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FORM 10-Q

UNITED STATES

SECURITIESAND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 For the Quarterly Period Ended June 30, 2001

or

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 For the transition period to

Commission file number 0-15658

LEVEL 3COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

Delaware 47-0210602
(State of Incorporation) (I.LR.S. Employer
Identification No.)
1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive offices) (Zip Code)

(720) 888-1000
(Registrant's telephone nu mber,
including area code)

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefilésuch reports(s)), and (2) has been
subject to such filing requirements for the past@g@s. Yes X No

The number of shares outstanding of each clagseassuer's common stock, as of July 31, 2001:

Common Stock 368,266,866 sha
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LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations

(unaudited)
Three Months Ended Six Month s Ended
June 30, June 30,
(dollars in millions, except per share data) 2001 2000 2001 2000
REVENUE...cvieviieiceeeseeeeeee e, $389 $234 $ 838 $411
Costs and Expenses:
Cost of revenue...........cccecc..e. 211 154 479 284
Depreciation and amortization................. 329 139 568 227
Selling, general and administrative........... 345 249 707 485
Restructuring charges...........c.ccocuueee.. 40 - 50 -
IMpairments......ccoccvvveeceieeeeee . 61 - 61 -
Total Costs and EXPENSES.......uvvvevvvveveeeeens e 986 542 1,865 996
Loss from Operations........ccccccvvevenvccies s (597) (308) (1,027) (585)
Other Income (Expense):
InterestinCoMe.....cccceevvvieeeeiiies . 47 104 108 168
Interest expense, Net......cccoovcveveeveeeee . (174) (81) (312) (131)
Equity in earnings (losses) of
unconsolidated subsidiaries, net........... 4 (61) 2 (116)
Gain on equity investee stock transactions.... - 57 - 95
Other, Net.......cccooviiiiiiiiieeees (11) 3) (37) 3)
Total Other Income (EXPense)......cccccvveeeeeee i (134) 16 (239) 13
Loss Before Income TaxesS.......cccoevvvevevcccccees i, (731) (292 (1,266) (572)
Income Tax Benefit......ccoceevvvvvenicceeeeee. - 11 - 20
NEELOSS..cviiviiiiiiiciiteeevee e $(731) $ (281) $(1,266) $ (552)
Net Loss Per Share (Basic and Diluted)............ ... $(1.99) $(0.77) $(3.44) $(1.54)
Total Number of Weighted Average Shares
Outstanding Used to Compute Basic and
Diluted Loss Per Share (in thousands)......... ... 368,211 365,916 368,012 358,008

See accompanying notes to consolidated condensaucial statement



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Condensed Balanc e Sheets
(unaudited)
June 30, December 31,
(dollars in millions, except per share data) 2001 2000
Assets
Current Assets:
Cash and cash equivalents..........cceeeee.. e $1,418 $ 1,265
Marketable securities . 1,743 2,742
Restricted securities..............cccvueees 148 219
Receivables, less allowances for doubtful acco unts
of $34 and $33, respectively.............. s 484 617
Recoverable inCOMe taXes........ccoevvveceees e 25 67
[ 1 = 78 135
Total CUIMENt ASSELS....uvviiiiiiiiiieieeeeeeeeeee e 3,896 5,045
Net Property, Plant and EQUipmMeNt..........coeee. s 10,480 9,383
INVESIMENES. .. ceee e 111 146
Other ASSEtS, Nt s 401 345
$ 14,888 $ 14,919

See accompanying notes to consolidated condensaucial statement



LEVEL 3 COMMUNICATIONS, INC. AND

Consolidated Condensed Balanc
(unaudited)

(dollars in millions, except per share data)

Liabilities and Stockholders' Equity

Current Liabilities:
Accounts payable...........ccccceerviineenn.
Current portion of long-term debt.............
Accrued payroll and employee benefits.........
Accrued interest

Long-Term Debt, less current portion
Deferred Revenue............c.cocccoeviiininnns

Accrued Reclamation Costs

Other Liabilities..........cccccceeiiiiininnns
Commitments and Contingencies

Stockholders' Equity:
Preferred stock, $.01 par value, authorized 10
shares outstanding
Common stock:
Common stock, $.01 par value, authorized 1
368,249,281 outstanding in 2001 and 3
outstanding in 2000..................
Class R, $.01 par value, authorized 8,500,
shares outstanding
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit

Total Stockholders' Equity

SUBSIDIARIES
e Sheets

June 30,
2001

,500,000,000 shares:
67,599,870

See accompanying notes to consolidated condensaucfal statement

December 31,
2000

384



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

(dollars in millions)

Cash Flows from Operating Activities:

Adjustments to reconcile net loss to net cash prov
Equity earning (losses), net.................
Depreciation and amortization.
Dark fiber cost of revenue...................
Amortization of debt issuance costs...........
(Gain) loss on sale of assets.................
Compensation expense attributable to stock awa
Impairments........ccccccveveeeeeeeneninnne
Gain on equity investee stock transactions....
Amortization of discounts on marketable securi
Federal income tax refunds....................
Deferred revenue..........ccoceeveveeeennne
DepositS......vvveiieiiiieieeeeeisieies
Accrued interest on long-term debt............
Changes in working capital items:

Receivables.........c.ccocceiiiiiienns

Other assets........ccocceeevvvveveeninns

Payables........cccccccovviiiiiiiiiiinnns

Other liabilities...........cccccevennnen.
Other

Net Cash Provided by Operating Activities..........

Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketab
Purchases of marketable securities............
Decrease (increase) in restricted securities..
Capital expenditures..............ccoeeeeee
Other

Net Cash Used in Investing Activities..............
Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance cos
Payments on long-term debt, including current
Issuances of common stock, net of issuance cos

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

Effect of Exchange Rates on Cash and Cash Equivalen

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

Cash and Cash Equivalents at Beginning of Period...

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

SUBSIDIARIES

sh Flows
Six Mo nths Ended
June 30,
2001 2000
.......................................... $(1,2 66) $(552)
ided by operating activities:
2) 115
5 68 228
1 31 17
14 10
( 13) 1
1 62 97
98 --
- (95)
- 17)
43 245
5 16 215
50 (148)
59 87
.......................................... 1 14 (99)
.......................................... 4 (22)
.......................................... ( 82) 354
.......................................... 53 48
( 47) 17)
.......................................... 4 02 467
le securities........cccccvveeeeeeenennn. 2,1 20 3,413
.......................................... (1,1 12) (5,888)
.......................................... 70 4
.......................................... (1,9 52) (3,038)
17 Q)
.......................................... (8 57) (5,518)
Bt 6 36 3,088
(3) (3)
-- 2,407
11 12
.......................................... 6 44 5,504
1St ( 36) (19)
.......................................... 1 53 434
.......................................... 1,2 65 1,214
.......................................... $14 18 $1,648

See accompanying notes to consolidated condensaucfal statement



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statement of Changes in St ockholders' Equity
For the six months ended June 30, 2001
(unaudited)

Accumulated
Additional Other

Common Paid-in  Comprehensive Accumulated

(dollars in millions) Stock Capital Loss Deficit T otal
Balances at December 31, 2000........... $ 4 $ 5,167 $ (73) $ (549) $ 4,549
Common Stock:

Stock options exercised. -- 2 -- -- 2

Stock plan grants.................. -- 162 - -- 162

Shareworks plan grants............. - 5 - - 5
Net LOSS....ccovveeeereiiiiiiiiiiinnns -- -- -- (1,266) ( 1,266)
Other Comprehensive Loss................ -- - (67) - (67)
Balances at June 30, 2001............... $ 4 $ 5,336 $ (140) $(1.815) $ 3,385

See accompanying notes to consolidated condensaucfal statement



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

Three Months Ended Six Mon ths Ended
June 30, June 30,
(dollars in millions) 2001 2000 2001 2000
NEt LOSS..ciiiiiiiiiiie it $(731) $(281) $(1,266) $ (552)
Other Comprehensive Loss Before Tax:
Foreign currency translation losses............ ... (28) (28) (69) 47
Unrealized holding gains (losses) arising duri ng
PErOd. ..o 2) -- 2 3)
Reclassification adjustment for gains included
INNEtIoSS.....ccvvveiiecieiee - -- -- -
Other Comprehensive Loss Before TaX.....cccoeeeeee. (30) (28) (67) (50)
Income Tax Benefit Related to Items of Other
Comprehensive LOSS.......ccoocevevvceeeeneee - - - -
Other Comprehensive Loss Net of Taxes.............. ... (30) (28) (67) (50)
Comprehensive LOSS.......cccccovvvvevvvvevceeeeeee i, $(761) $(309)  $(1,333) $ (602)

See accompanying notes to consolidated condensaucfal statement



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

The consolidated condensed financial statemenhsdadhe accounts of Level 3 Communications, Inc subsidiaries (the "Company" or
"Level 3") in which it has control, which are engdgdn enterprises primarily related to communiaagianformation services, and coal
mining. Fifty-percent-owned mining joint ventureg @onsolidated on a pro rata basis. Investmenithier companies in which the Company
owns less than fifty-percent of the voting stoakt éxercises significant influence over operating financial policies, are accounted for by
the equity method. All significant intercompany aants and transactions have been eliminated.

The consolidated condensed balance sheet of Le@eh3nunications, Inc. and subsidiaries at Decer8be2000 has been condensed from
the Company's audited balance sheet as of thatAllatgher financial statements contained heresmwnaudited and, in the opinion of
management, contain all adjustments (consisting ohhormal recurring accruals) necessary for agegsentation of financial position,
results of operations and cash flows for the perjpesented. The Company's accounting policiesaridin other disclosures are set forth in
the notes to the consolidated financial statememtsained in the Company's Annual Report on ForAK B3 amended, for the year ended
December 31, 2000. These financial statements ghmutead in conjunction with the Company's auditeasolidated financial statements
and notes thereto. The preparation of the congelideondensed financial statements in conformith wenerally accepted accounting
principles requires management to make estimagassumptions that affect the reported amountsdtasand liabilities, disclosure of
contingent assets and liabilities and the repaaitadunt of revenue and expenses during the reppeieod. Actual results could differ from
these estimates.

The 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 communications services in the Wh@ates, Europe and Asia. The Company
has created, through a combination of construcpanchase and leasing of facilities and other assetadvanced international, end-to-end,
facilities-based communications network. The Conydaas built and continues to build the network blase Internet Protocol technology in
order to leverage the efficiencies of this techggltdo provide lower cost communications services.

Effective July 1, 1999, the Financial Accountingi®tards Board ("FASB") issued Interpretation Ng."®Real Estate Sales, an Interpretation
of FASB Statement No. 66." Certain sale and lomgitendefeasible right-to-use ("IRU") agreementslafk fiber and capacity entered into
after June 30, 1999 are required to be accounted the same manner as sales of real estate withepty 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 the lease to be accounted for asesdgpe lease. Failure to satisfy the requiremeftise FASB Interpretation results in the
deferral of revenue recognition for these agreemewer the term of the agreement (currently upgtgears). This FASB Interpretation does
not have a current effect on the Company's castsfliowever, it will result in substantial amountsleferred revenue related to long-term
dark fiber and capacity IRU agreements.

Accounting practice and guidance with respect #odbcounting treatment of the above transactioegdfving. Any changes in the
accounting treatment could affect the manner ircivithe Company accounts for revenue and expensesiated with sub-sea IRU
agreements in the future.

In 2000, Level 3 utilized a portion of its accuntaldnet operating tax losses to offset prior yagable income. The remaining net operating
losses not utilized can be carried forward for 2@rg to offset future taxable income. A valuatitboveance has been recorded against the
entire balance of net deferred tax assets as thgp@&ay is unable to conclude under relevant accegrstiandards that it is more likely than
not that net operating losses will be realiza



In June 2001, the FASB approved Statement of FinbAccounting Standard ("SFAS") No. 141, "Busin€snbinations,” and SFAS No.
142, "Goodwill and Other Intangible Assets." SFA8. N41 prospectively prohibits the pooling of imsrmethod of accounting for business
combinations initiated after June 30, 2001. SFAS N2 requires companies to cease amortizing gdbomwDecember 31, 2001. Any
goodwill resulting from acquisitions completed afiene 30, 2001 will not be amortized. SFAS No. 4k? establishes a new method of
testing goodwill for impairment on an annual basi®n an interim basis if an event occurs or cirstamces change that would reduce the fair
value of a reporting unit below its carrying valbeginning in the first quarter of 2002.

The results of operations for the six months enliew 30, 2001 are not necessarily indicative ofélalts expected for the full year.

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

2. Loss Per Share

Basic loss per share amounts have been computegl th& weighted average number of shares duriny gperdod. The Company had a net
loss for the three and six month periods ended 30n2001 and 2000. Therefore, the dilutive immddhe approximate 19 million shares
attributable to the Company's convertible subortgidaotes, and the approximate 33 million optiamd warrants outstanding at June 30,
2001 and approximate 19 million shares attributabidne Company's convertible subordinated notésagproximate 21 million options and
warrants outstanding at June 30, 2000 have notibekrded in the computation of diluted loss peairehbecause the resulting computation
would have been anti-dilutive.

3. Restructuring and Impairment Charges

On June 18, 2001, the Company announced that dbe turation and severity of the economic slowdéovrthe telecommunications
industry, it was reducing its revenue and EBITDAefmasts for 2001 and 2002. In conjunction with thidsed revenue outlook, the Company
also announced that it would be necessary to redperating expenses as well as reduce and refrgodapital expenditures in an effort to be
in a position to benefit when the economy recovissa result of this action, the Company is redgdis global work force by approximately
1,400 employees, primarily in the communicationsibess. A restructuring charge of approximately #dilon was recorded in the second
quarter of 2001, of which $35 million related taféreduction and related costs and $5 milliongal iestate lease termination costs. The
Company had previously recorded a $10 million chday a workforce realignment action taken in tingt fquarter. In total, the Company has
paid $11 million in severance and related fringedsi costs as of June 30, 2001 for both of thesiers. The remaining cash expenditures
relating to the workforce reduction and the le@seinations are expected to be substantially pgithé end of 2001.

The capital reprioritization discussed above reglih certain telecommunications assets beingifikshfis excess or impaired. As a result,

the Company recorded a non-cash impairment chdrg@lomillion, representing the excess of the dagwalue over the fair value of these
assets. The fair value of the excess equipmenbased on recent cash sales of similar equipmentifipaired assets were writteff; as the

Company does not expect to utilize them to genduditee cash flows



4. Marketable Securities

At June 30, 2001 and December 31, 2000, markesaoigrities consisted of the following:

June 30, December 31,
(dollars in millions) 2001 2000
U.S. Treasury Securities $2,538
Commercial Paper......ccccccccoevvviiiciiiiinnnnns 204
$1,743 $2,742
5. Receivables
Receivables at June 30, 2001 and December 31,28@0as follows:
Information
(dollars in millions) Communication s  Services Coal Other Total
June 30, 2001
Accounts Receivable - Trade:
SErViCeS.....coovevvvveanns $ 17 4 $ 23 $ 10 $1 $ 208
Dark Fiber....... 5 0 - -- - 50
Joint Build Costs.... 20 4 - -- - 204
Other Receivables.................. 5 6 - -- - 56
Allowance for Doubtful
AcCCOUNtS.......uvvereeeens 3 1) 3) -- - (34)
$ 45 3 $ 20 $ 10 $1 $ 484
December 31, 2000
Accounts Receivable - Trade:
ServicesS......ccoeveeenn. $ 14 7 $ 26 $ 19 $1 $ 193
Dark Fiber.................. 16 1 - -- - 161
Joint Build Costs.... 24 7 - -- - 247
Other Receivables.................. 4 9 - -- - 49
Allowance for Doubtful
AcCCOUNtS.......uvvereeeens (2 9) 4) -- - (33)
$ 57 5 $ 22 $ 19 $ 1 $ 617

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 typesrekagents, the sponsoring partner will initiallyunall of the construction costs and
subsequently bill the other party as certain caiesion milestones are accomplished. Joint builéirsbles at June 30, 2001 and December
31, 2000 include $72 million and $90 million, resfpeely, attributable to FLAG Telecom Limited fdsishare of the costs of the Northern
Asia submarine cable syste



6. Property, Plant and Equipment, net
Construction-in-Progress

The Company continues to construct its communioatitetwork. Costs associated directly with the omgeted network, including employ
related costs, are capitalized, and interest expirsirred during construction is capitalized basedhe weighted average accumulated
construction expenditures and the interest ratagagto borrowings associated with the constracfidote 9). Intercity segments, gateway
facilities, local networks and operating equipmtbiat have been placed in service are being depeeciver their estimated useful lives,
primarily ranging from 3-25 years.

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

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

Accumulated Book
(dollars in millions) Cost Depreciation Value

June 30, 2001
Land and Mineral Properties..........cccccceeeceee e, $ 222 $ (12) $ 210
Facility and Leasehold Improvements

CommUNICAtIONS......cocuvvereeiiiieee e 1,921 (95) 1,826
Information Services... 25 4) 21
Coal Mining................. 67 (64) 3
CPTC............ 92 (13) 79
Network Infrastructure............ccccceeeeinenen. 4,923 (207) 4,716
Operating Equipment
CommuNiICationS.........ccvvveeeeereriniinnnns 2,166 (809) 1,357
Information Services... 61 (31) 30
82 (73) 9
17 (10) 7
Network Construction Equipment..................... 121 (29) 92
Furniture, Fixtures and Office Equipment........... 154 (60) 94
Construction-in-Progress...........ccccccoeuvee.. 2,036 - 2,036

$11,887 $(1,407) $10,480




Accumulated Book
(dollars in millions) Cost Depreciation Value

December 31, 2000

Land and Mineral Properties.......cccccocceeveeeee $ 166 $ (11) $ 155
Facility and Leasehold Improvements
ComMMUNICALIONS....uvviiiiieiieeeeeeeeeieeeeeee e, 1,384 (53) 1,331
Information Services.......ccoccvevvvvceeeee. 25 4) 21
Coal MiNiNg.....ccoeveiiiiiiiiiieeeeeee e, 68 (64) 4
CPTC. it e 92 (12) 80
Network Infrastructure......ccccccceveveeeees e 3,400 (43) 3,357
Operating Equipment
ComMUNICAtIONS...cccoviiiieeeiiiieeeeees e, 1,584 (555) 1,029
Information Services.........cocovvvvveeeeeee 50 (26) 24
Coal MiNING..cccciiiiiiiiiiieieeeeeeeeeeee e, 93 (85) 8
CPTC. ittt e 17 9) 8
Network Construction Equipment...........cceeeeee. L. 139 (27) 112
Furniture, Fixtures and Office Equipment........... . ... 150 (45) 105
Construction-in-Progress......cccccccccveeeeees s 3,149 -- 3,149
$10,317 $ (934) $9,383

It is the Company's policy to review the carryimgaunt of long lived assets for impairment wheneaents or changes in circumstances
indicate the carrying amount may not be recoverdlile determination of any impairment includes mparison of estimated undiscounted
future operating cash flows anticipated to be gateer during the remaining useful life of the assehe net carrying value of the asset.

Due to the current economic conditions in the memunications industry and previously discussedegdns in the Company's estimated
short-term revenue, the Company performed an impait review in accordance with SFAS No.

121 "Accounting for the Impairment of Long-Lived #ets and for Long-Lived Assets to be Disposed ©fidtermine whether its
telecommunications network required any write dawfeir value. No financial statement adjustmenésewequired as a result of the anal
The Company will continue to monitor expected cislvs from the telecommunications business andt#reying value of its network to
determine if future impairments are necessary.

7. Investments

The Company holds significant equity positionsvio fpublicly traded companies: RCN Corporation ("RTahd Commonwealth Telephone
Enterprises, Inc. ("Commonwealth Telephone"). REM facilities-based provider of bundled local &) distance phone, cable television
and Internet services to residential markets piilpnan the East and West coasts as well as Chicagmmonwealth Telephone holds
Commonwealth Telephone Company, an incumbent kaEiange carrier operating in various rural Pervagy markets.

On June 30, 2001, Level 3 owned approximately 2iel46% of the outstanding shares of RCN and Comrealiiv Telephone, respective
and accounts for each entity using the equity nebtiibe market value of the Company's investme®RGON and Commonwealth Telephone
was $146 million and $452 million, respectively, hme 30, 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, Le¥aVill not record its equity in RCN's earningsilnhrecorded equity in losses have
been offset. The Company's investment in RCN, bialy goodwill, was zero at June 30, 2001 and Deeer@lh, 2000. The Company did not
recognize an estimated $197 million and $276 mmillid additional equity losses attributable to R@NKthe three and six months ended June
30, 2001, respectively, bringing the total amourgsiimated suspended equity losses to approxin@g&lé million at June 30, 2001.

The Company recognizes gains from the sale, isguand repurchase of stock by its equity methodsi®es in its statements of operations.

The increase in the Company's proportionate sHaRe&CHI's net assets as a result of these transaati@ulted in a pre-tax gain of $57 million
and $95 million for the Company for the three aixdnsonths ended June 30, 2000, respectively. Thagamy does not expect to recognize

future gains on RCN stock activity until the Compaacognizes suspended equity losses.

The following is summarized financial informatiohRCN for the three and six months ended June @01 2nd 2000, and as of June 30,
2001 and December 31, 2000 (dollars in millions).

Three Months Ended Six Months Ended
June 30, June 30
2001 2000 2001 2000
Operations:
RCN Corporation:
REVENUE ..o, . $111 $ 79 $ 217 $ 150
Net loss available to common shareholders..... . (677) (208) (935) (362)
Level 3's Share:
Net 10SS....ceiiiiiiiieiiieeie e . $ - (63) $-- (119)
Goodwill amortization..............cccueee..n. . - - - Q)
$ $ (63) $ - $(120)
June 30, De cember 31,
2001 2000
Financial Position:
CUITENE ASSELS....uviiiciieciecciee e e $1,244 $1,854
Other ASSELS oooveiiiiiiiiiiieeeeeee 2,678 2,922
Total @SSetS...cccvveieeiiiiiiiiciiiieeee e 3,922 4,776
Current LiabilitieS. ... s 394 531
Other LiabilitieS....cccccvevvvieeiicieeeeeeee e 2,366 2,284
MINOrity INtEreSt......cveiiiiiiiiiieeeeeeee e 61 75
Preferred StOCK.........coovvvvvviiiiiiieicees e 2,065 1,991
Total liabilities and preferred stock......... . L 4,886 4,881
COMMON EQUILY....eeeviieeiiiecieeeeee e $ (964) $ (105)
Level 3's Investment:
EQUItYy iN NEL @SSeLS..cccvvciiciiiiecicees e $ - $

(T To o 11/ Ot



The Company's investment in Commonwealth Telephioo&jding goodwill, was $107 million and $105 noth at June 30, 2001 and
December 31, 2000, respectively.

The Company has made investments in certain pahblicprivate early stage IP centric entities in @mtion with those entities agreeing to
purchase various services from the Company. Thepaasnrecords these transactions as investmentdedaded revenue. The value of the
investment and deferred revenue is equal to thmatsd fair value of the securities at the timehef transaction or the value of the services to
be provided, whichever is more readily determinabével 3 closely monitors the success of thesedtees in executing their business plans.
For those companies that are publicly traded, L8wako monitors current and historical market galaf the investee as it compares to the
carrying value of the investment. The Company réedra charge of $9 million and $37 million durihg three and six months ended June
30, 2001, respectively, for an other-than tempodagline in the value of such investments whicingduded in Other, net on the consolidated
condensed statements of operations. If any of tivately held investments become publicly-traded areet the criteria for "available-for-
sale" securities pursuant to SFAS No. 115, "Accimgnfior Certain Investments in Debt and Equity Sgias," they will be accounted for
accordingly. Otherwise, future appreciation willleeognized only upon sale or other dispositiothete securities. After the $9 million
charge recorded in the second quarter, the cargimgunt of the investments was zero. The carryingumt of the investments was $37
million at December 31, 2000. The Company recoghizeenue of approximately $2 million and $10 roillifor services related to this
program for the three and six months ended Jun2QlIlL, respectively. The Company recognized revenless than $1 million for services
related to this program for the three and six msmfided June 30, 2000.

8. Other Assets, net

At June 30, 2001 and December 31, 2000 other assesisted of the following:

June 30, De cember 31,
(dollars in millions) 2001 2000
Debt Issuance CoStS, NeL......ccccvveeeeeeeees e $158 $161
Gooduwill, net of accumulated amortization of $ 130 and $102................. 40 68
DEPOSIS. .o e 52 53
Prepaid Network ASSetS.....cceeevvvvveveeeee e 32 35
Deferred Network COStS.....cccoevvevvvveecceee e 37 --
Assets Held for Sale, net........ccccceeeeeeee. e 50 --
CPTC Deferred Development and Financing Costs. e 13 14
[ 1 = 19 14
$401 $345

Goodwill amortization expense, excluding amortizatexpense attributable to equity method investeas,$6 million and $28 million for tt
three and six months ended June 30, 2001. Goodmibrtization expense, excluding amortization expextgibutable to equity method
investees, was $9 million and $19 million for theee and six months ended June 30, 2000, resplgctive

Assets held for sale include certain corporatdifees that the Company has elected to dispose.Qdrapany recorded an impairment charge
in depreciation expense of $35 million in the setqnoarter representing the difference betweendhging value and market value of these
facilities, as determined by a commercial realtedbaoker. Also included in assets held for saleeigain telecommunications equipment
identified as excess due to the Company's decisidane 2001 to reprioritize its capital expenditi



9. Long-Term Debt

At June 30, 2001 and December 31, 2000, long-teziph was as follows:

June 30, Dec ember 31,
(dollars in millions) 2001 2000
Senior Notes (9.125% due 2008).......cccccceee. e $2,000 $2,000
Senior Notes (11% due 2008).........ccceceeeee e 800 800
Senior Discount Notes (10.5% due 2008)........ 651 619
Senior Euro Notes (10.75% due 2008)............ e 422 465
Senior Discount Notes (12.875% due 2010)...... e 425 399
Senior Euro Notes (11.25% due 2010)............ 253 279
Senior Notes (11.25% due 2010)....ccccccceeeee e 250 250
Senior Secured Credit Facility:
Term Loan Facility:
Tranche A (6.77% due 2007)........... e 450 200
Tranche B (7.77% due 2008)............ 275 275
Tranche C (7.75% due 2008)............ s 400 --
Commercial Mortgage:
GMAC (6.46% due 2003)....cccccevveeevecs e 120 120
Lehman (7.97% due 2001-2004)......ccccccce. 113 113
Convertible Subordinated Notes (6.0% due 2010) s 863 863
Convertible Subordinated Notes (6.0% due 2009) e 823 823
CPTC Long-term Debt (with recourse only to CPT C):
(7.6%-9.5% due 2004 -2017)....cccccuccees e 115 115
OtNEI e e 8 4
7,968 7,325
Less current portion.......cooeveveccccccccees e 9) (7)
$7,959 $7,318

Senior Secured Credit Facility

On January 8, 2001, the Company borrowed the rengp250 million available under the existing traad of the Senior Secured Credit
Facility. On March 22, 2001, Level 3 entered intoagnendment to increase the borrowing capacity uh@eSenior Secured Credit Facility
by $400 million, to $1.775 billion. As part of tgreement, Level 3 borrowed $400 million underwa tranche C of the term loan facility.
The net proceeds will be used for implementingtihginess plan, including the purchase of teleconications assets.

The equipment that is purchased with the proceétteederm loan facility secures all obligationgdenthe term loan facility.

Amounts drawn under the new tranche C will beaeridt, at the option of the Company, at an alterbase rate or reserve-adjusted LIBOR
plus applicable margins. The new tranche C applkcatargins are fixed at 300 basis points over ttegraate base rate and 400 basis points
over LIBOR. Simultaneously with the addition ofriche C, the applicable LIBOR margin for tranchefBhe term loan facility was increas
by 25 basis points, to 375 basis points over LIB@erest on tranche C of the term loan facilityl we payable based on the interest rate
option chosen by the Company.

Tranche C of the term loan facility amortizes imsecutive quarterly payments beginning on Jun23@4, commencing at $1 million per
quarter and increasing to $97 million per quane2007, with the final installment due January Z108.



The Senior Secured Credit Facility contains certawvenants, which among other things, limit addiicindebtedness, dividend payments,
certain investments and transactions with affiateevel 3 and certain Level 3 subsidiaries must abmply with specific financial and
operational tests and maintain certain financitibsa The Company believes it is in compliance waihsuch covenants at June 30, 2001. In
addition to the original Senior Secured Credit Fgailebt issuance costs, $14 million of debt isgeacosts associated with tranche C were
capitalized and are amortized as interest expevesetbe remaining term of the Senior Secured Cirealiflity.

The Senior Secured Credit Facility also contai#%0 million senior secured revolving credit fayiliAs of June 30, 2001, Level 3 had not
borrowed any funds under this revolving facilittheTavailability of funds is contingent upon the toned compliance with the relevant debt
covenants.

In an effort to reduce the risk of increased inderates 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 the three sirdnonths ended June 30, 2001, the Company redpid the statement of operations, less
than $1 million in losses related to the changeénfair value of the interest rate cap.

The Company capitalized $14 million and $57 millmfninterest expense and amortized debt issuarsts pelated to network construction
and business systems development projects fohtke tind six month periods ending June 30, 208pertively. Capitalized interest for the
three and six months ended June 30, 2000 was $#80maind $157 million, respectively.

10. Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compeaset{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiondasiputed in accordance with accepted option viamamhodels) on the date of grant is
amortized over the vesting periods of the optienadcordance with FASB Interpretation No. 28 "Aauting For Stock Appreciation Rights
and Other Variable Stock Option or Award Plans'thalgh the recognition of the value of the instrataeesults in compensation or
professional expenses in an entity's financiakstants, the expense differs from other compensatidmprofessional expenses in that these
charges may not be settled in cash, but rathegrghy, are settled through issuance of commorkstoc

The adoption of SFAS No. 123 has resulted in mataon-cash charges to operations since its adoptia998, and will continue to do so.
The amount of the non-cash charges will be depegng®smn a number of factors, including the numbegraits and the fair value of each
grant estimated at the time of its award. The Campacognized a total of $85 million and $162 mifliof non-cash compensation for the
three and six months ended June 30, 2001, resplctim addition, the Company capitalized $5 milliand $9 million of non-cash
compensation for those employees directly involivetthe construction of the network or developmerthe business support systems for the
three and six months ended June 30, 2001, resphctiv

The Company recognized a total of $49 million aB@ illion of non-cash compensation for the thred six months ended June 30, 2000,
respectively. In addition, the Company capitali$2dmillion and $5 million of non-cash compensationthose employees directly involved
in the construction of the network or developmdrthe business support systems for the three anthenths ended June 30, 2000,
respectively



Non-Qualified Stock Optionsand Warrants

The Company granted warrants to purchase approgiyn@®0,000 shares of common stock to consultan201 for services to be provided.
These warrants vest in equal quarterly installmewés 33 months commencing in March 2001 with gamttion expiring seven years from
the vesting date. The exercise price of these wemia $29. The fair value determined pursuantaS No. 123 for these warrants at issu:
was $14 million. The Company did not grant any naiified stock options ("NQSO") to employees durthg three and six months ended
June 30, 2001. The expense recognized for the #meaix months ended June 30, 2001 for NQSOs amndmts outstanding at June 30, 2
in accordance with SFAS No. 123 was $5 million &td million, respectively. In addition to the exgerrecognized, the Company
capitalized less than $1 million of non-cash congagion costs for the three and six months ended 3002001 related to NQSOs and
warrants for employees directly involved in the stouction of the network and the development oftthsiness support systems. As of June
30, 2001, the Company had not reflected $16 milibnnamortized compensation expense in its firerstatements for NQSOs and warr
previously granted.

The Company did not grant any NQSOs or warran&riployees during the six months ended June 30,. Z20@0Company recognized $1
million and $2 million of expense for the three aix months ended June 30, 2000, respectivelN@EOs and warrants outstanding at June
30, 2000. In addition to the expense recognizesl(bmpany capitalized less than $1 million of naskccompensation costs for the three and
six months ended June 30, 2000.

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforotistoption ("*OSO") program that was designed sotttmCompany's stockholders
would receive a market return on their investmezioite OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly participants' and stockleoddinterests by basing stock option value orCtbeapany's ability to outperform the mar
in general, as measured by the Standard & Po@&R") 500 Index. Participants in the OSO programmdbrealize any value from awards
unless Level 3's Common Stock outperforms the S8FPIBdex. When the stock price gain is greater tharcorresponding gain on the S&P
500 Index, the value received for awards unde@8@ plan is based on a formula involving a mukiptelated to the level by which the
Common Stock outperforms the S&P 500 Index. Toetktent that Level 3's common stock outperforms3&® 500 Index, the value of
OSOs to a holder may exceed the value of non-de@ldtock options.

OSO awards are made quarterly to eligible partitipan the date of the grant. Each award vestgualegjuarterly installments over two ye
and has a four-year life. Awards granted prior tc&mber 2000 typically have a twear moratorium on exercise from the date of grasta
result, once a participant is 100% vested in tlegithe twoyear moratorium expires. Therefore, awards graptedt to December 2000 ha
an exercise window of two years. Level 3 grantddmillion OSOs to employees in December 2000. ldetlin the grant were 2.1 million
OSOs that vest 25% after six months with the reingiii5% vesting after 18 months. These OSOs aratiditional OSOs granted after
March 31, 2001 are exercisable immediately upotinggnd have a four-year life.

The fair value recognized under SFAS No. 123 ferapproximately 6.9 million OSOs awarded to pgrtoits during the six months ended
June 30, 2001 was approximately $161 million. Tleen@any recognized $63 million and $115 million ofipensation expense for the three
and six months ended June 30, 2001, respectiva¥)$O0s granted since 1999. In addition to the es@eecognized, $3 million and $5
million of hon-cash compensation was capitalizedlie three and six months ended June 30, 20Qiectgely, for employees directly
involved in the construction of the network and elepment of business support systems. As of Jun2@IL, the Company had not reflected
$180 million of unamortized compensation expensisifinancial statements for OSOs granted preWoudshe Company recognized $44
million and $87 million of expense for the threalaix months ended June 30, 2000, respectively



OSOs outstanding at June 30, 2000. In additiohéekpense recognized, the Company capitalizedi$@mand $4 million of non-cash
compensation for the three and six months endeel 30n2000, respectively.

In July 2000, the Company adopted a convertiblperidbrm stock option program, ("C-OSQ") as an esi@m of the existing OSO plan. The
program is a component of the Company's ongoinda@rap retention efforts and offers the same featafean OSO, but provides an
employee with the greater of the value of a sisfjigre 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 follbl6f 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 awaiidhimediately exercisable upon vesting. Awards exfite years from the date of the grant.

The Company recognized $11 million and $26 millidrcompensation expense for the three and six nsemided June 30, 2001, respecti
for C-OSOs awarded in 2000. In addition to the esperecognized, $1 million and $2 million of norstt@ompensation was capitalized for
the three and six months ended June 30, 2001,atbsgdg for employees directly involved in the ctmgtion of the network and developm
of business support systems. As of June 30, 26@1Company had not reflected $72 million of unaimed compensation expense in its
financial statements for C-OSOs awarded in 2000.

Shareworks and Restricted Stock

The Company recorded $6 million and $10 milliomof-cash compensation expense for the three amdsiths ended June 30, 2001,
respectively, related to the Shareworks and résttistock programs. In addition to the expensegmized, $1 million of non-cash
compensation was capitalized for the three andnsimths ended June 30, 2001 for employees dirautlylved in the construction of the
network and development of business support syst€hesnon-cash compensation expense for the Shewswand restricted stock programs
was $4 million and $8 million for the three and siwnths ended June 30, 2000, respectively.

As of June 30, 2001, the Company had not reflegtetnortized compensation expense of $22 milliorStemreworks and restricted stock
granted in prior years in its financial statements.

11. Industry and Segment Data

SFAS No. 131 "Disclosures about Segments of anrfiige 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 mgniOther primarily includes the California Privatansportation Company, L.P.
("CPTC"), equity investments, and other corporagets and overhead not attributable to a speei§iment.

EBITDA, as defined by the Company, consists of e@$ (loss) before interest, income taxes, deptiecigamortization, non-cash operating
expenses (including stock-based compensation apdiiments) and other non-operating income or ex@€efse Company excludes noast
compensation due to its adoption of the expensmgrétion provisions of SFAS No. 123. EBITDA



commonly used in the communications industry tdy@m@acompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods presented @andtirecognized under Generally Accepted Accogririnciples ("GAAP").

The information presented in the tables followingludes information for three and six months endlete 30, 2001 and 2000 for all income
statement and cash flow information presented asnof June 30, 2001 and December 31, 2000 fomkdhbe sheet information presented.
Revenue and the related expenses are attribufedeign countries based on where services are geovi

Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the 2001
presentation.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months Ended June 30, 2001
Revenue:
North America............... $ 277 $ 27 $ 21 $ 6 $ 331
Europe.........ccccveeenne 51 4 -- -- 55
Asia...cccooiiiiii, 3 - - - 3
$ 331 $ 31 $ 21 $ 6 $ 389
EBITDA:
North America............... $ (98) $ 3 $ 5 $ 1 $ (89)
Europe......cccooeieeene (21) 1 - - (20)
ASia......ccooiiiiiiins (13) -- -- -- (13)
$ (132) $ 4 $ 5 $ 1 $ (122)
Capital Expenditures:
North America............... $ 713 $ 5 $ 1 $ - $ 719
Europe......cccccceeveeenn. 45 -- -- -- 45
Asia....ccooeiiii 8 - - - 8
$ 766 $ 5 $ 1 $ - $ 772
Depreciation and Amortization:
North America............... $ 257 $ 3 $ - $ 1 $ 261
Europe......cccccvevennnn. 62 1 -- -- 63
Asia...cccoooiiiii, 5 - - - 5




Industry and geographic segment financial infororafollows. Certain prior year information has beealassified to conform to the 2001
presentation.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Six Months Ended June 30, 2001
Revenue:
North America $ 633 $ 56 $ 46 $ 12 $ 747
Europe 79 8 87
Asia....ccoooiiiii, 4 - - - 4
$ 716 $ 64 $ 46 $ 12 $ 838
EBITDA:
North America............... $ (A77) $ 4 $ 12 $ 4 $ (157)
Europe......cccccvvvvennnn. (57) 1 -- - (56)
Asia....ccooeiiiiii, (23) - - - (23)
$ (257) $ 5 $ 12 $ 4 $ (236)
Capital Expenditures:
North America............... $ 1,700 $ 10 $ 3 $ - $ 1,713
Europe.........cccceveeenne 151 -- -- -- 151
Asia....cccoooiiiiiin, 88 - - - 88
$ 1,939 $ 10 $ 3 $ - $ 1,952
Depreciation and Amortization:
North America............... $ 446 $ 6 $ 1 $ 3 $ 456
101 1 - -- 102
10 - - - 10
$ 557 $ 7 $ 1 $ 3 $ 568
Three Months Ended June 30, 2000
Revenue:
North America $ 141 $ 24 $ 48 $ 5 $ 218
Europe............. 12 4 -- - 16
ASia...ccoiiiiieie, - - -- - -
$ 153 $ 28 $ 48 $ 5 $ 234
EBITDA:
North America $ (106) $ 2 $ 21 $ (3 $ (86)
Europe............. (26) 1 -- - (25)
Asia...cccooiiiii 9) - - - 9)
$ (141) $ 3 $ 21 $ (3 $ (120)
Capital Expenditures:
North America............... $ 1,248 $ 2 $ 4 $ - $ 1,254
Europe......ccccccevveeenn. 468 -- -- -- 468
ASi..eeiiiiiiiiei 30 - -- - 30
$ 1,746 $ 2 $ 4 $ - $ 1,752
Depreciation and Amortization:
North America............... $ 114 $ 3 $ 2 $ - $ 119
19 1 - - 20




Information Coal
(dollars in millions) Communications Services Mining Other Total

Six Months Ended June 30, 2000

Revenue:
North America $ 225 $ 48 $ 96 $ 11 $ 380
Europe............. 25 6 -- -- 31
Asia....ccoooiiiiii, - - - - -
$ 250 $ 54 $ 96 $ 11 $ 411
EBITDA:
North America............... $ (237) $ 3 $ 43 $ 1) $ (192)
Europe... (57) 1 -- -- (56)
ASia......ccooiiiiiiins (13) -- -- -- (13)
$ (307) $ 4 $ 43 $ $ (261)
Capital Expenditures
North America............... $ 2,240 $ 3 $ 4 $ - $ 2,247
Europe......ccocceeveeenn. 752 -- -- -- 752
ASi...eeiiiiiiieiie, 39 -- -- - 39
$ 3,031 $ 3 $ 4 $ - $ 3,038

Depreciation and Amortization:

North America............... $ 185 $ 6 $ 3 $ 2 $ 196

Europe......cccccceeveeenn. 30 1 -- -- 31

P T T - - - - -
$ 215 $ 7 $ 3 $ 2 $ 227

Identifiable Assets

June 30, 2001

North America............... $ 9,076 $ 71 $ 302 $ 3,161 $ 12,610
Europe 8 -- 53 1,875
ASi...cccoiiiiiieeeine. - -- 20 403
$ 79 $ 302 $ 3,234 $ 14,888

December 31, 2000
North America $ 8,197 $ 78 $ 310 $ 4,009 $ 12,594
Europe............. 1,877 9 -- 107 1,993
ASia......cooviiiiiiis 304 -- -- 28 332
$ 10,378 $ 87 $ 310 $ 4,144 $ 14,919

Long-Lived Assets

June 30, 2001

North America............... $ 8,479 $ 51 $ 16 $ 438 $ 8,984
Europe......ccccccveveeenn. 1,637 3 - -- 1,640
ASi...cccciiiiiiieeenne. 368 - - - 368
$ 10,484 $ 54 $ 16 $ 438 $ 10,992

December 31, 2000
North America............... $ 7,640 $ 49 $ 15 $ 217 $ 7,921
3 - - 1,636
- - - 317




Product information for the Company's communi

(dollars in millions) Servi

Communications Revenue

Three Months Ended June 30, 2001
North America...........cc......... $

Six Months Ended June 30, 2001
North America...........cc......... $
Europe...

Three Months Ended June 30, 2000
North America...........cc......... $

Six Months Ended June 30, 2000
North America...........cc.......... $

The majority of North American revenue cons
delivered within the United States. The majority of
services and products delivered within the United K

The following information provides a reconcil
continuing operations for the three and six months
(dollars in millions):

EBITDA ..o
Depreciation and Amortization Expense........
Non-Cash Compensation Expense................
Impairment Charges.........cccoeeevnvneen.

Loss from Operations.....
Other Income (Expense)..
Income Tax Benefit........cccccevuieeeenns

Net LOSS....cooeiieeeieiiiiiiiiiiie e

cations segment follows:

Reciprocal

ces Compensation Dark Fiber
176 $ 40 $ 61
51 - -

3 -- --
230 $ 40 $ 61
339 $ 77 $ 216
80 - -

4 - -
423 $ 77 $ 216
92 $ 14 $ 35
12 - -
104 $ 14 $ 35
167 $ 22 $ 36
25 - -
192 $ 22 $ 36

ists of services and products
European revenue consists of
ingdom.

iation of EBITDA to loss from
ended June 30, 2001 and 2000

Three Months Ended

June 30, Jun
2001 2000 2001
$(122) $ (120) $ (236)

(329) (139) (568)

(85) (49) (162)

(61) - (61)
(597) (308) (1,027)
(134) 16 (239)

- 11 -

$(731) $(281) $ (1,266)

Total

ths Ended
e 30,
2000

$ (261)



12. Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstii@ Company in 2001 and 2000. These
projects include the U.S. intercity network, loaps and gateway sites, and the Company's cogbeatdquarters in Colorado. Kiewit
provided approximately $516 million and $972 mitliof construction services related to these prsjecthe first six months of 2001 and
2000, respectively.

Level 3 also receives certain mine managementcasfrom Kiewit. The expense for these services$tamillion and $3 million for the
three and six months ended June 30, 2001, resplgtand is recorded in selling, general and adstiiaive expenses. The expense for these
services was $8 million and $16 million for thegrand six months ended June 30, 2000, respectively

13. Other Matters

In August 1999, the Company was named as a defemd&chweizer vs. Level 3 Communications, Incakt.a purported national class
action, filed in the District Court, County of Baldr, State of Colorado which involves the Compangtst to install its fiber optic cable
network in easements and right-of-ways crossingthimtiff's land. In general, the Company obtaitigel rights to construct its network from
railroads, utilities, and others, and is installitegnetwork along the rights-of-way so granteaifiiffs in the purported class action assert that
they are the owners of the lands over which the @ow's fiber optic cable network passes, and Hetdilroads, utilities and others who
granted the Company the right to construct and tamiits network did not have the legal abilitydo so. The action purports to be on behalf
of a national class of owners of land over whiah @ompany's network passes or will pass. The cantigaeks damages on theories of
trespass, unjust enrichment and slander of tittbpaaperty, as well as punitive damages. The Compaay in the future receive claims and
demands related to the rights-of-way issues sirtildihe issues in the Schweizer litigation that haybased on similar or different legal
theories. Although it is too early for the Compdayeach a conclusion as to the ultimate outconthisflitigation, management believes the
Company has substantial defenses to the claimstedse the Schweizer action (and any similar ckimhich may be named in the future),
and intends to defend them vigorously.

The Company is involved in various other lawsuitajms and regulatory proceedings incidental tiitsiness. Management believes that
resulting liability for legal proceedings beyonétiprovided should not materially affect the Comypafinancial position, future results of
operations or future cash flows.

On January 18, 2001, Level 3 announced that inrdoderovide the Company with additional flexiblitn funding its business plan, it filed a
"universal" shelf registration statement with tree&ities and Exchange Commission relating to $8lion of common stock, preferred
stock, debt securities, warrants, stock purchasseagents and depositary shares. The registratidensent, (declared effective by the
Securities and Exchange Commission on January(8Il)2allows Level 3 to publicly offer these setiss from time to time at prices and
terms to be determined at the time of the offerifpen combined with the remaining availability unde previously existing effective
universal shelf registration statement, the avditglunder the registration statements allows Ue/& offer an aggregate of up to $3.156
billion of securities.

Level 3 intends to use the net proceeds of anyinffeof these securities for working capital, cap@xpenditures, acquisitions, and other
general corporate purposes. Consistent with tipsageh, Level 3 may use the net proceeds for aditbr expansions to its currently funded
business plan.

On January 9, 2001, the Company announced thgnied an agreement in December 2000 to collaberitteFLAG Telecom on the
development of the Northern Asia submarine cabéesy connecting Hong Kong, Japan, Korea and TaiMaa.system includes Level 3's
previously announced eastern li



connecting Hong Kong, Taiwan and Japan and a nestewelink that FLAG Telecom is constructing to neot Hong Kong, Korea and
Japan. The Hong Kong to Japan segment of the adstlewas placed in service during the second tguaf 2001. The Company expects the
eastern link's Taiwan segment to follow in earlp2@nd the entire western link to be ready foriserin mid 2002. Level 3 and FLAG
Telecom will each own three fiber pairs throughitvet new system. The total cost of the entire Northiesia system is estimated to be
approximately $900 million. Level 3's share of tust is approximately $450 million.

On April 26, 2001, the Company announced it hagegiga new agreement with XO Communications, In¢O("), that amends the companie'
previously announced dark fiber agreements. Thgrai agreements between the companies includeputolase of 24 fibers, an empty
conduit and tagdong rights for additional fibers in certain contdwf Level 3's North America network by XO for@¥ million. At the date ¢
the announcement, over 60 percent of this commitinat been accepted and paid for. The previousawets also provided that XO
purchase nine European fiber networks and a paopean intercity fiber network from Level 3 for $14fillion, as well as transatlantic
capacity for an additional $15 million. The newegment provides that XO and Level 3 have cancaegeaents relating to the purchase of
the European metro and inter-city fiber networksifrLevel 3. The related $128 million in paymentst thave already been made to Level 3
have been applied as a reduction in the remaimmguats payable by XO under its $700 million Nortinérican intercity network
commitment. Additionally, XO will purchase wavelghgervices from Level 3. XO will transfer certéiansmission equipment it has
purchased to Level 3, the value of which will b@légd toward the purchase price of these servieeghermore, XO will purchase
transatlantic capacity per the original Europeaagent and give up certain previous contractuatipions including the tagtong rights fo
additional fibers in the North American network.

14. Subsequent Events

On July 26, 2001, Level 3 announced that it hadratted its Senior Secured Credit Facility to perimi& Company to acquire certain of its
outstanding indebtedness in exchange for sharesnofmon stock. At the date of this announcemenipuarissuances of Level 3's outstant
senior notes, senior discount notes and convenild®rdinated notes were trading at discountsetiv tespective face or accreted amounts.
Level 3 may exchange shares of Level 3 common dtwdkese outstanding debt securities in open atavkprivately negotiated
transactions. The amounts involved in any suctstretions, individually or in the aggregate, mayrizerial.

On July 30, 2001, CPTC announced that it had camgléne refinancing of its development and consimaadebt. The $135 million financir
proceeds were used to repay CPTC's original lendspay subordinated debt carried by Orange Couratgisportation Authority and cover
refinancing expenses. The debt carries an intesgsbf 7.63% and requires principal payments iyimg amounts through 2028. The debt is
the obligation of CPTC and is nonrecourse to L&/€bmmunications, Inc



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARES
Management's Discussion and Analysis of Financtaddtion and Results of Operations

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

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the Compa/Nhen used in this document, the words "antteihdbelieve”, "plans”, "estimate" and
"expect" and similar expressions, as they relataegdCompany or its management, are intended tdifddéorward-looking statements. Such
statements reflect the current views of the Compaitly respect to future events and are subjecettam risks, uncertainties and assumpti
Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions piiaeerrect, actual results may vary
materially from those described in this document. &more detailed description of these risks aotbfs, please see the Company's

additional filings with the Securities and Excham@mmmission.
Recent Developments
Recent Accounting Developments

In June 1998, the Financial Accounting Standardsr&o"FASB"), SFAS No. 133, "Accounting for Derfixge Instruments and Hedging
Activities" ("SFAS No. 133"). SFAS No. 133, as arded by SFAS Nos. 137 and 138, is effective fordigears beginning January 1, 2001.
SFAS No. 133 requires that all derivative instrutedye recorded on the balance sheet at fair v&lnanges in the fair value of derivatives
recorded each period in current earnings or otbemprehensive income, depending on whether a demivest designated as part of a hedge
transaction and, if it is, the type of hedge desigd by the transaction. The Company currently maki@imal use of derivative instruments
defined by SFAS No. 133. Derivative instrumentsgeined by SFAS No. 133, held by the Company ae R0, 2001 include an interest rate
cap with a market value of less than $1 millioneT@ompany did not designate the interest rate sgqaa of a hedge transaction. If the
Company does not increase the utilization of déirea, the adoption of this standard is expectdubie a minimal effect on the Company's
results of operations or its financial position.

Effective July 1, 1999, the FASB issued InterpiietatNo. 43, "Real Estate Sales, an InterpretatidhASB Statement No. 66." Certain sale
and long-term indefeasible right-to-use agreemehtiark fiber and capacity entered into after J80e1999 are required to be accounted for
in the same manner as sales of real estate wigfepsoimprovements or integral equipment. Failaredtisfy the requirements of the FASB
Interpretation results in the deferral of revenegognition for these agreements over the termeohtireement (currently up to 20 years). This
FASB Interpretation does not have an effect onGbmpany's cash flows however, it results in sulisteamounts of deferred revenue being
recorded on the balance sheet.

In December 1999, the SEC staff released Staff itiog Bulletin No. 101, "Revenue Recognition im#&icial Statements" ("SAB 101").
SAB 101 provides interpretive guidance on the redgn, presentation and disclosures of revenubénfinancial statements effective for all
transactions on or after January 1, 2000. The &mlopf SAB 101 in 2000 did not have a material effien the Company's financial results.

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 ootal title registration system exists
and is effective for all transactions occurringeaftuly 19, 2001. The EITF stated in order to nieefcriteria for sales-type lease accounting,
the lease agreement must obligate the lessor iteedéb the lessee documents that convey ownetsttipe lessee by the end of the lease t



Telecommunications companies have historically iapdales-type lease accounting to certain capaoityracts that, among other required
criteria, contained a provision that permitted lgsesee the option to obtain ownership to the rightgay and/or the integral equipment at the
end of the lease term in exchange for a nominaldeeler EITF 00-11, the lessee must obtain titlésoequivalent to the asset if sales-type
lease accounting is to be used. Currently, LevusltBating certain transoceanic capacity agreesrtbiat meet the accounting requirements as
sales-type leases but does not believe the isswdittdd F 00-11 will have a significant impact os future operating results or financial
condition.

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

In June 2001, the FASB issued SFAS No. 141, "Bssit@mbinations” ("SFAS No. 141"). SFAS No. 14luisgs all business combinations
initiated after June 30, 2001, to be accountedi$img the purchase method of accounting. Pridnédgsuance of SFAS No. 141, companies
had the flexibility to account for some mergers anduisitions as pooling of interests. Level 3 gaserally accounted for acquisitions using
the purchase method and does not believe the issuwdrSFAS No. 141 will have a material impact loe@ €Company's future results of
operations or financial position.

In June 2001, the FASB also issued SFAS No. 142odw&ill and Other Intangible Assets" ("SFAS No. T4EFAS No. 142 is effective for
fiscal years beginning January 1, 2002. SFAS Na&.reduires companies to segregate identifiable@itde assets acquired in a business
combination from goodwill. The remaining goodw#lmo longer subject to amortization over its estadaiseful life. However, the fair value
of the goodwill must be assessed at least annfaliynpairment using a fair value based test. Gabdwtributable to equity method
investments will also no longer by amortized budtill subject to impairment analysis using exigtguidance for equity method investments.
The Company estimates that under previous accaustandards, amortization expense in 2002 woulappeoximately $25 million. The
Company has not segregated the identifiable intd@gissets from goodwill but does not believe thgpéion of SFAS No. 142 will have a
material impact on the Company's results of openator its financial position.

On April 26, 2001, the Company announced it hasegiga new agreement with XO Communications, In¢O(’), that amends the compan
previously announced dark fiber agreements. Thgrai agreements between the companies includeputolase of 24 fibers, an empty
conduit and tagdong rights for additional fibers in certain coitdwf Level 3's North America network by XO forGK¥ million. At the date ¢
the announcement, over 60 percent of this committinat been accepted and paid for. The previousagets also provided that XO
purchase nine European fiber networks and a paogean intercity fiber network from Level 3 for $1d#8llion, as well as transatlantic
capacity for an additional $15 million. The newegment provides that XO and Level 3 have cancejeskanents relating to the purchase of
the European metro and inter-city fiber networksrfrLevel 3. The related $128 million in paymentst thave already been made to Level 3
have been applied as a reduction in the remainimguats payable by XO under its $700 million Nortmérican intercity network
commitment. Additionally, XO will purchase wavelghgervices from Level 3. XO will transfer certéiansmission equipment it has
purchased to Level 3, the value of which will b@légd toward the purchase price of these servieeghermore, XO will purchase
transatlantic capacity per the original Europeaeagent and give up certain previous contractuatipions including the tagtong rights fo
additional fibers in the North American netwo



Results of Operations 2001 vs. 2000

Revenue for the respective periods ended June 30, i s summarized as follows (in millions):
Three Months Ended Six Months Ended
June 30, June 30,
2001 2000 2001 2000
Communications............ceeevveeennn. $331 $153 $716 $250
Information Services...........cccveeee. 31 28 64 54
Coal Mining.......ccuvvvveveevereenenn. 21 48 46 96
Other .....cooviiiiiieceee e, 6 5 12 11

$389 $234 $838 $411

Communications revenue for the three months ended 30, 2001 increased 116% compared to the saroel fre 2000. Included in total
communications revenue of $331 million, was $23Dioni of services revenue and $61 million of nowtreing revenue from dark fiber
contracts entered into before June 30, 1999. Adetyded in total communications revenue for thartgr was $40 million attributable to
reciprocal compensation. Communications revenughsecond quarter of 2000 was comprised of $1i0ibmof service revenue, $35
million of dark fiber revenue and $14 million ofciprocal compensation. The increase in servicemegdérom 2000 was due to growth in b
existing customers as well as new customer costrlete to the current economic conditions of thectammunications industry, the
Company has recently experienced a significanes®e in the numbers of customers terminating 'mi2001. These terminations will
result in slower growth of service revenue for tbmainder of the year. The increase in dark fibgenue is attributable to the completion of
several segments of the Company's intercity netwaring the second quarter of 2001. Dark fiber nexeis expected to decline beginning in
the third quarter, as the majority of the Compaim&rcity network is now complete and dark fibartbe intercity segments has been
delivered to customers. The increase in reciprosaipensation in the second quarter of 2001 iswdtrethe Company receiving regulatory
approval from several states regarding its agreesmneith SBC Communications and Bell South. These@gents established a rate structure
for transmission and switching services provideabg carrier to complete or carry traffic origimation another carrier's network. It is the
Company's policy not to recognize revenue fromeatagreements until the relevant regulatory autiesrdpprove the agreements.

Communications revenue increased during the fixanenths of 2001 by 186% compared to the samegéni 2000. Included in total
communications revenue of $716 million for the mignths ended June 30, 2001 was $423 million oficerevenue, $216 million of non-
recurring revenue from dark fiber contracts entenéal before June 30, 1999 and $77 million att@nle to reciprocal compensation.
Communications revenue for the six months ended 3002000 was comprised of $192 million of sersievenue, $36 million of dark fiber
revenue and $22 million of reciprocal compensation.

Information services revenue, which is comprisedpglications and outsourcing businesses, increiased$28 million in the quarter ended
June 30, 2000 to $31 million for the respectivagibm 2001, and from $54 million in the six mon#rsded June 30, 2000 to $64 million for
the same period in 2001. These increases are fl§iragributable to outsourcing revenue which irased to $21 million for the second
quarter of 2001 from $15 million for the same pdriv 2000 and $42 million for the six months endade 30, 2001 compared to $29 million
for the same period in 2000. The increases in outsng revenue for the respective periods are pilyndue to new long-term contracts
signed in the last half of 2000.

The communications business generated Cash Rewéféd2 million during the three months ended J8@e2001. The Company defines
Cash Revenue as communications revenue plus chamgash deferred revenue during the respectivieghe€ommunications Cash Revenue
reflects up front cash received



dark fiber and other capacity sales that are rezedrover the term of the contract under GAAP. Gideflerred revenue for the
communications business for the second quarteeased $179 million compared to the same perio@@®2This increase is a result of
growth in services provided to existing customers aew customer contracts and cash collections thmse customers. Communications
Cash Revenue was $285 million for the three moatitied June 30, 2000. Cash Revenue is not intendegresent revenue under GAAP.

Cash Revenue for the six months ended June 30,288%1.299 billion, an increase from $412 millfonthe same period in 2000. This
increase can be attributed to the growth in bothices provided to existing customers as well ag oestomer contracts, and cash collections
from those customers.

Coal mining revenue decreased $27 million in theed quarter of 2001 compared to the same peri@@09. Coal mining revenue for the
first six months of 2001 was $46 million compared$96 million for the same period in 2000. Theserélases in revenue are primarily
attributable to the expiration of long-term coahtracts with Commonwealth Edison, the sale of then@any's interest in Walnut Creek
Mining Company in September 2000 and the defeifrakdain 2001 coal customer purchase commitmentise latter half of the year.

Other revenue for the three and six months ended 30, 2001 was comparable to the respective peimo2000 and is primarily attributable
to California Private Transportation Company, L(.PTC") the owner-operator of the SR91 tollroadduthern California.

Cost of Revenue for the second quarter 2001 was 8gilion, representing a 37% increase over secpradter 2000 cost of revenue of $154
million. This increase is a result of the expandisgnmunications business. Overall the cost of regdar the communications business, as a
percentage of revenue, decreased significantly #686 during the quarter ended June 30, 2000 to &id%ag the same period of 2001. The
cost of revenue for the six months ended June @@ as $479 million, an increase from $284 milfonthe same period in 2000. Cost of
revenue for the six months ended June 30, 200théocommunications business, as a percentage efiueywas 56% as compared to 83%
during the same period of 2000. The decreasesoftr feriods can be attributed to the migrationustemer traffic from a leased network to
the Company's own operational network.

The cost of revenue for the information servicesifiesses, as a percentage of its revenue, wasatlittefsecond quarter of 2001, and 77%
for the six months ended June 30, 2001 and appeig#rthe figures for the respective periods in 200@ cost of revenue for the coal min
business, as a percentage of revenue, was 71%efeetond quarter of 2001 up from 38% for the gaenied in 2000. Cost of revenue for
coal mining business, as a percentage of revera® % for the six months ended June 30, 2001rapa@d to 39% for the same period in
2000. The increases related to coal are attribeitbthe expiration of high margin long-term coahtacts in 2000.

Depreciation and Amortization expenses for the guavere $329 million, a 137% increase from theosdaquarter 2000 depreciation and
amortization expenses of $139 million. Depreciatiod amortization expenses for the six months edded 30, 2001 were $568 million, a
150% increase from $227 million for the respecpeeiod in 2000. Included in depreciation expensetfe three and six months ended June
30, 2001 is $35 million for the impairment chargetbe corporate facility the Company has electedigpose. The remaining increases are a
direct result of the communications assets plagesivice in the latter half of 2000 and during shemonths ended June 30, 2001, including
gateways, local networks and intercity segments.

Selling, General and Administrative expenses w&dbs$nillion in the three months ended June 30, 28(9% increase over the second
quarter 2000. This increase is primarily a restithe Company's additional employees hired sineeetid of second quarter 2000.
Compensation costs, excluding non-cash compensaticneased 23% due to the additional employees.ddmpany also recorded $85
million in nor-cash compensation for the second quarter 200 xfmerses recognized under SFAS No. 123 rel



to grants of stock options, warrants and othershased compensation programs. The Company rec@dfdillion of non-cash
compensation for the same period in 2000. The &s&rén non-cash compensation is predominantlyaae increase in the number of
employees and the C-OSOs granted in September ecehiiber of 2000. Costs attributable to the comnatimics business such as rent,
property taxes, software and hardware maintenam¢dad debt expense also contributed to the higgling, general and administrative
expenses. Partially offsetting these additionatcagre declines in travel, advertising and min@agement expenses. Selling, general and
administrative costs for the remainder of 2001ex@ected to remain consistent or decline slightthynf second quarter 2001 levels due to the
reduction in force.

Selling, general and administrative expenses wédd $nillion in the six months ended June 30, 2@046% increase over the respective
period of 2000. This increase is primarily attrégoie to the factors identified above. Increasesash and non-cash compensation, facility
related expenses and bad debt expenses werelpartiaét by declines in travel expenses and mia@agement fees.

Restructuring Charges of $40 million were recoritethe second quarter of 2001. The Company annalihz due to the duration and
severity of the economic slowdown for the telecomivations industry, it was reducing its revenue BBATDA forecasts for 2001 and 20(
In conjunction with this revised revenue outlodie Company also announced that it would be negessaeduce operating expenses in an
effort to be in a position to benefit when the emoy recovers. As a result of this action, the Comyda reducing its global work force by
approximately 1,400 employees, primarily in the cwmications business. The restructuring chargenspeised of $35 million for staff
reduction costs and $5 million for real estatedée@smination costs. The Company had previouslgrded a $10 million charge for a
workforce realignment action taken in the first dam In total, the Company has paid $11 milliors@verance and fringe benefit costs as of
June 30, 2001 for both of these actions. The remgicash expenditures relating to the workforcaiotidon and the lease terminations are
expected to be substantially paid by the end 01200

Impairments of $61 million were recorded in thesthmonth period ending June 30, 2001. As parteofehtructuring announcement, the
Company also announced that it was reducing arribréjzing capital expenditures. The capital repitization resulted in certain
telecommunications assets being identified as exaesnpaired. As a result, the Company recordedracash impairment charge of $61
million representing the excess of the carryingigadver the fair value of these assets. The vdltleeexcess equipment was based on recent
cash sales of similar equipment. The impaired asgete written-off, as the Company does not exjeeatilize them to generate future cash
flows.

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 non-cash compensation due to its adopfitte expense recognition provisions of SFAS N&8. EBITDA declined to a loss of
$122 million in the second quarter of 2001 froml2& million loss for the same period in 2000. EBA fr the six months ended June 30,
2001 was a loss of $236 million as compared to $8dlion loss for the same period in 2000. Exclglthe two restructuring charges
recorded in the first and second quarter of 20@ITBEA would have been losses of $82 million and &1&illion for the three and six months
ended June 30, 2001, respectively. These improvesmare predominantly due to the higher margineeshby the communications busin

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 certainaggpsales and dark fiber contracts. For the @namded June 30, 2001, Adjusted EBITDA
was $238 million compared to $29 million for thergaperiod in 2000. For the six months ended Jun@@L, Adjusted EBITDA was $478
million compared to loss of $82 million for the sauperiod in 2000. These increases can be attriiatettreases in cash deferred revenue
increased pi-June 30, 1999 dark fiber revenue recognized in 2



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

Interest Income was $47 million for the second tprasf 2001 and $104 million for the second quanfe2000. The decrease is primarily
attributable to the average cash and marketableites balance declining from $7.1 billion duritige three month period ending June 30,
2000 to $3.6 billion for the three month period eddune 30, 2001. In February 2000, the Compasgdaipproximately $5.5 billion in cash
through debt and equity offerings. The Companysudrsequently utilized these proceeds to fund iséneiss plan. In addition, the weighted
average interest rate on the portfolio decreasemppyoximately 60 basis points for the three moetided June 30, 2001 from the same
period in 2000. Interest income for the six morghding June 30, 2001 and 2000 was $106 milliond&@ million, respectively. The
decrease is again attributable to a decline irattegage portfolio balance and an approximatelydsisbpoint decline in the weighted average
interest rate earned on the portfolio. Pendingzatiion of the cash, cash equivalents and marketdaturities, the Company invests the funds
primarily in government and government agency séesr The investment strategy will provide lowéelgs on the funds, but is expected to
reduce the risk to principal in the short term ptusing the funds in implementing the Compabysiness plan.

Interest Expense, net increased by $93 millionlfe4dmillion in the second quarter of 2001 compdcetthe respective period in 2000. Intel
expense increased due to the commercial mortgaered into the latter half of 2000 and the adddiccredit facility draws in the first
quarter of 2001. The amortization of the relatebft desuance costs also contributed to the incremseest expense in 2001. Additionally, the
increase can be attributed to a decrease in thamtnobinterest capitalized in the second quarf@081 as compared to the same period in
2000. The Company completed a significant portibtihe network by the end of 2000, therefore redgitire amount of interest capitalizati
Capitalized interest was $14 million in the secqndrter of 2001 and $90 million in the second cgrast 2000.

Interest expense, net for the first six months@F2was $312 million as compared to $131 milliontfee same period in 2000. In addition to
the explanations provided above, interest expengeased in the six months ended June 30, 200dngsaced to the respective period in
2000 due to the debt offerings completed in laterér@y 2000. Capitalized interest was $57 millinrihe six months ended June 30, 2001
$157 million for the same period in 2000.

Equity in Earnings (Losses) of Unconsolidated Sdiasies was $4 million in the second quarter of Rabmpared to loss of ($61) million for
the same period in 2000. The equity losses in 208@predominantly attributable to RCN Corporatioe, ("RCN"). RCN is a facilitiessasec
provider of communications services to the residéntarkets primarily on the East and West coastwell as in Chicago and the largest
regional Internet service provider in the NortheBsEIN is incurring significant costs in developitgibusiness plan. The Company's
proportionate share of RCN's losses exceeded thaiméng carrying value of Level 3's investment i@¥Rduring the fourth quarter of 2000.
Level 3 does not have additional financial commitis¢o RCN; therefore it only recognizes equityskxsequal to its investment in RCN. The
Company will not record any equity in RCN's futyrefits, if any, until unrecorded equity losses édeen offset. The Company, as of June
30, 2001, had unrecorded equity losses attributabRCN of $296 million. Since RCN did not becomefjtable in the second quarter of
2001, the Company did not record any previousleoarded losses attributable to RCN. Additionalie €ompany recorded $4 million and
$2 million of equity earnings for the three mon#ripds ended June 30, 2001 and 2000, respectiediifed to the investment in
Commonwealth Telephone Enterprises, Inc.

Equity in earnings of Commonwealth was $2 million the six months ended June 30, 2001. Equity $oaad earnings attributable to RCN
and Commonwealth during the six months ended Jan20, were losses of ($120) million and earnioigd4 million, respectively



Gain on Equity Investee Stock Transactions wasrifiibn and $95 million for the three and six mosittnded June 30, 2000, respectively.
Specifically, RCN issued stock for certain trangatd, which diluted the Company's ownership interése pre-tax gains resulted from the
increase in the Company's proportionate share M'R@et assets related to these transactions. dhgpany did not record any gains on
equity investee stock transactions during 2001tdube suspended equity losses attributable to RCN.

Other, net decreased to a $11 million loss in #w®sd quarter of 2001 from a $3 million loss in slaene period of 2000 and from a loss of $3
million for the six month period ended June 30,2@9a loss of $37 million the same period in 20ese declines are primarily attributable
to the other-than temporary changes in the valuevafstments of $9 million and $37 million recordadhe three and six month periods
ended June 30, 2001, respectively. Additionallg, @ompany recorded a loss of $15 million in thstfijuarter of 2001 related to losses on
certain asset disposals. These losses were padfédet by $14 million of realized gains from tbale of marketable securities denominate
foreign currency.

Income Tax Benefit for the first and second quanfe2001 was zero as a result of the Company exinguthe taxable income in the
carryback period in 2000, and that it is unablddétermine when the tax benefits attributable tonhieoperating losses will be realizable. The
tax benefit for 2000 differs from the statutoryeraiue to the limited availability of taxable incoinehe carryback period for which current
year losses can be offset. In 2000, Level 3 reaagha portion of the expected annual benefit egutdile ratio of pr-tax loss for the period to
the total estimated loss for the year.

Financial Condition -- June 30, 2001

The Company's working capital decreased from $Blibrbat December 31, 2000 to $2.0 billion at Ji@e 2001 due primarily to the use of
available funds in payment of selling, general adthinistrative expenses, interest expense androctieh of the Level 3 network. Proceeds
from the Senior Secured Credit Facility borrowigsreased working capital.

Cash provided by operations decreased from $4dibmih the six months ended June 30, 2000 to $AdibN in the same period of 2001.
Excluding income tax refunds of $43 million in 2084d $245 million in 2000, cash flows from operati@ctually increased from $222
million in 2000 to $359 million in 2001. An increai revenue and deferred revenue and fluctuationemponents of working capital,
particularly accounts receivable, are primarilypassible for the increase in cash flow from operai

Investing activities include using the proceedsftbe first quarter Senior Secured Credit Facditgws and cash on hand to purchase $1.1
billion of marketable securities and complete agpnately $2.0 billion of capital expenditures, periy for the communications network.
The Company also realized $2.1 billion of procefeds the sales and maturities of marketable seearénd $17 million of proceeds from -
sale of construction equipment.

Financing sources in 2001 consisted primarily efriiet proceeds of $636 million from the first qga2001 Senior Secured Credit Facility
draws. The Company also repaid long-term debt ah#fBon during the six months ended June 30, 206marily attributable to capitalized
leases and non-recourse debt at CPTC.

Liquidity and Capital Resources

The Company is a facilities-based provider (thaaiprovider that owns or leases a substantialquodf the property, plant and equipment
necessary to provide its services) of a broad rafigigegrated communications services. The Compeasycreated, through a combination of
construction, purchase and leasing of facilitied ather assets, an advanced, international, eetdofacilities-based communications
network. The Company has designed its network basddternet Protocol technology in order to legeréhe efficiencies of this technology
to provide lower cost communications servic



The continued development of the communicationgniess will require significant expenditures. Thegpenditures may result in substantial
negative operating cash flow and substantial netaimg losses for the Company for the foresedallee. Although the Company believes
that its cost estimates and build-out scheduleeasonable, the actual construction costs or thiadi of the expenditures may deviate from
current estimates. The Company's capital experaditur connection with its business plan were agprately $2.0 billion during the first he
of 2001. The majority of the spending was for caurcdton of the U.S. and European intercity netwpdestain local networks in the U.S. and
Europe, and the transoceanic cable network. Thrdugk 30, 2001, the total cost of the Level 3 ndtway region, including intercity and
metropolitan networks, optronic and other transioisequipment, transmission facilities includingeyaay facilities and the regions alloca
portion of undersea cables was $8.8 billion fortN@émerica, $1.7 billion for Europe and $0.4 biflifor Asia. Total capital expenditures for
2001 are expected to be approximately $3.0 billidre cash and marketable securities already on &uadidhe undrawn commitments of $t
million at June 30, 2001 under the expanded SeSgoured Credit Facility, provided Level 3 with appmately $3.8 billion of funds
available at the end of the second quarter 200&.admpany's current liquidity, cash flows from coitt@d contracts for communications
services and dark fiber IRUs and anticipated futagh flows from operations should be sufficienfiuted the currently committed portions of
the business plan through early 2004.

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 estimétasits operations will reach free cash
flow breakeven in early 2004. The Company's sudekdsbt and equity offerings have given the Conypidae ability to implement the
committed portions of the business plan. HowevYexdditional opportunities should present themsgltlee Company may be required to
secure additional financing in the future. In ortlepursue these possible opportunities and proaftiitional flexibility to fund its business
plan, in January 2001 the Company filed a "univiérsizelf registration statement for an additionalllion of common stock, preferred
stock, debt securities, warrants, stock purchaseeagents and depositary shares. This shelf fiimgpmbination with the remaining
availability under a previously existing universaklf registration statement, will allow Level 3dffer an aggregate of up to $3.156 billion of
additional securities to fund its business plan.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposexisting businesses or investments to
fund portions of the business plan. The Company afsy sell or lease fiber optic capacity, or actess conduits. The Company may not
successful in producing sufficient cash flow, nagssufficient debt or equity capital on terms tiatill consider acceptable, or selling or
leasing fiber optic capacity or access to its catsdin addition, proceeds from dispositions of @@mpany's assets may not reflect the assets
intrinsic values. Further, expenses may exceetmpany's estimates and the financing needed mhigher than estimated. Failure to
generate sufficient funds may require the Compargetay or abandon some of its future expansiaxpenditures, which could have

material adverse effect on the implementation eftibsiness plan.

In connection with implementing the business ptaapagement will continue reviewing the existingibesses of the Company to determine
how those businesses will complement the Compdogiss on communications and information service.i$ decided that an existing
business is not compatible with the communicatimmsiness and if a suitable buyer can be foundCtimapany may dispose of that business.

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. At the date of this announcemenipuarissuances of Level 3's outstant
senior notes, senior discount notes and converild@rdinated notes were trading at discountsetiv tespective face or accreted amounts. In
order to reduce future cash interest payments giisaw future amounts due at maturity, Level 3 maghange shares of Level 3 common
stock for these outstanding debt securities in aparket or privately negotiated transactions. Tin@ants involved in any such transactions,
individually or in the aggregate, may be materiad aould result in significant n-operating income to the Compai



Market Risk

Level 3 is subject to market risks arising frommdes in interest rates, equity prices and foreiginange rates. The Company's exposure to
interest rate risk increased due to the $1.37®bilbenior Secured Credit Facility entered intdh®y 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 June 30, 2001, the Company had l@do$1.125 billion under the Senior Secured Creddility and $233 million under the
commercial mortgages. Amounts drawn on the deltuiments bear interest at the alternate base ratlBOR rate plus applicable margins.
As the alternate base rate and LIBOR rate fluctisat¢oo will the interest expense on amounts lveetbunder the credit facility and
mortgages. The weighted average interest rate lmsedtstanding amounts under these variable mateuments of $1.358 billion at June 30,
2001, was approximately 7.3%. A hypothetical inseeen the variable portion of the weighted avenage by 1% (i.e. a weighted average

of 8.3%), would increase annual interest expengkeoCompany by approximately $14 million. In afodfto reduce the risk of increased
interest rates related to the Lehman commerciatgage, in January 2001 the Company entered iniotarest rate cap agreement. The terms
of the agreement provide that the net interestesgeelated to the Lehman commercial mortgagenstllexceed 8% plus the original spread.
The agreement therefore caps the LIBOR portiomefinterest rate at 8%. At June 30, 2001, the Cosnpad $6.5 billion of fixed rate debt
bearing interest ranging from 6% to 12.875%. A iecin interest rates in the future will not behdfie Company due to the terms and
conditions of the loan agreements require the Comparepurchase the debt at specified premiume.ddmpany may reduce is exposure to
interest rate risk by, as outlined above, acquidgadain outstanding indebtedness in exchangehfimes of common stock. The Company
continues to evaluate other alternatives to limieiest rate risk.

Level 3 continues to hold positions in certain pelpltraded entities, primarily Commonwealth Telepk and RCN. The Company accounts
for these two investments using the equity metfid@. market value of these investments was appragign@598 million at June 30, 2001,
which is significantly higher than their carryinglue of $107 million. The Company does not cursehtlve plans to dispose of these
investments, however, if any such transaction geclithe value received for the investments woeldffected by 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 $120 million decrease in fair vabfi¢ghese investments. The Company does not clyretilize financial instruments to
minimize its exposure to price fluctuations in dgecurities.

The Company's business plan includes developinganstructing networks in Europe and Asia. As afeJ80, 2001, the Company had
invested significant amounts of capital in bothioeg and will continue to expand its presence iropa and Asia throughout 2001. The
Company issued 800 million in Senior Euro NoteEabruary 2000 as an economic hedge against iiavesttment in its European
subsidiaries. Due to the historically low exchargges involving the U.S. Dollar and the Euro durihg fourth quarter of 2000, Level 3
elected to set aside, and continues to hold, tmairéng Euros received from the debt offerings pacthase on the spot market the Euros
required to fund its current European investing eperating activities. Other than the issuancéeffuro denominated debt and the purchase
of the Euros on the spot market, the Company hamade significant use of financial instrumentsrioimize its exposure to foreign

currency fluctuations. The Company continues tdyaearisk management strategies to reduce foreigrency exchange risk.

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



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION
Item 4. Submission of Mattersto a VVote of Security Holders
At the annual meeting of stockholders held on May2D01 the following matters were submitted totev

1. To reelect the five Class | Directors to the Bloaf Directors of Level 3 for a three-year terntibtie 2004 Annual Meeting of
Stockholders:

In Favor Withheld
Walter Scott, Jr. 297,326,681 559,556
James Q. Crowe 295,264,543 2,621,694
Charles C. Miller, 11l 293,628,586 4,259,651
Mogens C. Bay 297,390,160 496,077
Colin V.K. Williams 293,189,004 4,697,233

2. In their discretion, the proxies are authorieglote upon such other business as may propenedzefore the meeting or any adjournm
or postponements thereof:

Affirmative votes: 278 441,343
Negative votes: 11 ,896,944

Item 6. Exhibits and Reports on Form 8-K

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

Exhibit
Number

3 Amended and Restate By-laws.

(b) On April 18, 2001, the Company filed a CurrBatport on Form 8-K related to financial resultstfee three months ended March 31, 2001
and revised financial projections.

On June 18, 2001, the Company filed a Current RepoForm 8-K related to revised financial projens and disclosing an open letter to
stockholders from James Q. Crowe, Level 3's Chiefchtive Officer, addressing Level 3 stock transast of certain executives of the
Company
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LEVEL 3COMMUNICATIONS, INC.

Dat ed: August 10, 2001 \'s\ Eric J. Mrtensen
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AMENDED AND RESTATED

BY-LAWS
OF
LEVEL 3COMMUNICATIONS, INC.

ARTICLEI.
OFFICES

SECTION 1.1. REGISTERED OFFICE AND AGENT. The regisd office of Level 3 Communications, Inc.(theot@oration”) is at 1209
Orange Street, Wilmington, New Castle County, Dele19801. The registered agent at that addrd83ei€orporation Trust Company.

SECTION 1.2. OTHER OFFICES. The Corporation mayehather offices from time to time as the directoesy designate or as the business
may require.

ARTICLEII.
STOCKHOLDERS

SECTION 2.1. ANNUAL MEETINGS. The annual meetingstbckholders shall be held at such place, datefiare as is designated by the
Board of Directors. At this meeting, directors $hal elected and any other proper business masahedcted.

SECTION 2.2. SPECIAL MEETINGS. Special meetingshaf stockholders of the Corporation may be caltedihy purpose or purposes by
the Chairman of the Board, the Chief Executive ¢2ffj the President or by a majority of the diregt@usiness transacted at any special
meeting of stockholders shall be limited to thepmses stated in the notice of the meeting.

SECTION 2.3. PLACE OF MEETINGS. Meetings of stockiers shall be held at such place, either withiwithout the State of Delaware,
as shall be designated by those calling the meeting

SECTION 2.4. NOTICES OF MEETINGS. A written notigleall be given to each stockholder entitled to \aitdhe meeting not less than 10
nor more than 60 days before each annual or speeialing. The notice shall state the place, datkhaur of the meeting. The notice of a
special meeting shall state the purposes for wiiehmeeting has been called. Written notices mayiven by either personal delivery or
mail. If mailed, notice is given when depositedhie United States mail, postage prepaid directedestockholder at his address as it apf
on the records of the Corporation. No notice isunegl to be given to a stockholder to whom notimitsvo consecutive annual meetings (and
any other written notice sent between those meglingve been mailed addressed to that person atltlisss as shown on the corporate
records and have been returned undeliverable.

SECTION 2.5. WAIVER OF NOTICE. A written waivergsied by a stockholder, whether before or afterrarual or special meeting, shall
be equivalent to th



giving of such notice. Attendance by a stockholdéthout objection to the notice, whether in persotby proxy, at an annual or special
meeting shall constitute waiver of notice of suaketing.

SECTION 2.6. VOTING LIST. At least ten days befe@ch stockholders' meeting, the Secretary shalkapeea complete list of stockholders
entitled to vote at such meeting. Arranged in afgtizal order, the list shall show the name, addrasd number of shares of each stockhi
entitled to vote. For at least 10 days before tketing, the list shall be open to the examinatioany stockholder, for any purpose germane
to the meeting, during ordinary business hour§l athe meeting place, or (2) at another placeiwithe city of the meeting which shall be
specified in the notice of the meeting. The lisilshlso be available at the meeting for inspecligrany stockholder present.

SECTION 2.7. RECORD DATE. The Board of Directorsynfia a record date to determine which stockholdeesentitled to: (a) notice of a
stockholders' meeting; (b) vote at a stockholdee®ting; (c) receive payment for a dividend; (deiee a distribution or allotment of rights;
(e) exercise any rights in respect of any changeyersion, or exchange of stock; or (f)notice fa purpose of any other lawful action. The
record date shall not be less than 10 nor more @Ratays before any such action. A determinatiostadékholders of record entitled to notice
of or to vote at a meeting of stockholders shatlapo any adjournment of the meeting; providedybweer, that the Board of Directors may
fix a new record date for the adjourned meeting.

SECTION 2.8. PROXY. Each stockholder eligible tdevmay authorize another person or persons taadtimh by proxy. No proxy shall be
valid after three years from its date, unless tloxy provides for a longer period.

SECTION 2.9. VOTING RIGHTS. Unless otherwise praddn the Second Restated Certificate of Incorpamatach stockholder eligible to
vote shall have one vote for each share of caglitek held by such stockholder.

SECTION 2.10. QUORUM AND REQUIRED VOTE. A majoritf the shares entitled to vote, present in persaemresented by proxy,
shall constitute a quorum at a meeting of stockdrsldUnless otherwise required by the Second RekGertificate of Incorporation or by
statute, the affirmative vote of the majority ofishs present in person or represented by proeanteting and entitled to vote on the sul
matter shall be the act of the stockholders. Howef/kess than a quorum but more than one-thirdlb§hares eligible to vote is present at a
scheduled meeting, a majority of the shares presagtadjourn the scheduled meeting.

SECTION 2.11. ADJOURNED MEETINGS. No new noticeagjuired if the time and place of the adjournedtingas announced at the
meeting at which the adjournment is taken andafatijournment is for not more than 30 days. At@gjouaned meeting, the stockholders may
transact any business which might have been treatbat the original meetin



SECTION 2.12. NO ACTION WITHOUT A MEETING. Any adh required or permitted at a stockholders' meetiag be taken only upon
the vote of the stockholders at an annual or spewating duly noticed and called, and may notabem by a written consent of the
stockholders.

SECTION 2.13. CONDUCT OF MEETINGS.

(a) The Chief Executive Officer of the Corporatsimall preside at each meeting of the stockholderhe absence of the Chief Executive
Officer, the meeting shall be chaired by an ottécer of the Corporation in accordance with thédaing order: Chairman of the Board,

Vice Chairman, President, any Executive Vice Pr#idany Senior Vice President and any Vice Presidie the absence of any of such
officers, the meeting shall be chaired by a pedwsen by a majority in interest of the stockhddmesent in person or represented by proxy
and entitled to vote thereat, who shall act asrote. The Secretary or in his or her absence aistass Secretary or a person whom the
chairman of the meeting shall appoint shall actexsetary of the meeting and keep a record of thesedings thereof.

(b) The Board of Directors shall be entitled to makich rules or regulations for the conduct of mgeadf stockholders as it shall deem
necessary, appropriate or convenient. Subjectdb aules and regulations of the Board of Directdrany, the chairman of the meeting shall
have the right and authority to prescribe suchs;ukegulations and procedures and to do all suishasc in the judgment of the chairman, are
necessary, appropriate or convenient for the propeduct of the meeting including, without limitati establishing an agenda or order of
business for the meeting, rules and procedures&imntaining order at the meeting and the safethade present, limitations on participation
in such meeting to stockholders of record of thepGmtion and their duly authorized and constitygsukies, and such other persons as the
chairman shall permit, restrictions on entry to tieeting after the time fixed for the commencentieeteof, limitations an the time allotted
guestions or comment by participants and regulaifdhe opening and closing of the ballot. Unlesg] to the extent, determined by the
Board of Directors or the chairman of the meetinggtings of stockholders shall not be requiredetbddd in accordance with rules of
parliamentary procedure.

SECTION 2.14. ADVANCE NOTIFICATION OF BUSINESS TOBBTRANSACTED AT STOCKHOLDER MEETINGS.

(a) No business may be transacted at an annualmgedtstockholders, other than business thattieeia) specified in the notice of meeting
(or any supplement thereto) given by or at thectioa of the Board of Directors (or any duly autlzed committee thereof), (b) otherwise
properly brought before the annual meeting by dhatirection of the Board of Directors (or anyydauthorized committee thereof) or (c)
otherwise properly brought before the annual mgdtinany stockholder of the Corporation (i) whaistockholder of record on the date of
the giving of the notice provided for in this sectiand on the record date for the determinaticstafkholders entitled to vote at such annual
meeting and (ii) who complies with the notice prbaees set forth in this sectic



(b) In addition to any other applicable requirenseior business to be properly brought before amahmeeting by a stockholder, such
stockholder must have given timely notice theregdrioper written form to the Secretary.

(c) To be timely, a stockholder's notice to ther8ery must be delivered to or mailed and receatetie principal executive office of the
Corporation not less than 60 days nor more thatia§@ prior to the anniversary date of the immedigieeceding annual meeting of
stockholders; provided, however, that in the evleat the annual meeting is called for a date thabt within 30 days before or after such
anniversary date, notice by the stockholder in otdée timely must be so received not later tiendlose of business on the tenth day
following the day on which such notice of the daft¢he annual meeting was mailed or public disalesaf the date of the annual meeting was
made, whichever first occurs.

(d) To be in proper written form, a stockholdeisice to the Secretary must set forth as to eadtemsuch stockholder proposes to bring
before the annual meeting (i) a brief descriptibthe business desired to be brought before thealnmeeting and the reasons for conducting
such business at the annual meeting, (ii) the remmderecord address of such stockholder, (iii) thescor series and number of shares of
capital stock of the Corporation which are owneddfigially or of record by such stockholder, (ivil@scription of all arrangements or
understandings between such stockholder and amy p#rson or persons (including their names andeadds) in connection with the
proposal of such business by such stockholder apdraterial interest of such stockholder in suckifiess and (v) a representation that such
stockholder intends to appear in person or by paixthe annual meeting to bring such business befar meeting.

(e) No business shall be conducted at the annuetimgeof stockholders except business brought befte annual meeting in accordance

the procedures set forth in this section; providedyever, that, once business has been propenightdefore the annual meeting in
accordance with such procedures, nothing in tii@eshall be deemed to preclude discussion bystogkholder of any such business. If
chairman of an annual meeting determines that basiwas not properly brought before the annualinteit accordance with the foregoing
procedures, the chairman shall declare to the mg#tat the business was not properly brought kefoe meeting and such business shall not
be transacted.

ARTICLE 1.
DIRECTORS

SECTION 3.1. GENERAL POWERS. The business andraff#ithis Corporation shall be managed by its BadrDirectors.

SECTION 3.2. NUMBER AND QUALIFICATIONS. The Board ®irectors shall fix, by resolution from time tnte, the number of
directors which shall constitute the whole Boardatctors; provided, however, that such numbell §lgano fewer than six and no more tl
fifteen. Directors need not be stockholders.

SECTION 3.3. ELECTION AND TERM. Upon the originalirig of the Second Restated Certificate of Incogpion (the "Effective Time"),
the Board of Directors shall |



divided into three classes to be designated asCl&ass Il and Class Ill. The Board of Directdrg resolution, shall designate the class in
which each of the directors then in office shafiyeeupon such classification. The terms of offiE¢he classes of directors so designated by
the Board of Directors shall expire at the timeshef annual meetings of the stockholders as follows

Class | on the first annual meeting of stockholdellswing the Effective Time, Class Il on the sadoannual meeting following the Effective
Time and Class Il on the third annual meetingdaihg the Effective Time, or thereafter in eachecaten their respective successors are
elected and qualified. At each subsequent annaatieh, the directors chosen to succeed those wkass are expiring shall be identified as
being of the same class as the directors whomghegeed, and shall be elected for a term expittitigeatime of the third succeeding annual
meeting of stockholders, or thereafter in each edsn their respective successors are electedwaddigd. The number of directorships st
be apportioned among the classes so as to mathtailasses as nearly equal in number as possible.

SECTION 3.4. VACANCIES. Vacancies, however resgjtiand newly created directorships resulting fraw imcrease in the authorized

number of directors may be filled by a majoritytieé directors then in office, although less theuarum, or by a sole remaining director.
Any director elected to fill such a vacancy or ngwileated directorship shall hold office for a tdhat shall coincide with the term of the

class to which such director shall have been alecte

SECTION 3.5. REMOVAL. Subject to any rights of thelders of any series of Preferred Stock to eldditeonal directors under specified
circumstances, any director, or the entire BoarDioéctors, may be removed from office at any titmet, only for cause and only by the
affirmative vote of the holders of at least sixty-and two-thirds percent (66 2/3%) of the outstagdstock entitled to vote thereon.

SECTION 3.6. ANNUAL MEETINGS. The Board of Directomay provide by resolution for the time and platannual meetings of the
Board of Directors, without notice other than soesolution.

SECTION 3.7. REGULAR MEETINGS. The Board of Direxdanay provide by resolution for the time and plateegular meetings of the
Board of Directors, without notice other than suesolution.

SECTION 3.8. SPECIAL MEETINGS. Special meetingshef Board of Directors shall be called by the Ohain of the Board, the Chief
Executive Officer, the President or by a majorityiee directors. The person(s) calling the meetiray fix the specific time and place of the
meeting.

SECTION 3.9. NOTICE OF MEETING. Notice of any smdaneeting of the Board of Directors shall be giteeach director at his business
or residence in writing or by telegram or by telepé communication or by facsimile transmissiom#iled, such notice shall be deemed
adequately delivered when deposited in the UnitateS mails so addressed, with postage thereomipregi least five days before such
meeting. If by telegram, such notice shall be debauequately delivered when the telegram is dedivéo the telegraph company at least
twenty-four hours before such meeting. If by telephone,rtbtice shall be given at le:



twelve hours prior to the time set for the meetifipy facsimile transmission, the notice shalldeemed adequately delivered if transmitte
least twenty-four hours before such meeting. Neithe business to be transacted at, nor the pudfpsay regular or special meeting of the
Board of Directors need be specified in the notitsuch meeting, except for amendments to theskaBg-as provided under Article IX
hereof. A meeting of the Board of Directors mayhletd at any time without notice if all the direct@re present or if those not present waive
notice of the meeting in writing, either beforeadter such meeting.

SECTION 3.10. WAIVER OF NOTICE. A written waiveigsed by the director, whether before or afterrtteeting of the Board of
Directors, shall be equivalent to the giving oftsumotice. Attendance by a director, without objactio the notice, at a meeting of the Board
of Directors shall constitute waiver of notice ath meeting.

SECTION 3.11. TELEPHONE PARTICIPATION. Directors ynparticipate in a meeting of the Board of Direstby means of conference
telephone or similar communications equipmentlipatsons participating in the meeting can heah edlcer. Participation in a meeting of 1
kind shall constitute presence in person at thetingpe

SECTION 3.12. QUORUM AND VOTING. A majority of thehole Board of Directors shall constitute a quoffiemthe transaction of
business. The vote of the majority of the direcfmessent at a meeting at which a quorum is predwit be the act of the Board of Directors
unless the vote of a greater number is requirestdyite, the Second Restated Certificate of Incatjom, or these By-laws.

SECTION 3.13. ACTION WITHOUT A MEETING. Any actiothat may be taken at a meeting of the directors Ibeataken without a
meeting if a consent in writing, setting forth thetion taken, is signed by all directors.

SECTION 3.14. COMPENSATION. By resolution of thedd of Directors, a director may be paid a fixecthsand any expenses, for
attendance at a meeting of the Board of Directdossuch payment shall preclude a director fromivétg compensation for serving the
Corporation in any other capacity.

SECTION 3.15. NOMINATION OF DIRECTORS.

(a) Only persons who are nominated in accordanttetive following procedures shall be eligible fteaion as directors of the Corporation.
Nominations of persons for election to the Boar®wéctors may be made at any annual meeting ckbtaders, or at any special meeting
stockholders called for the purpose of electingatiors, (a) by or at the direction of the Boardogctors (or any duly authorized committee
thereof) or (b) by any stockholder of the Corparafi) who is a stockholder of record on the ddtthe giving of the notice provided for in
this section and on the record date for the detatign of stockholders entitled to vote at suchtingeand (ii) who complies with the notice
procedures set forth in this section.

(b) In addition to any other applicable requirensefidr a nomination to be made by a stockholderh stiockholder must have given timely
notice thereof in proper written form to the Seargiof the Corporatior



(c) To be timely, a stockholder's notice to ther8ery must be delivered to or mailed and receatdtie principal executive office of the
Corporation

(a) in the case of an annual meeting, not less@&Battays nor more than 90 days prior to the ansargrdate of the immediately preceding
annual meeting of stockholders; provided, howethet, in the event that the annual meeting is cdbed date that is not within 30 days
before or after such anniversary date, notice bystbckholder in order to be timely must be soivecknot later than the close of business on
the tenth day following the day on which such reti€ the date of the annual meeting was mailediblip disclosure of the date of the anr
meeting was made, whichever first occurs and (bhéncase of a special meeting of stockholdergdddir the purpose of electing directors,
not later than the close of business on the teagtfallowing the day on which notice of the datetttd special meeting was mailed or public
disclosure of the date of the special meeting wadanwhichever first occurs.

(d) To be in proper written form, a stockholdeitsice to the Secretary must set forth (a) as th @acson whom the stockholder proposes to
nominate for election as a director (i) the nange, dusiness address and residence address afrdmnp(ii) the principal occupation or
employment of the person, (iii) the class or sesied number of shares of capital stock of the Cagmn which are owned beneficially or of
record by the person and (iv) any other informatiglating to the person that would be requiredeaisclosed in a proxy statement or other
filings required to be made in connection with sitdition of proxies for election of directors puasiito Section 14 of the Securities Exchange
Act of 1934 (the "Exchange Act"), and the rules aggllations promulgated thereunder, and (b) éisestockholder giving the notice (i) the
name and record address of such stockholderhéitlass or series and number of shares of capitelk of the Corporation which are owned
beneficially or of record by such stockholder) (@idescription of all arrangements or understagglretween such stockholder and each
proposed nominee and any other person or persoelading their names and addresses) pursuant tchvithé nominations(s) are to be made
by such stockholder, (iv) a representation thahsiockholder intends to appear in person or byypab the meeting to nominate the persons
named in its notice and (v) any other informatielating to such stockholder that would be requitebe disclosed in a proxy statement or
other filings required to be made in connectiorhveiblicitation of proxies for election of directgrarsuant to Section 14 of the Exchange Act
and the rules and regulations promulgated thereudieh notice must be accompanied by a writterse&oinof each proposed nominee to
being named as a nominee and to serve as a diiketected.

(e) No person shall be eligible for election asraador of the Corporation unless nominated in adance with the procedures set forth in this
section. If the chairman of the meeting determthes a nomination was not made in accordance Wwétfdregoing procedures, the chairman
shall declare to the meeting that the nominatios defective and such defective nomination shatlibeegarded.

ARTICLEIV.
BOARD COMMITTEES

SECTION 4.1. FORMATION OF COMMITTEES. The BoardDirectors by resolution may create committees, eacisisting of two or
more directors, which committees shall hold officesuch time and have such powers and perform dutibs as may from tinr



to time be assigned to them by the Board of Dimsct®hree committees have previously been formrexlekecutive committee, the
compensation committee and the audit committee.

SECTION 4.2. EXECUTIVE COMMITTEE. The executive comttee shall have all the powers of the Board atbBiors in the management
of the normal and ordinary business and affaitthefCorporation at all times when the Board of Blioes is not in session. The executive
committee shall have the following specific powkrs

(a) review and approve business plans of subsidiamnd make recommendations concerning such mahe aippropriate subsidiary board of
directors; and

(b) delegate authority to one or more persons toabehalf of the Corporation or its subsidiarigbether pursuant to a power of attorney or
otherwise, and to establish policies regarding sletbgations of authority.

SECTION 4.3. COMPENSATION COMMITTEE. The compeneatcommittee shall have the duties to recommerided@oard of Director:
(a) the base salary or wage ranges of all employbEthe amounts and forms of compensation, inolyétringe benefits and bonuses, as well
as stock options and incentive compensation ritjfatisapply or may apply to employees; (c) the aidopand implementation of any new or
modified forms of compensation; (d) the suspensitimination or restriction of any presently exigtiforms of compensation; and (e) plans
concerning the orderly succession of officers agylkanagement personnel.

SECTION 4.4. AUDIT COMMITTEE. None of the memberfsloe audit committee shall be directly involvedlire supervision or
management of the financial affairs of this Corpioraor any of its subsidiaries.

(a) The books, records, and accounts of the Cadtipareay be audited periodically by independentligiiiccountants. In connection with the
audit process, the audit committee shall have thiesloutlined in its written charter as in effécim time to time and as approved by the
Board of Directors.

(b) The audit committee shall meet periodicallyhnttie staff responsible for the Corporation's friahand accounting matters to review and
discuss the scope of internal accounting procedamdscontrols then in effect and the extent to Whioy recommendations made by the
independent public accountants or any internaltatglhave been implemented.

(c) The audit committee shall direct and supergisg investigation into any matter brought to itetion within the scope of its duties which
it believes is necessary. The audit committee retginm outside consultants in connection with arghsnvestigation.

(d) The audit committee shall monitor business ficas of the Corporation as set forth in the wnithelicies of the Corporation, such as
compliance with antitrust policies and other p@gias directed by the Board of Directors.

SECTION 4.5. LIMITATIONS ON POWERS. Limitations dhe powers of committees of the Board of Directdrall be governed by
Section 141(c)(2) of the Delawa



General Corporation Law. In addition, no commitséall act contrary to a fundamental policy or mdtbbconducting the business of the
Corporation. No committee shall have the specifiz@rs conferred upon any other committee by thgska®s.

SECTION 4.6. GENERAL. Any committee member may émoved by the Board of Directors at any time witheause. The Board of
Directors may designate a chairman of a commiftbe.following provisions of the By-laws, which applicable to the Board of Directors,
shall also govern each Board of Directors commitisetion 3.4 (vacancies), Section 3.10 (waiveratice), Section

3.11 (telephone participation), Section 3.12 (quoand voting), and Section

3.13 (action without a meeting). Each committee magpt its own rules of procedure and such ruleg gogern the call, time, place, and
notice of meetings. Each committee may keep ap@@pminutes of such proceedings and shall replostgmificant actions at regular
meetings of the Board of Directors.

ARTICLEV.
OFFICERS

SECTION 5.1. NUMBER. The officers of the Corporatishall include a President and a Secretary. Tteedof Directors may elect
additional officers and appoint agents as it det@esinecessary. Any two or more offices may be hglthe same person, except the offices
of President and Secretary. The Board of Diredtoits discretion may also elect one or more Chairraf the Board and one or more Vice
Chairman.

SECTION 5.2. ELECTION AND QUALIFICATION. The Presdt and Secretary shall be elected at the annustimyeof the Board of
Directors. Other officers may be elected by therBad Directors from time to time. The Chairmantloé Board, if any, the Chief Executive
Officer, any Vice Chairman, and the President shaldlirectors of the Corporation, and should arg @fithem cease to be a director, he shall
IPSO FACTO cease to be such officer.

SECTION 5.3. TERM. Each officer shall hold officetill his successor is elected and qualified orlumisi earlier resignation or removal. Any
officer may resign at any time upon written noticéhe Corporation.

SECTION 5.4. REMOVAL. Any officer elected by the &al of Directors may be removed by a majority & thembers of the whole Board
of Directors whenever, in their judgment, the besrest of the Corporation would be served therdliyelected officer shall have any
contractual rights against the Corporation for cengation by virtue of such election beyond the datbe election of his successor, his
death, his resignation or his removal, whichevamgghall first occur, except as otherwise proviteain employment contract or under an
employee deferred compensation plan.

SECTION 5.5. VACANCY. Any vacancy in any office froany cause may be filled for the unexpired portibthe term by the Board of
Directors.

SECTION 5.6. CHAIRMAN OF THE BOARD. The Chairmantbi Board shall be a director and shall presid#l abeetings of the Board
Directors at which he shall |



present, and shall have such power and perform dutbds as may from time to time be assigned tothirthe Board of Directors.

SECTION 5.7. VICE CHAIRMAN OF THE BOARD. Any Vicel@irman of the Board shall be a director and gtralide at all meetings of
the Board of Directors at which a Chairman shatlb®present, and shall have such power and pedoom duties as may from time to time
be assigned to him by the Board of Directors.

SECTION 5.8. CHIEF EXECUTIVE OFFICER. The Chief EExéive Officer shall, when present, preside atradktings of the stockholders,
and, in the absence of the Chairman of the Boadldhay Vice Chairman of the Board, or upon motiothef Board of Directors, at meetings
of the Board of Directors. He shall have poweradt special meetings of the stockholders, of thammf Directors or of the Executive
Committee at any time. He shall be the chief exeeudfficer of the Corporation, and shall have giemeral direction of the business, affairs
and property of the Corporation, and of its seveftiters and shall have and exercise all such pswed discharge such duties as usually
pertain thereto.

SECTION 5.9. PRESIDENT. The President shall bectfief operating officer of the Corporation and $halve and exercise all such powers
and discharge such duties as usually pertain tofffee of President. In the absence of the Chieddttive Officer, the Chairman of the Boi
and any Vice Chairman, the President, when presglhpreside at all meetings of the stockholdensd, in the absence of the Chairman o
Board, any Vice Chairman of the Board and the Chiedcutive Officer, at meetings of the Board ofdaiors. He shall have power to call
special meetings of the stockholders, of the Baéidirectors or of the Executive Committee at ainyet

SECTION 5.10. VICE-PRESIDENTS. The Vice-Presideiitany, or any of them, shall, subject to the diien of the Board of Directors, at
the request of the Chief Executive Officer of thredident or in his absence, or in case of his litglhd perform his duties from any cause,
perform the duties of the President, and, wherciog shall have all the powers of, and be sulijeet! restrictions upon, the President. The
Vice-Presidents shall also perform such other duiiemay be assigned to them by the Board of Direcand the Board of Directors may
determine the order of priority among them.

SECTION 5.11. SECRETARY. The Secretary shall penfeuch duties as are incident to the office of &acy, or as may from time to time
be assigned to him by the Board of Directors, carasprescribed by these By-laws.

SECTION 5.12.. TREASURER. The Treasurer shall parfsuch duties and have powers as are usuallyantio the office of Treasurer or
which may be assigned to him by the Board of Daoexct

SECTION 5.13. COMPENSATION. The compensation obéficers shall be fixed by the Board of Directofs officer who is also a
director may be compensated in both capaci



SECTION 5.14. BONDING. Any officer, agent or empéeyof the Corporation, if so required by the Baafr®irectors, shall be bonded for
the faithful performance of his duties, with su@naglties, conditions and security as the BoardigddBors may require.

ARTICLE VI.
STOCK

SECTION 6.1. STOCK CERTIFICATES. The directors skakermine the form of certificates which represamnership of shares of the
Corporation. Each certificate shall contain thedeok name and the number of shares issued. Eeditate shall be signed by the President
or any Vice President and the Secretary or thesfessi Secretary. Each certificate shall be impaessth the corporate seal. Each certificate
shall be consecutively numbered. The name and ssidfe¢he person to whom the shares are issududthvdtnumber of shares and date of
issue, shall be entered in the stock ledger oCigoration.

SECTION 6.2. TRANSFER OF STOCK. Transfers of shatedl be made only on the stock transfer bookb®fCorporation. On surrender
to the Corporation of a stock certificate propemdorsed by the holder of record or accompanied fmpper evidence of authority to trans
a new certificate shall be issued to the persol@htHowever, the requirements of any applicatbek transfer restriction agreement must
also be satisfied. The old certificate shall beceted and the transaction recorded in the stoajeled

SECTION 6.3. LOST CERTIFICATES. The Corporationlsissue a new stock certificate in place of aifieete previously issued, if the
holder: (a) claims by affidavit that the certifiedtas been lost, destroyed, or stolen; and (bsdhe Corporation a bond or other indemnity as
the directors determine appropriate.

SECTION 6.4. REGISTERED STOCKHOLDERS. The persowliose name shares are registered in the Corposasitock ledger shall be
deemed by the Corporation to be the owner of tlsbsges for all purposes. The Corporation shalbeatequired to recognize any equitabl
other claim or interest in such shares by any gbleeson, whether or not it has actual or otherceatif such claim.

ARTICLE VII.
MISCELLANEOUS

SECTION 7.1. SEAL. The corporate seal shall contiagname of the Corporation as well as the wo@tsgorate Seal" and "Delaware".
SECTION 7.2. FISCAL YEAR. The fiscal year of ther@oration shall be determined by resolution of Bward of Directors.

SECTION 7.3. CONTRACTS, ETC. The directors shatkdmine by resolution which persons shall be emped/ié sign contracts, bids,
proposals, certificates and other instruments efGbrporation. Such authority may be general oficed to specific instance



SECTION 7.4. CHECKS, ETC. All checks or demandsnfiomey and notes of the Corporation shall be sidnyeslich officer or officers or
such other person or persons as the Board of Direatay from time to time designate.

SECTION 7.5. DIVIDENDS. Dividends upon the capgtbck of the Corporation, subject to the provisiohthe Second Restated Certificate
of Incorporation, may be declared by the Board ié€liors or a committee of the Board of Directdrary regular or special meeting,
pursuant to law. Dividends may be paid in casipraperty or in shares of the capital stock.

SECTION 7.6. RESERVES. Before payment of any dindithere may be set aside out of any funds of tirp@ation available for dividen
such sum or sums as the directors from time to,timtheir absolute discretion, determine propea asserve fund to meet contingencies, or
for repairing or maintaining any property of ther@aration or for such other purpose as the directball think conducive to the interest of
the Corporation, and the directors may abolishsargh reserve in the manner in which it was created.

SECTION 7.7. VOTING STOCK OF OTHER CORPORATIONS.cept as otherwise ordered by the Board of DirectbesChairman of th
Board or the Chief Executive Officer or the Presidghall have full power an behalf of the Corpanatio attend and to act and to vote at any
meeting of the stockholders of any other corporatibwhich the Corporation is a stockholder andxecute a proxy to any other person to
represent the Corporation at any such meeting.

ARTICLE VIII.
INDEMNIFICATION

SECTION 8.1. NON-DERIVATIVE SUITS. The Corporatighall indemnify any person who was or is a partisdhreatened to be made a
party to any threatened, pending or complete actioit or proceeding, whether civil, criminal, adiistrative, or investigative (other than an
action by or in the right of the Corporation), l®ason of the fact that he is or was a directorc@ff employee or agent of the Corporation, or
is or was serving at the request of the Corporaa®a director, officer, employee or agent of aaptorporation, partnership, joint venture,
trust or other enterprise, against expenses (ingjuaktorneys' fees), judgments, fines and amapaits in settlement actually and reasonably
incurred by him in connection with such actiont swiproceeding if he acted in good faith and manner he reasonably believed to be in or
not opposed to the best interests of the Corparagind, with respect to any criminal action or pexding, had no reasonable cause to believe
his conduct was unlawful. The termination of antiax, suit or proceeding by judgment, order, setdat, conviction, or upon a plea of nolo
contendere or its equivalent, shall not, of itselgate a presumption that the person did nonagbod faith and in a manner which he
reasonable believed to be in or not opposed tbéiseinterests of the Corporation, and, with respeany criminal action or proceeding, had
reasonable cause to believe his conduct was unlawfu

SECTION 8.2. DERIVATIVE SUITS. The Corporation shademnify any person who was or is a party dhigeatened to be made a part
any threatened, pending or completed action orbsudr in the right of the Corporation to procurgidgment in its favo



by reason of the fact that he is or was a directificer, employee or agent of the Corporationisasr was serving at the request of the
Corporation as a director, officer, employee omagé another corporation, partnership, joint veafuarust or other enterprise against expe
(including attorneys' fees) actually and reasonaidyrred by him in connection with the defensaeitlement of such action or suit if he
acted in good faith and in a manner he reasonadigued to be in or not opposed to the best intexiethe Corporation and except that no
indemnification shall be made in respect of anyntJassue or matter as to which such person slaai lbeen adjudged to be liable to the
Corporation unless and only to the extent thaGbert of Chancery or the court in which such actosuit was brought shall determine upon
application that, despite the adjudication of ligpbut in view of all the circumstances of theseasuch person is fairly and reasonably
entitled to indemnity for such expenses which tlear€of Chancery or such other court shall deenp@ro

SECTION 8.3. EXTENT OF INDEMNIFICATION. To the extethat a director, officer, employee or agenthaf Corporation has been
successful on the merits or otherwise in defensmgfaction, suit or proceeding referred to in BecB.1 or 8.2 above, or in defense of any
claim, issue or matter therein, he shall be indésthiagainst expenses (including attorneys' feesjadly and reasonably incurred by him in
connection therewith.

SECTION 8.4. APPROVAL OF INDEMNIFICATION. Any indenification under Section 8.1 or 8.2 above (unleseed by a court) shall
be made by the Corporation only as authorizedeérsiecific case upon a determination that inderatifin of the director, officer, employee
or agent is proper in the circumstances becausasenet the applicable standard of conduct sét fort

Section 8.1 or 8.2 above. Such determination sigathade (1) by the Board of Directors by a majordte of a quorum consisting of direct
who were not parties to such action, suit or prdoee (2) if such a quorum is not obtainable, eereif obtainable, a quorum of disinterested
directors so directs, by independent legal couinsalwritten opinion or (3) by the affirmative vatéthe holders of 51% of the outstanding
shares of Common Stock of the Corporation.

SECTION 8.5. ADVANCES. Expenses (including attorsidges) incurred in defending a civil, criminalpainistrative or investigative
action, suit or proceeding shall be paid by thepBaation in advance of the final disposition of s@ction, suit or proceeding upon receipt of
an undertaking by or on behalf of the directoricaff, employee or agent to repay such amountgstiatl ultimately be determined that he is
not entitled to be indemnified by the Corporatieraaithorized in this Article VIII.

SECTION 8.6. NONEXCLUSIVITY. The indemnification and advancementesfpenses provided by, or granted pursuant toAtttisle VII
shall not be deemed exclusive of any other righighiich any person seeking indemnification may ittéled under any By-law, agreement,
vote of stockholders or disinterested directortbeowise, both as to action in his official capgaeihd as to action in another capacity while
holding such office, and shall continue as to apemwho has ceased to be a director, officer, eyeplor agent and shall inure to the benefit
of the heirs, executors and administrators of qesson.

SECTION 8.7. INSURANCE. The Corporation shall h@esver to purchase and maintain insurance on behalfiy person who is or was a
director, officer, employee ¢



agent of the Corporation, or is or was servindhatrequest of the Corporation as director, offieemployee or agent of another corporation,
partnership, joint venture, trust or other entexprgainst any liability asserted against him andrred by him in any such capacity or arising
out of his status as such, whether or not the Gatjpm would have the power to indemnify him agasch liability under the provisions of
this Section 8.7 or under the provisions of anyliapple law or regulation.

ARTICLE IX.
AMENDMENTS

SECTION 9.1. These By-laws may be repealed, alienended or rescinded and new by-laws may be edidytthe majority vote of the
Board of Directors or by the affirmative vote oftgi-six and two-thirds percent (66-2/3%) of thestahding stock entitled to vote thereon.

Dated: May 23, 2001
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