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FORM 10-Q

UNITED STATES

SECURITIESAND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIESEXCHANGE ACT OF 1934
For the Quarterly Period Ended March 31, 2001

or

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

Commission file number 0-15658

LEVEL 3COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

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

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

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

The number of shares outstanding of each cladsedssuer's common stock, as of April 23, 2001:

Common Stock 368,183,208 sha
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LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations

(unaudited)
Three Mon ths Ended
March 31,

(dollars in millions, except per share data) 2001 2000
REVENUE....cciiiiiiiicc e e $ 449 $177
Costs and Expenses:

Cost of revenue........ccccceveeeeieniennn, (268 ) (130)

Depreciation and amortization................. (239 ) (88)

Selling, general and administrative........... (372 ) (236)
Total Costs and EXPENSES.....cccovvvevicieeennee e (879 ) (454)
LOSS from Operations.......ccccovcvveeeenvccics e (430 ) 277)
Other Income (Expense):

Interestincome.........cccocvvveeevinenenn. 61 64

Interest expense, Net..........cccveeeennee (138 ) (50)

Equity in losses of unconsolidated subsidiarie (2 ) (55)

Gain on equity investee stock transactions.... -- 38

Other, Net....covvveeeeiiiiiiieeees (26 ) --
Total Other EXPENSe....cccoviiiieiiiiiieeeeceee e (105 ) 3)
Loss Before INCOME TaXES....ccccevvvcveeeennccees e (535 ) (280)
Income Tax BeNefit....occvvviiiiiiiicees -- 9
Net Loss $ (535 ) $(271)
Net Loss Per Share (Basic and Diluted)............. L $(1.45 ) $(.77)
Total Number of Weighted Average Shares

Outstanding Used to Compute Basic and

Diluted Loss Per Share (in thousands)......... . s 367,81 0 350,285

See accompanying notes to consolidated condensaucfal statement



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

(unaudited)
March 31, December 31,
(dollars in millions, except per share data) 2001 2000
Assets
Current Assets:
Cash and cash equivalents..........ccccceece.. $ 1,505 $1,269
Marketable securities 2,301 2,742
Restricted securities............ccccvvvees 149 202
Receivables, less allowances for doubtful acco unts
of $36 and $33, respectively............... 721 617
Recoverable inCOMe taXes.......cccovvvvceeeees e 25 67
OtNeI i s 123 148
Total CUIMTENt ASSELS....uiiiiiiiiiiiiiieeeeeeeeeees e 4,824 5,045
Net Property, Plant and EQuUipment...........oeee. s 10,179 9,383
INVESIMENES. .. ceee e 117 146
Other ASSEtS, Nt s 336 345
$ 15,456 $14,919

See accompanying notes to consolidated condensaucfal statement



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

(dollars in millions, except per share data)

Liabilities and Stockholders' Equity
Current Liabilities:
Accounts payable...........cccccereiieenn.
Current portion of long-term debt

Accrued payroll and employee benefits.........

Accrued interest..........cccccveveeeennnnnn.

Total Current Liabilities..........................
Long-Term Debt, less current portion...............
Deferred Revenue............c.coccceeiiiiiiinnns
Accrued Reclamation CoSts.............cceeeueenee
Other Liabilities..........cccccceeiiiiinnnnns
Commitments and Contingencies

Stockholders' Equity:

Preferred stock, $.01 par value, authorized 10

shares outstanding..............cccee....
Common stock:

Common stock, $.01 par value, authorized 1
368,104,381 outstanding in 2001 and 3

outstanding in 2000..................

Class R, $.01 par value, authorized 8,500,

shares outstanding
Additional paid-in capital

Accumulated other comprehensive loss..........

Accumulated deficit...............ccccuvnnnns

Total Stockholders' Equity..............cccvueeee

March 31,
2001

............................... 347

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

See accompanying notes to consolidated condensaucfal statement

December 31,
2000

359



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Cash Flows

(dollars in millions, except per share data)

Net Cash Provided by Operating Activities..........
Cash Flows from Investing Activities:

Proceeds from sales and maturities of marketab
Purchases of marketable securities............

Net Cash Used in Investing Activities..............

Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance cos
Payments on long-term debt, including current
Issuances of common stock, net of issuance cos
Stock options exercised..........c.cc........

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

Effect of Exchange Rates on Cash...................

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

Cash and Cash Equivalents at Beginning of Period...

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

Supplemental Disclosure of Cash Flow Information:
Income taxes paid...........ccoeeeeveininnnnne
Interest paid........ccccveveveereernniinnnns

(unaudited)

See accompanying notes to consolidated condensaucfal statement

Three Mont
March

hs Ended
31,



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statement of Changes in Stockhol&epsty For the three months ended March 31, 2001

(unaudited)

Accumulated
Additional Other

Common Paid-in  Comprehensive Accumulated

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

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

Stock plan grants.................. - 76 - -- 76

Shareworks plan grants............. - 1 - - 1
Net LOSS.....covveeeeveiiiiiiiiiiiinns -- -- -- (535) (535)
Other Comprehensive Loss................ -- - (37) - 37)
Balances at March 31, 2001.............. $ 4 $ 5,246 $ (110) $(1,084) ¢ 4,056

See accompanying notes to consolidated condensaucial statement



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

(dollars in millions)

Net LOSS......ccoceiiiiiiieiieiee i,

Other Comprehensive Income (Loss) Before Tax:
Foreign currency translation losses...........
Unrealized holding gains (losses) arising duri
Reclassification adjustment for gains included

Other Comprehensive Loss, Before Tax...............

Income Tax Benefit Related to Items of Other Compre

Other Comprehensive Loss Net of Taxes..............

Comprehensive LOSS........ccveeeevieieeeeniennn.

(unaudited)
Three Months En
March 31,
2001 2
............................... $ (535)
............................... (41)
ng period........coeceveeene
innetloss.......ccceeeee.. --
............................... 37)
hensive LOSS................... --
............................... 37)
............................... $(572)

See accompanying notes to consolidated condensaucial statement

$ (271)
(19)

3



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

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

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

The Company is a facilities-based provider (thaaiprovider that owns or leases a substantiaiquodf the property, plant and equipment
necessary to provide its services) of a broad rafiggegrated communications services in the Wh@ates, Europe and Asia. The Company
has created, through a combination of construcpanchase and leasing of facilities and other assetadvanced international, end-to-end,
facilities-based communications network. The Conydaas built and continues to build the network blase Internet Protocol technology in
order to leverage the efficiencies of this techggltdo provide lower cost communications services.

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

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

In 2000, Level 3 utilized a portion of its accuntaldnet operating tax losses to offset prior yagable income. The remaining net operating
losses not utilized can be carried forward for 2@rg to offset future taxable income. A valuatitboveance has been recorded against the
entire balance of net deferred



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARES

Notes to Consolidated Condensed Finan cial Statements
assets as the Company is unable to conclude under r elevant accounting standards
that it is more likely than not that net operating losses will be realizable.

The results of operations for the three months @mdiarch 31, 2001 are not necessarily indicativethefresults expected for the full year.

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

2. Loss Per Share

Basic loss per share amounts have been computegl the weighted average number of shares duriny perdod. The Company had a net
loss for the three month periods ended March 3@120hd 2000. Therefore, the dilutive impact ofdpgroximate 19 million shares
attributable to the Company's convertible suboitgitiaotes, and the approximate 29 million optiamd warrants outstanding at both March
31, 2001 and approximate 21 million options andravas outstanding at March 31, 2000 have not heglnded in the computation of diluted
loss per share because the resulting computatiofodvave been anti-dilutive.

3. Receivables

Receivables at March 31, 2001 and December 31, 2@0@ as follows (dollars in millions):

Information
Communication s Services Coal Other Total
March 31, 2001
Accounts Receivable - Trade:
ServicesS......ccevveeenn. $ 256 $ 30 $ 12 $ 1 $ 299
Dark Fiber................. 207 -- -- -- 207
Joint Build Costs.................. 212 -- -- -- 212
Other Receivables.................. 39 -- -- -- 39
Allowance for Doubtful
Accounts..........ccueeee. (33) 3) - - (36)
$ 681 $ 27 $ 12 $1 $ 721
December 31, 2000
Accounts Receivable - Trade:
SErViCeS.....coovevveeanns $ 147 $ 26 $ 19 $1 $ 193
Dark Fiber................. 161 -- -- -- 161
Joint Build Costs.................. 247 -- -- -- 247
Other Receivables.................. 49 -- -- -- 49
Allowance for Doubtful
ACCOUNtS....cceviiiiieanne (29) 4) - - (33)
$ 575 $ 22 $ 19 $1 $ 617

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



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARES
Notes to Consolidated Condensed Financial Statements

milestones are accomplished. Joint build receivabatéMarch 31, 2001 include $92 million attributald FLAG Telecom Limited for its she
of the costs of the Northern Asia submarine cajtesn.

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

The Company continues to construct its communioatitetwork. Costs associated directly with the omgeted network, including employ
related costs, are capitalized, and interest expirsirred during construction is capitalized basedhe weighted average accumulated
construction expenditures and the interest ralasetto borrowings associated with the constractidote 7). Intercity segments, gateway
facilities, local networks and operating equipmiiatt have been placed in service are being depeeciaver their estimated useful lives,
primarily ranging from 3-25 years.

The Company continues to develop business supysidras required for its business plan. The extatinatt costs of software, materials and
services, payroll and payroll related expensegfioployees directly associated with the project, iatetest costs incurred when developing
the business support systems are capitalized. dpmpletion of the projects, the total cost of thisibess support systems are amortized ovet
their useful lives of three years.

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

Accumulated Book

(dollars in millions) Cost Depreciation Value
March 31, 2001
Land and Mineral Properties..........cccocceeeceee i, $ 199 $ (11) $ 188
Facility and Leasehold Improvements

ComMUNICAtIONS...cccoviiieeiiiiiee s . 1,302 (40) 1,262

Information Services.........cccvvvveeeee. 25 4) 21

Coal MiNING..cccciiiiiiiiiiieeeeeeeeeeeeee e, 67 (64) 3

CPTC. ittt e, 92 (13) 79
Network Infrastructure.........ccccooevevvceeeeee. L 4,346 (143) 4,203
Operating Equipment

ComMMUNICALIONS....uvviiiiiiieeeeeeeeeeieieeeee e, 1,302 (433) 869

Information Services.......coocevevvcvceeeee. 58 (38) 20

Coal MiNiNg.....ccoovvveiiiiiiiiiiieeeeeee . 91 (84) 7

CPTC. it e 17 (20) 7
Network Construction Equipment.........ccccccceeeee. e 129 (31) 98
Furniture, Fixtures and Office Equipment.......... ... 520 (194) 326
Other . 199 (76) 123
Construction-in-Progress......cccccccceveeeeees s 2,973 -- 2,973

$11,320 $(1,141) $10,179




LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARES

Notes to Consolidated Condensed Financial Statements

Accumulated Book
(dollars in millions) Cost Depreciation Value
December 31, 2000
Land and Mineral Properties.......cccccccceeveeee $ 168 $ (11) $ 157
Facility and Leasehold Improvements
ComMMUNICALIONS....vvviiiiiiieeeeeeeieeieieeeee e, 1,254 (33) 1,221
Information Services........coocevevvvcceeeees 25 4) 21
Coal MiNiNg.....ccoovveiiiiiiiiiiieeeeeee e, 68 (64) 4
CPTC..iiiiieie e e 92 (12) 80
Network Infrastructure......cccccccvveveeeees e 3,423 (62) 3,361
Operating Equipment
ComMUNICAtIONS...cccovviiieeiiiieee s i, 1,216 (361) 855
Information Services.......coocevevvvcceeeees 54 (36) 18
Coal MiniNg.......cccuvveeveieeeeeeeieniinnnns 93 (85) 8
CPTC..iiiiiie e 17 9) 8
Network Construction Equipment..................... 143 (27) 116
Furniture, Fixtures and Office Equipment........... 430 (162) 268
Oher v e, 185 (68) 117
Construction-in-Progress......ccccccccveeeeees s 3,149 -- 3,149
$10,317 $ (934) $ 9,383

5. Investments

The Company holds significant equity positionsvio fpublicly traded companies:

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

On March 31, 2001, Level 3 owned approximately 30% 46% of the outstanding shares of RCN and Comumailth Telephone,
respectively, and accounts for each entity usiegeiiuity method. The market value of the Companysstment in RCN and Commonwe:
Telephone was $161 million and $366 million, respety, on March 31, 2001. Due to the changes ilNR@nd Commonwealth Telephone's
stock price, the market value of the Company'sstments in RCN and Commonwealth were $94 millioth 833 million, respectively, as
April 23, 2001.

During the fourth quarter of 2000, Level 3's prafmrate share of RCN's losses exceeded the rengadaimying value of Level 3's investm
in RCN. Level 3 does not have additional financ@anmitments to RCN; therefore it recognized eqglagses only to the extent of its
investment in RCN. If RCN becomes profitable, Le3aVill not record its equity in RCN's profits ulntinrecorded equity in losses has been
offset. The Company's investment in RCN, includijogdwill, was zero at March 31, 2001 and Decembef800. The Company did not
recognize an estimated $79 million of additionaligglosses attributable to RCN for the three merghded March 31, 2001, bringing the
total amount of estimated suspended losses to sippately $99 million at March 31, 200



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARES
Notes to Consolidated Condensed Financial Statements

The Company recognizes gains from the sale, isguand repurchase of stock by its equity methodsi®es in its statements of operations.
The increase in the Company's proportionate sHaREC's net assets as a result of these transaatsulted in a pre-tax gain of $38 million
for the Company for the period ended March 31, 200@ Company does not expect to recognize futaiesgon RCN stock activity until the
Company recognizes suspended equity losses.

The following is summarized financial informatiohRCN for the three months ended March 31, 20012060, and as of March 31, 2001
and December 31, 2000 (dollars in millions).

Three Months En ded
March 31,
2001 2000
Operations:
RCN Corporation:
REVENUE ..ot e $ 106 $ 71
Net loss available to common shareholders..... (258) (154)

Level 3's Share:

NEIOSS..cviiiiiiiciieciiecee e e $ (56)
Goodwill amortization.........cccccvcvceeeeees - --
$ $ (56)
March 31 D ecember 31
2001 2000
Financial Position:
CUIMTENt ASSELS....vviieeciiiiieceeciee e e $ 1,365 $1,854
Other ASSELS coooveviiiiiiieeeeeeeeee s 3,038 2,922
Total @SSetS...cccvveeeeiiiiiiiciiiieee e 4,403 4,776
Current LiabilitieS. ... s 348 531
Other Liabilities.......ccoovvviviiiiiiienes s 2,308 2,284
MInority INteresSt.....cccoveviviiiiieeee e 67 75
Preferred StOCK.......coovviviiiiis e 2,028 1,991
Total liabilities and preferred stock......... . L 4,751 4,881
CoOMMON EQUItY...eeeiiieiiieeieeeeee e $ (348) $ (105)
Level 3's Investment:
EQUity iN NEL @SSeLS..cccvvviiiiiiieeieee e $ - $ -
GOOAWill..vvvvviiiiiieeieiiiie e s - -
$ $

The Company's investment in Commonwealth Telephiookjding goodwill, was $104 million and $105 i@t at March 31, 2001 and
December 31, 2000, respectively.

The Company has made investments in certain pablicprivate early stage IP centric entities in @mtion with those entities agreeing to
purchase various services from the Company. Thepaoy



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARES
Notes to Consolidated Condensed Financial Statements

records these transactions as investments andegf@venue. The value of the investment and defervenue is equal to the estimated fair
value of the securities at the time of the trarieaadr the value of the services to be providedgchéver is more readily determinable. Level 3
closely monitors the success of these investeegdnuting 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 valibefnvestment. The Company recorded a
chargeof $28 million in the first quarter of 20@k &in other-than temporary decline in the valusuah investments. Additional impairments,
if any, will be recognized as they become appatéany of the privately held investments becombljuly-traded and meet the criteria for
"available-for-sale" securities pursuant to Statened Financial Accounting Standards ("SFAS") N&51"Accounting for Certain
Investments in Debt and Equity Securities," thely @ accounted for accordingly. Otherwise, futappreciation will be recognized only
upon sale or other disposition of the securitiesoAMarch 31, 2001 and December 31, 2000, the @osnpeld investments with a carrying
amount of $9 million and $37 million, respectiveiyyd had recognized revenue of approximately $Bamiand less than $1 million for
services related to this program for the three moenhded March 31, 2001 and 2000, respectively.

6. Other Assets, net

At March 31, 2001 and December 31, 2000 other sissstsisted of the following:

March 31, December 31,

(dollars in millions) 2001 2000

Debt Issuance COStS, NeL......cccovveeeeeeees e $ 165 $161
Goodwill, net of accumulated amortization of $ 124 and $102................... 46 68
7= 0 1 £ 52 53
Prepaid Network ASSetS.....ccccvvevevvccccces e 34 35
CPTC Deferred Development and Financing Costs. e 13 14
[ 1= N 26 14

$ 336 $ 345

Goodwill amortization expense, excluding amortizatexpense attributable to equity method investeas,$22 million and $10 million for
the three months ended March 31, 2001 and MarcB@&I) respectively



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARES
Notes to Consolidated Condensed Financial Statements
7. Long-Term Debt

At March 31, 2001 and December 31, 2000, long-tdetnt was as follows:

March 31, December 31,
(dollars in millions) 2001 2000
Senior Notes (9.125% due 2008).......cccccceee. e $2,000 $2,000
Senior Notes (11% due 2008)......cccccceeeeeee e 800 800
Senior Discount Notes (10.5% due 2008)........ 635 619
Senior Euro Notes (10.75% due 2008)............ 441 465
Senior Discount Notes (12.875% due 2010)...... e 412 399
Senior Euro Notes (11.25% due 2010)............ e 265 279
Senior Notes (11.25% due 2010)....ccccccceeeee e 250 250
Senior Secured Credit Facility:
Term Loan Facility
Tranche A (7.80% due 2007)........... e 450 200
Tranche B (8.80% due 2008)............ s 275 275
Tranche C (9.06% due 2008)............ s 400 --
Commercial Mortgage:
GMAC (7.61% due 2003)....cccceevceeeees e 120 120
Lehman (8.71% due 2001-2004)......cccccccee 113 113
Convertible Subordinated Notes (6.0% due 2010) s 863 863
Convertible Subordinated Notes (6.0% due 2009) e 823 823
CPTC Long-term Debt (with recourse only to CPT C):
(7.6%-9.5% due 2004 -2017)....cccccvceees 113 115
Other e e 9 4
7,969 7,325
Less current portion.......cooeveveccccccceeee e (8) )
$7,961 $7,318

Senior Secured Credit Facility

On January 8, 2001, the Company borrowed the reng250 million available under the existing traad of the Senior Secured Credit
Facility. On March 22, 2001, Level 3 entered intoaanendment to increase the borrowing capacity uh@eSenior Secured Credit Facility
by $400 million, to $1.775 billion. As part of tgreement, Level 3 borrowed $400 million underwa tranche C of the term loan facility.
The net proceeds will be used for implementingtihginess plan, including the purchase of teleconications assets.

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

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



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARES
Notes to Consolidated Condensed Financial Statements

Tranche C of the term loan facility amortizes imsecutive quarterly payments beginning on March2804, commencing at $1 million per
quarter and increasing to $97 million per quane2007, with the final installment due January 3108.

The Senior Secured Credit Facility contains certawvenants, which among other things, limit addidldindebtedness, dividend payments,
certain investments and transactions with affiateevel 3 and certain Level 3 subsidiaries must abmply with specific financial and
operational tests and maintain certain financiabsaIn addition to the original Senior Secure@dt Facility debt issuance costs, $14 million
of debt issuance costs associated with trancher€ eapitalized and will be amortized as interegtemse over the remaining term of the
Senior Secured Credit Facility.

In an effort to reduce the risk of increased inderates related to the Lehman commercial mortgaginuary 2001 the Company entered
an interest rate cap agreement. The interest agt@ational amount is $113 million and has a mgtutate of January 31, 2004. The terms of
the agreement provide that the net interest expetasted to the Lehman commercial mortgage willexateed 8% plus 400 basis points. The
Company has elected not to account for this traitsaas a hedge as permitted by the StatemeninaiEial Accounting Standard, ("SFAS")
No. 133, "Accounting for Derivative Instruments adddging Activities" ("SFAS No. 133"). Upon incepi of the agreement, the Comp:
recorded an asset equal to the fair value of ttezent rate cap of less than $1 million. For thet three months ended March 31, 2001, the
Company recorded, in the statement of operatiess, than $1 million in losses related to the chamgiee fair value of the interest rate cap.

8. Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compenset{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiondasiputed in accordance with accepted option viamamhodels) on the date of grant is
amortized over the vesting periods of the optionadcordance with FASB Interpretation No. 28 "Aauting For Stock Appreciation Rights
and Other Variable Stock Option or Award Plans'li{'28"). Although the recognition of the value b&tinstruments results in compensa
or professional expenses in an entity's finandaksents, the expense differs from other compemsahd professional expenses in that tl
charges may not be settled in cash, but rathegrghy, are settled through issuance of commorkstoc

The adoption of SFAS No. 123 has resulted in mataon-cash charges to operations since its adopti@998, and will continue to do so.
The amount of the non-cash charges will be depegng®smn a number of factors, including the numbegraits and the fair value of each
grant estimated at the time of its award. The Campacognized a total of $77 million and $48 mitliof noneash compensation for the th
months ended March 31, 2001 and 2000, respectiebddition, the Company capitalized $4 milliordaB8 million of non-cash
compensation for those employees directly involivetthe construction of the network or developmeérthe business support systems for the
three months ended March 31, 2001 and 2000, regeksct

Non-Qualified Stock Optionsand Warrants

The Company granted warrants to purchase approgiyn@®0,000 shares of common stock to consultan201 for services to be provided.
These warrants vest in equal quarterly installmewé&s 33 months commencing March 19, 2001 with gretion expiring seven years from

the vesting date. The exercise price of these wexia $29. The fair value determined pursuantaSNo. 123 for these warrants at March
31, 2001 was $14 million. The Company did not geamt nonqualified stock options ("NQSO") to emplegeluring the three months ended
March 31, 2001. The expense recognized for theethmenths ended March 31, 2001 for NQSOs and warrristanding at March 31, 2001
in accordance with SFA
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No. 123 was $6 million. In addition to the expenseognized, the Company capitalized less than $iombf nor-cash compensation costs
for the three months ended March 31, 2001 relat@dQSOs and warrants for employees directly invbivethe construction of the network
and the development of the business support syst&esnsf March 31, 2001, the Company had not reflé&18 million of unamortized
compensation expense in its financial statememtsl@SOs and warrants previously granted.

The Company did not grant any NQSOs or warrangsriployees during the three months ended March@®X).2rhe Company recognized
million of expense for the three months ended M&th2000 for NQSOs and warrants outstanding atiad, 2000. In addition to the
expense recognized, the Company capitalized less$h million of non-cash compensation costs ferttiiee months ended March 31, 2000.

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforatisioption ("OSQO") program that was designed sbttieCompany's stockholders
would receive a market return on their investmegfibte OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly participants' and stockleoddinterests by basing stock option value orCtheapany's ability to outperform the mar
in general, as measured by the Standard & Po@&R") 500 Index. Participants in the OSO programmdbrealize any value from awards
unless Level 3's Common Stock outperforms the S8Pibdex. When the stock price gain is greater tharcorresponding gain on the S&P
500 Index, the value received for awards unde8© plan is based on a formula involving a muktiplelated to the level by which the
Common Stock outperforms the S&P 500 Index. Toetktent that Level 3's common stock outperforms3&e 500, the value of OSOs to a
holder may exceed the value of non-qualified stmutons.

OSO awards are made quarterly to eligible partitipan the date of the grant. Each award vestgqualeuarterly installments over two ye
and has a four-year life. Awards granted prior Bz@nber 2000 typically have a twear moratorium on exercise from the date of grasata
result, once a participant is 100% vested in tlgrthe two-year moratorium expires. Thereforehegant has an exercise window of two
years. Level 3 granted 3.1 million OSOs to emplgyieeDecember 2000. Included in the grant werenfllion OSOs that vest 25% after ¢
months with the remaining 75% vesting after 18 rhenThese OSOs and all additional OSOs grantedMech 31, 2001 are exercisable
immediately upon vesting and have a four-year life.

The fair value recognized under SFAS No. 123 ferapproximately 2 million OSOs awarded to partinigaduring the three months ended
March 31, 2001 was approximately $74 million. Trenany recognized $53 million of compensation espeor the three months ended
March 31, 2001 for OSOs granted since 1999. Intinidio the expense recognized, $2 million of nasfccompensation was capitalized for
the three months ended March 31, 2001 for emplogigestly involved in the construction of the netlw@and development of business
support systems. As of March 31, 2001, the Comperaynot reflected $174 million of unamortized comgaion expense in its financial
statements for OSOs granted previously. The Comparngnized $42 million of expense for the threenthe ended March 31, 2000 for
OSOs outstanding at March 31, 2000. In additiotinéoexpense recognized the Company capitalizedifi@nrof non-cash compensation for
the three months ended March 31, 2000.

In July 2000, the Company adopted a convertiblperibrm stock option program, ("C-OSQ") as an esi@m of the existing OSO plan. The
program is a component of the Company's ongoinda@rap retention efforts and offers the same featafean OSO, but provides an
employee with the greater of the value of a sisfjiare of the Company's common stock at exercidbearalculated OSO value of a single
OSO at the time of exercis
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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 follbi6sof 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 Company recognized $15 million of compensatixpense for the three months ended March 31, 280€-0SOs awarded in 2000. In
addition to the expense recognized, $1 millionafi{tash compensation was capitalized for the tmeeths ended March 31, 2001 for
employees directly involved in the constructiortla# network and development of business suppotsys As of March 31, 2001, the
Company had not reflected $99 million of unamodizempensation expense in its financial statemfentS8-OSOs awarded in 2000.

Shareworks and Restricted Stock

The Company recorded $3 million of non-cash comatms expense for the three months ended MarcB@11, related to the Shareworks
and restricted stock programs. In addition to tkgease recognized, less than $1 million of non-cashpensation was capitalized for the
three months ended March 31, 2001, respectivelgriguloyees directly involved in the constructiortted network and development of
business support systems. The non-cash compensapense for the Shareworks and restricted stamrams was $5 million for the three
months ended March 31, 2000.

As of March 31, 2001, the Company had not reflectegimortized compensation expense of $22 milliorSfrareworks and restricted stock
granted in prior years in its financial statements.

9. Industry and Segment Data

SFAS No. 131 "Disclosures about Segments of anrfige and Related Information” defines operatiegnsents as components of an
enterprise for which separate financial informait®available and which is evaluated regularly iy €Company's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Opesatiments are managed separately
and represent strategic business units that offfierent products and serve different markets. Toenpany's reportable segments include:
communications, information services, and coal mgniOther primarily includes the California Privatensportation Company, L.P.
("CPTC"), equity investments, and other corporateets and overhead not attributable to a spee&ifiment.

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 di adoption of the expense recognition provisidnSFAS No. 123. EBITDA is
commonly used in the communications industry tdy@eacompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods presented andti GAAP.

The information presented in the tables followingludes information for three months ended March?801 and 2000 for all income
statement and cash flow information presented asnof March 31, 2001 and December 31, 2000 fdyadiince sheet information presented.
Revenue and the related expenses are attribufedeign countries based on where services are geay
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Industry and geographic segment financial infororafbllows. Certain prior year information has beealassified to conform to the 2001
presentation.

Information Coal
(dollars in millions) Communications Services Mining Other Total
Three Months ended March 31, 2001
Revenue:
North America $ 355 $ 29 $ 25 $ 6 $ 415
Europe............. 29 4 -- -- 33
Asia....ccooiiiii 1 - - - 1
$ 33 $ 25 $ 6 $ 449
$ 1 $ 7 $ 3 $ (67)
- - - (36)
- - - (11)
$ 1 $ 7 $ 3 $ (114)
Capital Expenditures
North America $ 962 $ 5 $ 2 $ - $ 969
Europe............. 199 -- -- -- 199
Asia...cccoooiiiiii 12 - - - 12
$ 1,173 $ 5 $ 2 $ - $ 1,180
Depreciation and Amortization:
North America............... $ 189 $ 3 $ 1 $ 2 $ 195
Europe......cccccveeennnn. 39 -- -- -- 39
Asia...cccooiiiiin 5 - - - 5
$ 233 $ 3 $ 1 $ 2 $ 239
Three Months ended March 31, 2000
Revenue:
North America............... $ 84 $ 24 $ 48 $ 6 $ 162
Europe......cccccevveennn. 13 2 -- -- 15
Asia....ccoooiiiie, - - - - -
$ 97 $ 26 $ 48 $ 6 $ 177
EBITDA:
North America............... $ (131) $ 1 $ 22 $ 2 $ (106)
(31) 1 - - (30)
(5) - - - (5)
$ (167) $ 2 $ 22 $ 2 $ (141)
Capital Expenditures
North America............... $ 992 $ 1 $ - $ - $ 993
Europe......cccccceveeenn. 284 -- -- -- 284
Asia...cccooiiiii, 9 - - - 9
$ 1,285 $ 1 $ - $ - $ 1,286
Depreciation and Amortization:
North America $ 71 $ 3 $ 1 $ 2 $ 77
Europe............. 11 -- -- -- 11
Asia....ccoooiiiii, - - - - -
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Information Coal
(dollars in millions) Communications Services Mining Other Total
Identifiable Assets
March 31, 2001
North America............... $ 8,961 $ 88 $ 309 $ 3,763 $ 13,121
8 - 80 1,969
-- - 20 366
$ 96 $ 309 $ 3,863 $ 15,456
December 31, 2000
North America............... $ 8,197 $ 78 $ 310 $ 4,009 $ 12,594
9 - 107 1,993
- - 28 332
$ 87 $ 310 $ 4,144 $ 14,919
March 31, 2001
North America............... $ 8,340 $ 50 $ 16 $ 207 $ 8,613
Europe......cccccveveeenn. 1,674 3 -- -- 1,677
ASi...cccoiiiiiieeenne. 342 - - - 342
$ 10,356 $ 53 $ 16 $ 207 $ 10,632
December 31, 2000
North America............... $ 7,640 $ 49 $ 15 $ 217 $ 7,921
3 - - 1,636
- - - 317
$ 52 $ 15 $ 217 $ 9,874
Product information for the Company's communicatisagment follows:
Reciprocal
(dollars in millions) S ervices Compensation Dark Fiber Total
Communications Revenue
Three Months Ended March 31, 2001
North America............c......... $ 163 $ 37 $ 155 $ 355
Europe......ccocccvveieiiiiinn, 29 -- -- 29
ASia...ooiiiiiiiii 1 -- -- 1
$ 193 $ 37 $ 155 $ 385
Three Months Ended March 31, 2000
North America...........cc......... $ 75 $ 8 $ 1 $ 84
13 -- - 13
$ 88 $ 8 $ 1 $ 97

The majority of North American revenue consistsefvices and products delivered within the Uniteates. The majority of European
revenue consists of services and products deliweithih the United Kingdom
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The following information provides a reconciliatiohEBITDA to loss from continuing operations ftwetthree months ended March 31, 2001
and 2000 (dollars in millions):

Three Months Ended
March 3 1,
2001 2000
EBITDA . $ (114) $ (141)
Depreciation and Amortization EXpense.............. . e (239) (88)
Non-Cash Compensation EXPENSE.......cccccccccccccee e e e 7 (48)
Loss from Operations.............ccceeeenee (430) (277)
Other EXPeNnSse.......cccveieiiiiieeeiiieeeeee (105) 3)
Income Tax Benefit........cccccovvievciiinnnnnn. - 9
NEE LOSS..ciiiiiiie it e $ (535) $ (271)

10. Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstii@ Company in 2001 and 2000. These
projects include the intercity network, local loagsd gateway sites, and the Company's new corploeaigquarters in Colorado. Kiewit
provided approximately $333 million and $462 mitliof construction services related to these prejecthe first three months of 2001 and
2000, respectively.

Level 3 also receives certain mine managementcasfrom Kiewit. The expense for these services$2amillion and $8 million for the
three months ended March 31, 2001 and 2000, regelyctand is recorded in selling, general and andstiative expenses.

11. Other Matters

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, utilities, and others, and is installitegnetwork along the rights-of-way so granteaifiiffs in the purported class action assert that
they are the owners of the lands over which the @omw's fiber optic cable network passes, and Heatdilroads, utilities and others who
granted the Company the right to construct and tamiits network did not have the legal abilitydo so. The action purports to be on behalf
of a national class of owners of land over whiah @ompany's network passes or will pass. The cantigaeks damages on theories of
trespass, unjust enrichment and slander of tittepmaperty, as well as punitive damages. The Compaay in the future receive claims and
demands related to the rights-of-way issues sirtildihne issues in the Schweizer litigation that haybased on similar or different legal
theories. Although it is too early for the Compdayeach a conclusion as to the ultimate outconthisflitigation, management believes the
Company has substantial defenses to the claimstedse the Schweizer action (and any similar ckimhich may be named in the future),
and intends to defend them vigorously.

The Company is involved in various other lawsuitaijms and regulatory proceedings incidental toitsiness. Management believes that
resulting liability for legal proceedings beyonéatiprovided should not materially affect the Compafinancial position, future results of
operations or future cash flow
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On January 18, 2001, Level 3 announced that inrdoderovide the company with additional flexibfliin funding its business plan, it filed a
"universal" shelf registration statement with tree&ities and Exchange Commission relating to $8lion of common stock, preferred
stock, debt securities, warrants, stock purchaseeagents and depositary shares. The registratibensént, (declared effective by the
Securities and Exchange Commission on January(®ilL)2allows Level 3 to publicly offer these setigs from time to time at prices and
terms to be determined at the time of the offerifpen combined with the remaining availability unide previously existing effective
universal shelf registration statement, the avditptunder the registration statements allows Uel/&o offer an aggregate of up to $3.156
billion of securities.

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

On January 9, 2001, the Company announced thgnikd an agreement in December 2000 to collaberitteFLAG Telecom on the
development of the Northern Asia submarine cabdtesy connecting Hong Kong, Japan, Korea and TailMa@.system will include Level
3's previously announced eastern link connectinggH6ong, Taiwan and Japan and a new western lakRbAG Telecom will build to
connect Hong Kong, Korea and Japan. The Compangoexthe Hong Kong to Japan segment of the edst&rto be in service in the seca
quarter of 2001, with the eastern link's Taiwamseugt to follow in late 2001. The Company expecésédhtire western link to be ready for
service in early 2002. Level 3 and FLAG Telecom edch own three fiber pairs throughout the nevtesys The total cost of the entire
Northern Asia system is estimated to be approxim&@00 million. Level 3's share of the cost is apgmately $450 million

12. Subsequent Events

On April 26, 2001, the Company announced it hagegsiga new agreement with XO Communications, In¢0O("), that amends the compan
previously announced dark fiber agreements. Thgrai agreements between the companies includepiutolase of 24 fiber, an empty
conduit and tagdong rights for additional fibers in certain contdwf Level 3's North America network by XO for@Y million. At the date ¢
this announcement, over 60 percent of this commmtrhad been purchased and paid for. The previoeeatwents also provided that XO
purchase nine European fiber networks and a paopean intercity fiber network from Level 3 for $14fillion, as well as transatlantic
capacity for an additional $15 million. The newegment provides that XO and Level 3 have cancaegeaents relating to the purchase of
the European metro and inter-city fiber networksifrLevel 3. The related $128 million in paymentst thave already been made to Level 3
will be applied as a reduction in the remaining amts payable by XO under its $700 million North Aroan intercity network commitment.
Additionally, XO will purchase wavelength servidesm Level 3 beginning with a $30 million purcha¥® will transfer certain transmissi
equipment it has purchased to Level 3, the valuglo¢h will be applied toward the purchase pricéhafse services. Furthermore, XO will
purchase transatlantic capacity per the originabpean agreement and give up certain previousactntl provisions including the tag-along
rights for additional fibers in the North Americaatwork.
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The following discussion should be read in conjiorctvith the Company's consolidated condensed fiilmhstatements (including the notes
thereto), included elsewhere herein.

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

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

In June 1998, the Financial Accounting Standardsr@o"FASB"), issued Statement of Financial Acdingn 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 @decnsaction and, if it is, the type of hedgagiested by the transaction. The Company
currently makes minimal use of derivative instruiseas defined by SFAS No. 133. Derivative instruteeas defined by SFAS No. 133, held
by the Company at March 31, 2001 include an inteee cap with a market value of less than $lionlI The Company did not designate the
interest rate cap as part of a hedge transacfitime ICompany does not increase the utilizatiodesfvatives, the adoption of this standard is
expected to have a minimal effect on the Compamgslts of operations or its financial position.

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

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

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



On April 26, 2001, the Company announced it hagegsiga new agreement with XO Communications, In¢0O("), that amends the compan
previously announced dark fiber agreements. Thgrai agreements between the companies includeputolase of 24 fiber, an empty
conduit and tagdong rights for additional fibers in certain contdwf Level 3's North America network by XO for@Y million. At the date ¢
this announcement, over 60 percent of this commmtrhad been purchased and paid for. The previoeeawents also provided that XO
purchase nine European fiber networks and a paopean intercity fiber network from Level 3 for $14fillion, as well as transatlantic
capacity for an additional $15 million. The newegment provides that XO and Level 3 have cancejegkanents relating to the purchase of
the European metro and inter-city fiber networksifrLevel 3. The related $128 million in paymentst thave already been made to Level 3
will be applied as a reduction in the remaining amts payable by XO under its $700 million North Aroan intercity network commitment.
Additionally, XO will purchase wavelength servidesm Level 3 beginning with a $30 million purcha¥® will transfer certain transmissit
equipment it has purchased to Level 3, the valugtoéh will be applied toward the purchase pricéhafse services. Furthermore, XO will
purchase transatlantic capacity per the originabpean agreement and give up certain previousacintl provisions including the tag-along
rights for additional fibers in the North Americaatwork.

Results of Operations 2001 vs. 2000
First Quarter 2001 vs. First Quarter 2000
Revenue for the quarters ended March 31, is surzethds follows (in millions):

Three Months Ended

March 31,

2001 2000
COMMUNICHONS....coivieiciec e e, $ 385 $ 97
Information Services.......ccovvvvvvveveeeeeees s 33 26
Coal MiNING....ccoviiiiiiiee e s 25 48
(1 T 6 6

Communications revenue for the three months endativi31, 2001 increased 297% compared to the sarfapn 2000. Included in total
communications revenue of $385 million, was $19Bioni of services revenue and $155 million of n@wurring revenue from dark fiber
contracts entered into before June 30, 1999. Alsluded in total communications revenue for therguavas $37 million attributable to
reciprocal compensation. Communications revenu@®00 was comprised of $88 million of services rexe $1 million of dark fiber
revenue and $8 million of reciprocal compensatidme increase in service revenue was due to grawloth existing customers as well as
new customer contracts. The increase in dark fibeznue is attributable to the completion of seveegments of the Company's intercity
network during the first quarter of 2001. The irage in reciprocal compensation in 2001 is a regulie Company receiving regulatory
approval from several states regarding its agreesneith Verizon and SBC Communications. These ageses established a rate structure
for transmission and switching services provideabyg carrier to complete or carry traffic origimation another carrier's network. It is the
Company's policy not to recognize revenue frometegreements until the relevant regulatory autlesrapprove the agreements.

Information services revenue, which is comprisedpydlications and outsourcing businesses, increfaged$26 million in the three months
ended March 31, 2000 to $33 million for the respecgperiod in 2001. This $7 million increase igiatitable to outsourcing revenue which
increased to $21 million for the fir



quarter of 2001 from $14 million for the same perio 2000 primarily due to new long-term contragit;ned in the last half of 2000. Cash
Revenue is not intended to represent revenue \gaherally accepted accounting principles.

The communications business generated Cash Reeé®$6&7 million during the three months ended M&th2001. The Company defines
Cash Revenue as communications revenue plus chamgash deferred revenue during the respectivieghe€ommunications Cash Revenue
reflects upfront cash received for dark fiber atfteo capacity sales that are recognized over tine & the contract under generally accepted
accounting principles ("GAAP"). Cash deferred ravefor the communications business for the penodeiased $242 million compared to
the same period in 2000. This increase is a re$gjtowth in both services provided to existingtonsers as well as new customer contracts.
Communications Cash Revenue was $127 for the thoeghs ended March 31, 2000.

Coal mining revenue decreased $23 million in th& fjuarter of 2001 compared to the same peri@d@®. The decrease in revenue is
primarily attributable to the expiration of longdte coal contracts with Commonwealth Edison andstide of the Company's interest in
Walnut Creek Mining Company in September 2000. &hiecreases were partially offset by increasedsyaitsales.

Other revenue for the period was comparable to 20@0is primarily attributable to California Prieatransportation Company, L.P.
("CPTC") the owner-operator of the SR91 tollroadduthern California.

Cost of Revenue for the first quarter 2001 was $288on, representing a 106% increase over firginter 2000 cost of revenue of $130
million. This increase is a result of the expandisgnmunications business. Overall the cost of regdar the communications business, as a
percentage of revenue, decreased significantly 686 during the quarter ended March 31, 2000 to B8#itng the same period of 2001.
This decrease can be attributed to the migraticsusfomer traffic from a leased network to the Canys own operational network.
Additionally, the decrease can be attributed toiticeease in dark fiber sales from $1 million ie first quarter of 2000 to $155 million for t
current period. The cost of revenue for the infdiaraservices businesses, as a percentage of/gaue, was 82% for the first quarter of 2

a slight increase from the same period in 2000.cdst of revenue for the coal mining business, pereentage of revenue, was 64% for the
first quarter of 2001 up from 40% for the same @ein 2000. This increase can be attributed tee#pration of high margin long-term coal
contracts and the increase in lower margin spdtsalas.

Depreciation and Amortization expenses for the gunavere $239 million, a 172% increase from thstfijuarter 2000 depreciation and
amortization expenses of $88 million. This incre@asa direct result of the communications assetsqd in service in the latter half of 2000
and during the three months ended March 31, 20@lyding gateways, local networks and intercitynsegts.

Selling, General and Administrative expenses w&&23$nillion in the three months ended March 31,12@058% increase over first quarter
2000. This increase is primarily a result of therpany's addition of 1,200 employees hired sincestitbof first quarter 2000. Compensation
costs increased substantially due to the additiemgdloyees. Additionally, the Company recorded e-time charge of approximately $10
million during the first quarter of 2001 relatedaavorkforce realignment and reduction. The Compaeg recorded $77 million in non-cash
compensation for the first quarter 2001 for expenseognized under SFAS No. 123 related to grdrgiok options, warrants and other
stock based compensation programs; $48 millioroofcash compensation was recorded for the samedpi@r2000. The increase in non-
cash compensation is predominantly due to an isergathe number of employees and the C-OSOs gramt®&eptember and December of
2000. Costs attributable to the communicationsrass such as rent, software and hardware mainterseanaclicense fees also contributed to
the higher selling, general and administrative esps. Selling, general and administrative costth@®remainder of 2001 are not expected to
increase significantly from the first quarter 208tels.



EBITDA, as defined by the Company, consists of e@s (losses) before interest, income taxes, deiiee, amortization, non-cash
operating expenses (including stock-based compensatd in-process research and development chaagdther non-operating income or
expenses. The Company excludes nash compensation due to its adoption of the expmtognition provisions of SFAS No. 123. EBIT
improved to a loss of $114 million in the first gtea of 2001 from a $141 million loss for the sapsgiod in 2000. This improvement was
predominantly due to the higher margins earnechbycommunications business.

Adjusted EBITDA, as defined by the Company, is EBA as defined above plus the change in cash defeeneenue and excluding the non-
cash cost of goods sold associated with certaiaaippsales and dark fiber contracts. For the thmeaths ended March 31, 2001, Adjusted
EBITDA was $240 million compared to $96 million five same period in 2000. This increase can bibatd to an increase in cash deferred
revenue and non-cash cost of goods sold relatdrisoceanic and dark fiber transactions of $354omi

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

Interest Income was $61 million for the first qeardf 2001 which is consistent with the same peio2000. The Company derives interest
income from cash, cash equivalents and market&bigrisies balances. Pending utilization of the caalsh equivalents and marketable
securities, the Company invests the funds primamilygovernment and government agency securities.iffestment strategy will provide
lower yields on the funds, but is expected to redihe risk to principal in the short term priontging the funds in implementing the
Company's business plan.

Interest Expense, net increased by $88 millionlt®8#million during the first quarter of 2001. Irest expense increased substantially due to
the debt offerings completed in late February 2@08,commercial mortgages entered into the la@éirdi 2000 and the additional credit
facility draws in the first quarter of 2001. The @ntization of the related debt issuance costs @stributed to the increased interest expense
in 2001. Additionally, the increase can be attrdolito a decrease in the amount of interest capgthin the first quarter of 2001 as compared
to the same period in 2000. The Company completggraficant portion of the network by the end 60B, therefore reducing the amount of
interest capitalization. Capitalized interest wég #illion in the first quarter of 2000 and $43 lioih in the first quarter of 2001.

Equity in Losses of Unconsolidated Subsidiaries $&smillion in the first quarter of 2001, compateds55 million for the same period in
2000. The equity losses in 2000 are predominatifjoatable to RCN Corporation, Inc. ("RCN"). RC8la facilities-based provider of
communications services to the residential mangetsarily on the East and West coasts as well &higago and the largest regional Inte
service provider in the Northeast. RCN is incurrsignificant costs in developing its business plEme Company's proportionate share of
RCN's losses exceeded the remaining carrying \v@luevel 3's investment in RCN during the fourttader of 2000. Level 3 does not have
additional financial commitments to RCN; therefidrean only recognize equity losses equal to itedtment in RCN. The Company will not
record any equity in RCN's future profits, if amtil unrecorded equity losses have been offsateéSRCN did not become profitable in the
first quarter of 2001, the Company did not recarg previously unrecorded losses attributable to R&#ditionally, the Company recorded
$1 million of equity earnings and $2 million of etydosses for the periods ended March 31, 200028@d respectively related to the
investment in Commonwealth Telephone Enterprises, |

Gain on Equity Investee Stock Transactions wasr@i®on for the three months ended March 31, 20®fecifically, RCN issued stock for
certain transactions, which diluted the Companwsership interest. The $38 million pre-tax gainuteesl from the increase in the Company's
proportionate share of RCN's net assets relatdtes®e transactions. The Company did not recordjaims on equity investee stock
transactions in the first quarter of 20



Other, net decreased to a $26 million loss in itts¢ quarter of 2001 from zero in the same peribd0®0. The decrease is primarily
attributable to the first quarter loss from othiea+t temporary changes in the value of investmer$2® million. Additionally, the Company
recorded a loss of $15 million in the first qua@é2001 related to the write-down of assets hetdshle. These losses were partially offset by
the $14 million first quarter 2001 income from iezatl gains from the sale of marketable securite®mchinated in foreign currencies.

Income Tax Benefit for the first quarter of 2001swzero as a result of the Company exhausting #adkaincome in the carryback period in
2000, and that it is unable to determine whendhedenefits attributable to the net operating Issgédl be realizable. The tax benefit for 2000
differs from the statutory rate due to the limitadhilability of taxable income in the carrybackipdrfor which current year losses can be
offset. In 2000, Level 3 recognized a portion @& #xpected annual benefit equal to the ratio ot@xdoss for the period to the total estime
loss for the year.

Financial Condition--March 31, 2001

The Company's working capital decreased from $Blibrbat December 31, 2000 to $2.8 billion at Ma@1, 2001 due primarily to the use
available funds for selling, general and admintateaexpenses, and in construction of the LevedBvork partially offset by proceeds from
the Senior Secured Credit Facility borrowings.

Cash provided by operations increased from $13Bomiin the first quarter of 2000 to $292 milliom the same period of 2001. Changes in
components of working capital, which are primarégponsible for the increase in cash provided gratpns include, a $310 million incre
in payments for dark fiber transactions for whiekienue will be deferred. These increases weretdffsa $203 million decrease over the
period ended March 31, 2000 in federal income ¢fds received.

Investing activities include using the proceedsfitbe first quarter Senior Secured Credit Facditgws and cash on hand to purchase $1.1
billion of marketable securities and complete agpnately $1.2 billion of capital expenditures, periy for the expanding communications
business. The Company also realized $1.6 billiopro€eeds from the sales and maturities of marketsdzurities.

Financing sources in 2001 consisted primarily efrilet proceeds of $636 million from the first gga2001 Senior Secured Credit Facility
draws. The Company also repaid long-term debt ahifon during the three months ended March 3Q2primarily attributable to
capitalized leases and non-recourse debt at CPTC.

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 is ifitfes-based provider (that is, a provider thatnsvor leases a substantial portion of the
property, plant and equipment necessary to pratsdgervices) of a broad range of integrated comeations services. The Company has
created, through a combination of constructioncpase and leasing of facilities and other assetagganced, international, end-to-end,
facilities-based communications network. The Comydaas designed its network based on Internet Pobtechnology in order to leverage
the efficiencies of this technology to provide lowest communications services.

The continued development of the communicationsiafodmation service businesses will require sigaifit capital expenditures, a
substantial portion of which will be incurred befany significant related revenues are expectée t@alized. These expenditures, together
with the associated early operating expenses, ssyltrin substantial negative operating cash flod substantial net operating losses for the
Company for the foreseeable future. Although then@any believes that its cost estimates and -



out schedule are reasonable, the actual constnuatists or the timing of the expenditures may devitom current estimates. The Company's
capital expenditures in connection with its businglsin were approximately $1.2 billion during tivetfquarter of 2001. The majority of the
spending was for construction of the U.S. and Eeaopntercity networks, certain local networkshia tJ.S. and Europe, and the transoceanic
cable network. Through March 31, 2001, the totak o the Level 3 network by region, including ity and metropolitan networks,
optronic and other transmission equipment, trarsipnisfacilities including gateway facilities andethegions allocated portion of undersea
cables was $8.2 billion for North America, $1.7ibi for Europe and $0.3 billion for Asia. Totalgital expenditures for 2001 are expecte

be approximately $3.3 to $3.4 billion. The processteived from the February 2000 debt and equfrioigs, the 2001 Senior Secured Cr
Facility borrowings and combined with the cash aratketable securities already on hand and the wmdcammitments of $650 million at
March 31, 2001 under the expanded Senior SecureditGracility, provided Level 3 with approximatey.5 billion of funds available at the
end of the first quarter 2001. The Company's cudiquidity, cash flows from committed contracts fmmmunications services and dark
fiber IRUs and anticipated future cash flows frope@tions should be sufficient to fund the currentdmmitted portions of the business pl

In January 2000, the Company announced that itewpanding the scope of its business plan to inctusignificant increase in the amount of
colocation space available to the Company's comeations intensive customers, and additional labarffacilities. The Company currently
estimates that the implementation of the busin&ssfpom its inception through free cash flow breaén will require approximately $13
billion to $14 billion on a culumulative basis. TB®@mpany also currently estimates that its opemnatieill reach free cash flow breakeven in
late 2003. The Company's successful debt and egffiégings in February 2000 have given the Compheyability 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 ortlepursue these possible opportunities and proafttional flexibility to fund its business
plan, the Company filed a "universal" shelf foraaiditional $3 billion of common stock, preferredclt, debt securities, warrants, stock
purchase agreements and depositary shares. THidilging in combination with the remaining avalidity under the existing universal shelf
registration statement, will allow Level 3 to offem aggregate of up to $3.156 billion of additiosedurities to fund its business plan.

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

material adverse effect on the implementation eftihsiness 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 service.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.

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®hilBenior Secured Credit Facility entered intatey Company in September 1999, the
additional $400 million added to the Senior Secu®eeldit Facility during the first quarter of 200ddathe commercial mortgages entered into
in



2000. As of March 31, 2001, the Company had bortb8# 125 billion under the Senior Secured Credilffg and $233 million under the
commercial mortgages. Amounts drawn on the deltuiments bear interest at the alternate base ratlB@OR rate plus applicable margins.
As the alternate base rate and LIBOR rate fluctisatdoo will the interest expense on amounts lvegtbunder the credit facility and
mortgages. The weighted average interest rate msedtstanding amounts under these variable mateuments of $1.358 billion at March
31, 2001, was approximately 8.6%. A hypotheticatéase in the variable portion of the weighted agerate by 1%(i.e. a weighted average
rate of 9.6%), would increase annual interest esperf the Company by approximately $14 millionameffort to reduce the risk of increa:
interest rates related to the Lehman commerciatgage, in January 2001 the Company entered iniotarest rate cap agreement. The terms
of the agreement provide that the net interest esgeelated to the Lehman commercial mortgagenstllexceed 8% plus the original spread.
The agreement therefore caps the LIBOR portiomefinterest rate at 8%. At March 31, 2001, the Camyghad $6.6 billion of fixed rate de
bearing interest ranging from 6% to 12.875%. A uhecin interest rates in the future will not benhd#ie Company due to the terms and
conditions of the loan agreements that prohibipayenent of the debt or require the company to i@mage the debt at specified premiums.
The Company continues to evaluate alternativemsrio interest rate risk.

Level 3 continues to hold positions in certain pelpltraded entities, primarily Commonwealth Telepk and RCN. The Company accounts
for these two investments using the equity methid@. market value of these investments was apprdglyn&527 million at March 31, 2001,
which is significantly higher than their carryinglue of $104 million. The Company does not cursehtlve plans to dispose of these
investments, however, if any such transaction geclithe value received for the investments woel@ffected by the market value of the
underlying stock at the time of any such transactf®20% decrease in the price of Commonwealthpgfedae and RCN stock would result in
approximately a $105 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 oféha31, 2001, the Company had
invested significant amounts of capital in bothioeg and will continue to expand its presence iropa and Asia throughout 2001. The
Company issued (euro)800 million in Senior Eurod$dh February 2000 as an economic hedge agansttiinvestment in its European
subsidiaries. Due to the historically low exchargges involving the U.S. Dollar and the Euro durihg fourth quarter of 2000, Level 3
elected to set aside, and continues to hold, tmairéng Euros received from the debt offerings pacthase on the spot market the Euros
required to fund its current European investing aperating activities. Other than the issuancéefuro denominated debt and the purchase
of the Euros on the spot market, the Company hamsade significant use of financial instrumentsrioimize its exposure to foreign

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

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



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
PART Il - OTHER INFORMATION
Item 6. Exhibits and Reportson Form 8-K
(a) Exhibits filed as part of this report are lgteelow.
None.

(b) On February 5, 2001, the Company filed a CurRaport on Form 8-K , containing excerpts fromoaference hosted by the Company on
January 29, 2001, entitled "Silicon Economics Biteaking Away Who Wins, Who Loses, And Why."

On March 22, 2001, the Company filed a Current Riepo Form 8-K related to disclosure under Regafa#D and summarizing disclosures
provided by James Q. Crowe, chief executive offiaad Sureel A. Choksi, chief financial officemiin a March 22, 2001 conference call
which discussed the details of the closing of ad®#dlion incremental secured bank facili
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