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FORM 10-K

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
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Indicate the number of shares outstanding of e&tinearegistrant's classes of common stock, alefdatest practicable date.

Title Outstanding
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DOCUMENTS INCORPORATED BY REFERENCE

List hereunder the following documents if incorgechby reference and the Part of the Form 10-K,(Part I, Part Il, etc.) into which the
document is incorporated: (1) Any annual repogdourity holders; (2) Any proxy or information stiatent; and (3) Any prospectus filed
pursuant to Rule 424(b) or
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security holders for fiscal year ended Decemberl280).

Portions of the Company's Definitive Proxy Statetfenthe 2001 Annual Meeting of Stockholders aveorporated by reference into Part Il
of this Form 10-K



Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Seculifiegation Reform Act of 1995)

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

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

Should one or more of these risks or uncertaimtieerialize, or should underlying assumptions piliogerrect, actual results may vary
materially from those described in this documemiede forward-looking statements include, amongrsftstatements concerning:

. the Company's communications and informationisesvbusiness, its advantages and the Compamstsgstrfor implementing the business
plan;

. anticipated growth of the communications andrimf@tion services industry;
. plans to devote significant management time aital resources to the Company's business;
. expectations as to the Company's future revemiaigins, expenses and capital requirements;

. anticipated dates on which the Company will begipviding certain services or reach specific nidass in the development and
implementation of its business; and

. other statements of expectations, beliefs, futlemas and strategies, anticipated development®toed matters that are not historical facts.

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

. achieve and sustain profitability based on thelémentation of its advanced, international, fiedi based communications network base
Internet Protocol technology;

. overcome significant early operating losses;

. produce sufficient capital to fund its business;

. develop financial and management controls, abagehdditional controls of operating expenseseasg other costs;
. attract and retain qualified management and gibesonnel;

. install on a timely basis the switches/routeisf optic cable and associated electronics reddoesuccessful implementation of the
Company's business;

. successfully complete commercial testing of neghhology and Company information systems to suppmw products and services,
including voice transmission services;

. hegotiate new and maintain existing peering agesgs; and
. develop and implement effective business suppa@tems for processing customer orders and provgjo

The Company undertakes no obligation to publiclglatp any forward-looking statements, whether &saltr of new information, future
events or otherwise. Further disclosures that th@any makes on related
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subjects in its additional filings with the Secig®#tand Exchange Commission should be consulteduRber information regarding the risks
and uncertainties that may affect the Companytgéutesults, please review our Current Report amrR&K/A filed with the Securities and
Exchange Commission on November 9, 1999.

ITEM 1. BUSINESS

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

The Company is a facilities based provider (thadiprovider that owns or leases a substantialqrodf the plant, property and equipment
necessary to provide its services) of a broad rafigigegrated communications services. The Compesycreated, generally by constructing
its own assets, but also through a combinatioruohasing and leasing of facilities, the Level 3wwk--an advanced, international, facilit
based communications network. The Company hasmsithe Level 3 Network to provide communicatioeivges, which employ and
leverage rapidly improving underlying optical amdernet Protocol technologies.

Market and Technology Opportunity. The Companydyas that ongoing technology advances in both alpdied Internet Protocol
technologies are revolutionizing the communicatimagistry and will facilitate rapid decreases it wosts for communications service
providers that are able to most effectively levertitese technology advances. Service providersdmagffectively leverage technology
advances and rapidly reduce unit costs will be abtefer significantly lower prices, which, the @pany believes, will drive an even more
dramatic increase in the demand for communicatsengices. The Company believes that there are timwapy factors driving this market
dynamic which it refers to as "Silicon Economics":

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

. High Demand Elasticity. The Company believesdaf@creases in communication services costs aodsprauses the development of new
bandwidthintensive applications, which drive even more digant increases in bandwidth demand. As an exanmpdeistry analysts estime
that Internet traffic is growing at greater tha®%®per year. In addition, communications servigesdirect substitutes for other, existing
modes of information distribution such as traditibbroadcast entertainment and distribution ofvgaife, audio and video content using
physical media delivered over motor transportagigstems. The Company believes that as communicasienvices improve more rapidly
than these alternative content distribution systesigmificant demand will be generated from thems@rses. The Company believes that high
elasticity of demand from both these new applicetiand substitution for existing distribution syssewill continue for the foreseeable futt

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

. Incorporating Technology Changes. Given the ragie of improvement in optical and Internet Protdechnologies, those communications
service providers that are most effective at rgpitHiploying new technologies will have an inhemgt and service advantage over
companies that are less effective at deployingetimesv technologies.
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. Capital Intensity. The rapid improvements in the=chnologies and the need to move to new techi@sianore quickly results in shortened
economic lives of underlying assets. To achievedipg unit cost reductions and improvements inisercapabilities, service providers must
deploy new generations of technology sooner, r@suih a more capital-intensive business model.seharoviders with the technical,
operational and financial ability to take advantaféhe rapid advancements in these technologesxgrected to have higher absolute capital
requirements, shortened asset lives, rapidly detrgainit costs and prices, rapidly increasing dainand and higher cash flows and profits.

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

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

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

. Combine Latest Generations of Fiber and Optiemhhologies. In order to achieve unit cost redustior transmission capacity, Level 3 |
designed its network with multiple conduits to dgpsuccessive generations of fiber to exploit ilproents in optical transmission
technology. Optimizing optical transmission systémexploit specific generations of fiber optichaeology currently provides transmission
capacity on the new fiber more cost effectivelyntidaploying new optical transmission systems oniptes generations of fiber.

. Offer a Comprehensive Range of Communicationsi&ss. The Company provides a comprehensive rahgenomunications services over
the Level 3 Network. The Company is offering broaith transport services under the brand name (3fMhlcolocation services under the
brand name

(3)CenterSM Colocation, Internet access serviceguthe brand name

(3)CrossroadsSM, and Softswitch based servicesruhddrand names

(3)ConnectSM Modem and (3)VoiceSM. The availabitifthese services varies by location.

. Provide Upgradeable Metropolitan Backbone Netwoklevel 3's significant investment in metropolitatical networks enables the
Company to connect directly to points of traffigeggation. These traffic aggregation facilities t@cally locations where Level 3's
customers wish to interconnect with the Level 3wek. Level 3's metropolitan backbone networkswallaevel 3 to extend its network
services to these aggregation points at low ca$is.Company is constructing metropolitan netwodktaling 15,000 conduit miles and
440,000 fiber miles. These metropolitan networlksasignificant strategic advantage versus othierdity communications companies that
must connect to customers using low capacity, ledacilities provided by former local monopoly piders. This difficult situation is
sometimes referred to as the "local loop bottleheck



. Provide Significant Colocation Facilities. Lev&believes that providing colocation services smitwork attracts communications inten:
customers by allowing Level 3 to offer those custosireduced bandwidth costs, rapid provisioningdafitional bandwidth, interconnection
with other thirdparty networks and improved network performanceréfore, Level 3 believes that controlling sigrafit colocation facilitie
in its Gateways provides it with a competitive athege.

As of December 31, 2000, Level 3 had secured ajpaiely 6.0 million square feet of space for itd€weay and colocation facilities and had
completed the buildout of approximately 2.8 millisguare feet of this space. Level 3 believes iteruily has more colocation and Gateway
space than any of its communications company cdtopgt

. Target Communications Intensive Customers. Tha@my's distribution strategy is to utilize a direales force focused on communicat
intensive businesses. These businesses includeraditional and next generation carriers, ISPpliagtion service providers, content
providers, systems integrators, web-hosting congsamnedia distribution companies, web portals, eBerne companies, streaming media
companies, storage providers and wireless commiimmnsaproviders. Providing communications servigesontinually declining bandwidth
costs and prices is at the core of the Companykehanabling strategy since bandwidth generaltyasents a substantial portion of these
businesses' costs.

. Utilize Optimization Technologies. In order tdesftively manage its business in a rapidly changingronment, Level 3 has assembled an
operations research department that has developedoamtinues to refine a sophisticated non-linedxed integer optimization model. The
objective for this model is to maximize the netgmet value of the Company's cash flows given reifeganstraints. This tool is designed to
allow Level 3 to determine optimal pricing for #ervices, to determine demand forecasts basedamgdasticity, to optimize network design
based on optimal topology and optronics configoragtto optimize network implementation based orinogl timing of capacity installation,

to optimize the timing of introducing new technaksyand to determine long-term network requiremertie Company believes that its
optimization proficiency and technology is a sous€significant competitive advantage.

. Provide Seamless Interconnection to the PublitcBed Telephone Network (the "PSTN"). The Compafigrs (3)VoiceSM long distance
service, which service allows the seamless interection of the Level 3 Network with the PSTN fon¢pdistance voice transmissions.
Seamless interconnection allows customers to usel 135 Internet Protocol based services withoutlifging existing telephone equipment
or dialing procedures (that is, without the needitd access codes or follow other similar spepiatedures). The Company's (3)ConnectSM
Modem turnkey modem infrastructure service usedair§oftswitch technology to seamlessly intercarrie the PSTN and to the public
Internet.

. Develop Advanced Business Support Systems. Thep@oy has developed and continues to develop dasiias, scalable and web-enabled
business support system infrastructure specificidlsigned to enable the Company to offer serviffesemtly to its targeted customers. The
Company believes that this system will reduce fitsrating costs, give its customers direct contversome of the services they buy from the
Company and allow the Company to grow rapidly whil@imizing redesign of its business support system

. Attract and Motivate High Quality Employees. Thempany has developed programs designed to adindatetain employees with the
technical skills necessary to implement the Busirilan. The programs include the Company's Shakasvwatock purchase plan and its
Outperform Stock Option program.



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

. Experienced Management Team. Level 3 has assdrabliteanagement team that it believes is well sudechplement the Business Plan.
Level 3's senior management has substantial experia leading the development and marketing ofraamications products and services
and in designing, constructing and managing ingranetropolitan and international networks.

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

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

. Prefunded Business Plan. Level 3 has substanpiedfunded its Business Plan through free cash lfiieakeven through approximately $14
billion in cumulative debt and equity capital ralse date. As a result, Level 3 believes that & loaver financial risk relative to certain other
communications service providers.

The Level 3 Network.

The Level 3 Network is an advanced, internatiofaatilities based communications network. Throug@Q@he Company primarily offered
communications services using local and interatjlities that had been leased from third parfléss enabled the Company to develop and
offer certain of its services during the constrctof its own facilities. As the Company has suliséély completed the construction of the
North American intercity network and as well as tRings of the European intercity network, the mortof the Company's network that
owned by the Company will increase significantlyldine portion of the facilities leased will decreaggnificantly. At completion, the
Company's network is expected to encompass:

. an intercity network covering nearly 16,000 mile®North America;

. leased or owned local networks in 56 North Anenimarkets;

. an intercity network covering approximately 4, #hles across Europe;

. leased or owned local networks in 21 EuropeanRauific Rim markets;

. approximately 6.5 million square feet of Gatevaagl transmission facilities in North America, Euegmnd the Pacific Rim; and
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. significant undersea capacity, including a 1.B®Jtransatlantic cable system and a 2.56 ThpsBlortAsia cable system connecting Hong
Kong, Japan, Taiwan and Korea.

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

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

. Initial installation of optical fiber strands dgsed to accommodate dense wave division multiplgxiansmission technology. In addition,
the Company believes that the installation of nemygical fibers will allow a combination of great@avelengths of light per strand, higher
transmission speeds and greater spacing of neeckronics. The Company also believes that eashgemeration of optical fiber will allo
increases in the performance of these aspectdiltr and will result in lower unit costs.

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

. A design that maximizes the use of open, non4jtgy hardware and software interfaces to allesglcostly upgrades as hardware and
software technology improves.

During 2000, the Company substantially completeddibnstruction of its North American intercity netk. Deployment of the North
American intercity network was accomplished throsghultaneous construction efforts in multiple lboas, with different portions being
completed at different times. As of December 30®@he Company had completed construction of B5rd8te miles of the North American
intercity network.

In Europe, the Company is deploying an approximyadel50 mile fiber optic intercity network with cfzateristics similar to those of the
North American intercity network. During 2000, tBempany completed the construction of both Ringd Ring 2 of its European netwol
Ring 1, which is approximately 1,800 miles, consebe major European cities of Paris, Frankfurtsterdam, Brussels and London and was
operational at December 31, 2000. Ring 2, whidpisroximately 1,600 miles, connects the major Geraitzes of Berlin, Cologne,
Dusseldorf, Frankfurt, Hamburg, Munich and Stuttg@onstruction on Ring 2 has been completed amcCttmpany expects Ring 2 to be
operational during the first quarter of 2001.

Level 3's European network is linked to the Levéld@th American intercity network by the Level anisatlantic 1.28 Tbps cable system,
which was also completed and placed into servicend2000. The transatlantic cable system-- refetoeby the Company as Yellow--has an
initial capacity of 320 Gbps and is upgradeabl&.&8 Tbps. The deployment of Yellow was completespant to a co-build agreement
announced in February 2000, whereby Global Crodsidgparticipated in the construction of, and aia a 50% ownership interest in,
Yellow. Under the co-build agreement, Level 3 addb@l Crossing Ltd. each now separately own andaipawo of the four fiber pairs on
Yellow. Level 3 also acquired additional capacity®@lobal Crossing Ltd.'s transatlantic cable, Afarossing 1, during 2000 to serve as
redundant capacity for its fiber pairs on Yellow.



The Company established its Asia Pacific headqrsaieHong Kong in 1999, and during 2000 the Conypeompleted and opened its
Gateway facilities in Tokyo and Hong Kong. In Jaryu2000, Level 3 announced its intention to develod construct a Northern Asia
undersea cable system initially connecting Hongdand Japan. The Hong Kong-Japan cable was intéodezithe first stage of the
Company's construction of an undersea networkamndiion. At that time, the Company indicatedntemtion to share construction and
operating expenses of the system with one or nmahestry partners.

In December 2000, the Company signed an agreementlaborate with FLAG Telecom on the developnithe Northern Asia undersea
cable system connecting Hong Kong, Japan, Kored aivélan. The system will include Level 3's previgusnnounced eastern link
connecting Hong Kong and Japan and a new westecitHat FLAG Telecom will build to connect Hong KprKorea, Taiwan and Japan. -
Company expects the Hong Kong to Japan segmeheafastern link to be in service in the secondtgquaf 2001, with the eastern link's
Taiwan segment to follow in late 2001. The Compexrpects the entire western link to be ready foviserin early 2002. Level 3 and FLAG
Telecom will each own three fiber pairs throughitigt new system. The total cost of the entire Northesia system is estimated to be
approximately $900 million. Level 3's share of tlost is approximately $450 million.

Local Market Infrastructure. The Company's locailfées include fiber optic networks connectingvet 3's intercity network Gateway sites
to ILEC and CLEC central offices, long distancerieapoints-of-presence or POPs, buildings housmmpmunication-intensive end users and
Internet peering and transit facilities. Level l¥igh fiber count metropolitan networks allow Le@o extend its services directly to its
customers' locations at very low costs, becausavh#ability of this network infrastructure doestmequire extensive multiplexing equipm

to reach a customer location, which is requiredritinary fiber constrained metropolitan networks.

The Company had secured approximately 6.0 milloqpurase feet of space for its Gateway and transnmdsicilities as of December 31, 2000
and had completed the buildout of approximatelyr@ilion square feet of this space. The Compamytigal Gateway facilities were designed
to house local sales staff, operational staffGbenpany's transmission and Internet Protocol rgutimd Softswitch facilities and technical
space to accommodate

(3)CenterSM Colocation services--that is, the calimn of equipment by high- volume Level 3 custosnér an environmentally controlled,
secure site with direct access to the Level 3 Nekwlrough dual, fault tolerant connections. Thecpatage of the total square feet of these
facilities that is available for the provision &)Center Colocation services is expected to grogr tine as the buildout of additional faciliti
and expansion of existing facilities is complef€dese newer facilities are typically larger thae @ompany's initial facilities and are being
designed to include a smaller percentage of tgtaduse feet for the Company's transmission andretedProtocol routing/Softswitch facilities
and a larger percentage of total square feet #ptbvision of (3)Center Colocation services. Thenpany is offering its (3)LinkSM
Transport services, (3)CenterSM Colocation seryices

(3)CrossroadsSM services, (3)ConnectSM Modem ses\aad (3)VoiceSM services at its Gateway sites.aMailability of these services
varies by location.

As of December 31, 2000, the Company had operdtita@lities based local metropolitan networki& U.S. markets and six European
markets. Also as of December 31, 2000, the Compadyentered into interconnection agreements wit@&8 covering 49 North American
markets.

The Company has negotiated master leases withae&veECs and ILECs to obtain leased capacity froosé providers so that the Company
can provide its clients with local transmission alifities before its own local networks are comglaind in locations not directly accessed by
the Company's owned facilities.



At February 15, 2001, the Company had a total ain@Bkets in service: 52 in the United States, mrieurope and two in Asia. In the United

States, the Company markets in service include:

Albany Jacksonville P ortland
Atlanta Jersey City P rovidence
Austin Kansas City R aleigh
Baltimore Las Vegas R ichmond
Boston Long Island S acramento
Buffalo Los Angeles S alt Lake City
Charlotte Louisville S an Antonio
Chicago Manchester S an Diego
Cincinnati Memphis S an Francisco
Cleveland Miami S an Jose
Dallas Nashville S eattle
Denver New Orleans S t. Louis
Detroit New York S tamford
El Paso Newark T ampa
Fort Worth Omaha w ashington, D.C.
Hartford Orlando W ilmington
Houston Philadelphia
Indianapolis Phoenix
In Europe, the markets in service include:

Amsterdam Hamburg

Berlin London

Brussels Munich

Dusseldorf Paris

Frankfurt

In Asia, markets in service included Hong Kong aio#tyo.
Communications and Information Services
Communications Services. Level 3 offers a comprsiverrange of communications services, includirggftilowing:

. Transport Services. The Company's transportees\are branded "(3)Link SM" and consist of (3)L8M Global Wavelengths, (3)Link SM
Private Line services and (3)Link SM Dark Fiber.

[1(3)Link SM Global Wavelength. Level 3 is offegr(3)Link Global Wavelengths--a point-to-point ceation of a fixed amount of
bandwidth on a particular wavelength or color ghti Currently,

(3)Link Global Wavelength is available at 2.5GBpsl40GBps. This product is targeted to those custsithat require both significant
amounts of bandwidth and desire to provide thein tnaffic protection schemes. The approach enahls®mers to build and manage a
network by deploying their own SONET, ATM or IP @guent at the end points where the wavelengthliseted. (3)Link Global
Wavelength is offered through short term, annudllang-term pre- paid leases.

[ 1(3)Link SM Private Line services. (3)Link Privatine services consist of a fixed amount of dediddandwidth between fixed locations
for the exclusive use of the customer. These seswace offered with committed levels of quality avith network protection schemes
included. (3)Link Private Line services are curhgpticed at a fixed rate depending upon the
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distance between end points and the amount of hdtiuvequired. The Company is offering the follogitypes of private line services:

. (3)Link SM Private Linedd.S. Intercity Services. Level 3 provides this sport service over its North American intercitywetk. Available
transmission speeds include DS-3, OC-3, OC-12 €0l

. (3)Link SM Private Line--Metro Services. LevepBvides this service within a metropolitan arelaisTservice is provided in three
categories: Metro Access Stand-aloaewetro circuit is installed from a customer sit@tcolocation cabinet in a Level 3 Gateway in iyt
Metro Point to Point--a circuit is installed betweteo of a customers' sites by passing through.ével 3 Gateway in that city; and Metro
Access--a circuit is installed from the customkrtation to access backbone services that areddaaithin the Level 3 Gateway. Available
transmission speeds include DS-3, OC-3, OC-12 €0di

. (3)Link SM Private Lineinternational Services. Level 3 provides this pieviine service between two locations on a poigdimt basis the
cross an international boundary. This service @imstalled between two customer points-of-presevitare each point is located within a
Level 3 Gateway facility. The service is availabween mainland Europe and the United Kingdom{Xthiéed States, Japan and Hong
Kong. Available transmission speeds depends updrdhntry locations, but range from DS-1 to OC-48.

[ 1(3)Link SM Dark Fiber. Level 3 offers long-terf@ases of dark fiber and conduit along its local axtercity networks on a long-term basis.
Customers can lease dark fiber and conduit in ambination of three ways: (1) segment by segmentu(l ring or (3) the entire Level 3
Network. Level 3 offers colocation space in its €&edy and intercity -transmission facilities to these customers foirttransmission
electronics.

. Colocation and Gateway Services.

[ ]1(3)Center SM Colocation. The Company offers higlality, data center grade space where custoraerfcate servers, content storage
devices and communications network equipment if@ and secure technical operating environment.

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

As of December 31, 2000, Level 3 offered (3)Ceftelocation in 63 facilities in 60 markets locatadhe United States, Europe and Asia.
Level 3 believes that its ability to offer both magtolitan and intercity communications servicetgd3)Center Colocation customers provi
it with an advantage over its competitors, because

(3)Center Colocation customers often spend bet&&étand 50% of their operating expenses on comratioits services.

. (3)CrossRoads SM. (3)CrossRoads is a high quality speed Internet access product offering. Sereice is offered in a variety of
capacities--100BaseT, GigE, DS-1, DS-3, OC-3 andlQ&using a variety of interfaces including Ethetrand SONET. A unique feature of
the service is Destination Sensitive Billing or DSBirough DSB,

(3)CrossRoads customers pay for bandwidth baséldeoarigination and destination of their trafficSB customers pay for either "Sent" or
"Received" bandwidth, but not both.

Level 3 believes that the combination of Destinat&ensitive Billing with metropolitan and intercitgtworks and significant colocation sp
is a competitive advantage and that this accountthe rapid market acceptance of (3)CrossRoadat®
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. Softswitch Services. Level 3 has pioneered ameéldped the Softswitch--a distributed computererysthat emulates the functions
performed by traditional circuit switches enabllrgyel 3 to control and process telephone calls avdinternet Protocol network. Currently,
Level 3 is offering two Softswitch based services:

(3)Connect SM Modem and (3)Voice SM.

[ 1(3)Connect SM Modem. The Company is offeringt$o(3)Connect Modem customers an outsourced,keyninfrastructure solution for
the management of dial up access to either théglmternet or a corporate data network. (3)Conhatlem was the first service offered by
the Company that used Softswitch technology to $essty interconnect to the PSTN. ISPs comprise janihaof the customer base for (3)
Connect Modem and are provided a fully managedugialetwork infrastructure for access to the pulsliernet. Corporate customers that
purchase (3)Connect Modem services receive comitgdor remote users to support data applicatisush as telecommuting, e-mail
retrieval, and client/server applications.

As part of this service, Level 3 arranges for thevjsion of local network coverage, dedicated ldetdphone numbers (which the
(3)Connect Modem customer distributes to its custenn the case of an ISP or to its employeesarcése of a corporate customer), racks
and modems as well as dedicated connectivity flmarctistomer's location to the Level 3 Gatewayifgcilevel 3 also provides monitoring
of this infrastructure 24 hours a day, seven daysek. By providing a turn-key infrastructure modsofution, Level 3 believes that this
product allows its customers to save both capitdl@perating costs associated with maintainingrtfrastructure.

[ 1(3)Voice SM Services. The Company also offefd/(8ce, an Internet Protocol based long distanceiee which uses Softswitch
technology. This long distance service is curreatigilable for originating long distance calls i rdarkets and is generally targeted at
carriers. The end users of the Company's (3)Vaicaer customers place a long distance call byguskisting telephone equipment and
dialing procedures. The local service providerdfars the call to the Level 3 Softswitch wheresitonverted to Internet Protocol format. The
call is then transmitted along the Level 3 Netwtrlanother Level 3 Gateway facility closest to theeiving city where it is sent to the called
party in whatever format is desired, includinganskard telephone call. Calls on the Level 3 Softdwhetwork can be terminated or
completed anywhere in the world. The (3)Voice ldigfance service is offered at a quality level étmghat of the traditional telephone
network.

Distribution Strategy

Level 3's sales strategy is to utilize a direcésdibrce focused on communications intensive basg® These targeted businesses include
traditional and next generation carriers, ISPs|iegfion service providers, content providers, eyst integrators, web-hosting companies,
streaming media companies, storage providers araless communications providers. Level 3 beliehas these companies are the most
significant drivers of bandwidth demand. The pastictions between retail and wholesale have liemed as these communications
intensive businesses purchase Level 3 servicesyaldd and then market to end-users. Bandwidthtitotes a significant portion of these
companies' cost structure and their needs for bahikw many cases are growing at an exponential Rroviding continually declining
bandwidth costs to these companies is at the ddrewel 3's market enabling strategy.

For the year ended December 31, 2000, approxim&&éty of the Company's sales were to communicatiiessive customers that package
communications services into value added servioddaectly sell into the residential and businesskets. The remaining approximately
15% of Level 3's sales were to other carriers anterprises.
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Business Support System

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

Key design aspects of the business support systeslabment program are:
. integrated modular applications to allow the Campto upgrade specific applications as new predai available;

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

. phased completion of software releases designatiaw the Company to test functionality on anrémental basis;

. "web-enabled" applications so that on-line actesdl order entry, network operations, billingdacustomer care functions is available to all
authorized users, including Level 3's customersrasdllers;

. use of a tiered, client/server architecture thalesigned to separate data and applicationssasected to enable continued improvement
of software functionality at minimum cost; and

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

As a result of the Telecom Act, properly certifdicompanies may, as a matter of law, interconmitkatiLECs on terms designed to help
ensure economic, technical and administrative éguaétween the interconnected parties. The TeleBotprovides, among other things, t
ILECs must offer competitors the services and itéesdl necessary to offer local switched servicee ‘S-Regulation."”

As of December 31, 2000, the Company had entetedriterconnection agreements covering 49 marRéts.Company may be required to
negotiate new or renegotiate existing interconnectigreements as Level 3 expands its operationigriant and additional markets in the
future and as existing agreements expire or anginated.

Peering agreements between the Company and ISRe@essary in order for the Company to exchandféctreith those ISPs without having
to pay transit costs. The Company is considereallinternet Service Provider and has peeringngements with approximately 90
domestic ISPs and approximately 150 internatio8RIsl and is currently purchasing transit from onpm&P. The basis on which the large
national ISPs make peering available or imposéese¢int charges is evolving as the provision ofrimeeaccess and related services has
expanded.

Employee Recruiting and Retention

As of December 31, 2000, Level 3 had 5,537 empkyr¢he communications portion of its business @Structure had approximately 674
employees, for a total of 6,211 employees. The Gombelieves that its
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ability to implement the Business Plan will depéméarge part on its ability to attract and retairbstantial numbers of additional qualified
employees.

In order to attract and retain highly qualified dayges, the Company believes that it is importargrovide (i) a work environment that
encourages each individual to perform to his orgagential, (ii) a work environment that facilitateooperation towards shared goals and (iii)
a compensation program designed to attract theslafchdividuals the Company seeks and to alignleyses' interests with the Company's.
The Company believes that its current businesdfamtbcation of its headquarters facilities in Benver metropolitan area help provide such
a work environment. With respect to compensati@gmms, while the Company believes financial rewaidne are not sufficient to attract
and retain qualified employees, the Company believproperly designed compensation program is @ssacy component of employee
recruitment and retention. In this regard the Camgfsaphilosophy is to pay annual cash compensattaah, if the Company's annual goals
are met, is moderately greater than the cash cosatien paid by competitors. The Company's non-bastefit programs (including medical
and health insurance, life insurance, disabiliguirance, etc.) are designed to be comparable $e tffered by its competitors.

The Company believes that the qualified candididteseks place particular emphasis on equity-bmegiterm incentive ("LTI") programs.
The Company currently has two complementary progrdinthe equity-based "Shareworks" program, whielps ensure that all employees
have an ownership interest in the Company andraseugaged to invest risk capital in the Compangsks and (ii) an innovative Outperform
Stock Option ("OSO") program applicable to the Camys employees. The Shareworks program currendliples employees to contribute
up to 7% of their compensation toward the purcledisestricted common stock, which purchases areimeat one for one by the Company. If
an employee remains employed by the Company feethears from the date of purchase, the sharearéabntributed by the Company will
vest. The shares that are purchased by the empdogeested at the time of purchase. The Sharevpodggam also provides that, subject to
satisfactory Company performance, the Company'daraes will be eligible annually for grants by tBempany of its restricted common
stock of up to 3% of the employees' compensatidrighvshares will vest three years from the empl@yiedtial grant date. For the year ended
December 31, 2000, the Company granted to itsbédigimployees the full 3% grant.

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

The Company's OSO program is the primary compooeb¢vel 3's long term incentive, stock based camspéon programs. The OSO
program was designed by the Company so that itklstdders receive a market related return on thegstment before OSO holders receive
any return on their options. The Company beliehas the OSO program aligns directly employees'stadkholders' interests by basing stock
option value on the Company's ability to outperfdahm market in general, as measured by the S&RriEl¥x. The value received for options
under the OSO plan is based on a formula involeimgultiplier related to how much our common stoakperforms the S&P 500 Index.
Participants in the OSO program do not realizeaiye from options unless our common stock prigpeniorms the S&P 500 Index. To the
extent that the Level 3 common stock outperforneas3&P 500, the value of OSOs to an option holder exzeed the value of NQSOs.

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

OSO at the time of exercise.
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C-0OSO0 awards were made to eligible employees eragdloy the date of the grant. The awards were nm8eptember 2000 and December
2000. Each award vests over three years as follbi6f 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 awaiidhismediately exercisable upon vesting. Awards exfute years from the date of the grant.

Subsequent to March 31, 1998 (the effective dateeteparation of the Company's former constrodiissiness), the Company adopted the
recognition provisions of SFAS No. 123. Under SRA& 123, the fair value of an OSO (as computed:@oedance with accepted option
valuation models) on the date of grant is amortizestr the vesting period of the OSO. The recognitimvisions of SFAS No. 123 are
applied prospectively upon adoption. As a reshiytare applied to all stock awards granted inytter of adoption and are not applied to
awards granted in previous years unless those aveaedmodified or settled in cash after adoptiothefrecognition provisions. The adoption
of SFAS No. 123 resulted in non-cash charges toatipas of $241 million in 2000, $126 million in 99 and $39 million in 1998 and will
continue to result in non-cash charges to operafionfuture periods that the Company believes aldb be material. The amount of the non-
cash charge will be dependent upon a number adrfdncluding the number of options granted ardf#tir value estimated at the time of
grant.

Competition

The communications industry is highly competitiany of the Company's existing and potential cotibpestin the communications indus
have financial, personnel, marketing and otherueses significantly greater than those of the Camgpas well as other competitive
advantages including existing customer bases. dset consolidation and strategic alliances inidastry resulting from the Telecom Act,
the opening of the U.S. market to foreign carritgshnological advances and further deregulatiaridcgive rise to significant new
competitors to the Company.

In recent years, competition has increased inralisof Level 3's communications services market. Company's primary competitors are
IXCs, ILECs, CLECs, ISPs and other companies thatide communications products and services. Thewing information identifies key
competitors for each of the Company's product oftgs.

For transport services, Level 3's key competitorthe United States are other facilities based comcations companies including Williams
Communications, Global Crossing, Qwest Communicati@roadwing, and 360Networks. In Europe and Ala,Company's key
competitors are other carriers such as KPNQwest,N/Mdtel Inc., Carrierl International, Colt Teleasdsroup plc, Asia Global Crossing and
Crosswave.

The Company's key competitors for its (3)Connectlbto services are other providers of dial up Inteaigeess including UUNet, Genuity,
Sprint, ICG and AT&T. In addition, the key compet# for the Company's (3)Voice service offering atteer providers of wholesale long
distance communications services including AT&T,Mloom Inc., Sprint and certain RBOCs. The RBOGssareking authorizations to
provide certain long distance services which wiltlier increase competition in the long distanceises market. See "--Regulation."”

Level 3's key competitors for its (3)Center Colomatservices are other facilities based commurdoatcompanies, and other colocation
providers such as web hosting companies and thirty polocation companies. These companies indixdelus, Equinix, Williams
Communications, Qwest Communications and 360Netsvork

For the Company's (3)Crossroads Internet acceggsgkevel 3 competes with companies that inclutiiNet, Genuity, Williams
Communications and Global Crossing.
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The communications industry is subject to rapid sigdificant changes in technology. For instaneeent technological advances permit
substantial increases in transmission capacitytf hew and existing fiber, and the introductiomeiv products or emergence of new
technologies may reduce the cost or increase {hi@\sof certain services similar to those which @@mpany plans on providing.
Accordingly, in the future the Company's most digant competitors may be new entrants to the comeoations and information services
industry, which are not burdened by an installesehaf outmoded or legacy equipment.

Regulation

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

Federal Regulation

The FCC regulates interstate and internationatéalemunications services. The FCC imposes extemsgi@ations on common carriers such
as ILECs that have some degree of market powerFO@imposes less regulation on common carriefsownitmarket power, such as the
Company. The FCC permits these nondominant catagesovide domestic interstate services (includonyg distance and access services)
without prior authorization; but it requires cargeo receive an authorization to construct andatpeelecommunications facilities, and to
provide or resell telecommunications services, betwthe United States and international points.d¢mpany has recently obtained FCC
approval to land its transatlantic cable in the.OI$e Company has obtained FCC authorization teigeointernational services on a facilities
and resale basis. The Company has filed tariffé¢$anccess and international long distance sesvigth the FCC.

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

. Reciprocal Compensation. Requires all ILECs ahB@s to complete calls originated by competingieasrunder reciprocal arrangement
prices based on a reasonable approximation ofrimenéal cost or through mutual exchange of traffieut explicit payment.

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

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

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

. Number Portability. Requires all ILECs and CLEG®ermit, to the extent technically feasible, ssgfrtelecommunications services to
retain existing telephone numbers without impairhwrguality, reliability or convenience when switng from one telecommunications
carrier to another.
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. Dialing Parity. Requires all ILECs and CLECs toyide "1+" equal access to competing providerel@phone exchange service and toll
service, and to provide nondiscriminatory accegslephone numbers, operator services, directaigtasce, and directory listing, with no
unreasonable dialing delays.

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

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

In August 1996, the FCC released a decision (theeftonnection Decision") establishing rules impdetng the above-listed requirements
and providing guidelines for review of interconnentagreements by state public utility commissiartge United States Court of Appeals for
the Eighth Circuit (the "Eighth Circuit") vacatedrtain portions of the Interconnection Decision. fanuary 25, 1999, the Supreme Court
reversed the Eighth Circuit with respect to the FRJ@risdiction to issue regulations governing ldngerconnection pricing (including
regulations governing reciprocal compensation). $hpreme Court also found that the FCC had authtaripromulgate a "pick and choose"
rule and upheld most of the FCC's rules governaugss to unbundled network elements. The Supremg,@owever, remanded to the FCC
the standard by which the FCC identified the neknmements that must be made available on an uhbedihbasis.

On November 5, 1999, the FCC released an ordegliargtaining its list of unbundled network elensehtit eliminating the requirement that
ILECs provide unbundled access to local switchimgclistomers with four or more lines in the denpestion of the top 50 Metropolitan
Statistical Areas, and the requirement to unbuogkrator services and directory assistance. leitssion, the FCC reaffirmed that network
elements should be priced using a total elemeny tan incremental pricing ("TELRIC") methodology.rumber of parties challenged the
FCC's TELRIC finding. On Jan. 22, 2001, the U.S®me Court agreed to hear those appeals. Ther8afeurt's decision could effect
some pricing terms in the Company's existing imtenection agreements and may require the reneigotiat existing interconnection
agreements. The Supreme Court's decision could-edsdt in new rules being promulgated by the FG®en the general uncertainty
surrounding the effect of these decisions and dppéree Company may not be able to continue toiolmaenforce interconnection terms that
are acceptable to it or that are consistent wétbitsiness plans.

The Telecom Act also codifies the ILECs' equal as@nd nondiscrimination obligations and preemqtsrisistent state regulation. The
Telecom Act contains special provisions that mogifgvious court decrees that prevented RBOCs frmwiging long distance services and
engaging in telecommunications equipment manufauhese provisions permit a RBOC to enter timg ldistance market in its traditional
service area if it satisfies several procedural sutibtantive requirements, including obtaining FEp@roval upon a showing that the RBOC
has entered into interconnection agreements (algnsome circumstances, has offered to enter utlo agreements) in those states in which
it seeks long distance relief, the interconnectigreements satisfy a 14-point "checklist" of coritipetrequirements, and the FCC is satisfied
that the RBOC's entry into long distance markeis the public interest. To date, the FCC has ammietitions to provide long distance
service by Verizon in New York and Southwesternl BeTexas, Oklahoma and Kansas. Verizon has tkfteapplication to provide long
distance service in Massachusetts. The Teleconpéhitted the RBOCs to enter the outreffion long distance market immediately upol
enactment.

In October 1996, the FCC adopted an order in whieliminated the requirement that non-dominantieas such as the Company maintain
tariffs on file with the FCC for domestic intersatervices. On February 13, 1997, the U.S. Coulippleals for the District of Columbia
stayed implementation of the FCC order. On April 2800, all litigation with respect to the FCC'sl@rwas resolved in favor of the FCC. As
a
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result, a deadline of August 1, 2001 has been kstteld for non-dominant carriers, such as Levéb&liminate tariffs for interstate services.
Today, the only service that the Company offers ihaharacterized as interstate service is (3)Hrikate Line--U.S. Intercity Service. While
tariffs provided a means of providing notice ofges as well as terms and conditions for the pronisif service, the Company has historically
relied primarily on its sales force and marketigtj\aties to provide information to its customeegyarding these matters and expects to
continue to do so after August 1, 2001.

The Company's costs of providing long distanceisesy as well as its revenues from providing l@ealices, will both be affected by
changes in the "access charge" rates imposed b@dlda long distance carriers for origination arrchieation of calls over local facilities.
The FCC has made major changes in the interstagsacharge structure. In a December 24, 1996,ddeFCC removed restrictions on
ILECs' ability to lower access prices and relaxealregulation of new switched access servicesasettmarkets where there are other
providers of access services. On August 5, 199¢@€ adopted an order granting price cap LECs ik pricing flexibility, implementing
certain access charge reforms and seeking commemthers. The order provides certain immediateletgry relief to price cap carriers and
sets a framework of "triggers"” to provide those pamies with greater pricing flexibility to set intéate access rates as competition increases
The order also initiated a rulemaking to determiitether the FCC should regulate the access chaf@@sECs. If this increased pricing
flexibility is not effectively monitored by federagégulators, it could have a material adverse etiadhe Company's ability to price its
interstate access services competitively. A MaylB®7 order substantially increased the amountditEs subject to the FCC's price cap
rules ("price cap LECs") recover through monthbt-flate charges and substantially decreased thardmthat these LECs recover through
traffic sensitive (per-minute) access charges. @éyparties appealed the May 16th order. On Au@@st1998, the Eighth Circuit upheld the
FCC's access charge reform rules.

Recently, the large interexchange or long distaxacgers have challenged the ability of competitoal exchange carriers or CLECs to levy
access charges to terminate traffic on a CLEClgarét AT&T and Sprint have filed Petitions for Dacatory Ruling with the FCC asking
whether any statutory or regulatory constrainty@né an interexchange carrier from declining omieating access services ordered or
constructively ordered from CLECs and what steparé@xchange carriers must take either to avoidrorg®r to cancel service after it has
been ordered or constructively ordered. As a regdtFCC has asked for public comment on the éxtewhich interexchange carriers may
lawfully refuse to accept and pay for CLEC intefstaccess services. The central issue in disputbésher CLECs can levy access charges
that are higher than the incumbent local exchaageers or ILECs. The Company's long standing gdfias been to mirror the access rates
charged by the ILECs. Given the general uncertantyounding the effect of any FCC decision or @€ rules that may result from the
AT&T and Sprint petition, the Company may be reqdito change the manner in which access chargessessed or collected in the future.

Beginning in June 1997, every RBOC advised CLE@sttiey did not consider calls in the same lochincparea from their customers to
CLEC customers, who are ISPs, to be local calleutitk interconnection agreements between the RB@&she CLECs. The RBOCs claim
that these calls are exchange access calls fohvelxichange access charges would be owed. The RB@i@®d, however, that the FCC
exempted these calls from access charges so tltatnmpensation is owed to the CLECs for transpomwimg terminating such calls. As a
result, the RBOCs threatened to withhold, and imyr@ases did withhold, reciprocal compensatiortffertransport and termination of such
calls. To date, thirty-six state commissions haited on this issue in the context of state commisarbitration proceedings or enforcement
proceedings. In thirty- three states, to date state commission has determined that reciprocapeosation is owed for such calls. Several of
these cases are presently on appeal. Reviewin¢gsdmave upheld the state commissions in eight ecsendered to date on appeal.
Decisions in the Fourth, Fifth and Seventh U.Sc@trCourts of Appeal have upheld state determamatthat reciprocal compensation is
owed for ISP bound traffic. A decision is pendirgfdye the U.S. Circuit Court of Appeals for the tfiet of Columbia. On February 25, 19¢
the FCC issued a Declaratory Ruling on the issurtef-carrier compensation for calls bound to ISH® FCC ruled that the calls are largely
jurisdictionally interstate calls, not local callthe FCC, however, determined that 1
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issue was not dispositive of whether inter-carcimnpensation is owed. The FCC noted a number &drfevhich would allow the state
commissions to leave their decisions requiringpghgment of compensation undisturbed. The Compangatgredict the effect of the FCC's
ruling on existing state decisions, or the outcarhpending appeals or of additional pending cafbe.Ninth Circuit dismissed an appeal of a
Washington decision on the ground that it constiw collateral attack on the FCC's ruling. The R0 issued proposed rules to address
inter-carrier compensation in the future.

The Company has entered into agreements with Merfpomerly Bell Atlantic, that provides for payntedor ISP bound traffic in the 14-state
Verizon territory and with SBC Corporation for th8-state operating territory that includes itslafes Pacific Bell, Southwestern Bell,
Ameritech and Southern New England Telephone.

The FCC has to date treated ISPs as "enhanceds@naviders,” exempt from federal and state réguia governing common carriers,
including the obligation to pay access chargescamdribute to the universal service fund. Neveghs] regulations governing disclosure of
confidential communications, copyright, excise taxd other requirements may apply to the Compammg\@sion of Internet access services.
The Company cannot predict the likelihood thatesttderal or foreign governments will impose addil regulation on the Company's
Internet business, nor can it predict the impaat thture regulation will have on the Company'srapens.

In December 1996, the FCC initiated a Notice olingregarding whether to impose regulations ockarges upon providers of Internet
access and information services (the "Internet Ndlhe Internet NOI sought public comment upon \ueeto impose or continue to foreb:
from regulation of Internet and other packet-swétmetwork service providers. The Internet NOI #jmdly identifies Internet telephony as
a subject for FCC consideration. On April 10, 19%&, FCC issued a Report to Congress on its impiéatien of the universal service
provisions of the Telecom Act. In that Report, B@C stated, among other things, that the provisfdransmission capacity to ISPs
constitutes the provision of telecommunications @ntherefore, subject to common carrier regutetiarhe FCC indicated that it would
reexamine its policy of not requiring an ISP to trinute to the universal service mechanisms wherl $i? provides its own transmission
facilities and engages in data transport over tlfiasiéities in order to provide an information siee. Any such contribution by a facilities
based ISP would be related to the ISP's provisidheounderlying telecommunications services. i Report, the FCC also indicated that it
would examine the question of whether certain foofiiphone-to-phone Internet Protocol telephony' iaformation services or
telecommunications services. It noted that the E@iGhot have an adequate record on which to makealafinitive pronouncements on that
issue at this time, but that the record the FCCrbaiwed suggests that certain forms of phonphtore Internet Protocol telephony appe:
have similar functionality to nomternet Protocol telecommunications services aoHl the characteristics that would render themrinédion
services. If the FCC were to determine that celfitaiernet Protocol telephony services are sube&QC regulations as telecommunications
services, the FCC noted it may find it reasonaie the ISPs pay access charges and make unigersale contributions similar to non-
Internet Protocol based telecommunications semiogiders. The FCC also noted that other formsit#rhet Protocol telephony appear to be
information services. The Company cannot predietdhtcome of these proceedings or other FCC pratgethat may effect the Company's
operations or impose additional requirements, @@ns or charges upon the Company's provisiontefhet access services.

On May 8, 1997, the FCC issued an order estabtishisignificantly expanded federal universal serg@absidy regime. For example, the F
established new universal service funds to sugpttommunications and information services prayitiequalifying schools and libraries
(with an annual cap of $2.25 billion) and to runehlth care providers (with an annual cap of $400om). The FCC also expanded the
federal subsidies for local exchange telephoneics\provided to low-income consumers and recettlybled the size of the high cost fund
for non-rural LECs. Providers of interstate teleconmications service, such as the Company, as welkdain other entities, must pay for
these programs. The Company's contribution to thasersal service funds will be based on its tetemunications service end-user
revenues. The extent to which the Company's sendoe viewed as telecommunications services orfasmation services will impact the
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amount of the Company's contributions, if any. Adi¢ated in the preceding paragraph, that issuabilseen resolved. Currently, the FCC
assesses such payments on the basis of a provi&etsue for the previous year. The Company isectiy unable to quantify the amount of
subsidy payments that it will be required to make the effect that these required payments wilehav its financial condition because of
uncertainties concerning the size of the univegad and uncertainties concerning the classificatibits services. The Fifth Circuit Court of
Appeals recently upheld the FCC in most respectisidjected the FCC's effort to base contributioméntrastate revenues. The FCC's
universal service program may also be alteredrasudt of the agency's reconsideration of its pedicor by future Congressional action.

The FCC recently adopted new rules designed to nt&easier and less expensive for CLECs to obtaiacation at ILEC central offices by,
among other things, restricting the ILEC's abitiyprevent certain types of equipment from beingcated and requiring ILECs to offer
alternative colocation arrangements which will &éssl costly.

On November 18, 1999, the FCC adopted a new oedgiining ILECs to provide line sharing, which wallow CLECs to offer data services
over the same line the consumer uses for voicécasrwithout the CLECs being required to offer ¢bée services. State commissions have
been authorized to establish the prices to the G6Csuch services. The decision has been appealed

State Regulation

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

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

State regulatory agencies have jurisdiction whem@any facilities and services are used to proviti@state services. A portion of the
Company's traffic may be classified as intrastatitherefore subject to state regulation. The Camgxpects that it will offer more
intrastate services (including intrastate switchexvices) as its business and product lines expangrovide intrastate services, the Comp
generally must obtain a certificate of public comeace and necessity from the state regulatory@gand comply with state requirements
telecommunications utilities, including state tfni§ requirements. The Company currently is auttestito provide telecommunications
services in all fifty states and the District ofl@obia. The Company is seeking expanded autharitiie states of lowa, Wisconsin and New
Mexico.

States also often require prior approvals or ragttfons for certain transfers of assets, custowreosvnership of certificated carriers and for
issuances by certified carriers of equity or debt.

Local Regulation

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

Canadian Regulation

The Canadian Radio-television and Telecommunicat@ommission (the "CRTC") generally regulates Idijance telecommunications
services in Canada. Regulatory developments oeepdist several years have terminated the hist@iopolies of the regional telephone
companies, bringing significant competition
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to this industry for both domestic and internatidnag distance services, but also lessening réignl@f domestic long distance companies.
Resellers, which, as well as facilities-based easrinow have interconnection rights, but whichraoeobligated to file tariffs, may not only
provide transborder services to the U.S. by rewgliie services provided by the regional compaanieksother entities but also may resell the
services of the former monopoly international @treleglobe Canada ("Teleglobe"), including affgrinternational switched services
provisioned over leased lines. Although the CRTnierly restricted the practice of "switched hubBinger leased lines through
intermediate countries to or from a third counthg CRTC recently lifted this restriction. The Tgllshe monopoly on international services
and undersea cable landing rights terminated &ctdber 1, 1998, although the provision of Canaditrnational transmission facilities-
based services remains restricted to "Canadiarecsirwvith majority ownership by Canadians. Owngrsif non-international transmission
facilities are limited to Canadian carriers but @@mpany can own international undersea cablesrigrid Canada. The Company cannot,
under current or foreseen law, enter the Canadekehas a provider of transmission facilitlessed domestic services. Recent CRTC rul
address issues such as the framework for intemedtamntribution charges payable to the local ergbecarriers to offset some of the capital
and operating costs of the provision of switchezhl@ccess services of the incumbent regional hele companies, in their capacity as
ILECs, and the new entrant CLECs.

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

The Company's Other Businesses

The Company was incorporated as Peter Kiewit Soms'jn Delaware in 1941 to continue a constructiosiness founded in Omaha,
Nebraska in 1884. In subsequent years, the Comipaagted a portion of the cash flow generated gdnstruction activities in a variety
other businesses. The Company entered the coahgninisiness in 1943, the telecommunications busifemsisting of MFS and, more
recently, an
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investment in C-TEC Corporation and its succesB@bl Corporation, Commonwealth Telephone Enterpyiges and Cable Michigan, Inc.)
in 1988, the information services business in 183@ the alternative energy business, through astment in MidAmerican, in 1991. Level
3 also has made investments in several developstagé ventures.

In 1995, the Company distributed to the holder€laiss D Stock all of its shares of MFS. In the seyears from 1988 to 1995, the Company
invested approximately $500 million in MFS; at time of the distribution to stockholders in 199 Company's holdings in MFS had a
market value of approximately $1.75 billion. In Betber 1996, MFS was purchased by WorldCom in a#aetion valued at $14.3 billion. In
December 1997, the Company's stockholders ratifiediecision of the Board to effect the split-afparating the Construction Group. As a
result of the split-off, which was completed on ktaB1, 1998, the Company no longer owns any intémebe Construction Group. In
conjunction with the split-off, the Company changschame to "Level 3 Communications, Inc.," anel @onstruction Group changed its
name to "Peter Kiewit Sons', Inc.”

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

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

()Structure, Inc.

Level 3 currently offers, through its subsidianStructure, Inc. (formerly PKS Information Servicb®.), computer operations outsourcing
and systems integration services to customersdddaatoughout the United States as well as abroad.

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

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

C-TEC Companies

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

C-TEC, which changed its name to Commonwealth Fedap Enterprises, Inc. ("Commonwealth TelephorRQN Corporation ("RCN")
and Cable Michigan,
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Inc. ("Cable Michigan"). The Company's interestshiea C-TEC Companies are held through a holdingpeom (the "C-TEC Holding
Company"). The Company owns 90% of the common sbétke C-TEC Holding Company, and preferred stoicthe C-TEC Holding
Company with a liquidation value of approximateB4® million as of December 31, 2000. The remairiigp of the common stock of the C-
TEC Holding Company is held by David C. McCourtieector of the Company who was formerly the Chainnof C-TEC. In the event of a
liquidation of the C- TEC Holding Company, the Canp would first receive the liquidation value oétpreferred stock. Any excess of the
value of the C-TEC Holding Company above the ligtimh value of the preferred stock would be splitaading to the ownership of the
common stock.

Commonwealth Telephone. Commonwealth Telephonésnmsylvania public utility providing local telepie service to a 19-county, 5,191
square mile service territory in Pennsylvania. Camwealth Telephone also provides network accessosgddistance services to IXCs.
Commonwealth Telephone's business customer baseeise in size as well as industry, with venjdittoncentration. A subsidiary,
Commonwealth Communications Inc. provides telecominaiions engineering and technical services telaorporate clients, hospitals and
universities in the northeastern United States.tA@osubsidiary, Commonwealth Long Distance opsratecipally in Pennsylvania,
providing switched services and resale of sevgpd of services, using the networks of severa fistance providers on a wholesale basis.
As of December 31, 2000, the C-TEC Holding Companmped approximately 46.3% of the outstanding comstonk of Commonwealth
Telephone.

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

RCN. RCN is a full service provider of local, lodgtance, Internet and cable television servicaaaily to residential users in densely
populated areas in the Northeast. RCN operatecaspetitive telecommunications service provideNew York City and Boston. RCN al
owns cable television operations in New York, Nensdy and Pennsylvania; a 49% interest in Megac8bfe de C.V., Mexico's second
largest cable television operator; and has longuée operations (other than the operations imiceareas of Pennsylvania). RCN is
developing advanced fiber optic networks to provadeide range of telecommunications services, tioly local and long distance telepha
video programming and data services (including Isighed Internet access), primarily to residentiatamers in selected markets in the
Boston to Washington, D.C. and San Francisco tolBago corridors and Chicago. As of December 30026he C-TEC Holding Company
owned approximately 30.8% of the outstanding comstook of RCN.

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

Coal Mining

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

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

22



The coal produced from the KCP mines is sold prip#o electric utilities, which burn coal in ordés produce steam to generate electricity.
Approximately 95% of sales are made under long-tewniracts, and the remainder are made on thespdtet. Approximately 76%, 75%
and 77% of KCP's revenues in 2000, 1999 and 199&uotively, were derived from long-term contracihwCommonwealth Edison
Company (with Decker and Black Butte) and The Diet&Edison Company (with Decker). KCP also has ofaes commitments, including
those with Sierra Pacific, Idaho Power, Solvay Matg Pacific Power & Light and Minnesota Poweattprovide for the delivery of
approximately 10 million tons through 2005. Thedksf cash flows generated in recent periods byQbmpany's coal operations will not
continue after the year 2000 because the delivexryirements under the Company's current long- temtracts decline significantly. Under a
mine management agreement, KCP pays a subsididtgwfPKS an annual fee equal to 30% of KCP's agljusperating income. The fee "
2000 was $29 million.

The coal industry is highly competitive. KCP comgsehot only with other domestic and foreign coaldiers, some of whom are larger and
have greater capital resources than KCP, but atboalternative methods of generating electricitgl alternative energy sources. In 1998,
KCP's production represented 1.3% of total U.SI pozduction. Demand for KCP's coal is affectedelspnomic, political and regulatory
factors. For example, recent "clean air" laws ntagdate demand for low sulfur coal. KCP's westernal reserves generally have a low
sulfur content (less than one percent) and areentiyruseful principally as fuel for coal-firedesim-electric generating units.

KCP's sales of its western coal, like sales byrotfesstern coal producers, typically provide forigety to customers at the mine. A signific
portion of the customer's delivered cost of coaltisbutable to transportation costs. Most of¢bal sold from KCP's western mines is
currently shipped by rail to utilities outside Mana and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are servetio railroads and such competitors' customemsnafienefit from lower transportation
costs because of competition between railroadsdal hauling business. Other western coal produparsicularly those in the Powder River
Basin of Wyoming, have lower stripping ratios (tlgtthe amount of overburden that must be remavgdoportion to the amount of minable
coal) than the Black Butte and Decker mines, ofesulting in lower comparative costs of productids.a result, KCP's production costs per
ton of coal at the Black Butte and Decker mineslma@as much as four and five times greater thadyat®dn costs of certain competitors.
KCP's production cost disadvantage has contribatétd agreement to amend its long-term contratit @ommonwealth Edison Company to
provide for delivery of coal from alternate sournmes rather than from Black Butte. Because ofdleest disadvantages, KCP does not
expect that it will be able to enter into long-tecoal purchase contracts for Black Butte and Depkeduction as the current long-term
contracts expire. In addition, these cost disachgag may adversely affect KCP's ability to compatapot sales in the future.

The Company is required to comply with various fadlestate and local laws and regulations concgrpiotection of the environment. KCP's
share of land reclamation expenses for the yeazdeBdcember 31, 2000 was approximately $6 millik@P's share of accrued estimated
reclamation costs was $94 million at December 8002 The Company did not make significant capitalesditures for environmental
compliance with respect to the coal business ir0206e Company believes its compliance with envitental protection and land restorat
laws will not affect its competitive position sinite competitors in the mining industry are simifaaffected by such laws. However, failure
comply with environmental protection and land restion laws, or actual reclamation costs in exadshe Company's accruals, could hav
adverse effect on the Company's business, redudisenations, and financial condition.

SR91 Tollroad

The Company has invested $13.1 million for a 65Uitgdnterest and lent $8.0 million to Californiaivate Transportation Company L.P.
("CPTC"), which developed, financed, and currepghgrates the 91 Express Lanes, a ten mile, foerilairoad in Orange County, California
(the "SR91 Tollroad"). The fully automated highwages an electronic toll collection system and \@ei@ricing to adjust tolls to demand.
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Capital costs at completion were $130 million, $ii0ion of which was funded with debt that was gofaranteed by Level 3. However,
certain defaults by Level 3 on its outstanding deit certain judgments against Level 3 can resudefault under this debt of CPTC.
Revenue collected over the 35-year franchise pesioded for operating expenses, debt repaymettpianiit distributions. The SR91
Tollroad opened in December 1995 and achieved tipgrareak-even in 1996. Approximately 96,100 custos have registered to use the
tollroad as of December 31, 2000, and weekday vetutypically exceed 25,700 vehicles per day duibiegember 2000.
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Directors and Executive Officers

Set forth below is information as of February 1802 about each director and each executive oftitéte Company. The executive officers

of the Company have been determined in accordaitbettve rules of the SEC.

Name Age
Walter Scott, Jr.......... 69 Chairman of the Boar
James Q. Crowe.. .... 51 Chief Executive Offi
Kevin J. O'Hara........... 40 President, Chief Ope
Vice Chairman of the
R. Douglas Bradbury....... 50 President
Vice Chairman of the

Charles C. Miller, 1ll.... 48 President

Lee Jobe.................. 43 Executive Vice Presi

Sureel A. Choksi.......... 28 Group Vice President
Group Vice President

Thomas C. Stortz.......... 49 Secretary

John F. Waters, Jr........ 35 Group Vice President

Colin V.K. Williams....... 61 Director

Mogens C. Bay............. 52 Director

William L. Grewcock....... 75 Director

Richard R. Jaros.......... 49 Director

Robert E. Julian.......... 61 Director

David C. McCourt.......... 44 Director

Kenneth E. Stinson........ 58 Director

Michael B. Yanney......... 67 Director

Other Management

Set forth below is information as of February 1802, about the following members of senior managermgthe Company.

Name Age
Linda J. Adams............ 44 Group Vice President
E. Benjamin Buttolph...... 37 Group Vice President
Daniel P. Caruso.......... 37 Group Vice President
Donald H. Gips............ 41 Group Vice President
John Neil Hobbs........... 41 Group Vice President
Joseph M. Howell, Il..... 54 Group Vice President
Michael D. Jones.......... 43 Group Vice President

(i)Structure, Inc.

Stephen C. Liddell........ 39 Group Vice President
Edward Van Macatee........ 46 Group Vice President
Gail P. Smith............. 41 Group Vice President
Ronald J. Vidal........... 40 Group Vice President

Walter Scott, Jr. has been the Chairman of theBohthe Company since September 1979, and a direEthe Company since April 1964.
Mr. Scott has been Chairman Emeritus of New PK8esthe split-off. Mr. Scott is also a director of\W PKS, Berkshire Hathaway Inc.,
Burlington Resources Inc., MidAmerican, ConAgra.JrCommonwealth Telephone, RCN, Kiewit Materiatpany and Valmont

Industries, Inc.

James Q. Crowe has been the Chief Executive Offitdre Company since August 1997, and a diredttmi@Company since June 1993. Mr.
Crowe was also President of the Company until Felyrd000. Mr. Crowe was President and Chief Exeeudfficer of MFS from June 1993
to June 1997. Mr. Crowe also served as ChairmaimeoBoard of WorldCom from January 1997 until JI@97, and as Chairman of the
Board of MFS from 1992 through 1996. Mr. Crowe iiegently a director of New PKS, Commonwealth Teteyghand RCN.
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Kevin J. O'Hara has been President of the Compiaieg Suly 2000 and Chief Operating Officer of thenthany since March 1998. Mr.
O'Hara was also Executive Vice President of the gamg from August 1997 until July 2000. Prior totthdr. O'Hara served as President and
Chief Executive Officer of MFS Global Network Sergs, Inc. from 1995 to 1997, and as Senior VicsiBeat of MFS and President of Ml
Development, Inc. from October 1992 to August 199%Bm 1990 to 1992, he was a Vice President of Nielécom, Inc. ("MFS Telecom").

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

Charles C. Miller, Il has been Vice Chairman of Board and Executive Vice President of the Comsamge February 15, 2001. Prior to
that, Mr. Miller was President of Bellsouth Intetioaal, a subsidiary of Bellsouth Corporation fra®05 until December 2000. Prior to that,
Mr. Miller held various senior level officer and magement position at BellSouth from 1990.

Lee Jobe has been Executive Vice President, Gl@patations of the Company since June 2000. Pritrah Mr. Jobe was President,
Network and Systems for Concert Global Network ®ewLimited from June 1999 until June 2000. Ptaothat, Mr. Jobe was president
Citizens Communications from 1996 to 1999. Priothiat, Mr. Jobe was Vice President Business Omeraifior Pacific Bell from 1993 to
1995.

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

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

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

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

William L. Grewcock has been a director of the Campsince January 1968. Prior to the split-off, Mrewcock was Vice Chairman of the
Company for more than five years. He is presentjyrector of New PKS.
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Richard R. Jaros has been a director of the Comspimcge June 1993 and served as President of th@&ugnirom 1996 to 1997. Mr. Jaros
served as Executive Vice President of the Compeomy 1993 to 1996 and Chief Financial Officer of @@mpany from 1995 to 1996. He
also served as President and Chief Operating @fit€alEnergy from 1992 to 1993, and is preseattlirector of MidAmerican,
Commonwealth Telephone, RCN and Homeservices.amm, |

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

David C. McCourt has been a director of the Compsinge March 31, 1998. Mr. McCourt has also seage&hairman and Chief Executive
Officer of Commonwealth Telephone and RCN sinceoBet 1997. From 1993 to 1997 Mr. McCourt serve@laairman of the Board and
Chief Executive Officer of C-TEC.

Kenneth E. Stinson has been a director of the Cagnpaace January 1987. Mr. Stinson has been Chaiohthe Board and Chief Executive
Officer of New PKS since the Split-Off. Prior tcettsplit-Off, Mr. Stinson was Executive Vice President af tbompany for more than the |
five years. Mr. Stinson is also a director of Cor#ygnc. and Valmont Industries, Inc.

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

Michael B. Yanney has been a director of the Comsamce March 31, 1998. He has served as Chairmtre @oard, President and Chief
Executive Officer of America First Companies L.Lf6r more than the last five years. Mr. Yanneylsoa director of Burlington Northern
Santa Fe Corporation, RCN, Forest Oil Corporatiod lid-America Apartment Communities, Inc.

Linda J. Adams has been Group Vice President HURemources of the Company since February 2000. ®@ritiat, Ms. Adams was Vice
President Human Resources of the Company from Nbeet298 to February 2000. Prior to that, Ms. Adavas initially Vice President of
Human Resources Rent-A-Center, a subsidiary of TAmnericas, Inc., and then Senior Vice Presidemiwhan Resources for Thorn
Americas, Inc. from August 1995 until August 1988ior to that, Ms. Adams was Vice President of \Waitle Compensation & Benefits for
PepsiCo, Inc. from August 1994 to August 1995.

E. Benjamin Buttolph has been Group Vice Presif@mance of the Company since August 2000. Priohat, Mr. Buttolph was Vice
President Network Commercial Management for Cor@ébal Network Services Limited from 1999 to Aug@600. Prior to that, Mr.
Buttolph was Vice President Finance of Citizens @amications from 1998 to 1999, Principal Consultaith Price Waterhouse, LLP from
1997 to 1998 and Manager, Business Developmentdriech Corporation from 1995 to 1997.

Daniel P. Caruso has been Group Vice PresidensspmhServices of the Company since January 20@dr. 18 that Mr. Caruso was Group
Vice President Global Customer Operations of them@amy from February 2000. Prior to that, Mr. Carssoved as Senior Vice President,
Network Services of the Company from October 199Fdbruary 2000. Prior to that, Mr. Caruso was @&eviice President, Local Servi
Delivery of WorldCom from December 1992 to Septem#97 and was a member of the senior managemémefitech from June 1986
November 1992
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Donald H. Gips has been Group Vice President Catpdstrategy of the Company since January 200dr ®rihat, Mr. Gips was Group Vi
President Sales and Marketing of the Company frebiriéary 2000. Prior to that, Mr. Gips served as@erice President, Corporate
Development of the Company from November 1998 toriary 2000. Prior to that, Mr. Gips served in ¥ibite House as Chief Domestic
Policy Advisor to Vice President Gore from AprildBto April 1998. Before working at the White Houbkr. Gips was at the Federal
Communications Commission as the International Bui@hief and Director of Strategic Policy from Jaryu1994 to April 1997. Prior to his
government service, Mr. Gips was a management ttansat McKinsey and Company.

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

Joseph M. Howell, 1l has been Group Vice Presidemtporate Marketing of the Company since Febr2&g0. Prior to that, Mr. Howell
served as Senior Vice President, Corporate Maretirthe Company from October 1997 to February0ODQ2 Prior to that, Mr. Howell was
Senior Vice President of MFS/WorldCom from 1993.897.

Michael D. Jones has served as Group Vice PresaiehChief Information Officer of the Company sikeebruary 2000 and Chief Executive
Officer of

()Structure, Inc. since August 2000. Prior to ti\t. Jones served as Senior Vice President anefGiformation Officer of the Company
from December 1998 to February 1, 2000. Prior &b, thir. Jones was Vice President and Chief InfoimnaDfficer of Corporate Express, It
from May 1994 to May 1998.

Stephen C. Liddell has been a Group Vice Presioftite Company since February 1, 2000. Mr. Liddefesponsible for the Company's
Asian operations. Prior to that, Mr. Liddell wash#e Vice President of the Company from May 199%é&bruary 1, 2000. Prior to that, Mr.
Liddell was President, Asia-Pacific Region at M@brldCom from January 1996 to April 1999 and wasé/President and General Manai
International Networks at MFS Communications franty 1994 to January 1996. Mr. Liddell was CommdrBimector and Director of
Planning and Business Development at SyncordidigBrielecom) from November 1991 to July 1994 andiBess Development Executive
at British Telecom from April 1989 to November 1991

Edward Van Macatee has served as Group Vice Prasidi&ervice Activation of the Company since Jag@d01. Prior to that, Mr. Macat:
was Group Vice President of Global Customer Opanatdf the Company from September 1999 until Jgn2@@1. Prior to that Mr. Macatee
was Vice President, Network Operations of the Camgdeom April 1998 until September 1999 and Vice$fdent of Managed Network
Services for TCI Communications, Inc.

Gail P. Smith has been Group Vice President ofXbepany Cross Product Strategy since January 1. Zr to that, Ms. Smith was
Group Vice President responsible for the CompaByl®pean operations from February 1, 2000 untiidanl, 2001. Prior to that, Ms. Sm
served as Senior Vice President, InternationalsSatel Marketing of the Company from December 18%8etruary 1, 2000. Prior to that,
Ms. Smith was Vice President and General Manag&/afidCom International Networks from November 1984uly 1997 and European
Marketing Director during the start-up phase of MRtrnational.

Ronald J. Vidal has been Group Vice President Newtites and Investor Relations of the Company dhetuary 1, 2000. Prior to that, I
Vidal served as Senior Vice President, New Ventofghe Company from October 1997 to February DO2®rior to that, Mr. Vidal was a
Vice President of MFS/WorldCom from September 189@ctober 1997. Mr. Vidal joined the Company imstuction project management
in July 1983.
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The Board is divided into three classes, design@teds I, Class Il and Class Ill, each class ctingisas nearly as may be possible, of one-
third of the total number of directors constitutithg Board. The Class | Directors consist of Walteott, Jr., James Q. Crowe, Mogens C.
Bay, Charles C. Miller, Il and Colin V.K. Williamghe Class Il Directors consist of William L. Gresck, Richard R. Jaros, Robert E. Julian
and David C. McCourt; and the Class Il Directoosisist of R. Douglas Bradbury, Kevin J. O'Hara, Keth E. Stinson and Michael B.
Yanney. The term of the Class | Directors will tarate on the date of the 2001 annual meeting ekbimders; the term of the Class Il
Directors will terminate on the date of the 2002w@al meeting of stockholders; and the term of tlees €Il Directors will terminate on the
date of the 2003 annual meeting of stockholdergath annual meeting of stockholders, successading tdass of directors whose term
expires at that annual meeting will be electedtioee-year terms. The Company's officers are elemt@ually to serve until each successor is
elected and qualified or until his death, resigmatr removal.

Employees

As of December 31, 2000, Level 3 had 5,537 empkeyréhe communications portion of its business @3tructure had approximately 674
employees, for a total of 6,211 employees.

ITEM 2. PROPERTIES

The Company's headquarters are located on 46 iacttes Northwest corner of the Interlocken Advang@eghnology Environment within the
City of Broomfield, Colorado, and within Boulder @aty, Colorado. The campus facility encompasses 898,000 square feet of office
space. In addition, the Company has leased tempoffice space in the Broomfield, Colorado area.

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

The Company's Gateway facilities are being desigodwbuse local sales staff, operational staff,Gbenpany's transmission and IP
routing/switching facilities and technical spacetwommodate colocation of equipment by high- v@uravel 3 customers. The Company
has approximately 6.0 million square feet of sffacéts Gateway and transmission facilities and ¢t@®pleted construction on approximai
2.8 million square feet of this space.

(Structure also maintains its corporate headgusiih approximately 10,000 square feet of offigace in the Broomfield, Colorado area and
leases approximately 16,000 square feet of offigee in Omaha, Nebraska. The computer outsourcisipdss of (i)Structure is located ai
89,000 square foot office space in Omaha and 8t@06 square foot computer center in Tempe, Ariz@jfatructure maintains additional
office space in Parsippany, New Jersey (approximate 000 square feet), Bangalore, India (approxityal8,000 square feet) and several
locations in the United Kingdom (approximately ZlGquare feet) for its systems integration busines

ITEM 3. LEGAL PROCEEDINGS

In August 1999, the Company was named as a defemd&chweizer vs. Level 3 Communications, Incaleta 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 crossingthimtiffs' land. In general, the Company obtaitiegl rights to construct its network from
railroads, utilities, and others, and is installitegnetwork along the rights-of-way so granteaiftiffs in the purported class action assert that
they are the owners of lands over which the Comigdityer optic cable network passes, and thatalieads, utilities, and others who grar
the Company the right to construct and maintainétsvork did not have the legal ability to do sheTaction purports to be on behalf of a
national class of owners of land over which the @any's network passes or will pass. The complaieks damages on theories of trespass,
unjust enrichment and slander of title and propextywell as punitive damages. The Company maydriuture receive claims and demands
related to rights-of-way issues similar to the &ssin
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the Schweizer litigation that may be based on sinul different legal theories. Although it is tearly for the Company to reach a conclusion
as to the ultimate outcome of this litigation, mg@aent believes that the Company has substanferhskes to the claims asserted in the
Schweizer action (and any similar claims which rhaynamed in the future), and intends to defend thignrously.

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

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

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

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

Market Information. The Company's common stockasiéd on the Nasdaq National Market under the syt T." As of February 26,
2001, there were approximately 4,285 holders abnetof the Company's common stock, par value $dvlspare. The table below sets forth,
for the calendar quarters indicated, the high amdger share closing sale prices of the commorksisaeported by the Nasdaq National
Market.

High Low

Year Ended December 31, 2000

First Quarter.......cocccoovvevvvveecieeeieeeeees $130.19 $73.81
Second QUANEr.......cceeeeeveeviiiiiiiiieeeeeee 98.50 66.50
Third Quarter.......cccoovvvvvveeiiiieeeeeeees 92.44 59.50
Fourth Quarter......cccocvcvvveveneeeeeieiieieeeee 75.23 26.88
Year Ended December 31, 1999

First Quarter......ccooceeevvivneeeeiiieeeeeeeees $72.81 $39.75
Second QUArEr.......ccceeeeveeviiciiiieieeeeeee 93.06 60.06
Third Quarner.......cccovvviieeeeeeees 65.50 46.88
Fourth Quarter......ccccccvvveneeeeiiiiieeeeee 84.56 51.19

Dividend Policy. The Company's current dividendipglin effect since April 1, 1998, is to retairtdive earnings for use in the Company's
business. As a result, management does not ariéqiaging any cash dividends on shares of Commack$h the foreseeable future. In
addition, the Company is effectively restricted endertain debt covenants from paying cash dividemdshares of its Common Stock.
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Communicegjonc. and its subsidiaries appears below.

Fiscal Year Ended (1)
2000 1999 1998 1997 1996
(dollars in millions, ex cept per share amounts)
Results of Operations:
Revenue................ $ 1185 $ 515 % 392 $ 332% 652
Earnings (loss) from
continuing operations
() IR (1,455) (487) (128) 83 104
Net earnings (loss)
() IR (1,455) (487) 804 248 221
Per Common Share:
Earnings (loss) from
continuing operations
(2)eeiiiieiiien (4.01) (1.46) (0.43) 033 045
Dividends (4).......... - - - - 0.05
Financial Position:
Total assets........... 14,919 8,906 5522 2,776 3,063
Current portion of
long-term debt........ 7 6 5 3 57
Long-term debt, less
current portion (5)... 7,318 3,989 2,641 137 320
Stockholders' equity
((5) I 4,549 3,405 2,165 2,230 1,819

(1) In October 1993, Level 3 acquired 35% of thestanding shares of C-TEC Corporation ("C-TEC")jcktshares entitled Level 3 to 57%
of the available voting rights of C-TEC. At DecemB8, 1996, Level 3 owned 48% of the outstandireyet and 62% of the voting rights of
C-TEC.

As a result of the restructuring of C-TEC in 19B&yel 3 owned less than 50% of the outstandingeshand voting rights of three entities,
RCN Corporation, Commonwealth Telephone Enterpyises, and Cable Michigan, Inc., and thereforeoacted for each entity using the
equity method from 1997 to 2000. Level 3 consobdaf-TEC in its financial statements for 1996.

The financial position and results of operationshef former construction and mining managementriassies ("Construction Group") of Le
3 have been classified as discontinued operatinagalthe March 31, 1998 split- off of Level 3'siStruction Group from its other
businesses.

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

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

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

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

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

In 1998, Cable Michigan, Inc. was acquired by Awalable of Michigan, Inc. Level 3 received approately $129 million for its shares of
Cable Michigan, Inc. in the disposition and recagudia pre-tax gain of approximately $90 milliorl®08.

(3) In 1998, Level 3 recognized a gain of $608imillequal to the difference between the carryinge/af the Construction Group and its 1
value. No taxes were provided on this gain dué¢atax-free nature of the split-off.

Level 3 also recognized in 1998 an after-tax g&i$324 million on the sale of its energy segmerilidAmerican.
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(4) The 1996 dividends include $.05 for dividendsldred in 1996 but paid in January of the subsgqesar.

The Company's current dividend policy, in effectca April 1998, is to retain future earnings foe uis the Company's business. As a result,
management does not anticipate paying any castiesids on shares of Common Stock in the foreseéatoie. In addition, the Company is
effectively restricted under certain covenants fjpaging cash dividends on shares of its CommonkStoc

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

In 1999, Level 3 received $798 million of net preds from an offering of $823 million aggregate pijpal amount of its 6% Convertible
Subordinated Notes Due 2009. In addition, Leveh® eertain Level 3 subsidiaries entered into a 78 lllion senior secured credit facility.
Level 3 borrowed $475 million in 1999 under theisesecured credit facility.

In 2000, Level 3 received net proceeds of approtetge3.2 billion from the offering of $863 millioim convertible subordinated notes, $1.4
billion in three tranches of U.S. dollar denomimbsenior debt securities, $780 million from twanthes of Euro denominated senior debt
securities and $233 million from mortgage finansing

(6) In 1999, the Company received approximatelp $illlion of net proceeds from the sale of 28.7Hian shares of its Common Stock.
In 2000, the Company received approximately $2libhiof net proceeds from the sale of 23 millidrages of its Common Stock.
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8fdmunications, Inc. and its subsidiaries ("LevebB8the "Company"). When used in this
document, the words "anticipate”, "believe", "plariestimate” and "expect" and similar expressi@ssthey relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetdaimties and assumptions. Should one or moreeskt risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatesults may vary materially from those descrilvetthis document. See "Cautionary

Factors That May Affect Future Results."
Recent Developments
Expansion of Business Plan

On January 24, 2000, Level 3 announced the expawnsibs business plan to increase the amounsdb#teway and technical space it inte
to secure to approximately 6.5 million square fAstof December 31, 2000, the Company has secyamsmately 6.0 million square feet
of Gateway space around the world and has pre-tutigeacquisition of another .5 million square fleetdata center space. In addition, the
expansion includes plans to build-out additionablanarkets in Europe and Asia, and the expandienisting local facilities. At February
15, 2001, Level 3 had operational Gateways in 32 tharkets, 9 European markets and two Asian nmarket
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Northern Asia Undersea Cable System

On January 24, 2000, Level 3 announced its intartbadevelop and construct a Northern Asia undecab&e system initially connecting
Hong Kong and Japan. The Hong Kong-Japan cabléntexsded to be the first stage of the Company'sttoation of an undersea network in
the region. At that time, the Company indicatedritention to share construction and operating rgps of the system with one or more
industry partners.

On December 29, 2000, the Company signed an agreemeollaborate with FLAG Telecom on the devel@minof the Northern Asia
submarine cable system connecting Hong Kong, Jadgaea and Taiwan. The system will include Levslf@eviously announced eastern
link connecting Hong Kong, Taiwan and Japan andwa western link that FLAG Telecom will build to azect Hong Kong, Korea and Jag
The Company expects the Hong Kong to Japan seguhém eastern link to be in service in the seagualrter of 2001, with the eastern lin
Taiwan segment to follow in late 2001. The Compeaxpects the entire western link to be ready foviserin early 2002. Level 3 and FLAG
Telecom will each own three fiber pairs throughitigt new system. The total cost of the entire Northesia system is estimated to be
approximately $900 million. Level 3's share of tust is approximately $450 million.

Global Crossing Co-Build Agreement

On February 17, 2000, Level 3 announced a co-lagteement whereby Global Crossing Ltd. participatetie construction of and obtained
a 50% ownership interest in the previously annodnayvel 3 transatlantic fiber optic cable. Undex ttobuild agreement, Level 3 and Glo
Crossing Ltd. each separately own and operate filoedour fiber pairs on Level 3's transatlant@ble. Level 3 also acquired additional
capacity on Global Crossing Ltd.'s transatlantigleaAtlantic Crossing 1, during 2000. The traresatic cable was completed in November
2000.

Common Stock Offering

On February 29, 2000, the Company closed the $&18 million shares of its common stock throughuaiderwritten public offering. The net
proceeds from the offering of approximately $2 Midn, after underwriting discounts and offeringpexises, are being used for working
capital, capital expenditures, acquisitions an&ioteneral corporate purposes in connection wihrtiplementation of the business plan.

Debt Offerings

On February 29, 2000, the Company issued, in migatl public offerings, convertible subordinateteapsenior notes and senior discount
notes which generated aggregate gross proceegpahamately $2.3 billion. The net proceeds frora tfferings of approximately $2.2

billion, after discounts and offering expenses,taigg used for working capital, capital expendiijracquisitions and other general corporate
purposes in connection with the implementatiorhefthusiness plan. The debt offerings consistedeofdllowing:

$863 million aggregate principal amount of its 6%n@ertible Subordinated Notes due 2010
$800 million aggregate principal amount of its 1$#nior Notes due 2008 $250 million aggregate gpalcmount of its 11.25% Senior
Notes due 2010 $675 million aggregate principal @am@t maturity of its 12.875% Senior Discount Nodele 201(

Euro Denominated Debt Offerings

On February 29, 2000, the Company issued in prioHiggings Euro denominated senior notes which gted aggregate gross proceeds of
approximately (Euro) 800 million ($780 million &suance). The net proceeds from the offerings prfosgmately (Euro) 780 million ($763
million at issuance), after underwriting
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discounts and offering expenses, are being useddtking capital, capital expenditures, acquisiii@md other general corporate purposes of
the Company's European subsidiaries. The debtindferconsisted of the following:

(Euro) 500 million aggregate principal amount sf10.75% Senior Euro Notes due 2008
(Euro) 300 million aggregate principal amount efitl.25% Senior Euro Notes due 2010

The Company registered the Euro denominated sisuwith the Luxembourg Stock Exchange in the séaprarter of 2000.

The Company valued the Euro denominated notegahab$780 million at February 29, 2000. Due te decline in the Euro exchange rate
((Euro) 1 to $0.975 at February 29, 2000 compavdEtiro) 1 to $0.930 at December 31, 2000), the Benominated notes were valued by
the Company at $744 million at December 31, 200 difference between the carrying value at Decer®be2000 and the value at issua
was included in other comprehensive income.

Viatel Agreement

On April 12, 2000, Level 3 signed an agreement Witdtel Inc. whereby Viatel Inc. agreed to purchaseownership interest, in one fiber
on Level 3's transatlantic fiber optic cable systestalled by Level 3. As a result of this agreetnboth companies own and operate one 1
pair on the transatlantic cable. The Company reizegirevenue of $94 million on this contract durthg fourth quarter of 2000, with the
remainder being recognized over the term of théraoh

Corning Fiber Agreement

On August 24, 2000, the Company announced thaidtdigned a letter of intent to purchase more tivammillion cabled fiber kilometers of
third generation LEAF fiber from Corning Incorpazdt Level 3 plans to begin installing the fibeitsixsecond conduit in the first quarter of
2001 and expects to be substantially complete &ttd of 2001. Corning's LEAF fiber will signifidinincrease Level 3's network capacity.

Recent Accounting Developments

In June 1998, the Financial Accounting Standardsr@o"FASB"), issued Statement of Financial Acding Standard, ("SFAS") No. 133,
"Accounting for Derivative Instruments and Hedgihgtivities" ("SFAS No. 133"). SFAS No. 133, as arded by SFAS Nos. 137 and 138
effective for fiscal years beginning January 1, 20BFAS No. 133 requires that all derivative instemts be recorded on the balance sheet at
fair value. Changes in the fair value of derivasiage recorded each period in current earningsher comprehensive income, depending on
whether a derivative is designated as part of g@decnsaction and, if it is, the type of hedgagiexted by the transaction. The Company
currently makes minimal use of derivative instrutseas defined by SFAS No. 133. If the Company datsncrease the utilization of these
derivatives, the adoption of this standard is etgutto have a minimal effect on the Company's tesiloperations or its financial position.

In December 1999 the SEC staff released Staff Aaitbog Bulletin No. 101, "Revenue Recognition in &icial Statements” ("SAB 101").
SAB 101 provides interpretive guidance on the redoan, presentation and disclosure of revenudéénfinancial statements. The Company
adopted SAB 101 as of January 1, 2000. The adogtibnot have a material effect on the financiautes as the Company's revenue
recognition policies which were already consisteith SAB 101.

Effective July 1, 1999, FASB issued Interpretatidm 43, "Real Estate Sales, an interpretation ddB/Statement No. 66" ("FIN 43").

Certain sale and long-term right-to-use IRU agra@sief dark fiber and capacity entered into aftere]30, 1999 are required to be accounted
for in the same manner as sales of real estatepngfirerty improvements or integral equipment. Failo satisfy the requirements of the
Interpretation will result in the deferral of rewenrecognition for these contracts. The adoptiothisfInterpretation does not have a current
effect on the Company's cash flows.
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Accounting practice and guidance with respect goabcounting treatment of these transactions iviexp Any changes in the accounting
treatment could affect the way the Company accdiantsevenue and expenses associated with theseragnts in the future.

Results of Operations 2000 vs. 1999

Revenue for the years ended December 31, 2000 aoeniiber 31, 1999 is summarized as follows (in om#):

2000 1999
Communications and Information Services............ ... $ 973 $289
Coal MiNING....ccooiiiiiiiie e e 190 207
(1 T 22 19

$1,185 $515

Communications and information services revenu20®0 increased $684 million or 237% from 1999 rexeaf $289 million. This increase
is due to the growth and expansion of the commutinics business, which segment's revenue has irette& % to $858 million. In 2000, t
Company generated services revenue, including fgrii@e, colocation, voice, managed modem, Inteaceess and wavelengths, of $489
million compared to $98 million in 1999. The cont@ea of several metropolitan networks and Gatewayble United States and Europe are
primarily responsible for the increase. At DecenmBier2000, Level 3 had local networks in 32 doneestid international cities and Gateway
facilities in 60 markets. This compares to 25 lotetivorks and 31 Gateways at the end of 1999. biaek sales for contracts entered into
before June 30, 1999 increased from $26 milliohdA9 to $209 million in 2000. This is a result cfignificant portion of Level 3's North
American intercity network being completed in 2008vel 3 also recognized revenue of $105 millidatexl to submarine systems, primarily
from the completion of its transatlantic submaigable and subsequent sale to Viatel Inc. in Noverab2000. Also included in 2000
communications revenue was $55 million of reciptecanpensation revenue from executed and apprawteccbnnection agreements
compared to $24 million in 1999. Level 3 reachedgreement with SBC Communications, Inc. in Jan@8@1 which establishes a rate
structure for transmission and switching serviaewided by one carrier to complete or carry traffiigginating on another carrier's network.
The implementation of the rate structure and recigk compensation billing settlement is continggsdn certain conditions including
approval by relevant regulatory authorities. Le¥elid not recognize any revenue related to thisamgent in 2000 and, as is its policy, will
not recognize revenue in 2001 until the necessagylatory approvals have been received. Informat@mices revenue declined by $15
million in 2000 to $115 million. This decline isiprarily attributable to Year 2000 computer procegsind consulting work completed in
1999.

The communications business generated Cash Rewé$ile?6 billion in 2000. In addition to revenubetCompany includes the change in
the cash portion of deferred revenue in its dafinibf Cash Revenue. The increase in cash defegxeshue for the communications business
for the year was $404 million and is in part du¢h® implementation of FIN 43 which requires the®any to defer the recognition of
certain dark fiber contracts and IRU sales ovettéhen of the agreement, typically 10-20 years.these types of agreements, the Company
normally receives a deposit at the time the cobtsasigned and the remainder when the fiber iveiedd and accepted by the customer. In
1999 Cash Revenue for the communications businasst256 million.

Coal Mining revenue declined approximately 8% i®@@rom $207 million in 1999 to $190 million in 200Coal revenue was expected to
decline in 2000 as a result of the reduced shipsnemtler long-term coal contracts and the saleeoCthmpany's entire interest in Walnut
Creek Mining Company. The Company expects to egpes a significant decline in coal revenue andiegsrbeginning in 2001 as lorigrkm
contracts begin to expire.

39



Other revenue in 2000 approximated 1999 revenuésgmdmarily attributable to California Privatedrrsportation Company, L.P. ("CPTC")
the owner-operator of the private SR91 tollroaddnthern California.

Cost of Revenue for 2000 was $794 million, représgra 121% increase over 1999 cost of revenueg60$nillion as a result of the
expanding communications business. Overall theafostvenue for the communications business, are@eptage of revenue, decreased
significantly from 115% during 1999 to 73% for 20dis decrease is attributed to the expanding comications business. The Company
recognized $196 million of costs associated wittk didner and transoceanic cable sales in 2000.cHsé of revenue for the information
services businesses, as a percentage of its rewsaa& 7% for 2000 compared to 65% for 1999. Lowargins on new contracts and the
omission of Year 2000 related work resulted indbeline in margins. The cost of revenue for thd onaing business, as a percentage of
revenue, was 40% for 2000 and 45% in 1999. In Déeerh999, Commonwealth Edison Company ("Commonvwdzdison") and the
Company renegotiated certain coal contracts whe@mymonwealth Edison is no longer required to @édévery of its coal commitments
but still must pay Level 3 the margins Level 3 wbhhve earned had the coal been delivered.

Depreciation and Amortization expenses for 2000ev#&84 million, a 156% increase over 1999 deprexsatnd amortization expenses of
$228 million. This increase is a direct resultled tommunications assets placed in service iretiee half of 1999 and throughout 2000,
including Gateways, local metropolitan networks dondhestic, international and submarine networks.

Selling, General and Administrative expenses wér&32 million in 2000, representing a 72% increaser 1999. This increase primarily
results from the Company's addition of over 2,3&pleyees during 2000. There was a substantial #serén compensation, travel and
facilities costs due to the additional employedse Tompany also recorded $241 million in rcash compensation expense for the year €
December 31, 2000, for expenses recognized undes 8i6. 123 related to grants of stock options aadrants; $126 million of non-cash
compensation was recorded for the same period98.1Bhe increase in non-cash compensation is degoprinantly to an increase in the
number of employees. Communications, insurancedeatl data processing and marketing costs alswilooted to the higher selling, gene
and administrative expenses. In addition to theeagps noted above, the Company capitalized $16@mréind $116 million of selling,
general and administrative expenses in 2000 anfl, ¥88pectively, which consisted primarily of comgation expense for employees and
consultants working on capital projects. As the @any continues to implement the business plaringeljeneral and administrative costs
are expected to continue to increase.

EBITDA, as defined by the Company, consists of e@s (losses) before interest, income taxes, dgiiee, amortization, non-cash
operating expenses (including stock-based compensatd in-process research and development chaagdther non-operating income or
expenses. The Company excludes non- cash compmEndat to its adoption of the expense recognitiawipions of SFAS No. 123.

EBITDA decreased to a loss of ($520) million foe tyear ended December 31, 2000 from a ($387) milées for 1999. This decrease was
predominantly due to the increase in selling, galireand administrative expenses resulting from #pédrexpansion of the communications
business. EBITDA is commonly used in the commuiacatindustry to analyze companies on the basigpefating performance.

Adjusted EBITDA, as defined by the Company, is EBA as defined above plus the change in cash defeerneenue and minus the non-cash
cost of goods sold associated with certain trareuicdRU sales and dark fiber contracts. For 2@@{justed EBITDA was $80 million
compared to a loss of ($307) million in 1999. Aorgase in cash deferred revenue of $404 millionramdcash cost of goods sold related to
transoceanic and dark fiber sales of $196 millimmmimarily responsible for the improved AdjusteBITDA figures.

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

40



Interest Income was $328 million for 2000 compae§i212 million in 1999. This 55% increase was prathantly due to the Company's
increased average cash, cash equivalents and mlalksecurities balances. Average cash balancesasexd largely due to the approximately
$5.4 billion in proceeds received from the Febru28y2000 debt and equity offerings. The Compaay&sage cash balance also increased as
a result of the September 1999 6% Convertible Slibated Notes offering and the Senior Secured CFeatiility agreement. The increase in
interest income is also due to increasing yieldshenCompany's investments due to increased maatest. Pending utilization of the cash
equivalents and marketable securities in implemeritie business plan, the Company intends to irtkesunds primarily in United States
government securities, money market funds, bankrodase agreements and commercial paper. Thistingasstrategy provides lower

yields on the funds, but reduces the risk to ppakin the short term prior to using the fundsmpiementing the business plan. Intel

income is expected to decrease in 2001 as the Gonumantinues to fund the investing and operatirtiygies of the communications

business.

Interest Expense, net for 2000 of $282 million emgnts a 62% increase from 1999. The substantigdase was due to the 6% Convertible
Subordinated Notes issued in September 1999, thieiSeecured Credit Facility entered into in Sedieml 999, as well as the approximately
$3 billion in debt securities issued on FebruaryZ®0. The amortization of the related debt issaaosts also contributed to the increased
interest expense in 2000. Partially offsetting thigease was an increase in capitalized inteoe8853 million in 2000 from $116 million in
1999. Capitalized interest is expected to decrsabstantially in 2001 as a result of the completibhoth the North American and European
intercity networks and other facilities being pldde service.

Equity in Losses of Unconsolidated Subsidiaries $2&4 million in 2000 compared to $127 million i99D. The equity losses are
predominantly attributable to the Company's investiiin RCN Corporation ("RCN"). RCN is a facilitieased provider of bundled local and
long distance phone, cable television and Intesastices to residential markets primarily on thetiend West coasts as well as Chicago.
RCN is incurring significant costs in developing fitusiness plan. The Company's share of RCN'ssossgeased to $261 million in 2000
from $135 million in 1999. During the fourth quartd 2000, Level 3's proportionate share of the RGburth quarter losses exceeded the
remaining carrying value of Level 3's investmenRIGN. Level 3 does not have additional financiahagtments to RCN; therefore it can
only recognize equity losses equal to its investnireRCN. As of December 31, 2000, Level 3 hadreabrded approximately $20 million of
equity losses attributable to RCN's fourth quaidsses. If RCN becomes profitable, Level 3 will netord its equity in RCN's profits until
unrecorded equity losses have been offset. Ledek3 not expect, based on RCN's current businaesapld analysts' estimates, to recognize
equity earnings or losses attributable to RCN anftireseeable future. Equity losses for 2000 aistude $24 million of losses attributable to
the Commonwealth Telephone Enterprises, Inc. ("Conwealth Telephone"). In December 2000, CommonWélatephone announced that
it was going to record a charge to earnings forréis¢éructuring of its CTCI subsidiary. Commonwedltiephone indicated that the charge
would range from $46-$72 million on an after-tassisalLevel 3 recorded $27 million of equity lossefresenting its proportionate share of
the midpoint, or $59 million, of the estimated rasturing charge.

Gains on Equity Investee Stock Transactions wa$® $dilion for 2000 compared to $118 million for RRCN issued stock for the
acquisition of 21st Century Telecom Group, Inc. forccertain transactions in early 2000, which @itithe Company's ownership of RCN
from 35% at December 31, 1999 to 31% at Decembe2@0. These transactions diluted Level 3's ovnglig RCN but increased its
proportionate share of RCN's common equity. AssalteLevel 3 recognized $95 million of pre-taxmmrelated to RCN stock activity in
2000. In 1999, RCN issued stock in a public offgramd for certain transactions, which resulted meatax gain of $117 million to the
Company. The Company does not expect to recoguatmeef gains on RCN stock activity unless the geirseed the accumulated net equity
losses not recognized by the Company. Level 3ralsognized pre-tax gains of $5 million and $1 roillin 2000 and 1999, respectively, for
Commonwealth Telephone stock activity that dilutteel Company's ownership to 46% at December 31,.2000
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Gain (Loss) on Sale of Assets decreased to ($18pmin 2000. In the second half of 2000, markenditions and the valuations assigned to
companies in certain Internet related sectors bead€Company's view of the business prospects of sotities declined dramatically.
Therefore, the Company recorded a $37 million pseeharge for an other-thaemporary decline in the value of a publicly tradeeestment
Partially offsetting this charge was a $21 milljpre-tax gain on the sale of the Company's enttexést in the Walnut Creek Mining to Peter
Kiewit Sons' Inc. Also included are gains and Igsse the sale of construction and other operatijgpenent.

Other, net decreased to ($2) million in 2000 frormdillion in 1999. The decrease is predominately thuforeign exchange losses recorde
2000.

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

Results of Operations 1999 vs. 1998

Revenue for the years ended December 31, 1999 acehiber 31, 1998 is summarized as follows (in am):

1999 1998
Communications and Information Services............. . $289 $144
Coal MiNING...vuviiiiiiiiiieeee e e, 207 228
Other oo e, 19 20

$515 $392

Communications and information services revenueegeed from $144 million for the year ended Decerlie 1998 to $289 million for the
year ended December 31, 1999. Revenue attribut@ltihe communications business increased from $ibmin 1998 to $159 million ir
1999. In May 1999, the Massachusetts DepartmeRubfic Utilities ruled that Verizon (formerly knovas Bell Atlantic), was no longer
required to pay the established reciprocal compmmseates for certain services. As a result, beigig in the second quarter, Level 3 elected
not to recognize additional revenue from theseeagemnts until the uncertainties were resolved. Ttwa@any reached an agreement with
Verizon in October 1999. The agreement establisieedintercarrier or reciprocal compensation ratgs/ben the two carriers and assures
that the Company will be paid for the traffic it@nates from Verizon. As part of the agreemerd,@lompany and Verizon settled past
disputes over reciprocal compensation billing issdéne implementation of the new rate structurerasigbrocal compensation billing
settlement was contingent upon certain conditiookiding approval by relevant regulatory authositiburing the fourth quarter,
Massachusetts and other states approved the agreantkttherefore, the Company recognized $16 millibreciprocal compensation
revenue. Also during the fourth quarter the Compammpleted certain sections of its intercity andromolitan networks and recognized $26
million of revenue from dark fiber contracts enténeto before June 30, 1999. In 1999, the Companyggnized a total of $24 million and $
million of revenue attributable to reciprocal compation agreements and dark fiber contracts, régpsc In addition, during 1999 the
Company recognized $33 million of revenue attriblegdo private line services, $24 million of reverattributable to managed modem
services, $23 million attributable to colocatiomvéees, and $18 million of revenue attributablériternet access services.
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The communications business generated Cash Reee¢$266 million in 1999. Cash deferred revenueaased $97 million in 1999 as a
result of several new dark fiber contracts. CashelRee in 1998 for the communications business wasdillion.

Systems integration revenue increased 11% to $8®min 1999. Revenue for the computer outsourdinginess increased 6% to $67
million in 1999. Revenue attributable to new custosrand additional services for existing custorntestdo the increase in computer
outsourcing and systems integration revenue.

Mining revenue in 1999 decreased to $207 milliamfr$228 million in 1998 due to reduced tonnage irequents under existing contracts
with Commonwealth Edison and the expiration ofregkterm contract with Commonwealth in 1998.

Other revenue was consistent with 1998 and is pifyrattributable to
CPTC.

Cost of Revenue increased $161 million or 81% ®0%3illion in 1999 as a result of the expanding ommications business. In 1999,
communications network expenses were $183 millooanpared to $12 million in the prior year. Ther@ase in costs is primarily
attributable to the Global Crossing North Amerikes. and Broadwing Communications Inc., leased natvexpenses, the costs associated
with the XCOM Technologies, Inc. ("XCOM") and GeaNeommunications, Inc. ("GeoNet") acquisitions, @odts attributable to the
products the Company began offering in late 199BX899. The cost of revenue for the informatiovises business, as a percentage of
revenue, decreased for the year ended Decemb&®39,compared to the same period in 1998. Thisedseris primarily due to an increase
in the utilization rates of systems integrationgoeanel in 1999. The cost of revenue for the coalrass, as a percentage of revenue, incre
due to the expiration of a high margin long- teromtcact in 1998.

Depreciation and Amortization expense increaseah 866 million in 1998 to $228 million in 1999. Thkignificant increase in the amount of
assets placed in service during the latter pat®88 and throughout 1999 for the communicationsniess resulted in the increase in
depreciation expense. The acquisitions of XCOM, KBe#@nd BusinessNet in 1998 and 1999 also conértbtd the increase in depreciation
and amortization expense in 1999.

Selling, General and Administrative expenses irsgdssignificantly to $668 million in 1999 from $3B8%llion in 1998 primarily due to the
cost of activities associated with the expandingcmnications business. Compensation, travel arilitiies costs increased substantially due
to the additional employees that have been hiréghpbement the business plan. The total numbengfleyees of the Company increased to
approximately 3,850 at December 31, 1999 from apprately 2,200 at December 31, 1998. Professicges,fincluding legal costs associ:
with obtaining licenses, agreements and technigliies and other development costs associatéutive Company's plans to expand
services offered in U.S., European and Asian markensulting fees incurred to develop and impldrtte Company's business support
systems, and advertising, marketing and othemgedosts contributed to the higher selling, genanal administrative expenses. The
Company also recorded $126 million of non-cash cemsption in 1999 for expenses recognized under S¥A3 23 related to grants of
stock options and warrants, up from $39 milliori898. In addition to the expenses noted aboveCtrmepany capitalized $116 million and
$52 million of selling, general and administrategenses in 1999 and 1998, respectively, whichismusprimarily of compensation expel
for employees and consultants working on capitajemts.

Write-off of In-Process Research and Developme$38f million in 1998 was the portion of the purabasice allocated to the telephone
network-to-Internet Protocol network bridge technology acediby the Company in the XCOM transaction and veéisnated through form
valuation. In accordance with generally acceptembanting principles, the $30 million was taken asadeductible charge against earning
the second quarter of 1998.

EBITDA, as defined by the Company, decreased fi$19Q) million in 1998 to ($387) million in 1999 prarily due to the significant
increase in selling, general and administrativeeesgs, described above, incurred in connectiontivitimplementation of the Company's
business plan.

43



Adjusted EBITDA for 1999 was ($307) million compdr® ($73) million in 1998. Increases in sellingngral and administrative expenses
partially offset by an increase in cash deferregnee of $97 million and nocash cost of goods sold related to dark fiber sai€d 7 million,
are primarily responsible for the decrease in Adjd€EBITDA.

Interest Income increased from $173 million in 199%212 million in 1999 primarily as a functiontble Company's increasing average c
cash equivalents and marketable securities balambesaverage cash balance increased from apprtelin®8.7 billion during 1998 to
approximately $4.2 billion during 1999 as a restiithe December 1998 Senior Discount Notes offering March 1999 equity offering and
the September 1999 Subordinated Notes offeringSsmilor Secured Credit Facility agreement. Yieldshenportfolio, however, have
declined by approximately 50 basis points in 19@#nfthe yields in 1998 primarily due to the fundsnly invested in shorter term treasury
securities. The accelerating business plan hasregbine Company to shorten the average term a$tng securities in which it invested in
1999.

Interest Expense, net increased $42 million to $hildon in 1999 due to the completion of the offey of $2 billion aggregate principal
amount of Senior Notes in April 1998, $834 milliaggregate principal amount at maturity of Seniagddunt Notes offered in December
1998, the Convertible Subordinated Notes issuetkpptember 1999, and Senior Secured Credit Faeilitgred into in September 1999. The
amortization of the related debt issuance costsaatributed to the increased interest expend®®®. The Company capitalized $116
million and $15 million of interest expense on netkvconstruction and business support systems98 88d 1998, respectively.

Equity in Losses of Unconsolidated Subsidiaries®dr7 million in 1999 and are primarily attributaltb RCN. RCN's losses increased from
$205 million in 1998 to $369 million in 1999. The@@pany's proportionate share of these losses,dimgwgoodwill amortization, was $135
million and $92 million in 1999 and 1998, respeelyv In 1998, the Company elected to discontinsdunding of Gateway Opportunity Fu
LP, ("Gateway"), which provided venture capitali®veloping businesses. The Company recorded lo§&28 million in 1998, to reflect
Level 3's equity in losses of the underlying busgas of Gateway. Also included are equity earnimgslosses of other equity method
investments not individually significant.

Gain on Equity Investee Stock Transactions incretés&118 million in 1999. RCN issued stock in &lpuoffering and for certain
transactions in 1998 and 1999 which diluted the gamy's ownership of RCN from 41% at December 39818 35% at December 31, 19
The increase in the Company's proportionate sHaREC's net assets as a result of these transaatislted in a pre-tax gain of $117
million from subsidiary stock sales for the Compamyt999. The Company recognized $62 million ohgdior similar stock transactions of
RCN in 1998. The Company also recognized $1 milibgains attributable to other equity method inges.

Gains (Losses) on Sale of Assets decreased sigmiffyjcin 1999 due to the sale of Cable Michigaitalon Cable of Michigan, Inc. in
November 1998. The Company recognized a gain afoappately $90 million from the ca-for-stock transaction. Included in gains (losses)
on the disposal of assets are ($3) million of lsss®d $8 million of gains on the disposal of propeslant and equipment in 1999 and 1998
respectively, and $1 million and $9 million of ggion the sale of marketable securities in 19991898 respectively.

Income Tax Benefit in 1999 and 1998 differs frora itatutory rate of 35% primarily due to lossesiired by the Company's international
subsidiaries which cannot be included in the cadatéd U.S. federal return, nondeductible goodarifiortization expense and state income
taxes. The income tax benefit in 1999 also diffsss the statutory rate due to foreign tax credipected to be released upon carryback of
1999 net operating losses that the Company willrigble to utilize. The income tax benefit in 198 aliffers from the statutory rate due to
the $30 million nondeductible write-off of the raseh and development costs acquired in the XCOMiiaitpn.
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Discontinued Operations includes the one-time ga¥608 million recognized upon the distributiontibé Construction Group to former
Class C stockholders on March 31, 1998. Also inetlish discontinued operations is the gain, neanf of $324 million from the Company's
sale of its energy assets to MidAmerican on JanRahp98.

Financial Condition--December 31, 2000

The Company's working capital increased slighttyrfr$2.8 billion at December 31, 1999 to $3.1 hillet December 31, 2000 due primarily
to the proceeds from the debt and equity offeroagapleted in February 2000 and dark fiber IRU teatisns, offset by funds used in
operations and in construction of the Level 3 Nekvtn February 2000, the Company received appratéhy $2.4 billion of net proceeds
from an equity offering and approximately $3.0ibiil from the issuance of debt. These financingvéies, along with dark fiber IRU
transactions, were partially offset by capital exgitures of $5.9 billion and operating expensesiired to expand the communications
business.

Cash provided by operations increased from $43Bomiln 1999 to $1 billion in 2000. The increaserémarily attributable to a $585 million
increase in deferred revenue, receipt of $246 onilbf federal income tax refunds and changes iaratlorking capital items including
accounts payable and accrued interest payableeddycthe change in receivables. The increaseferrée revenue is a result of the
accounting guidance in FASB Interpretation No.gied in June 1999, which requires the Compangftr decognition of certain dark fiber
sales and capacity agreements over the term afottikeact. Dark fiber agreements typically requinstomers to pay a deposit at the time the
contract is signed with the remaining amount duemte fiber is delivered and accepted by the custo

Investing activities include using the proceedsrfithe debt and equity offerings to purchase $8l®biof marketable securities and
approximately $5.9 billion of capital expenditurpsmarily for the expanding communications andmfation services business. Provisions
of a commercial mortgage financing for one of ttmpany's Gateway facilities required the Compamgldce approximately $145 million
funds in a restricted account to be used for cotimgehe buildout of that Gateway facility. The Cpamy also realized $7.8 billion of
proceeds from the sales and maturities of marketsdturities and $99 million of proceeds from #ie ®f non-telecom assets and network
construction equipment.

Financing sources in 2000 consisted primarily efrlet proceeds of $2.4 billion from the issuanc3million shares of Level 3 common
stock, $836 million in Convertible Subordinated 8gt$1.4 billion in three tranches of U.S. dollandminated debt securities, $763 million
from two tranches of Euro denominated senior debtisties and $224 million from mortgage financingse Company also received
proceeds of $15 million in 2000 from the exercif€ompany stock options and repaid long-term déi®24d million primarily related to the
Pavilion Towers office complex.

Liquidity and Capital Resources

Since late 1997, the Company has substantiallgaszd the emphasis it places on and the resowreeted to its communications and
information services business. The Company hasrbe@ofacilitiesbased provider (that is, a provider that owns asés a substantial porti
of the property, plant and equipment necessarydwige its services) of a broad range of integratmtimunications services. To reach this
goal, the Company has created, through a combinaficonstruction, purchase and leasing of faesitatnd other assets, an advanced,
international, end-to-end, facilities-based commations network. The Company has designed its nm&thased on Internet Protocol
technology in order to leverage the efficiencieshi$ technology to provide lower cost communicagiservices.

The continued development of the Company's busisess| require significant capital expendituresubstantial portion of which will be
incurred before any significant related revenuesexipected to be realized. These expendituresthtaigeith the associated early operating
expenses, have, and may continue to result in
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substantial negative operating cash flow and sabiataet operating losses for the Company forftineseeable future. Although the
Company believes that its cost estimates and additbuild-out schedule are reasonable, the actradtruction costs or the timing of the
expenditures may deviate from current estimates. Gompany's capital expenditures in connection thighbusiness plan were approxima
$5.9 billion during 2000. The majority of the sperglwas for construction of the U.S. and Europedercity networks, certain local
metropolitan networks in the U.S. and Europe, &editansatlantic cable network. Total capital exjiemes for 2001 are expected to be
approximately $3.4 billion. The proceeds receivennf the February 2000 debt and equity offeringstmoed with the cash and marketable
securities already on hand and the undrawn commisr $900 million at December 31, 2000 underSkaior Secured Credit Facility,
provided Level 3 with approximately $4.9 billion foinds available at the end of the year. Additipnan January 8, 2001, the Company
borrowed an additional $250 million under the créaitility. The Company's current liquidity and cuonitted contracts should be sufficient to
fund the currently committed portions of the busmplan.

On January 24, 2000, the Company announced thatsiexpanding the scope of its business plan todea significant increase in the
amount of colocation space available to the Comgargmmunications intensive customers, and additimeal fiber facilities. The Compal
currently estimates that the implementation oftihsiness plan will require between $13 and $14bhilbver the 10-year period of the
business plan. The Company's successful debt anty efferings in February 2000 have given the Campthe ability to implement the
committed portions of the business plan. Howevexdditional opportunities should present themsgltlee Company may be required to
secure additional financing in the future. In orttepursue these possible opportunities and praadtitional flexibility to fund its business
plan, the Company filed a "universal" shelf regittn for an additional $3 billion of common stogkeferred stock, debt securities, warrants,
stock purchase agreements and depositary sharesedistration statement (declared effective bySbeurities and Exchange Commissiol
January 31, 2001), in combination with the remajramailability under an existing universal sheljistration statement, allows Level 3 to
offer an aggregate of up to $3.156 billion of amdiél securities to fund its business plan. In &ddito raising capital through the debt and
equity markets, the Company may sell or disposexigting businesses or investments to fund portidrise business plan. The Company
may also sell or lease fiber optic capacity, oreasdo its conduits.

The Company may not be successful in producindgcserfit cash flow, raising sufficient debt or equilgpital on terms that it will consider
acceptable, or selling or leasing fiber optic céiyamr access to its conduits. In addition, procedm dispositions of the Company's assets
may not reflect the assets' intrinsic values. Farthxpenditures may exceed the Company's estiraatethe financing needed may be higher
than estimated. Failure to generate sufficient sumay require the Company to delay or abandon st future expansion or expenditur
which could have material adverse effect on thdemgntation of the business plan.

In connection with implementing the business pfaapnagement will continue reviewing the existingibesses of the Company to determine
how those businesses will complement the Compdogiss on communications and information servicket.i$ decided that an existing
business is not compatible with the communicatemmd information services business and if a suithbieer can be found, the Company may
dispose of that business.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT 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®bibenior Secured Credit Facility entered intdliwy Company in September 1999 and the
commercial mortgages entered into in 2000. As afdbeber 31, 2000, the Company had borrowed $47%milinder the Senior Secured
Credit Facility and $233 million under the commatenortgages. Amounts drawn on these debt instrtsri&rar interest at the alternate base
rate or LIBOR rate plus applicable margins. Asdtiernate base rate and LIBOR rates
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fluctuate, so too will the interest expense on am®borrowed under the credit facility and mortgage hypothetical 10% increase in interest
rates would increase annual interest expense @ dmepany by approximately $7 million based on @utding amounts under these variable
rate instruments of $708 million at December 3@t December 31, 2000, the Company had $6.®bibf fixed rate debt bearing inter

at annual rates ranging from 6.0% to 12.875%. Aidedn interest rates in the future on this fixate debt will not benefit the Company due
to the terms and conditions of the loan agreentbatsprohibit prepayment of the debt or require@enpany to repurchase the debt at
specified premiums. Thus, a potential decline teriest rates exposes the Company to market riskttbaost of debt is higher than
competitors. The Company continues to evaluateratives to limit interest rate risk.

Level 3 continues to hold positions in certain ficlpltraded entities, primarily Commonwealth Telepk and RCN. The Company accounts
for these two investments using the equity metfid@. market value of these investments is approxin&s40 million as of December 31,
2000, which is significantly higher than their gang value of $105 million. The Company does natently have plans to dispose of these
investments, however, if any such transaction geclithe value received for the investments woel@dffected by the market value of the
underlying stock at the time of any such transact®20% decrease in the price of Commonwealthpgfedae and RCN stock would result in
approximately a $108 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 ot&aber 31, 2000, the Company had
invested significant amounts of capital in bothioeg and will continue to expand its presence irofa and Asia in 2001. The Company
issued (Euro) 800 million in Senior Euro Notes gbFuary 2000 as an economic hedge against itewestiment in its European subsidiaries.
Due to the historically low exchange rates involythe U.S. Dollar and the Euro during the fourtlarger, Level 3 elected to set aside the
remaining Euros received from the February del#troffs and purchase on the spot market the Eugosreel to fund its current European
investing and operating activities. Other thaniiseiance of the Euro denominated debt and the asechf the Euros on the spot market, the
Company has not made significant use of finanaistruments to minimize its exposure to foreign ency fluctuations. The Company
continues to analyze risk management strategisstiace foreign currency exchange risk.

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

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementary financfatimation for Level 3 Communications, Inc. (f/k/atBr Kiewit Sons', Inc.) and
Subsidiaries begin on page F-1.

The financial statements of an equity method iree$RCN Corporation) are required by Rule 3.09witiche filed as a part of this Report
an amendment to this Report upon the filing by R&their Form 10-K for the year ended December2BD0. RCN's filing of their Form 10-
K is not yet due.

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

The information required by this Item 10 is incaogted by reference to the Company's definitive pretatement for the 2001 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission, however certainiméion is included in Item 1. Busine
above under the caption "Directors and Executiviices."
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ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is incorgted by reference to the Company's definitive pretatement for the 2001 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

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

The information required by this Item 12 is incaorgted by reference to the Company's definitive pretatement for the 2001 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item 13 is incaomgted by reference to the Company's definitive pretatement for the 2001 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

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

(a) Financial statements and financial statemdmcdugles required to be filed for the registrantaritems 8 or 14 are set forth following the
index page at page F-I. Exhibits filed as a pathisf report are listed below. Exhibits incorpotaby reference are indicated in parentheses.

3.1 Restated Certificate of Incorporation dated M
Registrant's Form 8-A filed on April 1,1998)

3.2 Certificate of Amendment of Restated Certific
Level 3 Communications, Inc. (Exhibit 3.1 to
Report on Form 8-K dated June 3, 1999).

3.3 Specimen Stock Certificate of Common Stock, p
(Exhibit 3 to the Registrant's Form 8-A file

3.4 Amended and Restated By-laws as of May 27, 19
Company's Current Report on Form 8-K dated J

3.5 Rights Agreement, dated as of May 29, 1998, b
Norwest Bank Minnesota, N.A., as Rights Agen
of Certificate of Designation, Preferences,
Junior Participating Preferred Stock of the
the Form of Rights Certificate as Exhibit B
to Purchase Preferred Stock, as Exhibit C (E
Registrant's Form 8-A Amendment No. 1 filed

4.1 Indenture, dated as of April 28, 1998, betwee
Schroder Bank & Trust Company as Trustee rel
1/8% Senior Notes due 2008 (Exhibit 4.1 to t
Registration Statement on Form S-4 File No.

4.2 Indenture, dated as of December 2, 1998, betw
Schroder Bank & Trust Company as Trustee rel
10 1/2% Senior Discount Notes due 2008 (Exhi
Registration Statement on Form S-4 File No.

4.3.1 Form of Senior Indenture (incorporated by ref
Amendment 1 to the Registrant's Registration
(File No. 333-68887) filed with the Securiti
on February 3, 1999).

4.3.2 First Supplemental Indenture, dated as of Sep
the Registrant and IBJ Whitehall Bank & Trus
relating to the Registrant's 6% Convertible
(Exhibit 4.1 to the Registrant's Current Rep
September 20, 1999).
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on June 10, 1998).
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erence to Exhibit 4.1 to
Statement on Form S-3
es and Exchange Commission
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ort on Form 8-K dated



4.3.3 Second Supplemental Indenture, dated as of Fe
the Registrant and The Bank of New York as T
Registrant's 6% Convertible Subordinated Not
the Registrant's Current Report on Form 8-K

4.4 Indenture, dated as of February 29, 2000, bet
Bank of New York as Trustee relating to the
Notes due 2008 (Exhibit 4.1 to the Registran
on Form S-4 File No. 333-37362).

4.5 Indenture, dated as of February 29, 2000, bet
Bank of New York as Trustee relating to the
Notes due 2010 (Exhibit 4.2 to the Registran
on Form S-4 File No. 333-37362).

4.6 Indenture, dated as of February 29, 2000, bet
Bank of New York as Trustee relating to the
Discount Notes due 2010 (Exhibit 4.3 to the
Statement on Form S-4 File No. 333-37362).

4.7 Indenture, dated as of February 29, 2000, bet
Bank of New York as Trustee relating to the
Euro Notes due 2008 (Exhibit 4.1 to the Regi
Statement on Form S-4 File No. 333-37364).

4.8 Indenture, dated as of February 29, 2000, bet
Bank of New York as Trustee relating to the
Euro Notes due 2010 (Exhibit 4.2 to the Regi
Statement on Form S-4 File No. 333-37364).

10.1 Separation Agreement, dated December 8, 1997,
Diversified Group Inc., PKS Holdings, Inc. a
Group Inc. (Exhibit 10.1 to the Registrant's

10.2 Amendment No. 1 to Separation Agreement, date
among PKS, Kiewit Diversified Group Inc., PK
Construction Group Inc. (Exhibit 10.1 to the
1997).

10.3 Cost Sharing and IRU Agreement between Level
INTERNEXT, LLC dated July 18, 1998 (Exhibit
Quarterly Report on Form 10-Q for the three
1998).

10.4 Credit Agreement dated as of September 30, 19
Communications, LLC, the Borrowers named the
thereto and The Chase Manhattan Bank, as Age
Registrant's Quarterly Report on Form 10-Q f
September 30, 1999).

21 List of subsidiaries of the Company

23.1 Consent of Arthur Andersen LLP

23.2 Consent of PricewaterhouseCoopers LLP

bruary 29, 2000, between

rustee relating to the

es due 2010 (Exhibit 4.1 to
dated February 29, 2000).

ween the Registrant and The
Registrant's 11% Senior
t's Registration Statement

ween the Registrant and The
Registrant's 11 1/4% Senior
t's Registration Statement

ween the Registrant and The
Registrant's 12 7/8% Senior
Registrant's Registration
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strant's Registration
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99 among Level 3

rein, the Lenders Party

nt (Exhibit 10.1 to the

or the three months ended

(b) Reports on Form 8-K filed by the Registrantidgrthe fourth quarter of 2000.

On November 7, 2000, the Registrant filed with $seurities and Exchange Commission a Current Repdfiorm 8-K relating to the
issuance of a press release containing an open fetthe Level 3 Stockholders.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, this 7th day of March, 2001.

LEVEL 3 COMMUNICATIONS, INC.

/sl Janes Q Crowe
By:
Name: James Q Crowe
Title: Chief Executive Oficer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bblpthe following persons on behalf of
the registrant and in the capacities and on thesdaticated.

Signature Ti tle Date

/sl Walter Scott, Jr. Chairman of the Board March 7, 2001

Walter Scott, Jr.

/sl James Q. Crowe Chief Execut ive Officer March 7, 2001
and Directo r

James Q. Crowe

/s/ Kevin J. O'Hara President, C hief Operating March 7, 2001
Officer and Director

Kevin J. O'Hara

/sl R. Douglas Bradbury Vice Chairma n and March 7, 2001
Executive V ice President

R. Douglas Bradbury

/sl Charles C. Miller, 11l Vice Chairma n and March 7, 2001
Executive V ice President

Charles C. Miller, Il

/sl Sureel A. Choksi Group Vice P residentand  March 7, 2001
Chief Finan cial Officer
Sureel A. Choksi (Principal Financial
Officer)
/sl Eric J. Mortensen Vice Preside nt and March 7, 2001
Controller (Principal
Eric J. Mortensen Accounting Officer)
/sl Mogens C. Bay Director March 7, 2001

Mogens C. Bay

/s/ William L. Grewcock Director March 7, 2001

William L. Grewcock
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Signature

/sl Richard R. Jaros

Ti tle

Director

Richard R. Jaros

/s/ Robert E. Julian

Director

Robert E. Julian

/s/ David C. McCourt

Director

David C. McCourt

/sl Kenneth E. Stinson

Director

Kenneth E. Stinson

/sl Colin V.K. Williams

Director

Colin V.K. Williams
/sl Michael B. Yanney

Director

Michael B. Yanney
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page
Report of Independent Public Accountants........... L, F-2
Financial Statements as of December 31, 2000 and De cember 31, 1999 and

for the three years ended December 31, 2000:
Consolidated Statements of Operations
Consolidated Balance Sheets..........cccoeeeeee. L
Consolidated Statements of Cash Flows........... . ...
Consolidated Statements of Changes in Stockholder s' Equity............. F-7
Consolidated Statements of Comprehensive Income ( LOSS)..euvvvviiinnnnns F-8
Notes to Consolidated Financial Statements....... . F-9

Schedules not indicated above have been omittealisef the absence of the conditions under whiey are required or because the
information called for is shown in the consolidafedncial statements or in the notes thereto.

F-1



REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To Level 3 Communications, Inc.:

We have audited the consolidated balance sheéisvel 3 Communications, Inc. (a Delaware corporgtend subsidiaries as of December
31, 2000 and 1999, and the related consolidatéenséts of operations, cash flows, changes in Btadkrs' equity and comprehensive
income (loss) for each of the three years in thodeended December 31, 2000. These consolidateddial statements are the responsibility
of the Company's management. Our responsibility &xpress an opinion on these financial statemzaged on our audits.

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

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of Level 3
Communications, Inc. and subsidiaries as of Dece®be2000 and 1999, and the consolidated restitteetr operations and their cash flows
for each of the three years in the period endecdeBéder 31, 2000 in conformity with accounting prples generally accepted in the United
States.

/sl Arthur Andersen LLP

Denver, Col orado
January 24, 2001.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For the three years ended December 31, 2000

REVENUE........eiiiiiiiiiiiiii
Costs and Expenses:
Cost of revenue..........c.........
Depreciation and amortization
Selling, general and administrative..............
Write-off of in-process research and development.

Total costs and expenses............ccceveees
Loss from Operations............cccceeviineeenne
Other Income (Expense):

Interest income........ccccovevvveeiniineneenne

Interest expense, Net........ccceeveverenenne

Equity in losses of unconsolidated subsidiaries,
Gain on equity investee stock transactions
Gain (loss) on sale of assets
Other, net

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

Loss Before Income Tax Benefit and Discontinued
OPerationsS........cuveeeeiiieeees e

Income Tax Benefit........ccccovcviereiiiinecenn.
Loss from Continuing Operations
Discontinued Operations:

Gain on Split-off of Construction Group..........

Gain on disposition of energy business net of inc
tax expense of ($175)

Income from discontinued operations

Net Earnings (Loss)

Earnings (Loss) Per Share of Level 3 Common Stock
(Basic and Diluted):

Continuing operations...........cccoccuveeeeeas

Discontinued operations excluding construction
operations

Net earnings (loss) excluding construction
operations

Net earnings (loss) excluding gain on Split-off o
Construction Group

See accompanying notes to consolidated financssients.
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2000 1999 1998

(dollars in
millions, except
per share data)
...$1,185 $ 515 $392

(794) (360) (199)
. (584) (228) (66)
.. (1,152) (668) (332)
o == (30)

o (1,345) (741) (235)

328 212 173
(282) (174) (132)

(284) (127) (132)
2

100 118
(19) (2) 107
2 7 4

(159) 34 82

... (1,504) (707) (153)
.. 49 220 25

~ - 608

.. $(1,455) $ (487) $ 804

.. $(4.01) $(1.46) $(.43)

.$ - $ - $3.09

.. $(4.01) $(1.46) $2.66

.. $ (4.01) $(1.46) $ .64




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31, 2000 and 1999

Assets

Current Assets:
Cash and cash equivalents
Marketable securities
Restricted securities............ccccvveveenens
Receivables, less allowances for doubtful account
and $9, respectively........ccccoceviiiennenn.
Recoverable income taxes

Total Current ASSetS......ceveveeveiveiiininennns

Net Property, Plant and Equipment
Investments.........cceeveiveeiiieiiceeiiiiin,
Other Assets, net

Liabilities and Stockholders' Equity

Current Liabilities:

Accounts payable...........cccccoeviiiiinnins
Current portion of long-term debt................
Accrued payroll and employee benefits
Accrued interest..........ccocevevriieeeennnns
Deferred revenue

Total Current Liabilities.............ccccoeveee.
Long-Term Debt, less current portion
Deferred Revenue..........cccccoovvvieenniiennn.
Accrued Reclamation Costs
Other Liabilities..........ccoooverriiereeninns
Commitments and Contingencies
Stockholders' Equity:
Preferred stock, $.01 par value, authorized 10,000
shares: no shares outstanding
Common stock:
Common stock, $.01 par value, authorized 1,500,00
shares: 367,599,870 outstanding in 2000 and 341,
outstanding in 1999........cccccceeeeiiiiinnnns
Class R, $.01 par value, authorized 8,500,000 sha
shares outstanding.............ccceeeeiiinnenn.
Additional paid-in capital..............cccee....
Accumulated other comprehensive loss..............
Retained earnings (accumulated deficit)

Total Stockholders' Equity

See accompanying notes to consolidated financ#tsients.
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2000 1999
(dollars in
millions,
except per
share data)

........... $1,269 $1,214

........... 2,742 2,227
........... 202 51
s of $33

........... 617 150
........... 67 241
........... 148 55
........... 5,045 3,938
........... 9,383 4,287
........... 146 300
........... 345 381

........... $1,552 $ 832
........... 7 6
........... 90 43
........... 124 47
........... 68 72
........... 106 90
........... 1,947 1,090
........... 7,318 3,089
........... 652 63
........... 94 99
........... 359 260
,000

0,000

396,727

........... 4 3
res. no

........... 5,167 2,501
........... (73) (5)
........... (549) 906



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

For the three years ended December 31, 2000

2000 1999 1998

(dollars in millions)
Cash Flows from Operating Activities:

Net Earnings (LOSS)........cccveevrveecuveennne. .$(1,455)$ (487)% 804
Less: Income from Discontinued Operations........ .- - (932
Loss from continuing operations.................. . (1,455) (487) (128)

Adjustments to reconcile loss from continuing

operations to net cash provided by operating

activities:

Write-off in process research and
development.......ccccceeeevviviiininennns .- -- 30
Equity losses, net..........ccceeeee. 284 127 132
Depreciation and amortization 584 228 66
Dark fiber and submarine cable cost of

FEVENUE......coviieiiriiee e . 196 17 -
Amortization of premiums (discounts) on
marketable securities...............c...... . (41) 10 (29
Amortization of debt issuance costs.......... 2 9 3
(Gain) loss on sale of property, plant and
equipment and other assets.................. . (19 2 (17
Gain on equity investee stock transactions... . (100) (118) (62)
Gain on sale of Cable Michigan............... .- - (90)
Non-cash compensation expense attributable to
Stock awards.........cccveeviiieenenninns . 241 126 39
Federal income tax refunds.................. . 246 81 46
Deferred income taxes..........ccccceeuenee. - (56) (50)
Deferred revenue . 585 121 27
DepoSitS......ccovviviiiiiiiiiieeieceeeee . 24 (64) --
Accrued interest on marketable securities.... .o 6B) (M @43
Accrued interest on long-term debt........... . 176 69 35
Change in working capital items:
Receivables..........ccccovvviiiiinnnnns . (475) @B4) (@
Other current assets.........cccceeevenes . (178) (170) (10)
Payables.................. . 737 544 239
Other liabilities... . 158 86 (19)
Other.....cooiiiiiieieeee .21 3 ?3)
Net Cash Provided by Continuing Operations......... . 1,000 437 170
Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketable
SECUNMEIES. ..eeeei e . 7,823 5,169 3,214
Purchases of marketable securities............... . (8,284) (4,555) (5,334)
Increase in restricted securities................ . (150) (16) (8)
Capital expenditures.............coeeeenvnnnne . (5,944) (3,436) (910)
Investments and acquisitions, net of cash
ACUITEd.....cee et . (34) (3 (67)
Proceeds from sale of property, plant and
equipment, and other investments................ . 99 12 27
Proceeds from sale of Cable Michigan............. .- -- 129
Net Cash Used in Investing Activities.............. . $(6,490) $(2,829) $(2,949)

See accompanying notes to consolidated financ#tsients.



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS--(Continued)
For the three years ended December 31, 2000

2000 1999 1998

(dollars in
millions)
Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance costs. ... $3,195 $1,249 $2,426
Payments on long-term debt, including current
POMtION. ..cceeieeieiiiieeee e ... (21) @) (12
Issuances of common stock, net of issuance costs. ... 2,407 1,498 21
Stock options exercised.........cccccceveeeennn. 15 22 11
Exchange of Class C Stock for Class D Stock, net. e = =122
Repurchases of common stock...................... — = - 1)
Net Cash Provided by Financing Activities.......... ... 5596 2,763 2,567
Cash Flows from Discontinued Operations:
Proceeds from sale of discontinued energy operati ons,
net of income tax payments of $192 million...... veee =967
Net Cash Provided by Discontinued Operations....... e == 967
Effect of Exchange Rates on Cash and Cash Equivalen ts.. (1) 1 -
Net Change in Cash and Cash Equivalents............ 55 372 755
Cash and Cash Equivalents at Beginning of Year..... ... 1,214 842 87
Cash and Cash Equivalents at End of Year........... ... $1,269 $1,214 $ 842
Supplemental Disclosure of Cash Flow Information:
Income taxes paid.........cccceeveeiierininnnn. ... $ 2% 2% 246
Interest paid.........ccccvvvveieiieneneennnnnn. ... 461 193 104
Noncash Investing and Financing Activities:
Equity securities received in exchange for servic es. $ 43% 5% -
Issuances of stock for acquisitions:
Businessnet Ltd...........cccceeeviiveeeinnns 3 8 -
XCOM Technologies, Inc........ - - 154
GeoNet Communications, Inc - - 19
Others.......cooiiiiiiiiiiee e - - 10

The activities of the Construction Group have besnoved from the consolidated statements of castsflThe Construction Group had cash
flows of ($62) million for the three months endedui¢h 31, 1998, (the date of the Split-off).

See accompanying notes to consolidated financssients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

For the three years ended December 31, 2000

Class

B&C Additional
Common Common Paid-in
Stock Stock Capital

Accumulated Retained
Other Earnings

Comprehensive (Accumulated

Income (Loss) Deficit) Total

rs in millions)

Balance at December 27,

1997.iiiiiiien $1 $8 $ 427 $(5) $1,799 $2,230
Common Stock:

Issuances.............. -- 1 203 -- - 204
Stock options

exercised............. - 1 10 -- Q) 10
Designation of par

value to $.01......... - (8 8 - - -
Stock dividend......... - 1 Q) -- - -
Stock plan grants...... - - 44 -- - 44
Income tax benefit from

exercise of options... - - 19 -- -- 19
Class R Stock:

Issuance and forced

conversion............ - - 164 -- (164) --
Class C Stock:

Repurchases............ - - (25) -- - (25)
Conversion of

debentures............ - - 10 -- - 10
Net Earnings............ - - -- -- 804 804
Other Comprehensive

LOSS...eeeieiieniiianns - - - (6) - (6)
Split-off of the

Construction & Mining

Group......ccoeeeueeen. 1) - (94) 15 (1,045) (1,125)

1998.....cccviiinnnnn - 3 765 4 1,393 2,165
Common Stock:
Issuances, net of

offering costs........ - - 1,506 -- -- 1,506
Stock options

exercised............. - - 22 -- - 22
Stock plan grants...... - - 130 -- - 130
Income tax benefit from

exercise of options... - - 78 -- -- 78
Net LOSS......cccccunee - - - -- (487) (487)
Other Comprehensive

LOSS...cvvviieriieenne - - - 9) - 9)

1999....ccceiineeeen. - 3 2501 (5) 906 3,405
Common Stock:
Issuances, net of

offering costs........ - 1 2409 -- -- 2,410
Stock options

exercised............. - - 15 -- - 15
Stock plan grants...... - - 237 -- -- 237
Shareworks plan........ - - 5 -- -- 5
Net LOSS......cccccn.ee - - - -- (1,455) (1,455)
Other Comprehensive

LOSS...civviieniinenne - - - (68) - (68)

Balance at December 31,
2000......ccccceuneee. $-- $4 $5167 $(73) $ (549) $4,549

See accompanying notes to consolidated financsisients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)
For the three years ended December 31, 2000

2000 1999 1998

(dollars in
millions)
Net Earnings (LOSS)...ccccoovveevvveeiieeeieeeee $(1,455) $(487) $804
Other Comprehensive Income (Loss) Before Tax:
Foreign currency translation adjustments......... ... (73) (10) 1
Unrealized holding gains (losses) arising during
=] 110 o 5 3) (@
Reclassification adjustment for gains included in net
€arnings (I0SS)....cccouvveveeiiiiiieeeeeeeee - @ O
Other Comprehensive Loss, Before Tax.....ccccoeeee.. . (68) (14) (10)
Income Tax Benefit Related to Iltems of Other
Comprehensive LOSS.......ccooevevviveveenaiceees - 5 4
Other Comprehensive Loss Net of Taxes.............. ... (68) (9) (6)
Comprehensive Income (LOSS)....cccccocveevceeneee Ll $(1,523) $(496) $798

See accompanying notes to consolidated financ#tsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Summary of Significant Accounting Policies
Principles of Consolidation

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

In 1997, the Company agreed to sell its energytassdidAmerican Energy Holding Company, Inc. (‘tMimerican™) and to separate the
construction operations ("Construction Group") frima Company. Therefore, the results of operatidrisese businesses have been clas:
as discontinued operations on the consolidatedrataits of operations and cash flows (See noted 3)an

Communications and Information Services Revenue

Revenue for communications services, includinggigvine, colocation, Internet access, managed madel voice, is recognized monthly as
the services are provided. Reciprocal compensatioenue is recognized only when an interconne@gmeement is in place with another
carrier, and the relevant regulatory authoritiegeha@pproved the terms of the agreement. Reventileusdible to leases of dark fiber pursuant
to indefeasible rights-of-use agreements ("IRUS&} gualify for sales-type lease accounting, anceveatered into prior to June 30, 1999, are
recognized at the time of delivery and acceptarfickeofiber by the customer.

Effective July 1, 1999, the Financial Accountingi&tards Board ("FASB") issued Interpretation Nq."®Real Estate Sales, an interpretation
of FASB Statement No. 66" ("FIN 43"). Under FIN 48rtain sale and long-term right- of-use agreemehtlark fiber and capacity entered
into after June 30, 1999, are required to be adeoufior in the same manner as sales of real asttt@roperty improvements or integral
equipment. Dark fiber is considered integral equptrand accordingly, a lease must include a prawiallowing title to transfer to the lessee
in order for that lease to be accounted for adesggpe lease. Failure to satisfy the requiremefithe FASB Interpretation result in the
deferral of revenue recognition for these agreemewer the term of the agreement (currently uptyears).

The adoption of FIN 43 did not have an effect e @ompany's cash flows. Dark fiber IRUs generadtyuire the customer to make a down
payment due upon execution of the agreement wittbéttance due upon delivery and acceptance oflibe These long-term dark fiber
contracts and the issuance of FIN 43 have resiritacdsubstantial amount of deferred revenue bedngrded on the balance sheet.

The Company is obligated under dark fiber IRUs @intain its network in efficient working order aimdaccordance with industry standards.
Customers are obligated for the term of the agre¢mnoepay for their allocable share of the costsofperating and maintaining the network.
The Company recognizes this revenue monthly ascesrare provided.

The cost of revenue associated with the revenwsgrézed for dark fiber agreements entered intorgadune 30, 1999, was determined b

on an allocation of the total estimated costs efrtatwork to the dark fiber provided to the custmn&he allocation takes into account the
service capacity of the specific dark fiber prowide customers relative to the total expected dapatthe network. Changes to total
estimated costs and network capacity are includeidd allocation in the period in which they becdmewn. Cost of revenue associated with
the sale of a portion of the trans- Atlantic submacable was determined based on actual coste@tthy Level 3 and its contractors to
construct such assets. Cost of revenue also inelledsed capacity, right-of-way costs, access elsaagd other costs directly attributable to
the network.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

Accounting practice and guidance with respect ¢ottbatment of submarine dark fiber sales ands€géatdRU agreements continue to evolve.
Any changes in the accounting treatment could affecway the Company accounts for revenue andrsgseassociated with these
transactions in the future.

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

The communications and information services inguisthighly competitive. Many of the Company's éxig and potential competitors in the
communications and information services industiyehfénancial, personnel, marketing and other resesisignificantly greater than those of
the Company, as well as other competitive advastagsuding existing customer bases. Increasedatiolagion and strategic alliances in the
industry resulting from the Telecommunications AE1996, the opening of the U.S. market to foragrriers, technological advances and
further deregulation could give rise to significaetv competitors to the Company.

The Company provides telecommunications serviceswale range of customers, ranging from well @djziéd national carriers to local
Internet start-ups. The Company has in place diand procedures to review the financial conditibpotential and existing customers.
Based on these policies and procedures, the Conigaimyes its exposure to credit risk within thentounications business is mitigated.
Concentration of credit risk with respect to reediles is mitigated due to the dispersion of the famy's customer base among geographic
areas and remedies provided by terms of contractstatutes.

Coal Sales Contracts

Historically, Level 3's coal is sold primarily undeng-term contracts with electric utilities, whiburn coal in order to generate steam to
produce electricity. A substantial portion of Le@4 coal revenue was earned from long-term costring 2000, 1999, and 1998. The
remainder of Level 3's sales are made on the spdtanhwhere prices are substantially lower thasehio the long-term contracts. Beginning
in 2001, a higher proportion of Level 3's saled agicur on the spot market as long-term contraetgrbto expire. Costs of revenue related to
coal sales include costs of mining and processstynated reclamation costs, royalties and prodndtixes.

The coal industry is highly competitive. Level 3wpetes not only with other domestic and foreign sagpliers, some of whom are larger
and have greater capital resources than Levelt3lbo with alternative methods of generating eleity and alternative energy sources. M
of Level 3's competitors are served by two railadd, due to the competition, often benefit fromdr transportation costs than Level 3
which is served by a single railroad. Additionaliyany competitors have more favorable geologicatitmns than Level 3, often resulting in
lower comparative costs of production.

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

Level 3's coal sales contracts are with severatriteutility and industrial companies. In the evémat these customers do not fulfill
contractual responsibilities, Level 3 could purue available legal remedies.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
Depreciation and Amortization

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

Facility and Leasehold Improvements................. ... 20-40 years
Operating Equipment:

Network Infrastructure (including fiber).......... . ... 7-25 years
Transmission equipment and electronics............ ... 3-7 years
Network Construction Equipment...........ccccccee.e. . L 5-7 years
Furniture, Fixtures and Office Equipment........... ... 3-7 years
L1 T 2-10 years

Depletion of mineral properties is provided prinhadn a units-of- extraction basis determined ilatien to coal committed under sales
contracts.

Investee Stock Activity

The Company recognizes gains and losses from tbgissuance and repurchase of stock by its equéithod investees in the statements of
operations.

Earnings Per Share

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

Intangible Assets

Intangible assets primarily include amounts alledaipon acquisitions of businesses, franchisesalnskcriber lists. These assets are
amortized on a straight-line basis over the expkptziod of benefit.

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

Long Lived Assets

The Company reviews the carrying amount of longdiassets for impairment whenever events or changisumstances indicate that the
carrying amount may not be recoverable. Deternonatif any impairment would include a comparisoestimated future operating cash
flows anticipated to be generated during the remagilife of the asset to the net carrying valu¢haf asset.

Reserves for Reclamation

The Company follows the policy of providing an aarfor reclamation of mined properties, basedhanestimated total cost of restoration of
such properties to meet compliance with laws gawngratrip mining, by applying per-ton reclamatiates to coal mined. These reclamation
rates are determined using the remaining
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

estimated reclamation costs and tons of coal coradnitnder sales contracts. The Company reviewsdtamation cost estimates annually
and revises the reclamation rates on a prospedutisis, as necessary.

Income Taxes

Deferred income taxes are provided for the temyadidferences between the financial reporting basid tax basis of the Company's assets
and liabilities using enacted tax rates in effectthe year in which the differences are expeate@terse. In 2000, Level 3 utilized a portion
of its accumulated net operating tax losses teebfisior year taxable income. The remaining netagireg losses not utilized can be carried
forward for 20 years to offset future taxable in@mA valuation allowance has been recorded agdéafstred tax assets as the Company is
unable to conclude under relevant accounting stalsdhat it is more likely than not that net opergiosses will be realizable.

Comprehensive Income (Loss)

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

Foreign Currencies

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

Stock Dividend

Effective August 10, 1998, the Company issued adivd of one share of Level 3 Common Stock for esdare of Level 3 Common Stock
then outstanding. All share information and persluata have been restated to reflect the stocitetid.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

Recently Issued Accounting Pronouncements

In June 1998, the FASB issued Statement of FineAcieounting Standards ("SFAS") No. 133, "Accougthor Derivative Instruments and
Hedging Activities". SFAS No. 133 as amended by SP¥os. 137 and 138, is effective for fiscal yeargibning January 1, 2001. SFAS No.
133 requires that all derivative instruments berded on the balance sheet at fair value. Chamgie ifair value of derivatives are recorded
each period in current earnings or other comprahemscome, depending on whether a derivative 8giated as part of a hedge transaction,
the type of hedge, and the extent of hedge inéfimress. The Company currently makes minimal uskedfative instruments as defined by
SFAS No. 133. If the Company
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

does not increase the utilization of these denresti the adoption of this standard is not expetttdtave a significant effect on the Company's
results of operations or its financial position.

In December 1999 the SEC staff released Staff Aaibog Bulletin No. 101, "Revenue Recognition in &mcial Statements” ("SAB 101").
SAB 101 provides interpretive guidance on the redgn, presentation and disclosure of revenudénfinancial statements. The Company
adopted SAB 101 as of January 1, 2000. The adogtibnot have a material effect on the financiautes as the Company's revenue
recognition policies were already consistent wiBSL01.

Fiscal Year

In May 1998, the Company's Board of Directors cleghigevel 3's fiscal year end from the last Satuiddyecember to a calendar year end.
The results of operations for the additional foayslin the 1998 fiscal year are reflected in thex@any's Form 10-K for the period ended
December 31, 1998 and were not material to theaiv@sults of operations and cash flows.

Reclassifications
Certain prior year amounts have been reclassifiegbform to the current year presentation.
(2) Reorganization--Discontinued Construction Ofiers

Prior to March 31, 1998, the Company had a twosctapital structure. The Company's Class C Stdtécted the performance of the
construction operations ("Construction Group") &mel Class D Stock reflected the performance obther businesses, including
communications, information services and coal ngnin 1997 the Board of Directors of Level 3 apm@d\a proposal for the separation of the
Construction Group from the other operations of@oenpany through a split-off of the Constructioro@ (the "Split-off"). In December
1997, the Company's stockholders approved the-&iplgnd in March 1998, the Company received a gufiom the Internal Revenue Serv
that stated the Split-off would be tax-free to Ustackholders. The Split-off was effected on MaBdh 1998. As a result of the Split-off, the
Company no longer owns any interest in the Constmucroup. Accordingly, the separate financiatestaents and management's discussion
and analysis of financial condition and resultepérations of Peter Kiewit Sons', Inc. should b&ioted to review the results of operations of
the Construction Group for the three months endadcW31, 1998.

On March 31, 1998, the Company reflected the falue of the Construction Group as a distributiotheClass C stockholders because the
distribution was considered non-pro rata as contpréhe Company's previous two-class capital ssteicture. The Company recognized a
gain of $608 million within discontinued operatioesgjual to the difference between the carryingealithe Construction Group and its fair
value in accordance with FASB Emerging Issues Faske Issue 96-4, "Accounting for Reorganizationslving a Non- Pro Rata Split-off
of Certain Nonmonetary Assets to Owners." Thereawer taxes related to this gain due to the tax+iegare of the Split-off.

In connection with the Split-off, the Class D Stdmcame the common stock of Level 3 Communicatiles,(*Common Stock™) on a one
for one basis, and shortly thereafter, began tgpdinthe Nasdag National Market under the symbw®ILT".

Prior to this Split-off, the Company's certificatkincorporation gave stockholders the right torettge their Class C Stock for Class D Stock
under a set conversion formula. That right was ielted as a result of the Split- off. To replacat ttonversion right, Class C stockholders
received an aggregate of 6.5 million shares
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

of a new Class R Stock in January 1998, which werevertible into Common Stock in accordance witinteratified by stockholders in
December 1997. The Company reflected in the eguitpunts the exchange of the conversion right ssuthince of the Class R Stock at its
fair value of $92 million at the date of the Spuiit-

On May 1, 1998, the Board of Directors of Level @@nunications, Inc. determined to force conversiball shares of the Company's Class
R Stock into shares of Common Stock, effective NMiay1998. The Class R Stock was converted into Com8tock in accordance with the
formula set forth in the certificate of incorpomatiof the Company. Each holder of Class R Stodknately received .7778 of a share of
Common Stock for each share of Class R Stock helatal 6.5 million shares of Class R Stock wevewerted into 5.1 million shares of
Common Stock. The value of the Class R Stock atithe of the forced conversion was $164 millioneT®ompany recognized the additional
$72 million of value upon conversion of the ClasStack to Common Stock in the equity accounts.

(3) Discontinued Energy Operations

On January 2, 1998, the Company completed theo$itte energy assets to MidAmerican. These aseetsded approximately 20.2 million
shares of MidAmerican common stock (assuming tleeaése of 1 million options held by Level 3), Le\8% 30% interest in CE Electric and
Level 3's investments in international power prt§ea Indonesia and the Philippines. Level 3 reigphan after-tax gain on the disposition
of $324 million and the after- tax proceeds of amately $967 million from the transaction weredsn part to fund the business plan.
Results of operations for the period through Jan@af 998 were not considered significant and #ia gn disposition was calculated using
the carrying amount of the energy assets as ofrbleee27, 1997.

(4) Earnings Per Share

The Company had a loss from continuing operationstfe years ended December 31, 2000, 1999 and fte9&fore, the dilutive impact of
the approximately 19 million shares and 13 millgdrares at December 31, 2000 and 1999, respectatéijputable to the convertible
subordinated notes and the approximately 24 mijliddnmillion and 23 million options and warrantdsianding at December 31, 2000, 1999
and 1998 respectively, have not been includeddrcttmputation of diluted earnings (loss) per shaeause their inclusion would have been
anti-dilutive to the computation.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
The following details the earnings (loss) per stwaleulations for the Level 3 Common Stock.

Year Ended

2000 1999 1998

Loss from Continuing Operations (in millions)...... .. $(1,455) $ (487)$ (128)
Discontinued Operations:
Earnings from discontinued energy operations..... .- - 324
Gain on split-off of construction operations..... .- -- 608
Earnings from discontinued operations.......... .- -- 932

Net Earnings (Loss) Excluding Discontinued
Construction Operations..............cc.ccveennn. .. $(1,455) $ (487)% 804

Total Number of Weighted Average Shares Outstanding
used to Compute Basic and Dilutive Earnings Per

Share (in thousands)........ccccccceeeeveviinnns .. 362,539 334,348 301,976
Earnings (Loss) per Share (Basic and Diluted):
Continuing operations..............ccoceeeeee. ..$(4.01)$(1.46) $ (.43)
Discontinued energy operations................... % - 8% - $ 107
Gain on split-off of discontinued construction
OPEraAtioNS......eevvveereeriieciee e sieeniens % -8 - $ 202
Net earnings (loss) excluding discontinued
construction operations..............ccc....... ..$(4.01)$(1.46) $ 2.66
Net earnings (loss) excluding gain on split-off o f
construction operations......................... . $(4.01)$(1.46)$ .64

(5) Acquisitions

In April 1998, the Company acquired XCOM Technotgilnc. ("XCOM"), a privately held company thattz time had developed
technology which provided certain key componentsegsary for the Company to develop an interfacedsst its Internet protocol-based
network and the existing public switched telephoa&vork. The Company issued approximately 5.3 anilhares of Level 3 Common Stock
and 0.7 million options and warrants to purchaseeL8 Common Stock in exchange for all the stogitioms and warrants of XCOM.

The Company accounted for this transaction, vaatekll54 million, as a purchase. Of the total puseharice, $30 million was allocated to in-
process research and development and was takemomslaductible charge to earnings in 1998. Thehase price exceeded the fair value of
the net assets acquired by $115 million which veaegnized as goodwill and is being amortized oviareayear period.

For the XCOM acquisition and the Company's othguaitions, the excess purchase price over therfaiket value of the underlying assets
was allocated to goodwill, other intangible asseis property based upon preliminary estimatesiof/édue. The final purchase price
allocation for these acquisitions did not vary #figantly from preliminary estimates.

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

Cash equivalents generally consist of funds inwkesténighly liquid instruments purchased with afgoral maturity of three months or less.
The securities are stated at cost, which approxsfair value.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
Marketable and Restricted Securities

Level 3 has classified all marketable and resulistecurities as available-for-sale. Restricted siesi include investments in mutual funds
that are restricted to fund certain reclamatiohiliges of its coal mining ventures, cash depostiated to construction renovations for the
New York Gateway facility, and cash to collateralletters of credit. The cost of the securitieslisecomputing unrealized and realized g
and losses is determined by specific identificatieair values are estimated based on quoted mjrikets for the securities on hand or for
similar investments. Net unrealized holding gaind bpsses are included in accumulated other coreps#te income (loss) within
stockholders' equity.

At December 31, 2000 and 1999, the cost, unrealinéding gains and losses, and estimated fair gadfienarketable and restricted securities
were as follows:

Unrealized Unrealized
Holding Holding Fair
Cost Gains Losses Value

(dollars in millions)

2000
Marketable Securities:
Commercial Paper.........c...ccc........ $ 204 $-- $-- $ 204
U.S. Treasury securities................. 2,534 4 -- 2,538
$2,738 $4 $--  $2,742
Restricted Securities:
Cash and cash equivalents................ $ 173 $-- $-- $ 173
Wilmington Trust:
Intermediate term bond fund............ 14 - - 14
Equity fund........ccccceeeeeeinnnnnn. 11 4 -- 15
$ 198 $4 $-- $ 202
1999
Marketable Securities:
U.S. Treasury securities................. $2,231 $-- $(4) $2,227
$2,231 $ $(4) $2,227
Restricted Securities:
Cash and cash equivalents................ $ 21 $-- $-- $ 21
Wilmington Trust:
Intermediate term bond fund............ 13 - - 13
Equity fund.........cccooiiiiins 10 7 - 17

For debt securities, costs do not vary signifigafidm principal amounts. The Company did not ratpg any realized gains and losses on
sales of marketable and equity securities in 28@@lized gains and losses on sales of marketallleguity securities were $17 million and
$16 million in 1999, and $10 million and $1 milliam 1998, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
At December 31, 2000, the contractual maturitiehefdebt securities are as follows:

Cost Fair Value
(dollars in millions)
Commercial Paper:
Lessthan 1year........cccceceeeiveeecineennne. ..$ 204% 204

U.S. Treasury Securities:
Lessthan 1year........cccceceeviveeecienennne. ...$ 2534% 2,538

Maturities for the restricted securities have negbpresented as the types of securities includesthhave a single maturity date.
Long-Term Debt

The fair value of long-term debt was estimated gisiie December 31, 2000 and 1999 average of thartnidask price for the publicly traded
debt instruments. The fair value of the outstandimpunt under the Senior Secured Credit Facilityranrtgages approximates their carrying
values at December 31, 2000.

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

20 00 1999
Carryin g Fair Carrying Fair
Amount Value Amount Value
(d ollars in millions)
Cash and Cash Equivalents.................. $1,269 $1,269 $1,214 $1,214
Marketable Securities...........ccccocuuee 2,742 2,742 2,227 2,227
Restricted Securities............ccceee.... 202 202 51 51
Investments (Note 9).......ccccceveeeennn. 146 569 300 1,973
Long-term Debt, including current portion
(Note 11)...ccoiieiiiieieeiiie e, 7,325 5,766 3,995 4,034
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
(7) Receivables

Receivables at December 31, 2000 and 1999 wedlaw$:

Info rmation
Communications Ser vices Coal Other Total
(dollars in millions)

2000
Accounts Receivable--Trade:

SEerViCeS.....cocevvvenee.. $142 $ 25 $19% 1 $187
Dark Fiber................... 161 -- - - 161
Joint Build Costs.............. 252 -- - - 252
Other Receivables.............. 49 1 - - 50
Allowance for Doubtful

Accounts...........ccccnneee (29) 4 - - (33

$575 $ 22 $19% 1 $617

1999
Accounts Receivable--Trade:

SEerViCeS.....coevevvenee. $ 64 $ 19 $18% 1 $102
Dark Fiber................... 2 -- - - 2
Joint Build Costs.............. 7 -- - - 7
Other Receivables.............. 46 2 - - 48
Allowance for Doubtful

Accounts...........ccccnnene (6) @® - - 09

$113 $ 18 $18% 1 $150

Joint build receivables primarily relate to costsurred by the Company for construction of netwasgets in which Level 3 is partnering with
other companies. Generally, under these typesrekawents, the sponsoring partner will incur 100%hefconstruction costs and bill the of
party as certain construction milestones are actishgul. Joint build receivables include $90 millattributable to FLAG Telecom Limited
for its share of the costs of the Northern Asiansabine cable system.

The Company recognized bad debt expense in sefjantgral and administrative expenses of $32 mijlikiri million and $2 million in 2000,
1999 and 1998 respectively.

(8) Property, Plant and Equipment
Construction in Progress

The Company is currently constructing its commutiices network. Costs associated directly with theampleted network, including
employee related costs, are capitalized. Intergmrese incurred during construction is capitalizaded on the weighted average accumulatec
construction expenditures and the interest ratasabto borrowings associated with the construcfidote 11). Certain intercity segments,
Gateway facilities, local networks and operatingipment have been placed in service. These assebeg depreciated over their useful
lives, primarily ranging from 3-25 years.
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The Company develops business support systemgeedor its business plan. The external directso$software, materials and services,
payroll and payroll related expenses for employlesctly associated with the project, and intepestts incurred when developing the

business support systems are capitalized. Upon letiop of the projects, the total cost of the besssupport systems are amortized over
their estimated useful lives of three years.

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

Accumulated Book
Cost Depreciation Value

(dollars in millions)

2000
Land and Mineral Properties...............cc....... $ 167 $(11) $ 156
Facility and Leasehold Improvements
CommMUNICALIONS......ocuvieeeiiiiee e 1,246 (33) 1,213
Information Services... 25 4) 21
Coal Mining................. 68  (64) 4
CPTC..coiiiiiiieee 922 (12) 80
Network Infrastructure............ccccccceeuveee. 3,420 (62) 3,358
Operating Equipment
CommUNICAtIONS......ceveeeireeeeeesieieiieies 1,213 (361) 852
Information Services..........cccccovvuvieeennnee 54  (36) 18
Coal Mining.......c.eeeeiiiiiieeeiiieeeees 93 (85) 8
CPTC. it 17 9) 8
Network Construction Equipment..................... 143  (27) 116
Furniture, Fixtures and Office Equipment........... 429 (162) 267
183  (68) 115
3,167 - 3,167

$10,317 $(934) $9,383

1999
Land and Mineral Properties...............cc....... $ 60 $(15 $ 45
Facility and Leasehold Improvements
Communications 400 (14) 386
Information Services 26 3) 23
Coal Mining................. 73  (64) 9
CPTC..coiiiieiiieee 92 9) 83
Network Infrastructure 211 4) 207
Operating Equipment
CommUNICAtIONS.......vveveeieeeeeesiiieiiiies 475  (79) 396
Information Services 54  (37) 17
Coal Mining.......cceeeeiiiiiiieeiieeeees 115 (103) 12
CPTC i 17 @) 10
Network Construction Equipment..................... 98 (10) 88

150 (66) 84
155  (28) 127
2,800 - 2,800

$4,726 $(439) $4,287
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Depreciation expense was $534 million in 2000, $i@fon in 1999, and $48 million in 1998. Depremig expense attributable to the
network construction equipment is capitalized arduded in Construction-in-Progress until such time constructed asset is placed in
service.

(9) 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 EaEiange carrier operating in various rural Pemvagyh markets, and CTSI, Inc., a
competitive local exchange carrier which commenmggtations in 1997.

On December 31, 2000, Level 3 owned approximat&®p and 46% of the outstanding shares of RCN andrmmwealth Telephone,
respectively, and accounts for each entity usiegeiiuity method. The market value of the Companysstment in RCN and Commonwe:
Telephone was $168 million and $372 million, respety, on December 31, 2000. Due to the chang€¥dhl's and Commonwealth
Telephone's stock price, the market value of they@my's investments in RCN and Commonwealth weg® $allion and $386 million,
respectively, as of January 24, 2001.

Level 3's proportionate share of RCN's fourth cerddsses exceeded the remaining carrying vallewél 3's investment in RCN. Level 3
does not have additional financial commitments @N\Rtherefore it recognizes equity losses onhhwmextent of its investment in RCN. If
RCN becomes profitable, Level 3 will not recordetguity in RCN's profits until unrecorded equitgses have been offset. Level 3 recorded
equity losses attributable to RCN of $260 millian the twelve months ended December 31, 2000. Tmep@ny's investment in RCN,
including goodwill, was zero and $166 million atd@enber 31, 2000 and December 31, 1999, respectilleeyCompany has not recognized
approximately $20 million of additional suspendedity losses attributable to RCN, which exceeded@bmpany's carrying value of RCN.

The Company recognizes gains from the sale, isguand repurchase of stock by its equity methodsi®es in its statements of operations.
During 2000, RCN issued stock for the acquisitib@1st Century Telecom Group, Inc., completed inikh@000, and for certain transactions
which diluted the Company's ownership of RCN fras83at December 31, 1999 to 31% at December 31,. 20@0increase in the
Company's proportionate share of RCN's net assedgesult of these transactions resulted in dgxerain of $95 million for the Company
for the year ended December 31, 2000. The Compaoognized similar pre-tax gains of $117 million &&2 million in 1999 and 1998,
respectively. The Company does not expect to razedature gains on RCN stock activity until susped equity losses are recognized by
Company.

In October 1999, RCN announced that Vulcan Ventures had agreed to invest $1.65 billion in RCMeTinvestment, which closed in
February 2000, is in the form of mandatorily conixe preferred stock convertible into 26.6 millishares of RCN common stock. The
preferred shares must be converted to common shéttés a three to seven year period at $62 peresha
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The following is summarized financial informatiohRCN for the year ended December 31, 2000 (unadgénd the years ended December
31, 1999 and 1998, and as of December 31, 200Qidited) and December 31, 1999.

Year Ended December 31,

2000 1999 1998

Operations:
RCN Corporation:
REVENUE.......eeiiiiiiiiiieeiie e .$ 333 % 276 $ 211
Net loss available to common shareholders........ . (891) (369) (205)
Level 3's Share:
NEt [0SS.....veviiiiiiiiee e . (260) (134) (91)
Goodwill amortization.............ccocceveeene 0 O @

$ (261)$ (135)$ (92)

December 31,

2000 1999
Financial Position:
CUIrent ASSEtS....ccocvvvveviiee e ccee e e, $2,005 $1,905
Other ASSetS....ccovvviiiiiiiiiieieeeeeeeeeeeeeee e, 2,774 1,287
Total aSSetS....cvvvveeeeeeeieiiiciiiciiee e, 4,779 3,192
Current LiabilitieS.....c.cccovvveveveeeeeaeiens 533 249
Other Liabilities......cccoovvvvveeveneeeaeee. 2,283 2,168
Minority Interest........ccccvcvevviceeenneeeee . 75 130
Preferred StocK.......cccovvvvviveeveiiineees e 1,991 253
Total liabilities and preferred stock............. ... 4,882 2,800
ComMmMON €QUItY...cccvveeeiieeviieccieeeeee e, $(103) $ 392

Level 3's Investment:
Equity in net assets.........ccccoeceveeeininns
GOOAWill....ueviiiiiiiieieee e

On December 6, 2000, Commonwealth Telephone aneduthat it was going to record a charge to earriogghe restructuring of its CTCI
subsidiary in the fourth quarter. Commonwealth Petne indicated that the charge would range fro:$#2 million on an after-tax basis.
Level 3 recorded $27 million of equity losses pteportionate share of the midpoint, or $59 milliohthe estimated restructuring charge.

During 2000 and 1999, Commonwealth Telephone isstmak for certain transactions which slightly thid the Company's ownership of
Commonwealth Telephone. The increase in the Compangportionate share of Commonwealth Telepharet'sissets as a result of these
transactions resulted in pre-tax gains of $5 milémd $1 million for the Company in 2000 and 19@8pectively. The Company's investment
in Commonwealth Telephone, including goodwill, V95 million and $126 million at December 31, 2@0@ 1999, respectively.

In September 1998, Commonwealth Telephone conductights offering of 3.7 million shares of its coran stock. Under the terms of the
offering, each stockholder received one right feerg five shares of
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Commonwealth Telephone Common Stock or Commonw@éaliphone Class B Common Stock held. The righéblex the holder to
purchase Commonwealth Telephone Common Stockwdiscsption price of $21.25 per share. Level 3,chtowned approximately 48% of
Commonwealth Telephone prior to the rights offeriexgercised the 1.8 million rights it received wigspect to the shares it held for $38
million. As a result of subscriptions made by otkterckholders, Level 3 maintained its 48% ownergtiigrest in Commonwealth Telephone
after the rights offering.

In June 1998, Cable Michigan announced that its@o&Directors had reached a definitive agreenesell the company to Avalon Cable
Michigan, Inc. for $40.50 per share in a cashdimek transaction. Level 3 received approximatdig®million when the transaction closec
November 1998 and recognized a-tax gain on sale of assets of approximately $90ami

The Company continues to develop its program thadlves making investments in certain public andgie early stage Internet Protocol
("IP") centric entities in connection with thoseitas agreeing to purchase various services filmenQompany. The Company records these
transactions as cost method investments and ddfesvenue. The value of the investment and defeseehue is equal to the estimated fair
value of the securities at the time of the trarieaatr the value of the services to be providedictviever is more readily determinable. Lev
closely monitors the success of these investeesdnuting their business plans. For those compémi¢sare publicly traded, Level 3 also
monitors current and historical market values efitivestee as it compares to the carrying valubefnvestment. The Company recorded a
charge of $37 million in 2000 for an other-than pamary decline in the value of one such investmadtitional impairments, if any, will be
recognized as they become apparent. If any offilratply 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 Siias," they will be accounted for
accordingly. Otherwise, future appreciation willdleeognized only upon sale or other dispositiothefsecurities. As of December 31, 2000,
the Company held investments with a carrying amofi®37 million and had recognized less than $lionilof revenue for services related
the investees in this program.

(10) Other Assets
At December 31, 2000 and 1999 other non-curremtas®nsisted of the following:

2000 1999
(in
millions)
Debt Issuance Costs, Net.........cccceeeeeunneeen. $161 $101
Goodwill, net of accumulated amortization of $102a  nd $52......... 68 118

Goodwill amortization expense, excluding amortizatexpense attributable to equity method investeas,$50 million in 2000, $36 million
in 1999, and $18 million in 1998.
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(11) Long-Term Debt

At December 31, 2000 and 1999, long-term debt sdslbows:

2000 1999
(dollars in millions)

Senior Notes (9.125% due 2008)...........c......... ..$ 2,000 $ 2,000
Senior Notes (11% due 2008)...........ccceeuveee. . 800 --
Senior Discount Notes (10.5% due 2008)............. . 619 559
Senior Euro Notes (10.75% due 2008)................ . 465 --
Senior Discount Notes (12.875% due 2010)........... . 399 --
Senior Euro Notes (11.25% due 2010)................ . 279 --
Senior Notes (11.25% due 2010).........ccceen.ee . 250 --

Senior Secured Credit Facility:
Term Loan Facility

Tranche A (9.52% due 2007)........cccccuenee. . 200 200

Tranche B (10.27% due 2008)...........c.c........ . 275 275
Commercial Mortgage:

GMAC (9.20% due 2003)........ccccveerveernnenns . 120 -

Lehman (10.11% due 2003)..........cccecuveeneenen. . 113 -
Convertible Subordinated Notes (6.0% due 2010)..... . 863 --
Convertible Subordinated Notes (6.0% due 2009)..... . 823 823
CPTC Long-Term Debt (with recourse only to CPTC)

(7.6%-9.5% due 2004-2017).......ccccevvrennneen. 115 115
Other.. ..o 4 23

7,325 3,995

Less current portion..........cccceeevvveeeeennnes @) (6)

$ 7,318 $ 3,989

9.125% Senior Notes

In April 1998, the Company received $1.94 billidmet proceeds from an offering of $2 billion aggmée principal amount 9.125% Senior
Notes Due 2008 ("9.125% Senior Notes"). Interesthennotes accrues at 9.125% per year and is pagal\lay 1 and November 1 each y
in cash.

The 9.125% Senior Notes are subject to redemptitimezoption of the Company, in whole or in pattaay time or from time to time on or
after May 1, 2003, plus accrued and unpaid inteheseon to the redemption date, if redeemed duhadgwelve months beginning May 1, of
the years indicated below:

Redemption
Year Price
2003 i ——— e, 104.563%
0 103.042%
2005, i e, 101.521%
2006 and thereafter...........ccoeevvvvvveveeeee. 100.000%

In addition, at any time or from time to time priorMay 1, 2001, the Company may redeem up to 3b&beooriginal aggregate principal
amount of the 9.125% Senior Notes at a redemptiime equal to 109.125% of the principal amounthef 8.125% Senior Notes so redeemed,
plus accrued and unpaid interest thereon to
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the redemption date. The 9.125% Senior Notes @ierseinsecured obligations of the Company, rankiag passu with all existing and
future senior unsecured indebtedness of the ComJdgynotes contain certain covenants, which anotimgr things, limit consolidated debt,
dividend payments, and transactions with affiliaédse Company used the net proceeds of the nateirmdfin connection with the
implementation of its business plan to increasetsuitially its information services business andxpand the range of services it offers by
building an advanced, international, facilitiesddgsommunications network based on IP technology.

Debt issuance costs of $65 million were capitaliaed are being amortized over the term of the Séabes.
11% Senior Notes due 2008

On February 29, 2000, the Company received $778omibf net proceeds, after transaction costs, feopmivate offering of $800 million
aggregate principal amount of its 11% Senior Ndtes 2008 ("11% Senior Notes"). Interest on the siatrues at 11% per year and is
payable semi-annually in arrears in cash on Makchrid September 15, beginning September 15, 20@01T1% Senior Notes are senior,
unsecured obligations of the Company, ranking passu with all existing and future senior debt. Th& Senior Notes cannot be prepaid,
and mature on March 15, 2008. The 11% Senior Nmiatain certain covenants, which among other thilwgét additional indebtedness,
dividend payments, certain investments and traimsectvith affiliates.

Debt issuance costs of $21 million were capitaliaed are being amortized as interest expense lbgdetm of the 11% Senior Notes.
10.5% Senior Discount Notes due 2008

In December 1998, the Company sold $834 milliorregate principal amount at maturity of 10.5% Sebimcount Notes Due 2008 ("10.£
Senior Discount Notes"). The sales proceeds of $5illibn, excluding debt issuance costs, were réedras long term debt. Interest on the
10.5% Senior Discount Notes accretes at a rat®.6P4 per annum, compounded semiannually, to areggtg principal amount of $834
million by December 1, 2003. Cash interest will aotrue on the 10.5% Senior Discount Notes priddoember 1, 2003; however, the
Company may elect to commence the accrual of edsheist on all outstanding 10.5% Senior Discourteslon or after December 1, 2001
which case the outstanding principal amount at nitgtaf each 10.5% Senior Discount Note will on #lected commencement date be
reduced to the accreted value of the 10.5% SerismoDnt Note as of that date and cash interesk lsbadayable on that Note on June 1 and
December 1 thereafter. Commencing June 1, 200teistton the 10.5% Senior Discount Notes will agatthe rate of 10.5% per annum
will be payable in cash semiannually in arrearscr@ed interest expense for the year ended DeceBih@000 on the 10.5% Senior Discount
Notes of $60 million was added to Ic-term debt.

The 10.5% Senior Discount Notes will be subjeaeemption at the option of the Company, in whale@art, at any time or from time to
time on or after December 1, 2003 at the followiademption prices (expressed as percentages @tadaralue) plus accrued and unpaid
interest thereon to the redemption date, if redekeduging the twelve months beginning December thefyears indicated below:

Redemption
Year Price
2003 e, 105.25%
2004 e, 103.50%
2005 i e, 101.75%
2006 and thereafter..........coovvvvvvveveeee. 100.00%
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In addition, at any time or from time to time priorDecember 1, 2001, the Company may redeem 8p%oof the original aggregate
principal amount at maturity of the notes at a negion price equal to 110.50% of the accreted vafitbe notes so redeemed, plus accrued
and unpaid interest thereon to the redemption d&ese notes are senior unsecured obligationsedEtmpany, ranking pari passu with all
existing and future senior unsecured indebtednetedCompany. The 10.5% Senior Discount Notesaiortertain covenants which, among
other things, restrict the Company's ability tounadditional debt, make certain restricted pays\guay dividends, enter into sale and
leaseback transactions, enter into transactiorsafiiiates, and sell assets or merge with anotbenpany.

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

Debt issuance costs of $14 million have been dag@thand are being amortized over the term oflth&% Senior Discount Notes.
10.75% Senior Euro Notes due 2008

On February 29, 2000, the Company received (Eugllion ($478 million when issued) of net proceedfter debt issuance costs, from an
offering of (Euro)500 million aggregate principahaunt 10.75% Senior Euro Notes due 2008 ("10.75#08&uro Notes"). Interest on the
notes accrues at 10.75% per year and is payaBlarms semi-annually in arrears on March 15 ande3aipér 15 each year beginning on
September 15, 2000. The 10.75% Senior Euro Notesatrredeemable by the Company prior to matufigbt issuance costs of (Euro)12
million ($12 million) were capitalized and are bgiamortized over the term of the 10.75% Senior BNotes.

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

The issuance of the (Euro)500 million 10.75% SeBioro Notes has been designated as, and is eBeativan economic hedge against the
investment in certain of the Company's foreign glibses. Therefore, foreign currency gains anddssresulting from the translation of the
debt have been recorded in other comprehensivenia¢toss) to the extent of translation gains oségson such investment. The 10.75%
Senior Euro Notes were valued, based on curretitegxye rates, at $465 million in the Company's fierstatements at December 31, 2000.
The difference between the carrying value at Deaegrth, 2000 and the value at issuance was recandetier comprehensive income.

12.875% Senior Discount Notes due 2010

On February 29, 2000, the Company sold in a prigéfering $675 million aggregate principal amountreaturity of its 12.875% Senior
Discount Notes due 2010 ("12.875% Senior DiscousteBl"). The sale proceeds of $360 million, exclgdiebt issuance costs, were recot
as long-term debt. Interest on the 12.875% Seniscddint Notes accretes at a rate of 12.875% pey gempounded semi-annually, to an
aggregate principal amount of $675 million by Matdh 2005. Cash interest will not accrue on th@712% Senior Discount Notes prior to
March 15, 2005. However, the Company may elecbtoroence the accrual of cash interest on all oudstgn 2.875% Senior Discount No
on or after March 15, 2003. In that case, the antiihg principal amount at maturity of each 12.8758fior Discount Note will, on the
elected commencement date, be reduced to the edaralie of the 12.875% Senior Discount Note gbatfdate and
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cash interest shall be payable on the 12.875% BBigcount Notes on March 15 and September 15 #fiere Commencing September 15,
2005, interest on the 12.875% Senior Discount Naiésccrue at the rate of 12.875% per year arldhei payable in cash semi-annually in
arrears. Accrued interest expense from the datsoéince through December 31, 2000 on the 12.8#%61SDiscount Notes of $39 million
was added to long-term debt.

The 12.875% Senior Discount Notes are subjectdemgption at the option of the Company, in wholéngpart, at any time or from time to
time on or after March 15, 2005. The Company makgeen the 12.875% Senior Discount Notes at the rptiemprices set forth below, plus
accrued and unpaid interest, if any, to the redempmtate. The following prices are for 12.875% $emiscount Notes redeemed during the
12-month period commencing on March 15 of the yeatgorth below:

Redemption
Year Price

106.438%
104.292%
102.146%
100.000%

In addition, at any time and from time to time,gorio March 15, 2003, the Company may redeem w@prt@aximum of 35% of the aggregate
principal amount at maturity of the 12.875% Sem@acount Notes with the proceeds of one or moregpei placements to persons other than
affiliates of the Company or underwritten publi¢esings of common stock of the Company resultingrioss proceeds of at least $100
million in the aggregate. The Company may redeenlth875% Senior Discount Notes at a redemptiare@gual to 112.875% of the
accreted value of the notes plus accrued intefesty, to the redemption date.

The 12.875% Senior Discount Notes are senior, wmedmbligations of the Company, ranking pari passh all existing and future senior
debt. The 12.875% Senior Discount Notes contaitaitecovenants, which among other things, limitiiddal indebtedness, dividend
payments, certain investments and transactionsaffifiates. Debt issuance costs of $9 million weagpitalized and are being amortized as
interest expense over the term of the 12.875% $&igzount Notes.

11.25% Senior Euro Notes due 2010

On February 29, 2000, the Company received (Eu@flion ($285 million when issued) of net proceedfter debt issuance costs, from an
offering of (Euro)300 million aggregate principahaunt 11.25% Senior Euro Notes due 2010 ("11.25808&uro Notes"). Interest on the
notes accrues at 11.25% per year and is payableasemally in arrears in Euros on March 15 and Smabier 15 each year beginning
September 15, 2000.

The 11.25% Senior Euro Notes are subject to redempt the option of the Company, in whole or imtpat any time or from time to time on
or after March 15, 2005. The 11.25% Senior EurceNohay be redeemed at the redemption prices sketdfelow, plus accrued and unpaid
interest, if any, to the redemption date. The feitgy prices are for 11.25% Senior Euro Notes redsbduring the 12-month period
commencing on March 15 of the years set forth bebowd are expressed as percentages of principalramo

Redemption
Year Price
2005, e e, 105.625%
200 103.750%
2007 it e, 101.875%
2008 and thereafter.........ccoovvvvvvvveeeee. 100.000%
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In addition, at any time and from time to time,gorio March 15, 2003, the Company may redeem w@priaximum of 35% of the original
aggregate principal amount of the 11.25% SeniooBates. The Notes may be redeemed at a redempimnequal to 111.25% of the
principal amount thereof, plus accrued and unp#ietést thereon, if any, to the redemption date. fEldemption must be made with the
proceeds of one or more private placements to persther than affiliates of the Company or undetami public offerings of common stock
of the Company resulting in gross proceeds ofatl&100 million in the aggregate.

Debt issuance costs of (Euro)7 million ($7 milliamgre capitalized and are being amortized ovetdfra of the 11.25% Senior Euro Notes.
The 11.25% Senior Euro Notes are senior, unse@bigghtions of the Company, ranking pari passu walttexisting and future senior debt.
The 11.25% Senior Euro Notes contain certain cavispavhich among other things, limit additional éhdedness, dividend payments, certain
investments and transactions with affiliates.

The issuance of the (Euro)300 million 11.25% SeBioro Notes has been designated as, and is efeativan economic hedge against the
investment in certain of the Company's foreign glibses. Therefore, foreign currency gains anddssresulting from the translation of the
debt have been recorded in other comprehensivenie¢toss) to the extent of translation gains oségson such net investment. The 11.25%
Senior Euro Notes were valued, based on curretitegxge rates, at $279 million in the Company's fierstatements at December 31, 2000.
The difference between the carrying value at Deagrth, 2000 and the value at issuance was recandetier comprehensive income.

11.25% Senior Notes due 2010

On February 29, 2000, the Company received $248mibf net proceeds, after transaction costs, feopmivate offering of $250 million
aggregate principal amount of its 11.25% SenioreNalue 2010 ("11.25% Senior Notes"). Interest emtites accrues at 11.25% per yeal
is payable semi-annually in arrears on March 15%etember 15 in cash beginning September 15, 2000.

The 11.25% Senior Notes are subject to redemptitimezoption of the Company, in whole or in pattaay time or from time to time on or
after March 15, 2005. The Company may redeem ti25%4 Senior Notes at the redemption prices set fmetow, plus accrued and unpaid
interest, if any, to the redemption date. The foitgy prices are for 11.25% Senior Notes redeemeihglthe 12-month period commencing
on March 15 of the years set forth below:

Redemption
Year Price
2005, i e, 105.625%
00 103.750%
2007 i e, 101.875%
2008 and thereafter..........cccocevvvvvvvvveeee. 100.000%

In addition, at any time and from time to time,gorio March 15, 2003, the Company may redeem w@priaximum of 35% of the original
aggregate principal amount of the 11.25% Senioeslofhe redemption must be made with the procefeaisecor more private placements to
persons other than affiliates of the Company oremwdtten public offerings of common stock of theripany resulting in gross proceeds of
at least $100 million in the aggregate. The Compaay redeem the 11.25% Senior Notes at a redemptioa equal to 111.25% of the
principal amount of the notes plus accrued intefeahy, to the redemption date.

The 11.25% Senior Notes are senior, unsecuredathits of the Company, ranking pari passu witlegikting and future senior debt. The
11.25% Senior Notes contain certain covenants, waicong other things, limit additional indebtedneldsdend payments, certain
investments and transactions with affiliates.
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Debt issuance costs of $7 million were capitaliaad are being amortized as interest expense ogeet of the 11.25% Senior Notes.
Senior Secured Credit Facility

On September 30, 1999, Level 3 and certain Leweil®idiaries entered into a $1.375 billion secueredit facility (“Senior Secured Credit

Facility"). The facility is comprised of a seni@cured revolving credit facility in the amount &3P million and a twdranche senior securt
term loan facility aggregating $725 million. Theseed term loan facility consists of a $450 millimanche A and a $275 million tranche B
term loan facility, respectivelyAt December 31, 2000, Level 3 had borrowed $200aniland $275 million under the tranche A and trem€&
secured term loan facility, respectively. On Jap@r2001, Level 3 borrowed the remaining $250iorillavailable under tranche A.

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

Amounts drawn under the secured credit facilityl béar interest, at the option of the Company nadlternate base rate or reserve-adjusted
LIBOR plus applicable margins. The applicable masdor the revolving credit facility and tranchetékm loan facility range from 50 to 175
basis points over the alternate base rate and f&6to 275 basis points over LIBOR and are fixedffe tranche B term loan facility at 250
basis points over the alternate base rate and 8&6 points over LIBOR. Interest and commitmens fee the revolving credit facility and the
term loan facilities are payable quarterly withafie rates determined by actual borrowings undehefacility.

The revolving credit facility provides for autonatind permanent quarterly reductions of the amavailable for borrowing under that
facility, commencing at $17.25 million on March 2004, and increasing to approximately $61 milli@n quarter. The tranche A term loan
facility amortizes in consecutive quarterly paynsdméginning on March 31, 2004, commencing at $8aniper quarter and increasing to
$58.5 million per quarter. The revolving creditifiig and tranche A term loan facility mature onpeEmber 30, 2007. The tranche B term |
facility amortizes in consecutive quarterly paynseméginning on March 31, 2004, commencing at leas $1 million and increasing to $67
million in 2007.

The Senior Secured Credit Facility contains certawvenants, which among other things, limit addidldindebtedness, dividend payments,
certain investments and transactions with affifateevel 3 and certain Level 3 subsidiaries must abmply with specific financial and
operational tests and maintain certain financiabsa Debt issuance costs of $24 million were @ziéd and will be amortized as interest
expense over the terms of Senior Secured Credilitifac

GMAC Commercial Mortgage due 2003

On June 9, 2000, HQ Realty, Inc. (a wholly ownelsidiary of the Company) entered into a $120 milliloating-rate loan ("GMAC
Mortgage") providing secured, non-recourse delfinence the Company's world headquarters. HQ Reaity is a single purpose entity
organized solely to own, hold, operate and manlagevorld headquarters which has been 100% leadeevl 3 Communications, LLC in
Broomfield, Colorado. Under the terms of the logreement, HQ Realty, Inc., will not engage in angibess other than the ownership,
management, maintenance and operation of the wweddquarters. The assets of HQ
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Realty Inc. are not available to satisfy any thpedty obligations other than those of HQ Realtg, In addition, the assets of the Company are
not available to satisfy the obligations of HQ Rgalnc. HQ Realty, Inc. received $119 million aftrproceeds after transaction costs. The
lender is holding $13 million of the net proceedsaaeserve deposit.

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

The Index plus:

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

At December 31, 2000 the interest rate was 9.20%.

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

Debt issuance costs of $1 million were capitaliaad are being amortized as interest expense ogeetm of the GMAC Mortgage.
Lehman Commercial Mortgage due 2003

On December 19, 2000, 85 Tenth Avenue, LLC (a whmlned subsidiary of the Company) entered intd E3$nillion floating-rate loan
("Lehman Mortgage") providing secured, non-recowslat to finance the purchase and renovationseoNgw York Gateway facility. 85
Tenth Avenue, LLC is a single purpose entity orgadisolely to own, hold, sell, lease, transferhexge, operate and manage the New York
Gateway facility. Under the terms of the loan agreet, 85 Tenth Avenue, LLC will not engage in amgibess other than the ownership,
management, maintenance and operation of the New Gateway facility. The New York Gateway facilityas been 100% leased to Level 3
Communications, LLC. The assets of 85 Tenth AvehU€; are not available to satisfy any third parbligations other than those of 85
Tenth Avenue, LLC. In addition, the assets of tlwen@any are not available to satisfy the obligatioh85 Tenth Avenue, LLC.

85 Tenth Avenue, LLC received $105 million of nebqeeds after transaction costs. Under the terrttsedban agreement, the gross loan
proceeds plus $32 million, deposited by 85 Tentkrue, LLC, are to be maintained in a RenovatioreResaccount. The reserve is held by
85 Tenth Avenue, LLC as restricted cash and is ta@miad solely to perform the renovations of the Néwk Gateway facility.

The initial term of the Lehman Mortgage is 36 manthth two one-year no cost extension options. &li®a penalty if a principal payment is
made prior to January 1, 2002. The entire prinagpdle at maturity or at the end of the electedresion period. Interest varies monthly with
the 30 day LIBOR for U.S. Dollar Deposits plus appimately 350 basis points. Interest and amortiratire due during the initial term based
on a 20 year amortization period. At December 8002he interest rate was 10.11%.

Debt issue costs of $8 million were capitalized arelbeing amortized as interest expense oveethedf the Lehman Mortgage.
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6% Convertible Subordinated Notes due 2010

On February 29, 2000, the Company received $836omibf net proceeds, after transaction costs, feopublic offering of $863 million
aggregate principal amount of its 6% Convertible@dinated Notes due 2010 "Subordinated Notes 20T@¢€ Subordinated Notes 2010
unsecured and subordinated to all existing anddutenior indebtedness of the Company. Intereti@®ubordinated Notes 2010 accrues at
6% per year and is payable semi-annually in casMarch 15 and September 15 beginning Septembe2Qi). The principal amount of the
Subordinated Notes 2010 will be due on March 13020

The Subordinated Notes 2010 may be converted haoes of common stock of the Company at any tirm@ py the close of business on the
business day immediately preceding maturity, ungessiously redeemed, repurchased or the Compasigdissed the conversion rights to
expire. The conversion rate is 7.416 shares pér 84000 principal amount of Subordinated Noted028libject to adjustment in certain
events.

Prior to March 18, 2003, Level 3, at its option ymadeem the Subordinated Notes 2010, in whole pait, at the redemption prices speci
below plus accrued interest. Level 3 may exerdigedption if the current market price of Level &smmon stock equals or exceeds
triggering levels specified below for at least 2iriing days within any period of 30 consecutivelittg days, including the last trading day of
the period.

Trigger Redemption

Period Percentage  Price

February 29, 2000 through March 14, 2001........... ... 170% ($229.23) 106.0%
March 15, 2001 through March 14, 2002.............. ... 160% ($215.74) 105.4%
March 15, 2002 through March 17, 2003.............. ... 150% ($202.26) 104.8%

On or after March 18, 2003, Level 3, at its optiorgy cause the conversion rights to expire. Lewveb§ exercise this option only if the
current market price exceeds approximately $18@vfch represents 140% of the conversion pricepfdeast 20 trading days within any
period of 30 consecutive trading days, including st trading day of that period. At DecemberZI]0, no debt had been converted into
shares of common stock.

Debt issue costs of $27 million were capitalized are being amortized as interest expense oveetheof the Subordinated Notes.
6% Convertible Subordinated Notes due 2009

On September 14, 1999, the Company received $788mof proceeds, after transaction costs, fronofiaring of $823 million aggregate
principal amount of its 6% Convertible Subordinakémtes Due 2009 ("Subordinated Notes 2009"). THeo8linated Notes 2009 are
unsecured and subordinated to all existing anddugenior indebtedness of the Company. Intereth@Subordinated Notes 2009 accrues at
6% per year and is payable each year in cash oohMid& and September 15. The principal amount oStiteordinated Notes 2009 will be ¢
on September 15, 2009. The Subordinated Notes 2@¥%be converted into shares of common stock o€thapany at any time prior to
maturity, unless the Company has caused the caomaights to expire. The conversion rate is 15184Bares per each $1,000 principal
amount of Subordinated Notes 2009, subject to #ujst in certain circumstances. On or after Sepezrib, 2002, Level 3, at its option, n
cause the conversion rights to expire. Level 3 ex@rcise this option only if the current marketprexceeds approximately $91.27 (which
represents 140% of the conversion price) for 2@ingadays within any period of 30 consecutive tngdilays including the last day of that
period. At December 31, 2000, less than $1 milbddebt had been converted into shares of comnumk st
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Debt issuance costs of $25 million were capitalized are being amortized as interest expense bgdetm of the Subordinated Notes 2009.
The debt instruments above contain certain covenahich the Company believes it is in compliancthais of December 31, 2000.

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

The Company capitalized $353 million and $116 mrillof interest expense and amortized debt issuzosts related to network construction
and business systems development projects forghrsyended December 31, 2000 and 1999, respectively

CPTC

California Private Transportation Company, LP'sRTC") long-term debt consists of a term note wittoasortium of banks. The liability
under the term note was $58 and $61 million at Béxeg 31, 2000 and 1999, respectively. The intesston the bank note is based on
LIBOR plus a varying rate with principal and intstr@ayable quarterly. CPTC entered into an intaetetswap agreement with the same
parties. The swap agreement expires in January @9@4ixes the interest rate on the bank note @d21% to 9.71% during the term of the
swap agreement. The impact to Level 3's consolidegtsults and financial condition as a result afibn of SFAS No. 133 in 2001 is
considered to be minimal. CPTC's long-term delu aémsists of a term loan held by Connecticut Garigfe Insurance Company, a
subsidiary of CIGNA Corporation and Lincoln Natidhife Insurance Company. The liability under tieermh loan was $35 million at
December 31, 2000 and 1999. Additionally, CPTC $B@ million and $9 million of subordinated debtdhely Orange County Transportation
Authority at December 31, 2000 and 1999, respdgtividne debt is due in varying amounts through 2804 accrues interest at 9%. Lastly,
CPTC had borrowed $12 million as of December 30028nd $10 million as of December 31, 1999 fronpégners. The debt is generally
subordinated to all other debt of CPTC. Interesthensubordinated debt compounds annually at ®%%nd is payable only as CPTC
generates excess cash flows.

Future Debt Maturities:

Scheduled maturities of long-term debt are as¥edl@n millions): 2001-- $7; 2002--$10; 2003--$22Z004--$59; 2005--$115 and $6,897
thereafter.

(12) Employee Benefit Plans

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

28 "Accounting for Stock Appreciation Rights anch@tVariable Stock Option or Award Plans" ("FIN 284s a result, the recognition
provisions are applied to all stock awards graimetie year of adoption and are not applied to de/granted in previous years unless those
awards are modified or settled in cash. Althoughrdtognition of the value of the instruments rissinl compensation or professional
expenses in an entity's financial statements, xperese differs from other compensation and pradessiexpenses in that these charges may
be settled in cash, but rather, generally areesetlirough issuance of common stock.
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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 charge will be depengigmt a number of factors, including the numbegrahts and the fair value of each grant
estimated at the time of its award. The Companggsized a total of $241 million, $126 million an8%million of non-cash compensation in
2000, 1999 and 1998, respectively. In addition,Goenpany capitalized $12 million, $10 million ansl &illion in 2000, 1999 and 1998,
respectively, of non-cash compensation for thosgl@yees directly involved in the construction of thetwork or development of the
business support systems.

Non-qualified Stock Options and Warrants

The Company granted 230,000, 55,100, and 7,466a4-tualified stock options ("NQSOs") and warrantparticipants during the years
ended December 31, 2000, 1999 and 1998, respsctiMat expense recognized for the year ended Deze®ih 2000 for NQSOs and
warrants in accordance with SFAS No. 123 was $1Bomi In addition to the expense recognized, tlenPany capitalized less than $1
million of non-cash compensation costs for emplaygiesctly involved in the construction of the IBtwork and the development of the
business support systems. As of December 31, 200@ompany had not yet recognized $10 millionramortized compensation costs for
NQSOs and warrants granted since 1¢

The expense recognized in accordance with SFASLR®for NQSOs and warrants outstanding in 19991888 was $7 million and $11
million, respectively. In addition to the expenseagnized, the Company capitalized $1 million aRdrflion, respectively of non-cash
compensation costs related to NQSOs for employeestly involved in the construction of the IP netlk and the development of the
business support systems.

The fair value of NQSOs granted in 2000 was catedlasing the Black- Scholes method with a risk freerest rate of 6.2% and expected
life of 75% of the total life of the NQSOs and wamts. The Company used an expected volatilityoh84%. The fair value of the NQSOs
and warrants granted in 2000, in accordance withSSRo. 123 was $16 million.

Transactions involving stock options granted urtderNQSO plan are summarized as follows:

Weighted
Exercise Price Average
Shares Per Share Exercise Price
Balance December 27, 1997............. 14,688,000 $4.04--$5.42 $4.95
Options granted..................... 7,466,247 12--41.25 8.67
Options cancelled................... (668,849) .12-- 34.69 5.52
Options exercised................... (2,506,079) .12-- 34.69 4.22
Balance December 31, 1998............. 18,979,319 12--41.25 6.50
Options granted..................... 55,100 41.44--84.75  58.61
Options cancelled................... (1,005,328) 12--41.25 10.84
Options exercised................... (3,950,528) 12--41.25 5.60
Balance December 31, 1999............. 14,078,563 .12-- 84.75 6.64
Options granted..................... 230,000 21.69 21.69
Options cancelled................... (1,840,529) 12-- 61.75 4.88
Options exercised................... (2,079,326) .12-- 56.75 8.00

$ .12--$84.75 $7.01

Options exercisable

December 31, 1998................... 5,456,640 $ .12--$41.25 $4.67
December 31, 1999................... 6,291,624 12--$41.25 6.13
December 31, 2000................... 5,666,636 .12--$84.75 7.36
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Options Outstanding Options Exercisable
Weighted
Number Average Weighted Number  Weighted
Range of  Outstanding Remaining Average Exercisable Average
Exercise as of Life  Exercise as of  Exercise
Prices 12/31/00  (years) Price 12/31/00  Price
$0.12--$0.12 101,509 7.12 $.12 65,973 $.12
1.76-- 1.79 31,567 7.33 1.76 11,287 176
4.04-- 543 6,828,329 6.69 5.36 4,011,329 5.32
6.20-- 8.50 2,877,675 7.05 6.94 1,123,664  6.95
17.50-- 25.03 241,832 4.37 21.85 238,656 21.81
26.80-- 39.13 244,362 2.54 30.70 182,674 30.66
40.38-- 51.88 27,167 2.72 42.01 17,168 41.89
56.00-- 57.47 29,667 3.26 56.74 12,585 56.67
61.75-- 84.75 6,600 3.28 84.75 3,300 84.75
10,388,708  6.62 $7.01 5,666,636 $7.36

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 investmerioite OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management's and stockinglld@erests by basing stock option value on them@any's ability to outperform the
market in general, as measured by the Standardo&P@FS&P") 500 Index. Participants in the OSOgream do not realize any value from
awards unless the Common Stock price outperformS&#&P 500 Index. When the stock price gain is gretitan the corresponding gain on
the S&P 500 Index (or less than the correspondiag bn the S&P Index), the value received for awardler the OSO plan is based on a
formula involving a multiplier related to the lev®y which the Common Stock outperforms the S&P B@iex. To the extent that the
Common Stock outperforms the S&P 500, the valu@®0Os to a holder may exceed the value of nongedldtock options.

OSO grants are made quarterly to participants eyeplon the date of the grant. Each award vestgualequarterly installments over two
years and has a fc-year life. Each award typically has a two year atorium on exercising from the date of grant. Assult, once a
participant is 100% vested in the grant the twa yearatorium expires. Therefore, each grant hasxancise window of two years. Level 3
granted 2.1 million OSOs to employees in DecemBe02These OSOs vest 25% after six months witlaheining 75% vesting after 18
months. The OSOs are exercisable immediately upsting and have a four- year life.

The fair value under SFAS No. 123 for the 5,402,6/30s granted to employees for services performethé year ended December 31,
2000 was $275 million. The Company recognized $188on of compensation expense in the year endedember 31, 2000 for OSOs
granted to employees. In addition to the expensegrazed, $9 million of non-cash compensation wagstalized in 2000 for employees
directly involved in the construction of the IntetriProtocol network and development of businespatsystems. As of December 31, 2000,
the Company had not yet recognized $168 millionraimortized compensation costs for OSOs grant&898 and 2000. The Company
recognized $111 million and $24 million of compefmaexpense for the years ended December 31, 4889998, respectively. In addition
to the expense recognized the Company capitaliZedifion and $3 million of non-cash compensationyears ended December 31, 1999
and 1998, respectively.
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Transactions involving stock awards granted undeiQSO plan are summarized below:

Weighted
Average
Option Price  Option
Shares Per Share  Price

Balance December 27, 1997................. - - $ - $ -
Options granted..........cc.cccueeeenne 2,139,0 75 29.78-- 37.13 34.85
Options cancelled.............cc.eeee. (46,5 62) 29.78-- 37.13 35.53
Balance December 31, 1998................. 2,092,5 13 29.78-- 37.13 34.85
Options granted..........cc.ccceeeeenne 99 56.00-- 78.50 66.58
Options cancelled 23) 29.78-- 78.50 51.31
Options exercised 00) 29.78-- 37.13 34.64
Balance December 31, 1999................. 5,138,9 89 29.78-- 78.50 54.15
Options granted..........cc.ccceeeeenne 53 26.87-- 113.87 52.96
Options cancelled 45) 26.87-- 113.87 72.55
Options exercised 09) 29.78-- 37.13 36.28

88 $26.87--$113.87 $53.50

Options vested but not exercisable as of

December 31, 1999.........cccceeneeen. 2,098,3 37 $29.78--$ 78.50 $44.69
December 31, 2000..........ccceeneee. 2,488,8 66 56.00--113.87 71.68
OSOs Outstanding oS Os Exercisable
at December 31, 2000 atD ecember 31, 2000

Weighted

Average Weighted Weighted
Range of Remaining Average Average
Exercise Number  Life Option Nu mber  Option
Prices Outstanding (years) Price Exer cisable Price
$26.87--$37.12 4,899,611 3.11 $29.46 1,7 48,411 $34.12
56.00-- 78.50 3,709,678 2.74  68.69 - -
87.23--113.87 1,455,299 3.49 96.56 - -

In July 2000, the Company adopted a convertiblperdivrm stock option program, ("C-OS0O") as an esitem of the existing OSO plan. The
program is a component of the Company's ongoind@rap retention efforts and offers similar featui@those of an OSO, but provides an
employee with the greater of the value of a sisgjiere of the Company's common stock at exercigbearalculated OSO value of a single

OSO at the time of exercise.

C-0OSO0 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 exfute years from the date of the grant.

The fair value of the OSOs and C-OSOs granted @®2@as calculated by applying a modified Black-Sesdormula with an S&P 500
expected dividend yield rate of 1.16% and an exgzklite of 2.5 years. The Company used a blendéatility rate of 27% calculated as a
blended rate between the S&P 500 expected vojatdie of 16% and the Level 3 Common Stock expeetdatility rate of 34%. The
expected correlation factor of 0.65 was used toswmeathe movement of Level 3 stock relative toSB4& 500.
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The fair value recognized under SFAS No. 123 ferapproximately 2 million C-OSOs awarded to empésymr services performed for the
year ended December 31, 2000 was approximately Bion. The Company recognized $17 million of qoemsation expense for the y:
ended December 31, 2000 for C-OSOs awarded in 20@@idition to the expense recognized, $1 milbbmon-cash compensation was
capitalized for the year ended December 31, 2008rfployees directly involved in the constructidritee network and development of
business support systems. As of December 31, 200@;ompany had not reflected $120 million of unetimed compensation expense in its

financial statements for C-OSOs awarded in 2000.

Transactions involving stock awards granted unlkeiG-OSO plan are summarized below:

Weighted
Average
Option Price Option
Shares Per Share  Price
Balance December 31, 1999.................. - - $ - % -
Options granted............cccccveeeenn. 1,965,5 09 26.87--87.23 56.67
Options cancelled............cccccc..e. (25,5 22) 87.23 87.23

87 $26.87--$87.23 $56.27

C-0OSOs Outstandin g C-OSOs Exercisable
at December 31, 20 00 at December 31, 2000
Weighted
Average W eighted Weighted
Remaining A verage Average
Number  Life Option Number  Option
Range of Exercise Prices Outstanding (years) Price Exercisable Price
$26.87....eeeiieiiinn 995,125 3.9 $26.87 - $--
87.23. e, 944,862 3.7 87.23 - -
1,939,987 3.8 $56.27 - $--

Restricted Stock

In 2000, 1999 and 1998, 115,567, 17,117 and 17%h88B:s, respectively, of restricted stock weratgato employees. The restricted stock
shares were granted to employees at no cost. Eresstypically vest over a one to three year pehowvever, the employees are restricted
from selling these shares for three years. Thevilire of restricted stock granted in 2000, 1999 H998 of $7 million, $1 million and $7
million, respectively, was calculated using theueabf the Common Stock the day prior to the grahé expense recognized in 2000 under
SFAS No. 123 for restricted stock grants was $4ianil The expense recognized in 1999 and 1998 uBB&S No. 123 for restricted stock

grants was $4 million and $3 million respectively.

As of December 31, 2000, the Company had not yeigrized $3 million of compensation costs for liestd stock granted in since 1998.

Shareworks

Level 3 has designed its compensation programspeitticular emphasis on equity-based, long-terrarnitige programs. The Company has
developed two plans under its Shareworks programMatch Plan and the Grant Plan.
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Match Plan--The Match Plan allows eligible emplaytedefer between 1% and 7% of their eligible cengation to purchase Common
Stock at the average stock price for the quartey. #ull time employee is considered eligible on tinst day of the calendar quarter after their
hire. The Company matches the shares purchasda:niployee on a one-for-one basis. Stock purchagkgayroll deductions is fully
vested. Stock purchased with the Company's mataungributions vests three years after the ent@fjuarter in which it was made.

The Company's quarterly matching contribution i®gired to compensation expense over the vestirigghef 36 months. In 2000, the
Company's matching contribution was $14 million enthe Match Plan. The compensation expense reoedjimn 2000 under this plan was
million. The non-cash compensation expense recedniz 1999 and 1998 for the Match Plan was $1 oniland less than $1 million,
respectively.

As of December 31, 2000, the Company had not reftecamortized compensation expense of $19 miiktated to the Company's matching
contributions.

Grant Plan--The Grant Plan enables the Companyatat ghares of Common Stock to eligible employees®8 upon a percentage of that
employee's eligible salary up to a maximum of 3%vel 3 employees employed on December 31 of ecah w#io are age 21 or older with a
minimum of 1,000 hours credited service are comsidleligible. The shares granted are valued aaihenarket value as of the last business
day of the calendar year. All prior and future gsarest immediately upon the employee's third amsiary of joining the Shareworks Plan.

The annual grant is expensed in the year of thetg&ompensation expense recorded for the Sharev@rént Plan for 2000 was
approximately $11 million. Approximately $3 millicand $1 million of compensation expense was recbfoethe Shareworks Grant Plan
1999 and 1998, respectively.

In addition to the compensation expense recognthedCompany capitalized $2 million of non-cash pemsation costs related to the
Shareworks Plans for employees directly involvethimconstruction of the IP network and the devslept of the business support systen
2000 and 1999 and less than $1 million of non-cashpensation costs in 1998.

Foreign subsidiaries of the Company adopted Shatesymograms in 2000. These programs primarilyudela grant plan and a stock
purchase plan whereby employees may purchase Be¥eimmon Stock at 80% of the share price at thanbaw of the plan year.

The Company recorded approximately $5 million ofi+oash compensation expense for stock issued ttogegs during the year ended
December 31, 2000. The non-cash compensation chag®ased on the Company's stock price on th@ri@yto the grant date.

401(k) Plan

The Company and its subsidiaries offer its qualiféenployees the opportunity to participate in dargef contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code. Each employee wabkitp contribute, on a tax deferred
basis, a portion of annual earnings not to excd®J5H0 in 2000. The Company does not match emplogegibutions and therefore does
incur any compensation expense related to the 3@i4k.
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(13) Income Taxes

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

2000 1999 1998

(dollars in
millions)
Current:
United States Federal.........ccccocevvveeeeeee. $ 50 $161 $(15)
StALE..eovievie e (1) 3 (10)
49 164 (25)
Deferred:
United States Federal.........ccccocvvveveeeee. 255 56 50
State..ccoci— - - -
255 56 50
Valuation Allowance.......cccccceeveveeeeeveneees (255) -- --
Income Tax Benefit.....cocccevvveeceeccvs $ 49 $220$ 25

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

2000 1999 1998

(dollars in

millions)
United States.......ccocevvveevieeeiieesieeeeee $ (995) $(578) $(142)
FOr@ign. oo (509) (129) (11)

$(1,504) $(707) $(153)

A reconciliation of the actual income tax (provisjdoenefit and the tax computed by applying the. te8eral rate (35%) to the earnings (I«
from continuing operations, before income taxedtierthree years ended December 31, 2000 follows:

2000 1999 1998

(dollars in

millions)
Computed Tax at Statutory Rate.........ccceeeeeee. L $ 526 $247 $53
State Income TaxesS......cooovevvvvieeeesciieees @ 2 @
Write-off of In Process Research & Development..... ... - - (11
Coal Depletion.......cooovvvccciviiiiiiiieeeeees 2 2 2
Goodwill Amortization.......ccccceeevcveeeeveeeeee a7) (12) (5)
Taxes on Unutilized Losses of Foreign Operations... ... (35 (9 @)
Foreign Tax CreditS........ccoovvvvvecvvvvveneee - (10) --
Other. e 1 - O
Valuation Allowance.........ccccooevevviciccns (425)
Income Tax Benefit.....ccccoovvvevcvvccvceeee. $ 49 $220 $25

For federal income tax reporting purposes, the Gomhas approximately $638 million of net operatwgs carryforwards, net of previous
carrybacks, available to offset future Federal bdexéncome. The net operating loss carryforwardsrexn 2020 and are subject to
examination by the tax authorities.
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The Internal Revenue Code contains provisions winialg limit the net operating loss carryforwardsikade to be used in any given year
upon the occurrence of certain events, includiggiicant changes in ownership interests.

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

The components of the net deferred tax assetslifiied) for the years ended December 31, 20001889 were as follows:

2000 1999
(dollars
in
millions)
Deferred Tax Liabilities:
Investments in securities......ccccoceveveeeeeee $18 % 2
Investments in joint ventures.......ccccccceeeee. 4 15
Asset bases--accumulated depreciation............ 38 122
Coal sales.....ccccovviiiiiiciicciieeees e, 32 32
Provision for estimated expenses......ccccc...... e 12
Other. i e, 22 3
Total Deferred Tax Liabilities..........cccoeeeee.. 126 174
Deferred Tax Assets:
Net operating loss carryforwards................. L 223 -
Compensation and related benefits.............. . 154 76
Investment in subsidiaries..........ccccceeeeee. L 11 11
Provision for estimated expenses......ccccc...... e 94 27
Investment in joint ventures.........cccceeeeee. 69
Other. i e, 12 12
Total Deferred Tax ASSetS.....ccocvvveevvccicees s 563 126
Net Deferred Tax Assets/(Liabilities).............. .. 437 (48)
Valuation Allowance Components:
Net Deferred Tax ASSetS....cccccvveeeeeveveeeeee (410) --
Stockholders' Equity (primarily tax benefit from option
EXEICISES) ciiiiiiii et 92) --
Net Deferred Tax Liabilities after Valuation Allowa nce............ $ (65) $(48)

The 2000 current net deferred tax assets are $libmafter a current valuation allowance of $8dlimn and the non-current deferred tax
liabilities are ($80) million after non-current valtion allowance of $416 million.

(14) Stockholders' Equity

On February 29, 2000, the Company raised $2.bbijllafter underwriting discounts and offering exgees) from an offering of 23 million
shares of its common stock through an underwrittgdslic offering. In March 1999, the Company rai§dds billion, after underwriting
discounts and offering expenses, from the offecng8.75 million shares of its common stock throaghunderwritten public offering. The
net proceeds from both offerings are being useavioking capital, capital expenditures, acquisisi@md other general corporate purposes in
connection with the implementation of the Compabuyisiness plan.

Issuances of Common Stock, for sales, conversapt®mn exercises and acquisitions, and repurchatsesmmon shares for the three years
ended December 31, 2000 are shown below. Pridret&plit-off, the
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Company was obligated to repurchase Class D sfrarasstockholders. The Level 3 Stock Plan permgsom holders to tender shares to the
Company to cover income taxes due on option exascis

December 27, 1997.......ccccoevevviiiiiiiiiiinnns 271,034,280

Shares Issued........ . 2,240,467
Shares Repurchased............cccocuveeeinnne . (30,506)
Issuances for Class C Stock Conversions.......... 20,934,244
Issuances for Class R Stock Conversions........... e 5,084,568
Option ACtIVItY....vvvviviiiiieiieieeeeeeeeeeeeee e, 2,506,079
Shares Issued for Acquisition........cccccceeeee. 6,105,574
December 31, 1998........ccovviiviiiiiiiiiiiees s 307,874,706
Shares ISSUE.....uuvvvvviveieeeiiieieiieeee e, 28,750,000
Option and Shareworks Activity........cccceeeee. 4,371,578
Shares Issued for Acquisition........cccccceeeeee. L 396,379
6% Convertible Notes Converted to Shares......... ... 4,064
December 31, 1999......ccccovviiiiiiiiiieeeeeieees i, 341,396,727
Shares ISSUE......uvveveveeeeeeeieeieiicieeee e, 23,000,000
Option and Shareworks Activity......ccccceeeeeeee L 3,202,760
6% Convertible Notes Converted to Shares......... ... 383
December 31, 2000........ccccvvveeeiiiivieeeeeieees i, 367,599,870

(15) Industry and Geographic Data

In 1998, the Company adopted SFAS No. 131 "Discsabout Segments of an Enterprise and Relatedmafion”. SFAS No. 131
establishes standards for reporting informatioruélbperating segments in annual financial statesn@mtl requires selected information ak
operating segments in interim financial reportsiéskto stockholders. It also establishes standardtisclosures about products and services
and geographic areas. Operating segments are cemigoof an enterprise for which separate finariofarmation is available and which is
evaluated regularly by the Company's chief opegadiecision maker, or decision making group, in dieg how to allocate resources and
assess performance. Operating segments are maseggaitely and represent strategic business hatteffer different products and serve
different markets.

The Company's reportable segments include: comratioits, information services, and coal mining. @frémarily includes CPTC, equity
investments, and other corporate assets and ovkenmattributable to a specific segment.

Industry and geographic data for the Company's H88&ntinued construction and energy operatioasat included.

EBITDA, as defined by the Company, consists of i@ (loss) before interest, income taxes, deptiecizamortization, non-cash operating
expenses (including stock-based compensation aptbess research and development charges) andnath@perating income or expense.
The Company excludes non- cash compensation dteadoption of the expense recognition provisiohSFAS No. 123. EBITDA is
commonly used in the communications industry tdy@m@acompanies on the basis of operating perfor@aBBITDA is not intended to
represent operating cash flow for the periods prteskeand is not a concept supported by generatlgmed accounting principles ("GAAP").

The information presented in the tables followingludes information for twelve months ended Decan3tie 2000, 1999 and 1998 for all
income statement and cash flow information preskraed as of December 31, 2000 and 1999 for adinoal sheet information presented.
Revenue and the related expenses are attribufedeign countries based on where services are geovi
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Inf
Communications Se

(dolla

2000
Revenue:
North America................. $ 744
Europe......ccocccvvveeeennn. 113
ASi..eeiiiiiiec 1

$ 858
EBITDA:
North America................. $ (335)
EUrope.....cccoeveveiinnnns (247)
ASi...ceiiiiiiiei (37)

$ (619)

Capital Expenditures:
North America

Depreciation and Amortization:

North America $ 437
Europe............... 112
ASia.....cooiiiiiiis 4

$ 553
1999
Revenue:
North America................. $ 145
Europe......ccoccveveeeennn. 14
ASia.....cooiiiiiiiiiis --

$ 159

Capital Expenditures:

North America $2,583
Europe............... 833
ASia...oiiiiiiiiei 4

$3,420
Depreciation and Amortization:
North America................. $ 176
Europe.....ccccccveveeeennn. 24
ASi..eeiiiiiiee --

$ 200
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Industry and geographic segment financial infororafbllows. Certain prior year information has beealassified to conform with the 2000
presentation.

ormation Coal
rvices Mining Other Total

rs in millions)

$103
12

$190 $22 $1,059

$86 $ 7 $(240)
— - (243)
- - @37

$ 2 $-- $4,638
~ -~ 1123
~ - 183

$ 2 $-- $5944

- -~ 114

$207 $19 $ 493
- - 22
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(dollar
1998
Revenue:
North America............... $ 23
Europe........... 1
ASia.......ooeeiiiis -- -
$ 24 $1
EBITDA:
North America............... $ (186)
Europe.....ccccccveveennn. (6)
ASia.....coooiiiiiis -- -
$ (192) $
Capital Expenditures:
North America............... $ 782
Europe......ccccccveveeenn. 96
ASia.....oooiiiiiis -- -
$ 878 $
Depreciation and
Amortization:
North America............... $ 38
Europe......cccccceeveeenn. 1
ASia......oooiiiiiiis -- -
$ 39 $

Infor

Communications Serv

mation Coal
ices Mining Other Total

s in millions)

20 $228 $ 20% 391

20 $228 $ 20% 392

9 $92% 9% (94)
- - -

(9) $92 % 9% (100)

29 $2% 1% 814
- - -~ 96

Identifiable Assets
December 31, 2000
North America...............

December 31, 1999

North America...............
Europe.... 993
ASia........ooeeeiiiis 18
$4,710 $
Long-Lived Assets
December 31, 2000
North America............... $ 7,548
Europe......cccccveveennn. 1,852
ASia.......ooeeeiiii, 190
$ 9,590 $
December 31, 1999
North America............... $3,344

78  $310 $4,009 $12,488
9 -~ 122 2,226

- - 13 205

87  $310 $4,144 $14,919
81  $336 $3,751$ 7,867
8 - 18 1,019

- - 2 20

89  $336 $3,771$ 8,906
49 $217 $ 15%$7,829
3 -~ - 1855
-~ - 190

52 $217 $ 15$9,874
56 $43 $ 560 $ 4,003
5 -~ -~ 961

- - - a

61 $43 $ 560 $ 4,968
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Product information for the Company's communicaieagment follows:

Reciprocal Dar
Services Compensation Cond

(dollars

Communications Revenue:
2000
North America......... $427 $55
Europe......ccccce... 61 -
Asia........cceeee 1

$489 $55
1999
North America......... $84 $24
Europe........ccc.o... 14
Asia.........ccceee -

$98 $24
1998
North America......... $1 $22
Europe................ 1 -
Asia........cccceuee -

$ 2 $22

k Fiber, Trans-oceanic
uit, IRUs IRUs  Total

in millions)

$209 $53 $744

- 52 113
- 1

$209 $105  $858

$35 $2  $145
- 14
$35 $2  $159

$-- $-- $23
- - 1
$ $ $24

The majority of North American revenue consistsefvices and products delivered within the Uniteate®. The majority of European
revenue consists of services and products delivweithih the United Kingdom. Trans-oceanic revenoieZ000 is allocated equally between
North America and Europe as it represents seryiop@aded between these two regio

In 1999 and 1998 Commonwealth Edison Company, broeimeng customer, accounted for 22% and 34% dltdvenue.

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

2000:

EBITDA. ...

Depreciation and Amortization Expense..............
Non-Cash Compensation Expense............c.........
Write-off of In-Process Research and Development...

Loss from Operations..........ccccceveveeeennnn..
Other Income (EXpense).......cccoccveeeevuvnnnn.
Income Tax Benefit........ccccevvieieiiiineeenn.

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

(16) Commitments and Contingencies

2000 1999 1998
"~ (in millions)

..... $ (520) $(387) $(100)

..... (584) (228) (66)

..... (241) (126) (39)

..... — - (30)

..... (1,345) (741) (235)

..... (159) 34 82

..... 49 220 25

In August 1999, the Company was named as a defemd&chweizer vs. Level 3 Communications, Incagt.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,
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utilities, and others, and is installing its netiwaiong the rights-of-way so granted. Plaintiffgtie purported class action assert that they are
the owners of the lands over which the Companlg&r foptic cable network passes, and that the ealffputilities and others who granted the
Company the right to construct and maintain itswoek did not have the legal ability to do so. Tledi@n purports to be on behalf of a natic
class of owners of land over which the Companyt&/oek passes or will pass. The complaint seeks dasan theories of trespass, unjust
enrichment and slander of title and property, alé agepunitive damages. The Company may in theréuteceive claims and demands related
to the rights-of-way issues similar to the issuethe Schweizer litigation that may be based ornilairor different legal theories. Although it

is too early for the Company to reach a conclusi®to the ultimate outcome of this litigation, mg@ment believes the Company has
substantial defenses to the claims asserted iS¢heeizer action (and any similar claims which rhaynamed in the future), and intends to
defend them vigorously.

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

On August 24, 2000 the Company announced thatlisigned a letter of intent to purchase more thanillon cabled fiber kilometers of
third generation LEAF fiber from Corning Inc. Lev&plans to begin installing the fiber in its seda@onduit in the first quarter of 2001 and
expects to be substantially complete by the entiefear. Corning's LEAF fiber will significantipérease Level 3's network capacity.

Operating Leases

The Company is leasing rights of way, communicatioapacity and premises under various operatirsg$eahich, in addition to rental
payments, require payments for insurance, maintangmoperty taxes and other executory costs rbtatéhe lease. Certain leases provide
adjustments in lease cost based upon adjustmetits tbnsumer price index and increases in thddedid management costs. The lease
agreements have various expiration dates throug.20

In addition to the items described above, futureimum payments for the next five years, under thre-cancelable operating leases with
initial or remaining terms of one year or more, sishof the following at December 31, 2000 (in ioilis):

0 1 $ 66
2002 e, 63
2003 e, 60
2004 i e 58
2005, i e 58
Thereafter......cocovvviveeiiiieees e, 374
TOtAl i e $679

Rent expense under non-cancellable lease agreemast$60 million in 2000, $41 million in 1999 anti8million in 1998.

(17) Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstii@ Company in 2000, 1999 and 1998.
These projects include the Phoenix Data CenteiJtBe intercity network, certain metro networks &edtain Gateway sites, and the
Company's new corporate headquarters in Colorado.
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Kiewit provided approximately $1,764 million, $1®#illion and $130 million of construction servicedated to these projects in 2000,
1999, and 1998 respectively.

Level 3 also receives certain mine managementcasfrom Kiewit. The expense for these services$2&million for 2000, $33 million for
1999, and $34 million for 1998, and is recordedetiing, general and administrative expenses.

In September 2000, the Company sold its entiregéstan Walnut Creek Mining Company to Kiewit fagh of $37 million. The sale resulted
in a pre- tax gain of $21 million to the Companyiieh is included in gain on sale of assets in t@mpanying consolidated statement of
operations.

In 2000, Level 3 and RCN entered into joint buitthagements for the construction of certain netwadiities. Under these agreements
Level 3 provided approximately $10 million of cangttion services to RCN in 2000. RCN also purch&dillion and $1 million of
telecommunications services from the Company ir02td 1999, respectively.

(18) Other Matters

On February 17, 2000, Level 3 announced a co-lagteement whereby Global Crossing Ltd. participatetie construction of and obtained
a 50% ownership interest in the previously annodnayvel 3 transatlantic fiber optic cable. Undex tobuild agreement, Level 3 and Glo
Crossing Ltd. each separately owns and operatetilee four fiber pairs on the transatlantic cablevel 3 also acquired additional capacity
on Global Crossing Ltd.'s transatlantic cable, AtiaCrossing 1, during 2000. The transatlantideatas completed in November 2000.

On April 12, 2000, Level 3 signed an agreement Witdtel Inc. whereby Viatel Inc. agreed to purchaseownership interest, in one fiber
on Level 3's transatlantic fiber optic cable systestalled by Level 3. As a result of this agreetnboth companies own and operate one 1
pair on the transatlantic cable. The Company reizegrrevenue of $94 million on this contract durthg fourth quarter of 2000, with the
remainder being recognized over the term of théraoh

On December 29, 2000, the Company signed an agreemeollaborate with FLAG Telecom on the devel@minof the Northern Asia
submarine cable system connecting Hong Kong, Jadgaea and Taiwan. The system will include Levslf@eviously announced eastern
link connecting Hong Kong, Taiwan and Japan andwa western link that FLAG Telecom will build to auect Hong Kong, Korea and Jag
The Company expects the Hong Kong to Japan seguhém eastern link to be in service in the seagualrter of 2001, with the eastern lin
Taiwan segment to follow in late 2001. The Compeaxpects the entire western link to be ready foviserin early 2002. Level 3 and FLAG
Telecom will each own three fiber pairs throughitigt new system. The total cost of the entire Northesia system is estimated to be
approximately $900 million. Level 3's share of tust is approximately $450 million.

It is customary in Level 3's industries to use @asi financial instruments in the normal courseusiess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Z&ccordance with specified terms and
conditions. As of December 31, 2000, Level 3 haidtanding letters of credit of approximately $47lion. The Company does not believe it
is practicable to estimate the fair value of thteehs of credit and does not believe exposuress is likely nor material.
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(19) Subsequent Events

On January 18, 2001, Level 3 announced that inrdoderovide the company with additional flexibjliin funding its business plan, it filed a
"universal" shelf registration statement with trec@ities and Exchange Commission relating to $8l@n of common stock, preferred
stock, debt securities, warrants, stock purchasseagents and depositary shares. The registratidensent, (declared effective by the
Securities and Exchange Commission on January(8Il)2allows Level 3 to publicly offer these setigs from time to time at prices and
terms to be determined at the time of the offeriipen combined with the remaining availability unds existing effective universal shelf
registration statement, the availability underrbgistration statements allows Level 3 to offemggregate of up to $3.156 billion of
securities.

Level 3 currently intends to use the net proceddsyp offering of these securities for working dapicapital expenditures, acquisitions, and
other general corporate purposes. Consistent histapproach, Level 3 may use the net proceedsdfditions or expansions to its currently
funded business plan.

(20) Unaudited Quarterly Financial Data

March June September  December
2000 1999 2000 1999 2000 1999 2000 1999
(in millions except per share data)

Revenue................. $177 $102 $234 $106 $341 $134 $ 433 $173

Loss from Operations.... (277) (126) (308) (183 ) (320) (207) (440) (225)

Net LOSS.....ccccvevee. (271) (105) (281) (44 ) (351) (147) (552) (191)

Loss per Share (Basic

and Diluted):
Continuing

Operations........... $(.77) $(.33) $(.77) $(.13 ) $(.96) $(.43) $(1.50) $(.56)

Loss per share was calculated for each three-nueribd on a stand-alone basis. As a result of staeisactions during the periods, the sum
of the loss per share for the four quarters of ga&en may not equal the loss per share for thevewalonth periods.

F-45



Level 3 Communications, Inc.

PKS Information Services, Inc.

Level 3 Communications, LLC
BTE Equipment, LLC

Level 3 International, Inc.
Level 3 Holdings, B.V.

Level 3 Holdings, Inc.

KCP, Inc.

Exhibit 21

Level 3 Communications Limited (UK)



EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation of our report dated Janiaty2001 on the consolidated financial
statements of Level 3 Communications, Inc. as afdb#ber 31, 2000 and 1999 and for the three yealesdebecember 31, 2000, included in
this Annual Report on Form 10-K into Level 3 Comnwmaions, Inc.'s previously filed Registration ®tatnts on Forms S-3 (File Nos. 333-
53914, 333-91899, 333-68887 and 333-71713) ancboms$-S-8 (File Nos. 333-79533, 333-42465, 333-68383-58691 and 333-52697).

/sl Arthur Andersen LLP

Denver, Col orado

March 6, 2001



Exhibit 23.2

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-3 (N8-83914, 333-91899, 333-68887 and
333-71713) and on Form S-8 (No. 333-79533, 333-82383-68447, 333-58691 and 333-52697) of Levebf@unications, Inc. of our

report dated March 8, 2000 relating to the finahstatements and financial statement schedule<Cdf Rorporation and Subsidiaries as of
December 31, 1999 and 1998, which is incorporagectterence in this Form 10-K.

/sl Pricewat erhouseCoopers LLP

Phi | adel phi a, Pennsyl vani a

March 6, 2001

End of Filing
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