities requested to be included in such registr (including securities of the Company whick aot Registrable Securities) exceeds the
number which can be sold in such offering withiprige range acceptable to the holders of a majofithe Registrable Securities requeste

be included in such registration, the Company wdlude in such registration, to the extent of nlienber which the Company is so advised
can be sold in such offering, (i) first, Regist@Blecurities requested to be included in suchtragen by the holder or holders of Registrable
Securities, pro rata among the holders thereof botders requesting such registration on the hdise number of such securities requested
to be included by such holders and (ii) secondjisges the Company proposes to sell and otherrgesuof the Company included in such
registration by the holders thereof.

(d) Upon any such registration statement becomifegtive, the Company shall use its best effortkdep such registration statement current
for a period of six (6) months or such lesser kds the parties may agree (but in no event betrmdompletion of the distribution or
distributions being made pursuant thereto). The @y shall make such filings, and will use its lfirts to cause such filings to become
effective, so that the securities being registesteall be registered or qualified for sale undergbeurities or Blue Sky laws of such
jurisdictions as shall be reasonably appropriatétfe distribution of the securities covered by rbgistration statement; provided, howey

that the Company shall not be required to regesses broker or dealer in any jurisdiction wheiris itot presently so registered or to qualify as
a foreign corporation to do business under the lafvesy jurisdiction in which it is not then quadifl or to file any general consent to service
of process. The Company will furnish to the sellibgiders such numbers of copies of a prospectahjding a preliminary prospectus, in
conformity with the requirements of the Securitdet and such other related documents as the séfloiders may reasonably request in o

to effect the sale of the securities to be offexad sold by the selling Holders, but only while @empany is required to cause the registration
statement to remain curre



(e) To effect any such registration, and if reqeedty the Majority Holders, the Company and thérgeHolders shall enter into with an
investment banking firm, selected by the Majorityléters and reasonably satisfactory to the Compamyinderwriting agreement containing
customary representations and warranties and poogiselating to indemnification and contributionoluding appropriate indemnification
and contribution between the selling Holders angestockholders and the Company and other custppravisions).

(f) Except as may otherwise be provided in any nwdéng agreement entered into by the CompanythedHolders, in the event of any
registered offering of shares of Common Stock pamsto this Agreement in which any of the HoldsHares of Common Stock are sold, and
as the sole and exclusive remedy of the Holders:

(i) The Company will indemnify and hold harmlessthe fullest extent permitted by law, the Holdansl each person, if any, who controls
each Holder within the meaning of the Securities fAom and against any and all losses, damagaims] liabilities, joint or several, costs
and expenses (including any amounts paid in anlesetnt effected with the Company's consent) tactvitihe Holders or any such controll
person may become subject under the Securitiesstede securities or blue sky laws, common lawtbemvise, insofar as such losses,
damages, claims, liabilities (or actions or prodegslin respect thereof), costs or expenses ausef@r are based upon (x) any untrue
statement or alleged untrue statement of any nahfedt contained in the registration statemeriholuded prospectus, as amended or
supplemented, or (y) the omission or alleged omist state therein a material fact required tgtated therein or necessary to make the
statements therein, in light of the circumstancestiich they are made, not misleading, and the Gommvill reimburse the Holders and each
such controlling person of the Holders promptly mgemand for any reasonable legal or any otherresgseincurred by them in connection
with investigating, preparing to defend or defeigdimainst or appearing as a third-party withesoimection with such loss, claim, damage,
liability, action or proceeding; provided, howevttrat the Company will not be liable to any Hol@eany such case to the extent that any
such loss, damage, liability, cost or expense suisk of or is based upon an untrue statementegeal untrue statement or omission or
alleged omission so made in conformity with infotioa furnished by such Holder or such controllireggons in writing specifically for use
the preparation thereof. Such indemnity shall renmaifull force and effect regardless of any inigetion made by or on behalf of any Holder
or any controlling person of the Investor, and kfatvive the transfer of such securities by theebior.

(i) Each Holder will indemnify and hold harmless,the fullest extent permitted by law, the Compang each person, if any, who controls
the Company from and against any and all lossesadas, claims, liabilities, joint or several, camt&xpenses (including any amounts pa
any settlement with such Holder's consent) to witiehCompany or any such controlling person mayimecsubject under the Securities /
state securities or blue sky laws, common law bewtise, insofar as such losses, damages, claabsities (or



actions or proceedings in respect thereof), caséxpenses arise out of or are based upon anyeauatralleged untrue statement of any
material fact contained in the registration statenoe included prospectus, as amended or suppletieot arise out of or are based upon the
omission or the alleged omission to state thereimaterial fact required to be stated therein oessary to make the statements therein, in
light of the circumstances in which they were mau#,misleading, in each case to the extent, biyttorthe extent, that such untrue stater
or alleged untrue statement or omission or allegaission was so made in strict conformity with tenit information furnished by such
Holder specifically for use in the preparation #wfrand such Holder will reimburse the Company each such controlling person of the
Company promptly upon demand for any reasonabld l@gany other expenses incurred by them in cdiorewith investigating, preparing
to defend or defending against or appearing agdplarty witness in connection with such loss, cladamage, liability, action or proceedi
Such indemnity shall remain in full force and effezgardless of any investigation made by or oralfedf the Company or any controlling
person of the Company, and shall survive the teraffsuch securities by the Holder. Each Holdgrallowing its shares of Common Stock
or Warrant Shares to be included in the registnatiatement, agrees to the terms of this Exhibit B.

(iii) Promptly after receipt by an indemnified papursuant to the provisions of subsection (f)(i}iQ of this Exhibit B of notice of the
commencement of any action involving the subjeditenaf the foregoing indemnity provisions, sucdeémnified party will, if a claim there
is to be made against the indemnifying party purst@the provisions of said subsection (f)(i) by, promptly notify the indemnifying party
of the commencement thereof; but the omission tdynie indemnifying party will not relieve it fra any liability which it may have to any
indemnified party otherwise hereunder, except ¢oetktent of actual prejudice. In case such acidmwaught against any indemnified party
and it notifies the indemnifying party of the commement thereof, the indemnifying party shall htéheeright to participate in, and, to the
extent that it may wish, jointly with any other amnifying party similarly notified, to assume thefehse thereof with counsel reasonably
satisfactory to such indemnified party; providedwever, if the defendants in any action includehtibe indemnified party and the
indemnifying party and there is a conflict of irgst which would prevent counsel for the indemnidyparty from also representing the
indemnified party, the indemnified party or part#sll have the right to select one separate cbtmparticipate in the defense of such ac
on behalf of such indemnified party or parties.eifiotice from the indemnifying party to such indefied party of its election so to assume
the defense thereof, the indemnifying party wilt be liable to such indemnified party pursuant provisions of said subsection (f)(i) or
for any legal or other expense subsequently indusyesuch indemnified party in connection with tefense thereof other than reasonable
costs of investigation, unless

(x) the indemnified party shall have employed calis accordance with the proviso of the precediegtence, (y) the indemnifying party
shall not have employed coun:



reasonably satisfactory to the indemnified partyefaresent the indemnified party within a reasomaibhe after the notice of the
commencement of the action, or (z) the indemnifypagy agrees in writing to bear such expensesnemnifying party will consent to
entry of any judgment or enter into any settlenvemch does not include as an unconditional termetbiethe giving by the claimant or
plaintiff to such indemnified party of a releaserfr all liability in respect to such claim or litigan.

(iv) If recovery is not available under the foreggindemnification provisions, for any reason ottiam as specified therein, the parties
entitled to indemnification by the terms thereddlsbe entitled to contribution to liabilities aespenses, except to the extent that contribt
is not permitted under Section 11(f) of the Se@sifct. In determining the amount of contributiorwhich the respective parties are entit
there shall be considered the parties' relativevkedge and access to information concerning théematith respect to which the claim was
asserted, the opportunity to correct and preveptstatement or omission, and any other equitahbsiderations appropriate under the
circumstances.

(9) If, at any time after December 31, 2003, thenPany shall determine to register any of its eqgs@gurities either for its own account or
the account of a security holder or holders exemgitheir respective demand registration rightegothan a registration relating solely to
employee benefit plans, a registration on Formd-dny successor or substitute form or a registnatelating solely to a Commission Rule
145 transaction, or a registration on any registnaiorm which does not permit secondary salesoaschot include substantially the same
information as would be required to be included iregistration statement covering the sale of Redike Securities, the Company will (i)
promptly give to each of the Holders a written cetihereof (which shall include a list of the jdiigions in which the Company intends to
attempt to qualify such securities under the applie blue sky or other state securities laws);@hthclude in such registration (and any
related qualification under blue sky laws or otbempliance), and in any underwriting involved therall the Warrant Shares specified in a
written request or requests, made by the Holdetlsimiwenty (20) days after receipt of the writtastice from the Company described in
clause (i) above, except as set forth in paragtaphelow. Such written request may specify aldqrart of the Holders' Warrant Shares.

(h) If the registration of which the Company givestice is for a registered public offering involgian underwriting, the Company shall so
advise each of the Holders as a part of the writtgtite given pursuant to paragraph (g). In su@ngwhe right of each of the Holders to
registration pursuant to paragraph (g) shall balitmmed upon such Holders' participation in suoderwriting and the inclusion of such
Holders' Warrant Shares in the underwriting togkient provided herein. The Holders whose shaeesoadne included in such registration
shall (together with the Company and the otherlgtolders distributing their securities through sudderwriting (the "Other Stockholders™))
enter into an underwriting agreement in customargnfwith the representative of the underwriter nderwriters selected for underwriting by
the Company. Notwithstanding any other provisiopafagraph (g) and this paragraph (h), if the isgmative determines that marketing
factors require a limitation c



the number of shares to be underwritten, the reptasive may (subject to the allocation priority feeth below) limit the number of Warrant
Shares to be included in the registration and wmdkémg. The Company shall so advise all holdersedurities requesting registration, and
number of shares of securities that are entitldsetincluded in the registration and underwritinglsbe allocated in the following manner:
The securities to be sold by the Company and dezutield by persons who by contractual rightanéd the demand for such registration
("Demanding Holders") shall not be subject to reiuc The securities of the Company held by Holdarsl Other Stockholders of the
Company (other than securities held by Demandinigiéts) shall be reduced, on a pro rata basis (basé¢kde number of shares proposed to
be sold by such Holders and other stockholders$uay minimum number of shares as is necessaigniply with such limitation. If any of
the Holders or Demanding Holders or any officeredior or Other Stockholder disapproves of the seofrany such underwriting, such hol
may elect to withdraw therefrom by written notioetie Company and the underwriter. Any Warrant &har other securities excluded or
withdrawn from such underwriting shall be withdrafkom such registratior



Exhibit 10.6

FORM OF PROMISSORY NOTE AND PLEDGE AGREEMENT
(Greater Than $200,000 Principal Amount)

$ Broomfield, Colorado
[DATE]

FOR VALUE RECEIVED, the undersigned, [NAME], an imdlual residing at

[ADDRESS] (the "Borrower"), hereby unconditionafiyomises to pay to LEVEL 3 COMMUNICATIONS, INC. elaware corporation (tt
Lender") at 1025 Eldorado Blvd., Broomfield, CO 2a(Qas hereinafter defined) in lawful money of thated States and in immediately
available funds, the principal amount shown astanting on Schedule 1 to this Note and Pledge Ageee (this "Note") but in an amount
not to exceed [DOLLAR AMOUNT] ($ ). The principaireount shall be paid in full on [DATE], subject tocgleration of the maturity as
provided below (the "Maturity Date").

Borrower shall be entitled to borrow up to the mmaxim principal amount of
[DOLLAR AMOUNT] Dollars of this Note, but shall ndie entitled to reborrow any amounts pre-paid utitisrNote.

The unpaid principal amount of this Note and Plelgezement (this "Note") shall bear simple intel@sthe rate of [PRIME RATE OF
INTEREST ON THE DATE OF THE NOTE]% per annum, cortgzlon the basis of 12 months of 30 days per maontérest shall accrue
during the term of this Note and be payable at nitsitar upon payment in full, whichever occurs firs

Borrower will make all payments (including pre-pagmbs) under this Note of principal and interestcbitified or bank cashier's check to the
order of the Lender at 1025 Eldorado Blvd., Broaidfj CO 80021, Attn: Vice President and Assistaem&al Counsel, or at a different place
if required by the Lender. If the Borrower desitepay any amounts due under this Note by wiresfeanthe Borrower shall provide verbal
notice of this request to the Group Vice President General Counsel of lender at telephone nun@888-2514 at least one business day
prior to a desired payment date. Lender will previd Borrower appropriate wire transfer instrucsiéor such payment.

The Borrower shall have the right to pre-pay alhoy portion of this Note at any time, without pieyigorovided that interest shall continue to
accrue on the unpaid portion of the principal amairhis Note at the rate of interest indicatedah

Any amount due hereunder not paid when due shatl inéerest at a rate equal to 2% above the irtesigs otherwise in effect.
Notwithstanding the foregoing, the interest rateebader shall not exceed the maximum rate permiityeaipplicable law from time to tim

The holder of this Note is authorized to endors&ohnedule 1 to this Note, or on a continuationgbewhich shall be attached hereto and
made a part hereof, the date



amount of each borrowing under this Note and payragprincipal and interest on this Note, but th#ure to do so shall not affect the
liability of the undersigned. All such notationsa#itbe prima facie evidence of the matters so noted

As collateral for the repayment in full of the mipal of and interest on this Note and Pledge Agmeg, together with all costs of enforcen
(including reasonable attorneys' fees) of this Nwote Pledge Agreement (the "Obligations"), the usidaed does hereby grant to the Lender
a security interest in the property described dmeSale 2 hereto, whether now owned or hereaftewisexdy and wherever located, together
with all proceeds thereof (the "Collateral”). Thiscurity interest created hereunder is a contins@ayrity interest and shall remain in effect
until the indefeasible payment in full in cash Bf@bligations. Borrower hereby represents to Lerttat Schedule 2 contains an accurate
value of the Collateral, both encumbered valuewrehcumbered value, as the case may be.

Lender acknowledges that it is the Borrower's itibento pursue a sale of the Collateral and totheeproceeds of such sales to repay the
Obligations. Borrower agrees to use his commeicrakhsonable efforts to effect the sales of thdaBahl. Notwithstanding the foregoing, all
proceeds relating to the Collateral shall be hglthie Borrower in trust for the Lender and shaligdiately upon receipt be turned over to
Lender as pre-payment or full payment of the Obidges hereunder. All certificates or instrumentsresenting or evidencing any Collateral,
shall be delivered to and held by or on behalhefltender pursuant hereto, shall be in suitabla flor transfer by delivery, and shall be
accompanied by all necessary instruments of transfassignment, duly executed in blank.

So long as any of the Obligations remain unpaie Borrower will not assign, pledge, mortgage oeotlise encumber any of the Collateral
other than any pledge, mortgage or other encumbraated on Schedule 2. Lender acknowledges thsathie Borrower's intention to pursu
sale of the Collateral and to use the proceedadf sales to repay the Obligations. The Borrowdirwarrant and defend the right and title
herein granted to the Lender in and to the Cokdtand all right, title, and interest represeritgdhe Collateral) against the claims and
demands of all persons whomsoever unless contemgaualy with the sale of such Collateral, the Bagpshall make a prepayment of the
outstanding principal of this Note and Pledge Agrert in the amount of the proceeds from such S&le .Borrower agrees that at any time,
and from time to time, at the expense of the Boemwhe Borrower will promptly execute and deliedrfurther instruments, and take all
further action, that may be necessary or desirablthat the Lender may reasonably request, inrdodperfect and protect any security
interest granted or purported to be granted heoelty enable the Lender to exercise and enforaggités and remedies hereunder with res
to any Collateral.

The following events shall each constitute an Exdidefault hereunder:

(a) failure of the Borrower to pay any amount dhpipal of any of the Obligations when due, (b)deg of the Borrower to pay any amount
interest on any of the Obligations within three lf8siness days of when due; (c) failure of the cimterest, if any, purported to be created
hereby to be a first priority perfected securitienest free and clear of all liens, security inséser other encumbrances of any nature
whatsoever, unless otherwise waived by Lenderfafti)re of the Borrower to comply with any covenantagreement contained herein which
failure



remains unremedied for a period of 10 days, (eBitreower shall become a debtor under applicatlerf# or state bankruptcy or insolvency
laws (f) the Borrower shall no longer be a full-&ramployee of the Lender or (g) the death of thedeer.

Upon the occurrence and continuance of an Evebefdult, the Lender shall (a) be entitled to vdtéravestment Property (as defined in the
Uniform Commercial Code of the State of New Yoilke(tUCC") constituting Collateral,

(b) be entitled to receive, hold and/or apply te payment of the Obligations any dividends payablespect of the Collateral and (d) have
the rights and remedies of a secured party un@edttiform Commercial Code of the State of New Y(iHe "UCC). The Borrower shall take
such steps from time to time as may be requestedeblyender to ensure that the security interesited hereby shall constitute a first prio
security interest under applicable law, includihg UCC. The principal residence of the BorrowdAIBDRESS]. To the extent notice of any
sale or disposition of Collateral is required undpplicable law, the Borrower agrees that 10 caleddys' notice shall constitute reasonable
notice of any such sale or disposition.

The Borrower agrees that in any sale of any ofdbBateral whenever an Event of Default shall haweurred and be continuing, the Lender
is hereby authorized to comply with any limitationrestriction in connection with such sale asatyrbe advised by counsel is necessary in
order to avoid any violation of applicable law (inding compliance with such procedures as mayiogstre number of prospective bidders
and purchasers, require that such prospective tsdd® purchasers have certain qualifications rasiict such prospective bidders and
purchasers to persons who will represent and dbetehey are purchasing for their own accounirfeestment and not with a view to the
distribution or resale of such Collateral), or imder to obtain any required approval of the salefdhe purchaser by any governmental
regulatory authority or official, and the Borrowfarther agrees that such compliance shall not réssuch sale being considered or deemed
not to have been made in a commercially reasomableer, nor shall the Lender be liable nor accdileti the Borrower for any discount
allowed by the reason of the fact that such Calldtie sold in compliance with any such limitationrestriction.

The Borrower hereby irrevocably appoints the LeriderBorrower's attorney-ifact, with full authority in the place and steadivé Borrowe
and in the name of the Borrower or otherwise, ftone to time in the Lender's discretion, upon theuwrence and during the continuance of
an Event of Default, to take any action and to ateany instrument (including stock powers and @gxwhich the Lender may deem
necessary or advisable to accomplish the purpdgbssdNote. The foregoing appointment is coupldthvan interest.

Upon the occurrence of any one or more of the BrehDefault, all principal and all accrued intérésgen remaining unpaid on this Note si
become, or may be declared to be, immediately ddepayable, without notice.

All parties now and hereafter liable with respecthis Note, whether maker, principal, surety, gn#or, endorser or otherwise, hereby waive
presentment, demand, protest and all other natitasy kind. The Borrower agrees to indemnify tleméer against all losses, claims,
expenses and liabilities incurred by the Lenderdannection with thi



enforcement of this Note, including the paymeniegal fees and disbursements of counsel (inclubtisigouse counsel) to the Lender.

No amendment to or waiver of any provision of e nor consent to any departure by the Borroweefhom shall in any event be effect
unless the same shall be in writing and signedbyLender, and then such waiver or consent shadffeetive only in the specific instance
and for the specific purpose for which it is given.

THIS NOTE SHALL BE GOVERNED BY, AND CONSTRUED AND | NTERPRETED IN ACCORDANCE
WITH, THE LAW OF THE STATE OF NEW YORK.

All notices hereunder shall be given in writing atdll be deemed delivered when received by ther gtérty hereto at the address set forth
below such party's signature or at such other agdxe may be specified by such party from timére br, if mailed, on the fifth calendar ¢
after being deposited in the mails, postage prepaidddressed.

THE LENDER AND THE BORROWER HEREBY KNOWINGLY, VOLUNARILY AND INTENTIONALLY WAIVE ANY RIGHTS
THEY MAY HAVE TO A TRIAL BY JURY IN RESPECT OF ANYLITIGATION BASED HEREON, OR ARISING OUT OF, UNDER,
OR IN CONNECTION WITH, THIS NOTE AND PLEDGE AGREEM¥T, OR ANY COURSE OF CONDUCT, COURSE OF DEALING,
STATEMENTS (WHETHER VERBAL OR WRITTEN) OR ACTIONSIOTHE LENDER OR THE BORROWER. THE BORROWER
ACKNOWLEDGES AND AGREES THAT IT HAS RECEIVED FULL ND SUFFICIENT CONSIDERATION FOR THIS PROVISION
AND THAT THIS PROVISION IS A MATERIAL



INDUCEMENT FOR THE LENDER ENTERING INTO THIS NOTE A ND PLEDGE AGREEMENT AND PROVIDING THE
LOANS EVIDENCED HEREBY.

[NAME],
as Borrower

Address:

ACCEPTED:
LEVEL 3 COMMUNICATIONS, INC.

By:
Name
Title:
Address: 1025 Eldorado Blvd.
Broomfield, CO 8002:



Schedule 1
Borrowings of Principal
Date Amount of Principal Borrowed Total Principal Borrowed
Payments of Principal and Interest

Date Amount of Interest Amount of Principal



Schedule 2
Description of Collateral
The Collateral includes the following items or tgp# property, whether now owned or hereafter aeguand wherever located:

Collateral Value Encumbrances Unencumbered Desgmmiptalue



FROM OF PROMISSORY NOTE
(Less Than or Equal to $200,000 Principal Amount)

$ Broomfield, Colorado
[DATE]

FOR VALUE RECEIVED, the undersigned, [NAME], an imidlual with a business address 1025 Eldorado BBtbomfield, Colorado
80021 (the "Borrower"), hereby unconditionally piiegs to pay to LEVEL 3 COMMUNICATIONS, INC., a Delare corporation (the
"Lender") at 1025 Eldorado Blvd., Broomfield, Cadp 80021 (as hereinafter defined) in lawful mookthe United States and in
immediately available funds, the principal amoufiOLLAR AMOUNT] ($ ). The principal amount shalie paid in full on [DATE],
subject to acceleration of the maturity as providelbw.

The unpaid principal amount of this Note (this "BlYtshall bear interest at the rate of [PRIME RAAE OF DATE OF NOTE]% per annum,
computed on the basis of the actual number of dised prior to payment over a year of 365 daerést shall be payable upon the earlier
of (i) prepayment of any principal amount hereaotdrest being due and payable upon the amounirafipal prepaid) and (ii) maturity.

Any amount due hereunder not paid when due shatlibéerest at a rate equal to 2% above the intesits otherwise in effect.
Notwithstanding the foregoing, the interest rateebader shall not exceed the maximum rate permiityeaipplicable law from time to tim

The holder of this Note is authorized to endors&ohnedule 1 to this Note or on a continuation thiendhich shall be attached hereto and
made a part hereof the date and amount of eachgrayohprincipal and interest on this Note, butféitire to do so shall not affect the
liability of the undersigned. All such notationsa#itbe prima facie evidence of the matters so noted

The following events shall each constitute an Exdridefault hereunder:

(a) failure of the Borrower to pay any amount dhpipal of or interest on any of the Obligationsemtdue, (b) the Borrower shall no longer
be a full time employee of the Lender or any okitbsidiaries, (c) failure of the Borrower to cognplith any covenant or agreement
contained herein which failure remains unremedaedfperiod of 10 days or (d) the Borrower shatldme a debtor under applicable federal
or state bankruptcy or insolvency laws.

The Borrower hereby irrevocably appoints the LeriderBorrower's attorney-ifact, with full authority in the place and steadivé Borrowe
and in the name of the Borrower or otherwise, ftone to time in the Lender's discretion, upon theuwrence and during the continuance of
an Event of Default, to take any action and to ateany instrument (including stock powers and @gxwhich the Lender may deem
necessary or advisable to accomplish the purpdgbssdNote. The foregoing appointment is couplathwvan interest



The obligations of the Borrower hereunder are stlifeoptional prepayment in whole or in part ag ime without premium or penalty.

Upon the occurrence of any one or more of the BvehDefault, all principal and all accrued intérg®en remaining unpaid on this Note st
become, or may be declared to be, immediately ddepayable, without notice.

All parties now and hereafter liable with respecthis Note, whether maker, principal, surety, gn#or, endorser or otherwise, hereby waive
presentment, demand, protest and all other notitasy kind. The Borrower agrees to indemnify tleméer against all losses, claims,
expenses and liabilities incurred by the Lendarannection with the enforcement of this Note, idahg the payment of legal fees and
disbursements of counsel (including in-house cdyins¢he Lender.

No amendment to or waiver of any provision of fhizte nor consent to any departure by the Borroweefhom shall in any event be effect
unless the same shall be in writing and signedbyLender, and then such waiver or consent shadffeetive only in the specific instance
and for the specific purpose for which it is given.

THIS NOTE SHALL BE GOVERNED BY, AND CONSTRUED AND | NTERPRETED IN ACCORDANCE
WITH, THE LAW OF THE STATE OF NEW YORK.

All notices hereunder shall be given in writing afdll be deemed delivered when received by ther gihirty hereto at the address set forth
below such party's signature or at such other addae may be specified by such party from timéme or, if mailed, on the fifth calendar ¢
after being deposited in the mails, postage pregaiddresse



THE LENDER AND THE BORROWER HEREBY KNOWINGLY, VOLUNARILY AND INTENTIONALLY WAIVE ANY RIGHTS
THEY MAY HAVE TO A TRIAL BY JURY IN RESPECT OF ANYLITIGATION BASED HEREON, OR ARISING OUT OF, UNDER,
OR IN CONNECTION WITH, THIS NOTE AND PLEDGE AGREEM¥T, OR ANY COURSE OF CONDUCT, COURSE OF DEALING,
STATEMENTS (WHETHER VERBAL OR WRITTEN) OR ACTIONSIOTHE LENDER OR THE BORROWER. THE BORROWER
ACKNOWLEDGES AND AGREES THAT IT HAS RECEIVED FULL ND SUFFICIENT CONSIDERATION FOR THIS PROVISION
AND THAT THIS PROVISION IS A MATERIAL INDUCEMENT FQR THE LENDER ENTERING INTO THIS NOTE AND PLEDGE
AGREEMENT AND PROVIDING THE LOANS EVIDENCED HEREBY.

[NAME], as Borrower

ACCEPTED:
LEVEL 3 COMMUNICATIONS, INC.

By:
Name:
Title:



Schedule 1
Payments of Principal and Interest

Date Amount of Interest Amount of Principal



Exhibit 10.7

FORM OF AIRCRAFT TIME-SHARE AGREEMENT

THIS AIRCRAFT TIME SHARE AGREEMENT is made and ergé as of , 2001, between LEVEL 3
COMMUNICATIONS, LLC, a Delaware limited liabilityampany ("Operator"), with offices at 1025 Eldordlmulevard Broomfield,

Colorado, 80021 and se")J with an address of

PRELIMINARY STATEMENT. Operator agrees to providecaaft to User on a time sharing basis under Fad&viation Regulation

("FAR") sections 91.501(b)(6) and (c)(1) (the "Amft") and User agrees to pay for such usage upoterms herein. The Aircraft presently
owned or leased by Operator and available for Bsme are listed on the attached Schedule A. Tiniselnent does not prohibit Operator, in
its discretion, from increasing or decreasing thmber or type of Aircraft subject to this Agreement

NOW, THEREFORE, in consideration of the promisesl #or other good and valuable consideration, gteeipt and sufficiency of which a
hereby acknowledged, Operator and User agree lasvfol

1. Consideration. Operator shall incur and pagadits and expenses associated with operation dfitbeaft, including all fuel, oil and other
supplies necessary for Aircraft use and maintenaadtairport charges, landing and tie down feesl all pilots' living expenses, food and
transportation when an Aircraft is required by Usebe away from its home base of operation. Usell seimburse Operator for the costs of
fuel and pilot expenses at a fixed rate determme@perator to be reasonably allocable to UseBsofishe Aircraft pursuant hereto. Howey
such share of allocable costs shall not in any teeeteed the costs permitted to be charged by @pdmUser pursuant to Section 91.501(d)
of the Federal Aviation Regulations, or any sucoess replacement regulations. Operator will ineolidser for expenses as incurred and
permissible under FAR SEC. 91.501 which will be dpen receipt. Payment of reimbursement shall béenrafull to Operator at 1025
Eldorado Boulevard, Broomfield, Colorado, 80021asmtherwise agreed by the parties.

2. Taxes. The amounts paid by User under Sectidcd024d) for TimeSharing agreements are subject to a Federal Eteoiss imposed unc
I.R.C. SEC. 4261. It is the responsibility of Oferéo collect and remit the tax on the amountsl p&he Operator is responsible for the
collection and payment of all other State or Feldapees that may arise under this agreement.

3. Operational Control. Operator shall at all tirdesing the use of the Aircraft by the User be ogsible for and retain full and complete
operational control of the Aircraft. Operator ispensible for providing the crew, the physical éexhnical operation of the Aircraft, and the
safe performance of ¢



flights. Operator will furnish two experienced acwmpetent pilots satisfactory to the User on atlasions when any Aircraft is in use. Such
pilots shall be under the direction and controDpferator at all times. One of such pilots shaltieecaptain of the Aircraft and at all times
shall have full control of its operations, and phdgment of such pilot as to the suitability of theather, terrain, mechanical condition or
capacity of the Aircraft and other similar decisahall be conclusive. The Aircraft shall be opeilah compliance with the Operator's cur
aircraft operating manual.

4. Aircraft Use. Operator and User agree to usétteraft covered by this Agreement in accordandt whe time-share provisions contained
in 91.501 of the Federal Aviation Regulations, &l &s any other applicable portions of FAR Part 91

5. Maintenance. Operator, at its own cost and esgenill service, maintain, and repair the Airciaftompliance will all maintenance
standards of the Aircraft and all requirements ARFPart 91. Operator will also provide suitable ¢i@nand storage facilities for the Aircraft
at its own expense. Aircraft maintenance and inspetakes precedence over Aircraft scheduling smBich maintenance or inspections can
be safely deferred in accordance with applicabhsland regulations and within the sound discretiotie captain.

6. Insurance. Operator, at its own expense, shaeto be kept in full force and effect with rebtar its Aircraft, liability insurance upon the
Aircraft with limits for bodily injury and for progrty damage, which are satisfactory to the User.

7. Indemnification. Operator agrees to indemniffethd, and hold the User harmless from any clasmiss, liabilities, losses, costs or expe
for injury to persons, or damage to property in sy arising out of the operation of the Aircraft.

8. Term. This agreement shall be effective as of , 2001, shall continue in full force afféat for a term of one year, and shall be
automatically renewed for continuous periods of pear without reexecution. Any party may terminate this Agreemerarg time for any ¢
no reason by giving thirty (30) days' prior writteatice to the other party of its intention to tarate. This Agreement supersedes any prior
agreements between the parties relating to Airogdrations and use.

9. Assignment. No party shall have the right tagasgs interest or rights hereunder, in whole artpwithout the prior written consent of the
other party, except that the Operator may assgimtierest hereunder to a whi-owned affiliate without the consent of the Us



10. Notice. Any statement, consent, or notice negLor permitted by this Agreement shall be givemrail to the party concerned at the
addresses listed above except that notice withreotdp the operation or use of the Aircraft mayghen by telephone.

11. Warranties. User warrants to Operator thatgdutfie use of the Aircraft said Aircraft shall ha used or employed, except as authorized
by the Federal Aviation Regulations. Operator watsdhat each of the Aircraft listed herein haverbmaintained under Part 91 of the
Federal Aviation Regulations for the twelve (12)nttoperiod immediately preceding the date of thigeement.

12. No Carriage For Compensation or Hire. It isarstbod and agreed that Operator and User shétlenesiell seats to passengers or spac
cargo, nor in any manner otherwise use any of tinerdst listed herein for the carriage of goodgessengers for compensation or hire, and
that the Aircraft is operated within the applicahliées of Subpart D of Part 91 of the Federal AsiaRegulations during the operation of this
agreement.

13. Counterparts. This Agreement may be executedunterparts, all of which when executed shalktitute an original.
14. Truth-In-Leasing Statement Under FAR 91.23.

AN EXECUTED COPY OF THIS AGREEMENT WILL BE MAILED © THE FEDERAL AVIATION ADMINISTRATION, FLIGHT
STATNDARDS TECHNICAL DIVISION, POST OFFICE BOX 2542 OKLAHOMA CITY, OKLAMHOMA 73125, WITHIN 24 HOURS
OF THE TIME OF EXECUTION HEREOF.

THE AIRCRAFT LISTED AND REFERENCED HEREIN HAVE BEENAINTAINED AND INSPECTED UNDER FAR PART 91 FOR
THE 12 MONTH PERIOD PRECEDING THE DATE HEREOF. SARRCRAFT WILL BE MAINTAINED AND INSPECTED UNDER
PART 91 OF THE FEDERAL AVIATION REGULATIONS FOR OFATIONS TO BE CONDUCTED UNDER THIS AGREEMENT
DURING THE DURATION OF THIS AGREEMENT.

OPERATOR, LOCATED AT THE ABOVE LISTED ADDRESS, IS@NSIDERED TO BE IN OPERATIONAL CONTROL OF THE
AIRCRAFT AND UNDERSTANDS AND IS FAMILIAR WITH ITS RESPONSIBILITIES WITH REGARD TO THE OPERATION OF
AIRCRAFT UNDER THE FERDERAL AVIATION REGULATIONS



A COPY OF THIS AGREEMENT SHALL BE CARRIED ON EACHIRCRAFT AT ALL TIMES AND SHALL BE MADE AVAILABLE
FOR REVIEW UPON REQUEST BY THE ADMINISTRATOR OR HISEPRESENTATIVE.

AN EXPLANATION OF THE FACTORS BEARING ON OPERATIONACONTROL AND THE PERTINENT FEDERAL AVIATION
REGULATIONS CAN BE OBTAINED FROM THE NEAREST FAA HGHT STANDARDS DISTRICT OFFICE.

OPERATOR CERTIFIES THAT IT UNDERSTANDS THE OPERATOR 'S RESPONSIBILITIES FOR
COMPLIANCE WITH APPLICABLE FEDERAL AVIATION REGULAT  IONS.

IN WITNESS WHEREOF, the parties hereto have cahiseAgreement to be executed on their behalf by thdy authorized representativ
as of the date first above written.

Operator:

LEVEL 3 COMMUNICATIONS, LLC User:

By:

Name:

Title:

SCHEDULE A

Aircraft FAA Regis tration No.
Dassault Falcon Model 50 N78LT
Dassault Falcon Model 50 N56LT

Dassault Falcon Model 900 N349K



Exhibit 21

Name Jurisdiction
Level 3 Communications, Inc. Delaware
Level 3 Finance, LLC Delaware
(i)Structure, Inc. Delaware
Level 3 Communications, LLC Delaware

BTE Equipment, LLC Delaware
Level 3 International, Inc. Delaware

Level 3 Holdings, B.V. Netherlands
Level 3 Communications Limited United Kingdom
Level 3 Holdings, Inc. Delaware

KCP, Inc. Delaware



EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cangehe incorporation of our report dated Jani8y2002, except with respect to the
matters discussed in Note 17, as to which theidd#arch 13, 2002, on the consolidated financialeshents of Level 3 Communications, |
as of December 31, 2001 and 2000 and for eachedhtiee years ended December 31, 2001, includitsiAnnual Report on Form 10-K,
into Level 3 Communications, Inc.'s previously dilRegistration Statements on Forms S-3 (File N83:53914, 333-91899, 333-68887 and
333-71713) and on Forms S-8 (File Nos. 333-79533;48465, 333-68447, 333-58691 and 333-52697).

/S/ Arthur Andersen LLP

Denver, Colorado
March 13, 2002



EXHIBIT 23.2
CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-3 (N8-83914, 333-91899, 333-68887 and
333-71713) and on Form S-8 (No. 333-79533, 333-82383-68447, 333-58691 and 333-52697) of LevebB@unications, Inc. of our

report dated March 2, 2001 relating to the finahstatements and financial statement schedule<Cdf Rorporation and Subsidiaries as of
December 31, 2000 and 1999, which is incorporagectterence in this Form 10-K.

| PricewaterhouseCoopers LLP

Philadelphia, Pennsylvania
March 18, 2002

End of Filing
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