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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 September 30, 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.R.S. Employer
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(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 pastie@s. Yes X No

The number of shares outstanding of each cladgedssuer's common stock, as of November 2, 2001:

Common Stock 382,934,153 sha
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LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations

(unaudited)
Three Months Ended Nine Mont hs Ended
September 30, Septemb er 30,
(dollars in millions, except per share data) 2001 2000 2001 2000
REVENUE.....ciiiiiiiiiceeeeeee $375 $341 $1,213 $ 752
Costs and Expenses:
Cost of revenue..........cccceevvvveeeennns 150 199 629 483
Depreciation and amortization................. 314 164 882 391
Selling, general and administrative........... 331 298 1,038 783
Restructuring and impairment charges......... .. - - 111 -
Total Costs and EXPENSES.......uvvvevvvveveeeeens e 795 661 2,660 1,657
Loss from Operations........ccccccvvevenvccies s (420) (320) (1,447) (905)
Other Income (Expense):
InterestinCoMe.....cccceevvvieeeeiiies . 34 87 142 255
Interest expense, Net....ccccvveeeeeeveeeeeee (183) (64) (495) (195)
Equity in earnings (losses) of
unconsolidated subsidiaries, net........... 5 (70) 7 (186)
Gain on equity investee stock transactions.... - - - 95
Other, Net....oovvveeeeiiiiiieeeen 33 6 4) 3
Total Other EXPense......cccovveevvvveeeeneeeee . (111) (42) (350) (28)
Loss Before Income TaxesS.......ccccevvvevvvcccccees i, (531) (361) 1,797) (933)
Income Tax Benefit......coooeevviceeiiicceeee. - 10 - 30
Net Loss Before Extraordinary Items........ccooee.. L (531) (351) (1,797) (903)
Extraordinary Gain on Debt Extinguishments, net.... ... 94 - 94 -
NEt LOSS..cciiiiiiiiiie et $(437) $(351) $(1,703) $(903)
Loss Per Share (Basic and Diluted):
Net Loss Before Extraordinary Items......... ... $(1.42) $(0.96) $ (4.85) $(2.50)
Extraordinary Gain on Debt Extinguishments, n (] SPT .25 - .25 -
NEt LOSS..cciiiiiiiieiiie e $(1.17) $(0.96) $ (4.60) $(2.50)
Total Number of Weighted Average Shares
Outstanding Used to Compute Basic and
Diluted Loss Per Share (in thousands)......... ... 375,638 366,788 370,582 360,956

See accompanying notes to consolidated condensaucial statement



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

September 30, December 31,

(dollars in millions, except per share data) 2001 2000

Assets
Current Assets:

Cash and cash equivalents..................... $ 1,265
Marketable securities............c.c........... 2,742
Restricted securities............c.cccvvveee. 219

Receivables, less allowances for doubtful acco unts

of $34 and $33, respectively.............. 326 617
OtNEI e e 102 202
Total CUIMTENt ASSELS...uuviiiiiiiiiieeeeeeeeeeeeeee e ———— 3,148 5,045
Net Property, Plant and Equipment.............ce.. e 10,604 9,383
Other ASSetS, Nel. .. e 499 491

$ 14,251 $ 14,919

See accompanying notes to consolidated condensaucial statement



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

(unaudited)
September 30, December 31,
(dollars in millions, except per share data) 2001 2000
Liabilities and Stockholders' Equity
Current Liabilities:
Accounts payable............ccccoeeriiinnns $972 $ 1,486
Current portion of long-term debt 7 7
Accrued payroll and employee benefits......... 131 90
Accrued interest..........cocceveevinneeenne 95 124
Deferred revenue..........ccoceeviveeeeenne 170 68
Restructuring liability.............cccc...... 17 -
Other. e e 179 147
Total Current LiabilitieS.......ccoocvvveeveceeees e 1,571 1,922
Long-Term Debt, less current portion................ e 7,910 7,318
Deferred REVENUE.........ccovvviviiiiecncces e 1,167 652
Accrued Reclamation COStS......ccccevvvceeennees e 95 94
Other LiabilitieS.....cccccoovviiiieieee e 385 384
Commitments and Contingencies
Stockholders' Equity:
Preferred stock, $.01 par value, authorized 10 ,000,000 shares: no
shares outstanding.......cccccocceeeees e - -
Common stock:
Common stock, $.01 par value, authorized 1 ,500,000,000 shares:
382,861,734 outstanding in 2001 and 3 67,599,870
outstanding in 2000.................. 4 4
Class R, $.01 par value, authorized 8,500,
shares outstanding.. - -
Additional paid-in capital.................... 5,479 5,167
Accumulated other comprehensive loss.......... (108) (73)
Accumulated deficit..............ccceuvnnnns (2,252) (549)
Total Stockholders' EQUItY......cccccovvvveeeneee e 3,123 4,549
$ 14,251 $ 14,919

See accompanying notes to consolidated condensaucfal statement



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

(unaudited)
Nine Months Ended
Se ptember 30,
(dollars in millions) 200 1 2000
Cash Flows from Operating Activities:
NEELOSS.cciiiiiiieiiie e enieeseeeeee $(1,7 03) $(903)
Adjustments to reconcile net loss to net cash pr ovided by operating activities:
Equity (earnings) losses, net................. (@) 186
Depreciation and amortization................. 8 82 391
Dark fiber and other noncash cost of revenue.. 1 52 59
Amortization of debt issuance costs........... 21 16
Gain on sale of assets...........cccceeeenee ( 12) (21)
Compensation expense attributable to stock awa 2 44 158
Extraordinary gain on debt extinguishments, ne ( 94) -
Impairments.........cccoocceeeiiiiiiennnns 61 -
Writedown of investments...................... 37 17
Gain on equity investee stock transactions.... - (95)
Federal income tax refunds.................... 72 245
Deferred revenue 5 81 403
DEPOSIES. covvieeiiiiiieciicee e e 60 (91)
Accrued interest on marketable securities..... e 22 53
Accrued interest on long-term debt............ . 60 47
Changes in working capital items:
Receivables.. 2 87 (234)
Other assets.........ooeevevvvviviieennns 7 (99)
Payables 5 02) 290
Other HabilitieS......ccoovviiieeeeceeees e 65 37
Other ( 84) 53
Net Cash Provided by Operating ACtiVItieS.......... . e 1 49 512

Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketab le securities........cccccvveeeeeeenennn. 2,7 69 5,882

Purchases of marketable securities............ 12) (7,482)
Decrease in restricted securities 63 3
Capital expenditures..............ccoeeeeeee . 22) (4,450)
Proceeds from sale of property, plant and equi pment and other assets.................... 47 67
INVESIMENTS.....iiiiiiiiiicceiieeeeeeee - (28)
Net Cash Used in Investing ACHIVItIES.............. e 5 55) (6,008)
Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance cos 7 61 3,088
Payments on long-term debt, including current (1 16) (18)
Issuances of common stock, net of issuance cos - 2,407
Other.....oeiiiiiieie e 21 14
Net Cash Provided by Financing ACtiVIties........... e 6 66 5,491
Effect of Exchange Rates on Cash and Cash Equivalen 1St ( 34) (42)
Net Change in Cash and Cash Equivalents............ . s 2 26 ()
Cash and Cash Equivalents at Beginning of Period... e 1,2 65 1,214
Cash and Cash Equivalents at End of Period......... e $14 91 $1,167

See accompanying notes to consolidated condensaucial statement



LEVEL 3COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statement of Changes in Stockhol&epsty For the nine months ended September 30, 2001

Common
(dollars in millions) Stock

Balances at December 31, 2000...........

Common Stock:
Stock options exercised
Stock plan grants............ -
Shareworks plan grants
Debt extinguishment................ -

Net LOSS...covvvviiiiiiiiiiiiiiiinn, -

Other Comprehensive LOSS................

Balances at September 30, 2001..........

(unaudited)

Accumulated
Additional Other
Paid-in Comprehensive Accumulated

Capital Loss Deficit Total

$ 5,167 $ (73) $ (549) $ 4 ,549
2 - - 2
243 - - 243
6 - - 6
61 - - 61
- - (1,703) (1, 703)
- (35) - (35)

$ 5,479 $ (108) $(2252) ¢ 3 ,123

See accompanying notes to consolidated condensaucfal statement



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

Three Months Ended Nine Months Ended
September 30, Se ptember 30,
(dollars in millions) 2001 2000 2001 2000
NEELOSS..cvviiiiiiiiii e, $(437) $(351) $(1,703) $(903)
Other Comprehensive Loss Before Tax:
Foreign currency translation gains (losses)... ... 37 (21) (34) (68)
Unrealized holding losses arising during
PErOd. ..o 3) (25) Q) (28)
Reclassification adjustment for gains included
INNEtIoSS...cocovvieeiiiieeeieeeee - - - -
Other Comprehensive Gain (Loss) Before Tax......... ... 34 (46) (35) (96)
Income Tax Benefit Related to Items of Other
Comprehensive LOSS.......ccoovvvvvvvvvveenee - - - -
Other Comprehensive Gain (Loss) Net of Taxes....... . ... 34 (46) (35) (96)
Comprehensive LOSS.......cccceevevevcivescieeeeee $(403) $(397) $(1,738) $ (999)

See accompanying notes to consolidated condensaucfal statement



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

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

The unaudited consolidated condensed balance sheevel 3 Communications, Inc. and subsidiarieB@tember 31, 2000 has been
condensed from the Company's audited balance ahe#tthat date. All other financial statementstamed herein are unaudited and, in the
opinion of management, contain all adjustmentsgistimg only of normal recurring accruals) neceg$ar a fair presentation of financial
position, results of operations and cash flowslferperiods presented. The Company's accountingig®hnd certain other disclosures are
forth in the notes to the consolidated financiatesnents contained in the Company's Annual RepoRasm 10-K as amended, for the year
ended December 31, 2000. These financial staterskotdd be read in conjunction with the Companytitad consolidated financial
statements and notes thereto. The preparatioreafchsolidated condensed financial statementsrifoomity with generally accepted
accounting principles requires management to matimates and assumptions that affect the reportexliat of assets and liabilities,
disclosure of contingent assets and liabilities #twedreported amount of revenue and expenses dilméngeported period. 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 lonmgitendefeasible 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 uptgears). 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.

On July 19, 2001, the Emerging Issues Task FolEeE ) of the FASB reached a consensus on IssuéBid.1 "Meeting the Ownership
Transfer Requirements of FASB Statement No. 13 éases of Real Estate”, ("EITF 00-11"). EITF IiDspecifically addresses the transfe
ownership requirements for leases involving integoaiipment or property improvements for which onotal title registration system exists
and is effective for all transactions occurringeaftuly 19, 2001. The EITF stated in order to nileefcriteria for sales-type lease accounting,
the lease agreement must obligate the lessor iteedéd the lessee documents that convey ownetsttipe lessee by the end of the lease t



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

Accounting practice and guidance with respect godbcounting treatment of the above transactioegdtving. Any changes in the
accounting treatment could affect the manner irctviihe Company accounts for revenue and expensesiaied with sub-sea IRU
agreements in the future.

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

In June 2001, the FASB issued Statement of FinbAcieounting Standard ("SFAS") No. 141, "Businessrinations,” and SFAS No. 142,
"Goodwill and Other Intangible Assets." SFAS NolItospectively prohibits the pooling of interestthrod of accounting for business
combinations initiated after June 30, 2001. SFAS N2 requires companies to cease amortizing egigtbodwill on December 31, 2001.
Any goodwill resulting from acquisitions completaffer June 30, 2001 will not be amortized. SFAS Nt2 also establishes a new method of
testing goodwill for impairment on an annual basi®n an interim basis if an event occurs or cirstamces change that would reduce the fair
value of a reporting unit below its carrying valbeginning in the first quarter of 2002. The Compdoes not believe the adoption of SFAS
No. 142 will have a material impact on the Compsungsults of operations or its financial positi

In June 2001, the FASB also issued SFAS No. 148¢6Aanting for Asset Retirement Obligations." SFA& W43 establishes accounting
standards for recognition and measurement of ditiafor an asset retirement obligation and theaxsated asset retirement cost. The fair
value of a liability for an asset retirement obtiga is to be recognized in the period in whiclsiincurred if a reasonable estimate of fair
value can be made. The associated retirement astsapitalized and included as part of the cagryedue of the long-lived asset and
amortized over the useful life of the asset. SFAS NI3 will be effective for the Company beginnmgJanuary 1, 2003. The Company is
currently evaluating the impact, if any, of SFAS.Nd3 on its results of operations and financialifan.

In August 2001, the FASB issued SFAS No. 144 "Actimg for the Disposal or Impairment of Long-Livadsets" ("SFAS No. 144), which
is effective for the Company on January 1, 200ASKNo. 144 supersedes SFAS No. 121, but retaimedtsirements to (a) recognize an
impairment loss only if the carrying amount of addived asset is not recoverable from its undisted cash flows and

(b) measure an impairment loss as the differentedsmn the carrying amount and fair value of thetadsremoves goodwill from its scope
and, therefore, eliminates the requirement to atgoodwill to long-lived assets to be testedrfgrairment. It also describes a probability-
weighted cash flow estimation approach to deal witihations in which alternative courses of actimnecover the carrying amount of a long-
lived asset are under consideration or a rangsgtimated for possible future cash flows. It regsiitteat a long-lived asset to be abandoned,
exchanged for a similar productive asset, or distad to owners in a spin-off be considered hettlsed until it is disposed of. In these
situations, SFAS No. 144 requires that an impaitrfess be recognized at the date a long-lived asstchanged for a similar productive
asset or distributed to owners in a spin-off if taerying amount of the asset exceeds its fairevaline Company continues to monitor and
review long-lived assets for possible impairmeradcordance with SFAS No.

121. Since SFAS No. 144 retains similar requiremént recognizing and measuring any impairment, lthgs fact that the Company will
adopt SFAS No. 144 effective January 1, 2002, terpected to have a significant effect on the Camyfs procedures for monitoring and
reviewing lon¢-lived assets for possible impairme



The results of operations for the three and ninathwended September 30, 2001 are not necessatibative of the results expected for the
full year.

Where appropriate, items within the consolidatedidemsed 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 gpedod. The Company had a net
loss for the three and nine month periods endetegdyer 30, 2001 and 2000. Therefore, the dilutiwedct of the approximate 17 million
shares attributable to the Company's convertid@iinated notes, and the approximate 41 milliotiomg and warrants outstanding at
September 30, 2001 and approximate 19 million shatteibutable to the Company's convertible sulmaigid notes and approximate 22
million options and warrants outstanding at Sepend®, 2000 have not been included in the compurtatf diluted loss per share because¢
resulting computation would have been anti-dilutive

3. Restructuring and Impairment Charges

On June 18, 2001, the Company announced that dbe turation and severity of the economic slowdéovrthe telecommunications
industry, it was reducing its revenue and EBITDAefmasts for 2001 and 2002. In conjunction with thidsed revenue outlook, the Company
also announced that it would be necessary to redperating expenses as well as reduce and refrgodapital expenditures in an effort to be
in a position to benefit when the economy recovissa result of this action, the Company has redutseglobal work force by approximate
1,400 employees, primarily in the communicationsibess. A restructuring charge of approximately $dilon was recorded in the second
quarter of 2001, of which $35 million related taféreduction and related costs and $5 milliongal iestate lease termination costs. The
Company had previously recorded a $10 million chday a workforce realignment action taken in tingt fquarter. In total, the Company has
paid $33 million in severance and related fringedsi costs as of September 30, 2001 for both e$¢hactions. The remaining cash
expenditures relating to the workforce reductiod dre lease terminations are expected to be sulahapaid by the end of 2001.

The capital reprioritization discussed above reslih certain telecommunications assets beingifithis excess or impaired. As a result, in
the second quarter of 2001 the Company recordexhaash impairment charge of $61 million, repreisgnthe excess of the carrying value
over the fair value of these assets. The fair vafibe excess equipment was based on recent abshaf similar equipment. The impaired
assets were written-off, as the Company does maxo utilize them to generate future cash flows.

4. Marketable Securities

At September 30, 2001 and December 31, 2000, nadoleesecurities consisted of the following:

September 30, De cember 31,
(dollars in millions) 2001 2000
U.S. Treasury SECUNMIES ..cccovvvveeeiiieeiccs e $1,077 $ 2,538

commercial Paper.....cccccovviiiiiiiiienees e - 204



5. Receivables

Receivables at September 30, 2001 and Decemb&08Q,were as follows:

Information

(dollars in millions) Communic ations Services Coal Other Total
September 30, 2001
Accounts Receivable - Trade:

SErViCeS.....covevveeanns $ 196 $ 22 $ 11 $1 $ 230

Dark Fiber.................. 46 - - - 46
Joint Build Costs.................. 59 - - - 59
Other Receivables.................. 25 - - - 25
Allowance for Doubtful

ACCOUNtS.......vvvereeeens (31) ) - - (34)

$ 295 $ 19 $ 11 $1 $ 326

December 31, 2000
Accounts Receivable - Trade:

ServicesS......ccoeveeenn. $ 147 $ 26 $ 19 $1 $ 193

Dark Fiber.................. 161 - - - 161
Joint Build Costs.................. 247 - - - 247
Other Receivables.................. 49 - - - 49
Allowance for Doubtful

AcCCOUNtS.......uvveveeeens (29) 4) - - (33)

$ 575 $ 22 $ 19 $1 $ 617

Joint build receivables primarily relate to costsurred by the Company for construction of netwaskets in which Level 3 is partnering with
other companies. Generally, under these typesrekagents, the sponsoring partner will initiallyun@ll of the construction costs and
subsequently bill the other party as certain caiesion milestones are accomplished. Joint builéirsbles at September 30, 2001 and
December 31, 2000 include $3 million and $90 miljicespectively, attributable to FLAG Telecom Liedtfor its share of the costs of the
Northern Asia submarine cable syste

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

The Company has substantially completed the coetgtruof its communications network. Costs assedatirectly with the uncompleted
network, including employee related costs, aretaipéd, and interest expense incurred during cooson is capitalized based on the
weighted average accumulated construction expenegditand the interest rates related to borrowingscéated with the construction (Note 8).
Intercity segments, gateway facilities, local netkgoand operating equipment that have been placsdrvice are being depreciated over their
estimated useful lives, primarily ranging from 33&ars.

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 a project, the total cost of the bass support system is amortized over a
useful life of three years.

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



(dollars in millions) Cost Depreciatio n Value
September 30, 2001
Land and Mineral Properties.......cccccccceveeeeee $ 304 $ (13) $ 291
Facility and Leasehold Improvements
CommuNICatioNS........ccevvveeeeereniniinnns 2,308 (135) 2,173
Information Services..........cccccceeuneen. 25 (5) 20
Coal Mining............... 65 (62) 3
CPTC..iiiiiieeeee e 92 (23) 79
Network Infrastructure..........cccccceveeeennnnn. 5,314 (276) 5,038
Operating Equipment
CommMUNICAtIONS......coouvvereeiiiieee e 2,436 (953) 1,483
Information Services. 70 (37) 33
Coal Mining............... 81 (72) 9
CPTC. it 18 (11) 7
Network Construction Equipment..................... 93 (27) 66
Furniture, Fixtures and Office Equipment 149 (63) 86
Construction-in-Progress.........cccccccvveeeenn. 1,316 - 1,316
$12,271 $ (1,667) $10,604
December 31, 2000
Land and Mineral Properties.......cccccccceveeeeee $ 166 $ (11) $ 155
Facility and Leasehold Improvements
CommuniICcationS..........cvvveeeeereniniinnnns 1,384 (53) 1,331
Information Services. 25 4) 21
Coal MiNiNg.....ccovvveiiiiiiiiiiiieeeeeee . 68 (64) 4
CPTC. ittt e 92 (12) 80
Network Infrastructure......cccccceeveveeeees 3,400 (43) 3,357
Operating Equipment
ComMUNICAtIONS...cccovviiieeiiiiieeeeiees e, 1,584 (555) 1,029
50 (26) 24
93 (85) 8
17 9) 8
Network Construction Equipment..................... 139 27) 112
Furniture, Fixtures and Office Equipment 150 (45) 105
Construction-in-Progress.........ccccccvveeeenn. 3,149 - 3,149
$10,317 $ (934) $9,383

Accumulated Book

It is the Company's policy to review the carryimgaunt of long lived assets for impairment wheneaxents or changes in circumstances
indicate the carrying amount may not be recoverdltile determination of any impairment includes mparison of estimated undiscounted
future operating cash flows anticipated to be gateer during the remaining useful life of the assehe net carrying value of the asset.
During the three and nine months ended Septemh&08Q, the Company recorded $20 million of impa&ms in depreciation expense for
transatlantic submarine assets that were considgaired under this criteria.

As required by SFAS No. 121, "Accounting for theplirment of Long-Lived Assets and for Long-Livedsass to be Disposed of", the
Company continues to monitor and review long-liasdets for possible impairment as events or changésumstances indicate that the
carrying amount of the long-lived assets may natdoeverable. To the extent events or circumstaimcisate that the carrying amount of

long-lived assets may not be recoverable, and gainment charge is deemed necessary, the impabeaBompany's results of operations or
its financial position could be materi



7. Other Assets, net

At September 30, 2001 and December 31, 2000 ofsetsconsisted of the following:

September 30, De cember 31,
(dollars in millions) 2001 2000
Debt Issuance CostS, Net......ccccovveevceces e $151 $161
INVESIMENTS.....oviiiiiiiiiiieeeeee e 118 146
Goodwill, net of accumulated amortization of $ 136 and $102................. 34 68
DEPOSIS.coevieeiiiiiieiiiieeeiieeeeeee e 12 53
Prepaid Network ASSetS......ccoocveevvcceceees e 59 35
Deferred Network COStS.....cccccvevvvcicceces e 37 -
Assets Held for Sale, Net......ccccoeceeeeees e 48
Notes Receivable - EMpIOYees.......c..cccceee. e 9 -
CPTC Deferred Development and Financing Costs. e, 20 14
Other e e 11 14
$499 $491

The Company holds significant equity positionsvio fpublicly traded companies: RCN Corporation ("RTCa&hd Commonwealth Telephone
Enterprises, Inc. ("Commonwealth Telephone”). REM facilities-based provider of bundled local fondy 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 kaEiiange carrier operating in various rural Pervagya markets.

On September 30, 2001, Level 3 owned approxim&é¥ and 46% of the outstanding shares of RCN amdn@anwealth Telephone,
respectively, and accounts for each entity usiegetiuity method. The market value of the Company&sstment in RCN and Commonwe:

Telephone was $85 million and $394 million, respety, on September 30, 2001.

During the fourth quarter of 2000, Level 3's prdmrate share of RCN's losses exceeded the rergaiaimying value of Level 3's investm
in RCN. Level 3 does not have additional financiainmitments to RCN; therefore it recognized eglagses only to the extent of its
investment in RCN. If RCN becomes profitable, Le¥aVill not record its equity in RCN's earningsilnhrecorded equity in losses have
been offset. The Company's investment in RCN, tioly goodwill, was zero at September 30, 2001 aadeinber 31, 2000. The Company
did not recognize an estimated $31 million and $3@%on of additional equity losses attributabteRCN for the three and nine months
ended September 30, 2001, respectively, bringiagdtal amount of estimated suspended equity Idesaggproximately $327 million at

September 30, 2001.

The Company recognizes gains from the sale, isguand repurchase of stock by its equity methodsi®es in its statements of operations.
The increase in the Company's proportionate sHaRe&CHI's net assets as a result of these transaatimulted in a pre-tax gain of $95 million
for the Company for the nine months ended Septe®®e2000. The Company does not expect to recoduiaee gains on RCN stock

activity until the Company recognizes suspendedtgtpsses



The following is summarized financial informatiohRCN for the three and nine months ended Septe8M®e2001 and 2000, and as of
September 30, 2001 and December 31, 2000 (dofiarsllions).

Three Months Ended Nine Months Ended
September 30, September 30,
2001 2000 2001 2000
Operations:
RCN Corporation:
REVENUE ... . $116 $ 88 $ 333 $ 238
Net loss available to common shareholders..... . (112) (234) (1,046) (595)

Level 3's Share:

Net 10SS....ooiiiiiiiieiiieee e . $- (70) $ - (189)
Goodwill amortization........................ - -

(1)
$- $ (70) $ - $ (190)
September 30, December 31,
2001 2000
Financial Position:
CUITENt ASSEES...uviiiiiecieee e e $1,243 $1,854
Other ASSEIS..ccciiiiiiiiiieiieeeeeeeee s 2,663 2,922
Total @SSetS...cccvvvieeieiiiiicciiiieeee e 3,906 4,776
Current LiabilitieS. ... s 290 531
Other LiabilitieS....cccoovevviciieeiicieeeeeee e 2,513 2,284
MINOrity INtEreSt.....cvviiiiiiieiieeeeeee e 55 75
Preferred StOCK.........coovvvviviiiiiiieces e 2,103 1,991
Total liabilities and preferred stock......... . L 4,961 4,881
CoOMMON EQUILY....eeeeiieeiiieeiieeeeee e $ (1,055) $ (105)

Level 3's Investment:
Equity in net assets..........cccceeeeennnns -
GOoodWill.....oevevveieeeeiiiiiies -

The Company's investment in Commonwealth Telephiookjding goodwill, was $112 million and $105 riath at September 30, 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. Thepaasnrecords these transactions as investmentdedaded revenue. The value of the
investment and deferred revenue is equal to thmatsd fair value of the securities at the timéhef transaction or the value of the services to
be provided, whichever is more readily determinabével 3 closely monitors the success of thesedtees in executing their business plans.
For those companies that are publicly traded, L8wako monitors current and historical market galaf the investee as it compares to the
carrying value of the investment. The Company réedra charge of $37 million during the first sixmtits of 2001, for an other-than
temporary decline in the value of such investmenstsch is included in Other, net on the consolidatendensed statements of operations.

Future appreciation will be recognized only upole sa& other disposition of these securities. Theyirag amount of the investments was $37
million at December 31, 2000.

In August, 2001, the Company and divine, Inc., exdénto an agreement whereby divine would repuselsares of common stock issued to
Level 3 and absolve Level 3 of any further obligas with respect to the deferred revenue recortiitedime of the original transaction for
services to be provided to divine in the future.2d®sult, Level 3 recorded a $27 million gain ith€, net on the consolidated condensed
statement of operations in the third quarter ofl20the Company recognized revenu



approximately $3 million and $11 million for actusdrvices provided to other entities involved ia gfiogram for the three and nine months
ended September 30, 2001, respectively. The Commmognized revenue of less than $1 million fovmes related to this program for the
three and nine months ended September 30, 200X 3aptember 30, 2001, the Company had deferrezhtevobligations of $10 million
with respect to these transactions.

Goodwill amortization expense, excluding amortizatexpense attributable to equity method investgas,$6 million and $34 million for tt
three and nine months ended September 30, 200dv@@bamortization expense, excluding amortizatexpense attributable to equity
method investees, was $23 million and $42 millionthe three and nine months ended September 80, B&spectively.

Assets held for sale include certain corporatdifies that the Company has elected to dispose.ddrapany recorded an impairment charge
in depreciation expense of $10 million for the threonths ended September 30, 2001 and $45 mibhioth& nine months ended September
30, 2001, representing the difference betweendhgiog value and adjusted market value of thesiéitias, as determined by a commercial
real estate broker. Also included in assets halddie is certain telecommunications equipmenttitied as excess due to the Company's
decision in June 2001 to reprioritize its capitgdenditures.

8. Long-Term Debt

At September 30, 2001 and December 31, 2000, lemg-tiebt was as follows:

September 30, December 31,
(dollars in millions) 2001 2000
Senior Notes (9.125% due 2008).......cccccceee. e $2,000 $2,000
Senior Notes (11% due 2008)........ccccceeeeee 800 800
Senior Discount Notes (10.5% due 2008)........ . 668 619
Senior Euro Notes (10.75% due 2008)........... e 456 465
Senior Discount Notes (12.875% due 2010)...... e 439 399
Senior Euro Notes (11.25% due 2010)............ 273 279
Senior Notes (11.25% due 2010).....ccccceceeee 250 250
Senior Secured Credit Facility:
Term Loan Facility:
Tranche A (6.33% due 2007)............ ——— 450 200
Tranche B (7.73% due 2008)............ 275 275
Tranche C (6.66% due 2008)........... e 400 -
Commercial Mortgage:
GMAC (6.15% due 2003).....ccccevceencecs 120 120
Lehman (7.19% due 2001-2004)......ccccccce. 112 113
Convertible Subordinated Notes (6.0% due 2010) 824 863
Convertible Subordinated Notes (6.0% due 2009) 693 823
CPTC Long-term Debt (with recourse only to CPT C):
(7.63% due 2004-2028)......ccccvevceeeee e 140 115
Other i e 17 4
7,917 7,325
Less current portioN........ooeevvccvccees e ) ©)
$7,910 $7,318

On July 26, 2001, Level 3 announced that it hadratted its Senior Secured Credit Facility to perimi& Company to acquire certain of its
outstanding indebtedness in exchange for sharesmfon stock. Various issuances of Level 3's outlite senior notes, senior discount
notes and convertible subordinated notes have toegimg at discounts to their respective face oereted amounts. Level 3 may exchange
shares of its common stock for these outstanditg skcurities in open market or privately negotidtansactions



The Company purchased $130 million of its 6% Cotilvker Subordinated Notes due in 2009 and $39 milbbits 6% Convertible
Subordinated Notes due in 2010 during the threetimpariod ending September 30, 2001. The Compauedapproximately 14.3 million
shares of its common stock worth approximately S@lion in exchange for the debt. The net gain lo& éxtinguishment of the debt,
including transaction costs and unamortized dedotaisce costs, was $103 million and is classifieanaesxtraordinary item in the consolidated
condensed statement of operations. Level 3 wiltinae to evaluate these transactions in the fufline.amounts involved in any such
transactions, individually or in the aggregate, rhaymaterial.

On January 8, 2001, the Company borrowed the rengg$250 million available under the existing traad of the Senior Secured Credit
Facility. On March 22, 2001, Level 3 entered intoagnendment to increase the borrowing capacity uh@eSenior Secured Credit Facility
by $400 million, to $1.775 billion. As part of tgreement, Level 3 borrowed $400 million underwa tranche C of the term loan facility.
The net proceeds will be used for implementingkthsiness plan, including the purchase of teleconitations assets. The equipment that is
purchased with the proceeds of the term loan fackcures all obligations under the term loanlifgci

Amounts drawn under the new tranche C will beariggt, at the option of the Company, at an alterbase rate or reserve-adjusted LIBOR
plus applicable margins. The new tranche C apgkcatargins are fixed at 300 basis points over ttegreate 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 LIBOikerest on tranche C of the term loan facilityl we payable based on the interest rate
option chosen by the Company.

Tranche C of the term loan facility amortizes imsecutive quarterly payments beginning on Jun@304, commencing at $1 million per
quarter and increasing to $97 million per quame2007, with the final installment due January Z008.

The Senior Secured Credit Facility contains certawvenants, which among other things limit add#ilcdndebtedness, 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 financitdbsa The Company believes it is in compliance wveihsuch covenants at September 30, Z

In addition to the original Senior Secured Creditility debt issuance costs, $14 million of deBuiEnce costs associated with tranche C were
capitalized and are amortized as interest expevesetbe remaining term of the Senior Secured Cirealiflity.

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

In an effort to reduce the risk of increased inderates related to the Lehman commercial mortgaginuary 2001 the Company entered
an interest rate cap agreement. The interest agt@ational amount is $113 million and has a mgtutate of January 31, 2004. The terms of
the agreement provide that the net interest expetaed to the Lehman commercial mortgage willeateed 8% plus 400 basis points. The
Company has elected not to account for this traimsaas a hedge as permitted by SFAS No. 133, "Aetiog for Derivative Instruments and
Hedging Activities" ("SFAS No. 133"). Upon inceptiof the agreement, the Company recorded an agsal ® the fair value of the interest
rate cap of less than $1 million. For the three miné months ended September 30, 2001, the Conmpanyded, in the statement of
operations, less than $1 million in losses relatettie change in the fair value of the interes ratp.



The Company capitalized $1 million and $58 millimiinterest expense and amortized debt issuands ated to network construction and
business systems development projects for the tnéanine month periods ending September 30, 2@8pectively. Capitalized interest for
the three and nine months ended September 30,28908106 million and $263 million, respectively.

In July, 2001, California Private Transportationngmany, L.P. ("CPTC") completed the refinancingtefdevelopment and construction debt.
The $135 million financing proceeds were used payeCPTC's original lenders, repay subordinated cified by Orange County
Transportation Authority and cover refinancing @meépayment costs. The prepayment costs of $9 midlire reflected as an extraordinary
item on the condensed statement of operationsd&hecarries an interest rate of 7.63% and regpniesipal payments in varying amounts
through 2028. The debt is the obligation of CPT@ smonrecourse to Level 3 Communications, Inc.

9. Employee Benefit Plans

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

The adoption of SFAS No. 123 has resulted in mateon-cash charges to operations since its adoptia998, and will continue to do so.
The amount of the non-cash charges will be depegng®mn 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 $82 million and $244 mifliof non-cash compensation for the
three and six months ended September 30, 200 katsgy. In addition, the Company capitalized $flion and $13 million of non-cash
compensation for those employees directly involivetthe construction of the network or developmdrthe business support systems for the
three and nine months ended September 30, 20@kataely.

The Company recognized a total of $61 million at@&million of noneash compensation for the three and nine monthesde8dptember 3
2000, respectively. In addition, the Company céigiéd $3 million and $8 million of non-cash compatisn for those employees directly
involved in the construction of the network or deypeent of the business support systems for theethnd nine months ended September 30
2000, respectively.

Non-Qualified Stock Optionsand Warrants

The Company granted warrants to purchase approsiyn@®0,000 shares of common stock to consultan2901 for services to be provided.
These warrants vest in equal quarterly installmewés 33 months commencing in March 2001 with gamttion expiring seven years from
the vesting date. The exercise price of these weria $29. The fair value determined pursuantRAS No. 123 for these warrants at issu:
was $14 million. The Company did not grant any naiified stock options ("NQSO") to employees durthg three and nine months ended
September 30, 2001. The expense recognized fahtbe and nine months ended September 30, 200MG&O0s and warrants outstanding at
September 30, 2001 in accordance with SFAS Nowl#3$4 million and $15 million, respectively. Inditibn to the expense recognized, the
Company capitalized less than $1 million of nonkhcesmpensation costs for the three and nine marttied September 30, 2001 related to
NQSOs and warrants for employees directly involwethe construction of the network and the develeptof the business support syste

As of September 30, 2001, the Company had notateffie$9 million of unamortized compensation expensts financial statements for
NQSOs and warrants previously grani



The Company recognized $6 million and $8 milliorespense for the three and nine months ended Skpte30, 2000, respectively, for
NQSOs and warrants outstanding at September 30, 20@ddition to the expense recognized, the Compapitalized less than $1 millic
of non-cash compensation costs for the three amelmonths ended September 30, 2000.

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforatisioption ("OSQO") program that was designed sottieCompany'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 S8@PIBdex. 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 mukiplelated to the level by which the
Common Stock out performs the S&P 500 Index. Toetktent that Level 3's common stock out perfornesS&P 500 Index, the value of
OSOs to a holder may exceed the value of non-de@lgtock options.

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 tligithe twoyear moratorium expires. Therefore, awards graptexnt to December 2000 ha
an exercise window of two years. Level 3 grantddmillion OSOs to employees in December 2000. lietlin the grant were 2.1 million
OSOs that vest 25% after six months with the remgiii5% vesting after 18 months. These OSOs aratiditional OSOs granted after
March 1, 2001 are exercisable immediately uponimgsind have a four-year life.

The fair value recognized under SFAS No. 123 ferapproximately 11.5 million OSOs awarded to pgudints during the nine months ended
September 30, 2001 was approximately $190 millidre Company recognized $58 million and $174 miliidrcompensation expense for the
three and nine months ended September 30, 20Qkatasely, for OSOs granted since 1999. In additmthe expense recognized, $2 million
and $8 million of noreash compensation was capitalized for the threenarelmonths ended September 30, 2001, respectfeelgmployee
directly involved in the construction of the netlw@nd development of business support systemsf Ssmtember 30, 2001, the Company
had not reflected $141 million of unamortized comgaion expense in its financial statements for ©§@nted previously. The Company
recognized $46 million and $133 million of expeifsethe three and nine months ended SeptemberOB0, 2espectively, for OSOs
outstanding at September 30, 2000. In additioh¢oexpense recognized, the Company capitalizedii@mand $6 million of non-cash
compensation for the three and nine months endpte®&er 30, 2000, respectively.

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 ongoinda@rap retention efforts and offers the same featafean OSO, but provides an
employee with the greater of the value of a sisfjiere of the Company's common stock at exercidbearalculated OSO value of a single
OSO at the time of exercise.

C-0OSO0 awards were made to eligible employees emplogdtie date of the grant. The awards were ma&ejmtember 2000, December 2
and September 2001. The awards granted in 200@vesthree years as follows: 1/6 of each gratti@end of the first year, a further 2/6 at
the end of the second year and the remaining 3#eithird year. The September 2001 award vestgual quarterly installments over three
years. Each award is immediately exercisable upsting. Awards expire four years from the dateéhefgrant



The fair value recognized under SFAS No. 123 ferapproximately 4.8 million C-OSOs awarded to pgyéints during the nine months
ended September 30, 2001 was approximately $3@®millThe Company recognized $15 million and $41iamlof compensation expense
the three and nine months ended September 30, B&siectively for C-OSOs awarded. In addition ®e¢Rkpense recognized, $1 million and
$3 million of non-cash compensation was capitaliedhe three and nine months ended Septemb&Q811,, respectively for employees
directly involved in the construction of the netlw@nd development of business support systemsf Ssmtember 30, 2001, the Company
had not reflected $90 million of unamortized congaion expense in its financial statements for @®&warded.

The Company recognized $4 million of noncash expéosthe three and nine months ended Septemb@080, for C-OSOs outstanding at
September 30, 2000. In addition to the expensegrezed, the Company capitalized less than $1 milibcompensation for the three and
nine months ended September 30, 2000.

Shareworks and Restricted Stock

The Company recorded $5 million and $14 milliomoh-cash compensation expense for the three aedmimths ended September 30,
2001, respectively, related to the Shareworks astticted stock programs. In addition to the expessognized, $1 million and $2 million of
non-cash compensation was capitalized for the thinelenine months ended September 30, 2001, regglgctior employees directly involved
in the construction of the network and developntdritusiness support systems. The non-cash compemsapense for the Shareworks and
restricted stock programs was $5 million and $1fionifor the three and nine months ended SepterBBeR000, respectively. The Company
also capitalized $1 million and $2 million of nosbacompensation for the same three and nine mamtbds in 2000.

As of September 30, 2001, the Company had notatefieunamortized compensation expense of $22 milbo Shareworks and restricted
stock granted in prior years in its financial stagats.

10. Industry and Segment Data

SFAS No. 131 "Disclosures about Segments of anrfngée and Related Information” defines operatiegnsents as components of an
enterprise for which separate financial informat®available and which is evaluated regularly iy €Company's chief operating decision
maker, or decision making group, in deciding howaltocate resources and assess performance. Quesatjments are managed separately
and represent strategic business units that offfierent products and serve different markets. Toenpany's reportable segments include:
communications, information services, and coal mgniOther primarily includes the CPTC, equity inwesnts, and other corporate assets
overhead not attributable to a specific segment.

EBITDA, as defined by the Company, consists of i@ (loss) before interest, income taxes, deptiecizamortization, non-cash operating
expenses (including stock-based compensation apdiiments) and other non-operating income or ex@€efse Company excludes noast
compensation due to its adoption of the expensagretion provisions of SFAS No. 123. EBITDA is coronty used in the communications
industry to analyze companies on the basis of opgraerformance. EBITDA is not intended to repreéseash flow for the periods presented
and is not recognized under Generally Accepted Aeting Principles ("GAAP").

The information presented in the tables followingludes information for three and nine months erféiggtember 30, 2001 and 2000 for all
income statement and cash flow information preskraed as of September 30, 2001 and December 80,fa0all balance sheet information
presented. Revenue and the related expensesrératatt to foreign countries based on where sesvace provided.

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



(dollars in millions) Communication

Three Months Ended September 30, 2001
Revenue:
North America............... $ 278

Europe......ccccceevennnn. 38
ASia...ccooiiiiiieiie, 3
$ 319
EBITDA:
North America............... $ (6)
Europe.... (13)
ASia......ccooiiiiiiins (12)
$ (31)
Capital Expenditures:
North America............... $ 283
Europe......cccccceveeenn. 6
ASi..eeiiiiiiiei 76
$ 365

Depreciation and Amortization:

North America............... $ 245
Europe.......ccccceeveeenn. 58
ASia.....cccoviiiiiis 6

$ 309

Nine Months Ended September 30, 2001
Revenue:
North America............... $ 910

EBITDA:
North America............... $ (183)
(70)
(35)

Capital Expenditures:
North America............... $ 1,983

Depreciation and Amortization:
North America............... $ 691

Information Coal
Services Mining Other
$ 28 $ 20 $ 6
2 - -
$ 30 $ 20 $ 6
$ 3 $ 5 $ 2
1 - -
$ 4 $ 5 $ (2
$ 3 $ 1 $ 1
$ 3 $ 1 $ 1
$ 3 $ 1 $ 1
$ 3 $ 1 $ 1
$ 84 $ 66 $ 18
10 - -
$ 94 $ 66 $ 18
$ 7 $ 17 $ 2
2 - -
$ 9 $ 17 $ 2
$ 13 $ 4 $ 1
$ 13 $ 4 $ 1
$ 9 $ 2 $ 4
1 - -
$ 10 $ 2 $ 4

Total
$ 332
40
3
$ 375
$ -
(12)
(12)
$ (29)
$ 288
6
76
$ 370
$ 250
58
6
$ 314
$ 1,078
128
7
$ 1,213
$ (157)
(68)
(35)
$ (260)
$ 2,001
157
164
$ 2,322
$ 706
160
16



Information Coal

(dollars in millions) Communicati ons Services Mining Other
Three Months Ended September 30, 2000
Revenue:
North America $ 238 $ 27 $ 50 $ 6
Europe............ 17 3 - -
ASia...ccooiiiiieiie, - - - -
$ 255 $ 30 $ 50 $ 6
EBITDA:
North America............... $ (84) $ 3 $ 22 $ 6
Europe............ (32) 1 - -
ASia...ccoiiiiiieiie, (11) - - -
$ (127) $ 4 $ 22 $ 6
Capital Expenditures:
North America $ 1,145 $ 4 $ - $ -
Europe............ 182 1 - -
ASia...ccoiiiiiieiie, 80 - - -
$ 1,407 $ 5 $ - $ -
Depreciation and Amortization:
North America............... $ 131 $ 8 $ 1 $ 3
Europe......cccccceeveeenn. 21 - - -
ASia...cciiiiiiieiie, - - - -
$ 152 $ 8 $ 1 $ 3
Nine Months Ended September 30, 2000
Revenue:
North America............... $ 463 $ 75 $ 146 $ 17
Europe............ 42 9 - -
ASi..eeeiiiiiieie - - - -
$ 505 $ 84 $ 146 $ 17
EBITDA:
North America............... $ (321) $ 6 $ 65 $ 5
Europe......cccccceevennnn. (89) 2 - -
ASia...ccoiiiiiiieiie. (24) - - -
$ (434) $ 8 $ 65 $ 5
Capital Expenditures
North America............... $ 3,383 $ 7 $ 4 $ -
Europe......cccccvvvennnn. 936 1 - -
ASiA..eeeiiiiiieee 119 - - -
$ 4,438 $ 8 $ 4 $ -
Depreciation and Amortization:
North America $ 316 $ 14 $ 4 $ 5
Europe............ 51 1 - -
ASia...ccoiiiiiieie, - - - -
$ 367 $ 15 $ 4 $ 5

Total



Coal

Information
(dollars in millions) Communications Services Mining Other
Identifiable Assets
September 30, 2001
North America............... $ 8,972 $ 79 $ 327 $ 2,548
Europe......cccccceeveeenn. 1,832 7 - 35
Asia....ccoooiiiiiin, 383 - - 68
$ 11,187 $ 86 $ 327 $ 2,651
December 31, 2000
North America $ 8,197 $ 78 $ 310 $ 4,009
Europe............ 1,877 9 - 107
Asia....ccoooiiiii, 304 - - 28
$10,378 $ 87 $ 310 $ 4,144
Long-Lived Assets
September 30, 2001
North America $ 8,469 $ 52 $ 17 $ 447
Europe............ 1,709 2 - -
ASi..eeeiiiiiiiee 407 - - -
$ 10,585 $ 54 $ 17 $ 447
December 31, 2000
North America............... $ 7,640 $ 49 $ 15 $ 217
. 1,633 3 - -
317 - - -
$ 9,590 $ 52 $ 15 $ 217
Product information for the Company's communicaieagment follows:
Reciprocal
(dollars in millions) Services Compensation Dark Fiber
Communications Revenue
Three Months Ended September 30, 2001
North America..........ccoceevueennee. $ 192 $ 26 $ 60
EUurope......ccoocvveveiieiniinnin, 38 - -
ASiAeiiiiiiiiie 3 - -
$ 233 $ 26 $ 60
Nine Months Ended September 30, 2001
North America.. $ 531 $ 103 $ 276
Europe............. 118 - -
ASiAeiiiiiiiiie 7 - -
$ 656 $ 103 $ 276
Three Months Ended September 30, 2000
North America..........cccceevveennne. $ 118 $ 18 $ 101
18 - -
$ 136 $ 18 $ 101
Nine Months Ended September 30, 2000
North America..........cccceeveeennee $ 285 $ 40 $ 137
EUurope......ccoocvvveveiiiiiiinnin, 43 - -
ASiAeiiiiiiiie - - -
$ 328 $ 40 $ 137

Total

$ 11,926
1,874
451

$ 14,251

Total



The majority of North American revenue consistseivices and products delivered within the Uniteates. The majority of European
revenue consists of services and products delivweithih the United Kingdom.

The following information provides a reconciliatiohEBITDA to loss from continuing operations ftretthree and nine months ended
September 30, 2001 and 2000 (dollars in millions):

Three Months Ended Nine Month s Ended
September 30, Septemb er 30,
2001 2000 2001 2000
EBITDA . $ (24) $ (95) $ (260) $ (356)
Depreciation and Amortization Expense........ (314) (164) (882) (391)
Non-Cash Compensation Expense................ (82) (61) (244) (158)
Impairment Charges........ccccceeevvvvenne - - (61) -
Loss from Operations............cc........ (420) (320) (1,447) (905)
Other Income (EXpense)........cccccvvveevens (112) (41) (350) (28)
Income Tax Benefit.........ccccoevvverennns - 10 - 30
Extraordinary Gain on Debt
Extinguishments, net...................... 94 - 94
Net LOSS.....vevrveeiiiienieeniieeenieen $ (437) $(351) $(1,703) $ (903)

11. Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstii@ Company in 2001 and 2000. These
projects include the U.S. intercity network, loaps and gateway sites, and the Company's cogbeatdquarters in Colorado. Kiewit
provided approximately $662 million and $1,322 roill of construction services related to these ptsja the first nine months of 2001 and
2000, respectively.

Level 3 also receives certain mine managementcasfrom Kiewit. The expense for these services$tamillion and $4 million for the
three and nine months ended September 30, 20Q@katésely, and is recorded in selling, general adohinistrative expenses. The expens
these services was $8 million and $24 million foe three and nine months ended September 30, B8 ctively.

In September 2000, the Company sold its entiregéstan Walnut Creek Mining Company to Kiewit fad®million. The sale resulted in a
pre-tax gain of $22 million to the Company.

12. 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 Companigtst to install its fiber optic cable
network in easements and right-of-ways crossingthitiff'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 canigaeks damages on theories of
trespass, unjust enrichment and slander of tittepraperty, as well as punitive damages. The Compaay in the future receive claims and
demands related to the rights-of-way issues sirtildine issues in the Schweizer litigation that rhaypased 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 vigorous



The Company is involved in various other lawsuitajms and regulatory proceedings incidental tiitsiness. 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 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 tree&ities and Exchange Commission relating to $8lion of common stock, preferred
stock, debt securities, warrants, stock purchasseagents and depositary shares. The registratidensent, (declared effective by the
Securities and Exchange Commission on January(8Il)2allows Level 3 to publicly offer these setigs from time to time at prices and
terms to be determined at the time of the offerifpen combined with the remaining availability unde previously existing effective
universal shelf registration statement, the avditglunder the registration statements allows Ue/& offer an aggregate of up to $3.156
billion of securities.

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

13. Subsequent Events

On September 10, 2001, the Company announceddtfast tier, wholly owned subsidiary, Level 3 kirce, LLC was commencing a
"Modified Dutch Auction" tender offer for a portiaf the Company's senior debt and convertible debtrities. Under the "Modified Dutch
Auction" procedures, Level 3 Finance accepted texttirotes in each offer in the order of the lovieshe highest tender prices specified by
the tendering holders within the applicable prizege for the applicable series of notes (see tadtav.) The tender offer for each series of
notes expired on October 22, 2001.

On October 23, 2001, Level 3 announced that Le@hance had purchased Company debt with a face \aflapproximately $1.7 billion,
plus accrued interest, if applicable, for a tot@ghase price of approximately $731 million. Thé geen on the extinguishment of the debt,
including transaction costs and unamortized dedtasce costs, is estimated to be approximately 88665n and will be recorded as an
extraordinary item in the fourth quarter of 2001.

Maximum Purchase Actual A ctual
Principal Price Principal We ighted
Amount at Range per Amount A verage
Ma turity Sought  $1,000 Repurchased P urchase
( $ millions)  Principal ($millions)  Pr ice/$1,000
Senior Notes (9.125%)..........cccecevvveenneen. $ 725 $350- $450 $ 570 $450
Senior Notes (119%0).......cceeveevvicnnvnnnennns 450 380 - 480 359 480
Senior Discount Notes (10.5%)................... 125 210- 250 125 210
Senior Euro Notes (10.75%)...........cccccu.e. 267 370 - 440 136 440
Senior Discount Notes (12.875%)................. 100 150 - 180 100 150
Senior Euro Notes (11.25%)............cccvueeeee 178 370 - 440 173 440
Senior Notes (11.25%)........ccccvvveveeeennnns 150 370 - 460 121 460
Convertible Subordinated Notes (due 2010)....... 325 190 - 220 71 220
Convertible Subordinated Notes (due 2009)....... 525 190 - 220 80 220
$2,845 $1,735

Assumes 1Euro = .89 USD



On October 25, 2001, the Company announced thatodiie continued economic uncertainty, it was enpnting certain additional cost
management initiatives, specifically targeting gahand administrative expenses, and continuingffterts to further reduce capital
expenditures and network expenses. The Companygexigereduce its global work force by approxima#0 additional employees,
primarily during the fourth quarter of 2001 througjlcombination of work force reductions and atiritiLevel 3 expects to record a signific

charge in the fourth quarter associated with theki@rce reduction. These actions are intendeditglexpenses and capital expenditures in
line with existing revenue level



Management's Discussion and Analysis of Financtaddtion and Results of Operations

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

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

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

In June 1998, the Financial Accounting Standardsr&a"FASB"), issued SFAS No. 133, "Accounting Bxrivative Instruments and
Hedging Activities" ("SFAS No. 133"). SFAS No. 13%& amended by SFAS Nos. 137 and 138, is effefdiviiscal years beginning January
1, 2001. SFAS No. 133 requires that all derivathgtruments be recorded on the balance sheetrataflaie. Changes in the fair value of
derivatives are recorded each period in curremtiegs or other comprehensive income, dependingluethver a derivative is designated as
part of a hedge transaction and, if it is, the tgpbhedge designated by the transaction. The Comnpamently makes minimal use of
derivative instruments as defined by SFAS No. IB&ivative instruments, as defined by SFAS No. 13 by the Company at September
30, 2001 include an interest rate cap with a marékte of less than $1 million. The Company did designate the interest rate cap as part of
a hedge transaction. The adoption of SFAS No. H33ot had a material effect on the Company'steestibperations or its financial

position.

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 J80£1999 are required to be accounted for
in the same manner as sales of real estate witlfeggoimprovements or integral equipment. Failarsdtisfy the requirements of the FASB
Interpretation results in the deferral of reveneeognition for these agreements over the termeoatireement (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.

In December 1999, the SEC staff released Staff datiog Bulletin No. 101, "Revenue Recognition im#icial Statements" ("SAB 101").
SAB 101 provides interpretive guidance on the redon, 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 efffen the Company's financial results.

On July 19, 2001, the Emerging Issues Task FoEEE ") of the FASB reached a consensus on IssuédBkd.1 "Meeting the Ownership
Transfer Requirements of FASB Statement No. 13 éases of Real Estate”, ("EITF 00-11"). EITF IDspecifically addresses the transfe
ownership requirements for leases involving integoaipment or property improvements for which onotal title registration system exists
and is effective for all transactions occurringeaftuly 19, 2001. The EITF stated in order to nieefcriteria for sales-type lease accounting,
the lease agreement must obligate the lessor iedéd the lessee documents that convey ownetstipe lessee by the end of the lease t

Telecommunications companies have historically iagmales-type lease accounting to certain capaocityracts that, among other required
criteria, contained a provision that permitted lgssee the option |



obtain ownership to the rights of way and/or thegnal equipment at the end of the lease term ¢éhaxge for a nominal fee. Under EITF 00-
11, the lessee must obtain title or its equivalerthe asset if sales-type lease accounting ig tesked. Currently, Level 3 is treating certain
transoceanic capacity agreements that meet theiaiiag requirements as sales-type leases but didxeheve the issuance of EITF 00-11
will have a significant impact on its future opémgtresults or financial condition.

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

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

In June 2001, the FASB also issued SFAS No. 142odw&ill and Other Intangible Assets" ("SFAS No. T4EFAS No. 142 is effective for
fiscal years beginning January 1, 2002. SFAS N&.reduires companies to segregate identifiablegibde assets acquired in a business
combination from goodwill. The remaining goodwslmo longer subject to amortization over its estédaiseful life. However, the fair value
of the goodwill must be assessed at least annfaliynpairment using a fair value based test. Gabdwtributable to equity method
investments will also no longer by amortized budtill subject to impairment analysis using exigtguidance for equity method investments.
The Company does not believe the adoption of SFASIM2 will have a material impact on the Compargssilts of operations or its
financial position.

In June 2001, the FASB also approved SFAS No. W& ounting for Asset Retirement Obligations.” SFNS. 143 establishes accounting
standards for recognition and measurement of ditiafor an asset retirement obligation and theaxsated asset retirement cost. The fair
value of a liability for an asset retirement obtiga is to be recognized in the period in whiclsiincurred if a reasonable estimate of fair
value can be made. The associated retirement aastsapitalized and included as part of the cagryaiue of the long-lived asset and
amortized over the useful life of the asset. SFAS NI3 will be effective for the Company beginnmgJanuary 1, 2003. The Company is
currently evaluating the impact, if any, of SFAS.Nd3 on its results of operations and financiaifan.

In August 2001, the FASB issued SFAS No. 144 "Actimg for the Disposal or Impairment of Lohgred Assets" ("SFAS No. 144"), whit
is effective for the Company on January 1, 200ASNo. 144 supersedes SFAS No. 121, but retaimsdtgirements to (a) recognize an
impairment loss only if the carrying amount of addived asset is not recoverable from its undisted cash flows and

(b) measure an impairment loss as the differentedsmn the carrying amount and fair value of thetadsremoves goodwill from its scope
and, therefore, eliminates the requirement to atgoodwill to long-lived assets to be testedrfgrairment. It also describes a probability-
weighted cash flow estimation approach to deal witiations in which alternative courses of actimnecover the carrying amount of a long-
lived asset are under consideration or a rangstimated for possible future cash flows. It regsiitteat a long-lived asset to be abandoned,
exchanged for a similar productive asset, or distad to owners in a spin-off be considered hettlesed until it is disposed of. In these
situations, SFAS No. 144 requires that an impaitfess be recognized at the date a long-lived assetchanged for a similar productive
asset or distributed to owners in a spin-off if taerying amount of the asset exceeds its fairezaline Company continues to monitor and
review long-lived assets for possible impairmenad@cordance with SFAS No.

121. Since SFAS No. 144 retains similar requiresént recognizing and measuring any impairment, lthgs fact that the Company will
adopt SFAS No. 144 effective January 1, 2002, irpected to have a significant effect on the Camyfs procedures for monitoring and
reviewing lon¢-lived assets for possible impairme



Results of Operations 2001 vs. 2000

Revenue for the respective periods ended SepteBhés summarized as follows (in millions):

Thre e Months Ended Nine Months Ended
Se ptember 30, September 30,

2001 2000 2001 2000
Communications.............cccceeeunee.. $319 $255 $1,035 $505
Information Services..................... 30 30 94 84
Coal Mining........c.ccoevnieeeenninnns 20 50 66 146
Other .....ooovveeiiiiieeeeiieee, 6 6 18 17

$375 $341 $1,213 $752

Communications revenue for the three months enépteSiber 30, 2001 increased 25% compared to the parod in 2000. Included in
total communications revenue of $319 million, wa83% million of services revenue and $60 milliomeoh-recurring revenue from dark fiber
contracts entered into before June 30, 1999 fochvbales type lease accounting was used. Alsaidadlin total communications revenue
the quarter was $26 million attributable to recgadocompensation. Communications revenue for tid tuarter of 2000 was comprised of
$136 million of services revenue, $101 million airkl fiber revenue and $18 million of reciprocal gansation. The increase in services
revenue from 2000 was primarily due to growth ithbexisting customers as well as new customer aotsr Due to the current economic
conditions of the telecommunications industry, @@mpany has experienced a significant increaseemtmber of customers terminating
service in 2001. These terminations will resulsliower growth of service revenue for the remairaféhe year. The decrease in dark fiber
revenue reflects the substantial completion ofiikercity network during the second quarter of 20Dark fiber revenue in the third quarter
2001 includes $18 million of revenue attributaldesegments delivered to a customer in the secoadegof 2001. The revenue attributable
to these segments was deferred as the customeppaoiached Level 3 about returning the dark fihenichange for purchasing other
services. The subsequent negotiations with theomestin the third quarter did not result in theauratof the dark fiber; therefore, the
Company recognized the deferred revenue in themtait of operations. Dark fiber revenue is expetdeatecline further in the fourth quarter
of 2001, as the last remaining segments are delivier customers. The increase in reciprocal congtiamsin the third quarter of 2001 is a
result of the Company receiving regulatory apprdk@h several states regarding its agreements SB8 Communications and Bell South.
These agreements established a rate structureaf@mission and switching services provided byaareer to complete or carry traffic
originating on another carrier's network. It is @@mpany's policy not to recognize revenue fronsehegreements until the relevant regule
authorities approve the agreements.

Communications revenue increased during the first months of 2001 by 105% compared to the sanieder 2000. Included in total
communications revenue of $1,035 million for theenmonths ended September 30, 2001 was $656 miffisarvices revenue, $276 million
of non-recurring revenue from dark fiber contraasered into before June 30, 1999 for which sgles kease accounting was used and $103
million attributable to reciprocal compensation.n@ounications revenue for the nine months endedeBdmr 30, 2000 was comprised of
$328 million of services revenue, $137 million @ik fiber revenue and $40 million of reciprocal gemsation.

Information services revenue, which is comprisedpyflications and outsourcing businesses, remaiomsistent at $30 million for the three
months ended September 30, 2001 and 2000, andiggzdrom $84 million in the nine months ended &aper 30, 2000 to $94 million for
the same period in 2001. The nine month increapdnsarily attributable to outsourcing revenue whincreased to $64 million for the nine
months ended September 30, 2001 compared to $i6mfidr the same period in 2000. The increasesuitsourcing revenue for the
respective periods are primarily due to new lo@gn contracts signed in the last half of 2000.dexe attributable to the applications busi
declined due to the expiration of certain contre



The communications business generated Cash Reee¢®$385 million during the three months ended Sapier 30, 2001. The Company
defines Cash Revenue as communications revenuelpdunges in cash deferred revenue during the ridgp@eriod. Communications Cash
Revenue reflects up front cash or other communinatassets received for dark fiber and other cgpsales that are recognized over the t
of the contract under GAAP. This increase is altesigrowth in service revenue provided to exigtoustomers and new customer contracts
and cash collections from those customers. Comratioits Cash Revenue was $365 million for the thmeaths ended September 30, 2000.
Cash Revenue is not intended to represent revemider GAAP.

Cash Revenue for the nine months ended Septemb2030 was $1.694 billion, an increase from $77ilionifor the same period in 2000.
This increase can be attributed to the growth i lservices provided to existing customers as aghew customer contracts, and cash
collections from those customers.

Coal mining revenue decreased $30 million in thelthuarter of 2001 compared to the same peri@D00. Coal mining revenue for the first
nine months of 2001 was $66 million compared to6billion for the same period in 2000. These desesan revenue are primarily
attributable to the expiration of long-term coahtracts with Commonwealth Edison, the sale of tbenfany's interest in Walnut Creek
Mining Company in September 2000 and the defeifrabdain 2001 coal customer purchase commitmenitiset latter part of the year.

Other revenue for the three and nine months endpte&ber 30, 2001 was comparable to the respqmtiveds in 2000 and is primarily
attributable to California Private Transportatioon@pany, L.P. ("CPTC"), the owner-operator of thé@$Rollroad in southern California.

Cost of Revenue for the third quarter 2001 was $tBidon, representing a 25% decrease over thirartggn 2000 cost of revenue of $199
million. This decrease is a result of the continagdration of customers off of leased capacitytg® €ompany's network and a decrease it
costs associated with dark fiber sales. Overalttigt of revenue for the communications business, gercentage of revenue, decreased
significantly from 62% during the quarter ended t8efber 30, 2000 to 36% during the same period 812The cost of revenue for the nine
months ended September 30, 2001 was $629 milllomaease from $483 million for the same perio000. Cost of revenue for the nine
months ended September 30, 2001 for the commuaitakiusiness, as a percentage of revenue, was $68trgpared to 72% during the se
period of 2000. The decreases for both periodsagain be attributed to the migration of customaffitr from a leased network to the
Company's own operational network and increasegjimaon segments delivered to dark fiber custorfoera/hich revenue is recognized a
sales type lease.

The cost of revenue for the information servicesifiesses, as a percentage of its revenue, wasaf¥efthird quarter of 2001, and 74% for
the nine months ended September 30, 2001 and apates the figures for the respective periods D20 he cost of revenue for the coal
mining business, as a percentage of revenue, wWadailthe third quarter of 2001 up from 42% for #ame period in 2000. Cost of revenue
for the coal mining business, as a percentageveinge, was 68% for the nine months ended SepteBh@001 as compared to 40% for the
same period in 2000. The increases related toarealttributable to the expiration of high margind-term coal contracts in 2000.

Depreciation and Amortization expenses for the rmavere $314 million, a 91% increase from thedlgjuarter 2000 depreciation and
amortization expenses of $164 million. Depreciation amortization expenses for the nine monthsceBaéptember 30, 2001 were $882
million, a 126% increase from $391 million for ttespective period in 2000. Included in depreciaggpense for the three and nine months
ended September 30, 2001 is $10 million and $4bomjlrespectively, for the impairment charge oa tlorporate facility the Company has
elected to dispose. The Company also included pmedéation expense in the third quarter of 200D, $@lion of impairments related to a
transatlantic submarine system completed by a etasoof telecommunications companies for which @@mpany has determined the cost
is not fully recoverable due to the decline in phiees of transoceanic bandwidth. 1



remaining increases are a direct result of the comications assets placed in service in the latietrgf 2000 and during the nine months
ended September 30, 2001, including gateways, fetalorks and intercity segments.

Selling, General and Administrative expenses w8 $nillion in the three months ended SeptembeRB01, an 11% increase over the tl
quarter 2000. Excluding noncash compensation exsenfs$82 million and $61 million from the 2001 &2@DO, respectively, operating
expenses would have increased 5% from the priar Jiédés increase is attributable to higher profesal fees, facility related costs, and
systems maintenance expenses, partially offseebljres in travel, mine management services anditery expenses. The increase in non-
cash compensation is predominantly due to the Cg@anted in 2000 and 2001. Selling, general andrastrative costs for the remainder
of 2001 are expected to remain consistent or deglightly from third quarter 2001 levels due te thrther reduction in force announced in
October 2001.

Selling, general and administrative expenses wi@38 million in the nine months ended SeptembeB801, a 33% increase over the
respective period of 2000. This increase is pritpatiributable to the factors identified abovecrgases in cash and non-cash compensation,
facility related expenses and bad debt expenses paatially offset by declines in travel expensed mine management fees.

Restructuring and Impairment Charges of $101 nmiliiere recorded in the second quarter of 2001.ddrapany announced that due to the
duration and severity of the economic slowdowntffiertelecommunications industry, it was reducisgévenue and EBITDA forecasts for
2001 and 2002. In conjunction with this revisederaye outlook, the Company also announced thatutdvoe necessary to reduce operating
expenses in an effort to be in a position to bémndfen the economy recovers. As a result of thimacthe Company reduced its global work
force during the second and third quarters by apprately 1,400 employees, primarily in the commaticns business and recorded a
restructuring charge of $40 million. The restrutgrcharge is comprised of $35 million for staffloetion costs and $5 million for real estate
lease termination costs. The Company had previgesigrded a $10 million charge for a workforce igraghent action taken in the first
quarter. In total, the Company has paid $33 milliloeeverance and fringe benefit costs as of SdmeR0, 2001 for both of these actions.
The remaining cash expenditures relating to thekfeoce reduction and the lease terminations areebeg to be substantially paid by the end
of 2001.

Level 3 expects to record a significant chargéhanfourth quarter of 2001 associated with the fnthork force reduction announced on
October 25, 2001.

An impairment charge of $61 million was recordedume 2001 related to the restructuring. As pathefrestructuring announcement, the
Company also announced that it was reducing amibréjzing capital expenditures. The capital r@pitization resulted in certain
telecommunications assets being identified as exaesnpaired. As a result, the Company recordedraecash impairment charge of $61
million representing the excess of the carryingigadver the fair value of these assets. The vdltigecexcess equipment was based on recent
cash sales of similar equipment. The impaired asgete written-off, as the Company does not exjmeatilize them to generate future cash
flows.

As required by SFAS No. 121, "Accounting for thepirment of Long-Lived Assets and for Long-Livedsass to be Disposed of", the
Company continues to monitor and review long-liasdets for possible impairment as events or changi#xumstances indicate that the
carrying amount of the long-lived assets may natdoeverable. To the extent events or circumstaimecisate that the carrying amount of
long-lived assets may not be recoverable, and gairment charge is deemed necessary, the impabecBompany's results of operations or
its financial position could be material.

EBITDA, as defined by the Company, consists of e@s (losses) before interest, income taxes, deiiee, amortization, non-cash
operating expenses (including stock-based compensatd impairment charges) and other non-operaticgme or expenses. The Company
excludes norcash compensation due to its adoption of the expertognition provisions of SFAS No. 123. EBITDAchieed to a loss of $2
million in the third quarter of 2001 from a $95 liwih loss for the same period



2000. EBITDA for the nine months ended Septembef801 was a loss of $260 million as compared &6%8illion loss for the same peri
in 2000. Excluding the two restructuring chargeorded in the first half of 2001, EBITDA would haleen a loss of $210 million for the
nine months ended September 30, 2001. These immmus were predominantly due to the higher margamaed by the communications
business.

Adjusted EBITDA, as defined by the Company, is EBA as defined above plus the change in cash defeeneenue and excluding the non-
cash cost of goods sold associated with certaiaaippsales and dark fiber contracts. For the guamnded September 30, 2001, Adjusted
EBITDA was $73 million compared to $57 million fire same period in 2000. For the nine months eSépdember 30, 2001, Adjusted
EBITDA was $551 million compared to a loss of $28lion for the same period in 2000. These increageaddition to the higher margins
noted above, can be attributed to up-front paymesasived from customers for multi-year contracts.

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

Interest Income was $34 million for the third qeamf 2001, a decline of $53 million compared te third quarter of 2000. The decrease is
primarily attributable to the average cash and mi@tie securities balance declining from $5.8dmllduring the three month period ending
September 30, 2000 to $2.9 bhillion for the threenthgeriod ended September 30, 2001. In Februad9,26e Company raised approxima
$5.5 billion in cash through debt and equity offigs. The Company has subsequently utilized theszepds to fund its business plan. In
addition, the weighted average interest rate ompthtolio decreased by approximately 150 basisfsdor the three months ended September
30, 2001 from the same period in 2000. Intereginme for the nine months ending September 30, 26612800 was $142 million and $255
million, respectively. The decrease is again aitdable to an approximately 40% decline in the ayengortfolio balance and an approximal
60 basis point decline in the weighted averageaéstaate earned on the portfolio. The Company espaterest income to continue to dec
in the fourth quarter of 2001 primarily due to iatiition of funds to repurchase debt, pay operagipenses and fund capital expenditures.
Pending utilization of the cash, cash equivalentbraarketable securities, the Company investsuhed primarily in government and
government agency securities. The investment glyatdl provide lower yields on the funds, but ispected to reduce the risk to principal in
the short term prior to using the funds in impletirenthe Company's business plan.

Interest Expense, net increased to $183 milliomf&54 million in the third quarter of 2001 compatedhe respective period in 2000. Inte
expense increased due to the commercial mortgagesed into the latter half of 2000 and the adduiccredit facility draws in the first
quarter of 2001. The amortization of the relatebft desuance costs also contributed to the incremsedst expense in 2001. Additionally, the
increase can be attributed to a decrease in themtnobinterest capitalized in the third quarte26D1 as compared to the same period in
2000. The Company completed a significant portibthe network and other communications relatedifas during the last year, therefore
reducing the amount of interest capitalization. i@diged interest was $1 million in the third quearof 2001 and $106 million in the third
quarter of 2000. Partially offsetting these incemasvas the retirement of $169 million of convéetibubordinated debt in August of this year
and lower variable interest rates attributableh$ecured Credit facility and GMAC mortgage.

Interest expense, net for the first nine month80dfl was $495 million as compared to $195 millionthe same period in 2000. In additiot
the explanations provided above, interest exparseased in the nine months ended September 30,88€ompared to the respective pe
in 2000 due to the debt offerings completed in kdbruary 2000. Capitalized interest was $58 mmilliothe nine months ended Septembe
2001 and $263 million for the same period in 2000.

Interest expense is expected to decline in futereds as a result of the convertible subordindtat repurchased during the third quarter of
2001 and the senior debt and convertible debt gemurepurchased in the "Modified Dutch Auctiordhepleted in October of this year. These
transactions wil



reduce annualized interest expense and cash inex@snse by approximately $175 million and $15Bioni, respectively.

Equity in Earnings (Losses) of Unconsolidated Sdibsies was $5 million in the third quarter of 20@8dmpared to loss of $70 million for the
same period in 2000. The equity losses in 200@adominantly attributable to RCN Corporation, ITRCN"). RCN is a facilities-based
provider of communications services to the residéntarkets primarily on the East and West coastwell as in Chicago and the largest
regional Internet service provider in the NortheBsEIN is incurring significant costs in developitgibusiness plan. The Company's
proportionate share of RCN's losses exceeded thaiméng carrying value of Level 3's investment i@¥Rduring the fourth quarter of 2000.
Level 3 does not have additional financial commitisgo RCN; therefore it only recognizes equitysksequal to its investment in RCN. The
Company will not record any equity in RCN's futprefits, until unrecorded equity losses have beéet The Company, as of September
30, 2001, had unrecorded equity losses attributabRCN of $327 million. Since RCN did not becommefftable in the third quarter of 2001,
the Company did not record any previously unreaidsses attributable to RCN. Additionally, the Gmamy recorded $5 million and $-
million of equity earnings for the three month pels ended September 30, 2001 and 2000, respectigidied to the investment in
Commonwealth Telephone Enterprises, Inc.

Equity in earnings of Commonwealth was $7 million the nine months ended September 30, 2001. Elpsites and earnings attributable to
RCN and Commonwealth during the nine months endgde®ber 30, 2000, were losses of $190 millioneardings of $4 million,
respectively.

Gain on Equity Investee Stock Transactions wasrfion for the nine months ended September 300208spectively. Specifically, RCN
issued stock for certain transactions, which ddutee Company's ownership interest. The pre-tamsgaasulted from the increase in the
Company's proportionate share of RCN's net asskti®d to these transactions. The Company didenatrd any gains on equity investee
stock transactions during 2001 due to the suspeedeity losses attributable to RCN.

Other, net increased to a $33 million gain in thiedtquarter of 2001 from a $6 million gain in ts@me period of 2000. Other, net is primarily
comprised of the $27 million of income recognizeuew divine, Inc. agreed to release Level 3 fronefemded revenue obligation in 2001. In
2000, the Company recognized a gain of $22 milfiom the sale of Walnut Creek Mining Company andss of $17 million from the other-
than temporary decline in the value of investments.

Other, net decreased from a gain of $3 milliontfer nine month period ended September 30, 2000asse0f $4 million for the same period
in 2001. In addition to the income from divine désed above, the Company recorded a charge fothtar-than temporary change in the
value of investments of $37 million during the fiemd second quarters of 2001. Additionally, thenpany recorded a loss of $15 million in
2001 related to losses on certain asset disposdl$®4 million of realized gains from the sale afriretable securities denominated in foreign
currency.

Income Tax Benefit for the three and nine monthldedrSeptember 30, 2001 was zero as a result @dhgany exhausting the taxable
income in the carryback period in 2000, and thit itnable to determine when the tax benefitshattaible to the net operating losses will be
realizable. The tax benefit for 2000 differs frame tstatutory rate due to the limited availabilifytaxable income in the carryback period for
which current year losses can be offset. In 20@@¢eL 3 recognized a portion of the expected anbeafit equal to the ratio of pre-tax loss
for the period to the total estimated loss foryhar.

Extraordinary Gain on Debt Extinguishment was $34ion for the three and nine months ended SepterBbe2001. The Company
purchased $169 million of its convertible subordtbnotes during the three month period endingeselper 30, 2001. The Company issued
approximately 14.3 million shares of its commorckteorth approximately $61 million in exchange foe debt. The net gain on the
extinguishment of the debt, including transactiosts and unamortized debt issuance costs, wasriillg@$. Offsetting this gain were $9
million of prepayment expenses CPTC incurred tmeafce its development and construction d



Level 3 expects to recognize an extraordinary gaepproximately $935 million in the fourth quartgr2001 as a result of the Modified
Dutch Auction completed in October 2001.

Financial Condition - September 30, 2001

The Company's working capital decreased from $Blibrbat December 31, 2000 to $1.6 billion at Sepber 30, 2001 due primarily to the
use of available funds in payment of selling, gahand administrative expenses, interest expersea@mstruction of the Level 3 network.
Proceeds from the Senior Secured Credit Facilitydvangs in the first quarter increased workingitap

Cash provided by operations decreased from $51Bmih the nine months September 30, 2000 to $th8lfon in the same period of 2001.
Fluctuations in the components of working capital grimarily responsible for the decline. Reducsiomaccounts payable and lower income
tax refunds were partially offset by an increasdeferred revenue and lower receivable balances.

Investing activities include using the proceedsifithe first quarter Senior Secured Credit Facditgws and cash on hand to purchase $1.1
billion of marketable securities and complete agpnately $2.3 billion of capital expenditures, pary for the communications network.
The Company also realized $2.8 billion of procefeds the sales and maturities of marketable seearénd $47 million of proceeds from-
sale of certain operating assets and constructjaipment.

Financing activities in 2001 consisted primarilytioé net proceeds of $636 million from the firsagar 2001 Senior Secured Credit Facility
draws for the telecommunications business. CPT€ived $125 million of net cash from its refinancemgd repaid long-term debt of $114
million. In addition, Level 3, in a noncash tranae, exchanged approximately $169 million of iseertible subordinated notes for
approximately $61 million of its common stock.

Liquidity and Capital Resources

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

The continued development of the communicationgniess will require significant expenditures. Thegpenditures may result in substantial
negative operating cash flow and substantial netaifmg losses for the Company for the foresedaltlee. The Company's capital
expenditures in connection with its business planevapproximately $2.3 billion during the first @imonths of 2001. The majority of the
spending was for construction of the U.S. and Eeaopntercity networks, certain local networkshia U.S. and Europe, and the transoceanic
cable network. Through September 30, 2001, thé ¢ott of the Level 3 network by region, includimgercity and metropolitan networks,
optronic and other transmission equipment, trarsionisfacilities including gateway facilities ancetregions allocated portion of undersea
cables was $9.1 billion for North America, $1.7ibit for Europe and $0.5 billion for Asia. Totalpital expenditures for 2001 are expecte
be approximately $2.7 billion. The Company's cdgtgenditures are expected to decline as congtruof its North American and Europe
networks are now substantially complete, and theameder of the Company's initial build-out in Asidl be completed during 2002. The
substantial majority of the Company's ongoing @pmkpenditures are expected to be success-bastet] ¢o incremental revenue. The
Company estimates that its base capital expenditeseluding success-based capital expenditurditotel approximately $200 million in
2002.

The cash and marketable securities already on &atdhe undrawn commitments of $650 million at 8aiter 30, 2001 under the expanded
Senior Secured Credit Facility, provided Level 3hwapproximately $3.2 billion of funds availabletla¢ end of the third quarter 2001. The
Company's current liquidity, cash flows from comtett contracts for communications services and ipatied future cas



flows from operations should be sufficient to fuheé currently committed portions of the businessghrough free cash flow breakeven.

The Company currently estimates that the implentiemtaf the business plan from its inception throdigee cash flow breakeven will require
approximately $13 billion to $14 billion on a curative basis. The Company also currently estimétasits operations will reach free cash
flow breakeven without a requirement for additiofi@ancing. The timing of free cash flow breakewedt be a function of revenue and cash
revenue growth as well as the Company's manageoheetwork, selling, general and administratived aapital expenditures. The
Company's successful debt and equity offerings lgaxen the Company the ability to implement the odtted portions of the business plan.
However, if additional opportunities should preseémgimselves, the Company may be required to seddigional financing in the future. In
order to pursue these possible opportunities aodge additional flexibility to fund its businestap, in January 2001 the Company filed a
"universal" shelf registration statement for aniaddal $3 billion of common stock, preferred stodebt securities, warrants, stock purchase
agreements and depositary shares. This shelf filmgombination with the remaining availabilitydar a previously 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 disposexiting businesses or investments to
fund portions of the business plan. The Company atsy sell or lease fiber optic capacity, or actests conduits. The Company may not
successful in producing sufficient cash flow, nagssufficient debt or equity capital on terms tihatill 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 excee€tmpany'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 a
material adverse effect on the implementation eftibsiness plan.

In connection with the implementation of the Comgaiusiness plan, management continues to reViewxisting businesses, including
portions of its communications business, to deteeniow those businesses will assist with the Cogipdocus on delivery of
communications services and reaching cash flowkenesn. To the extent that certain businesses dareomsidered to be compatible with the
delivery of communication services or with obtamirash flow breakeven objectives, the Company méyttese businesses. It is possible
that the decision to exit these businesses cosldtrim the Company not recovering its investmarthie businesses, and in those cases, a
significant charge to earnings could result.

On July 26, 2001, Level 3 announced that it hadrated its Senior Secured Credit Facility to perimi Company to acquire certain of its
outstanding indebtedness in exchange for sharesnofmon stock. During 2001, various issuances oeL8\s outstanding senior notes, se
discount notes and convertible subordinated naigs traded at discounts to their respective fa@coreted amounts. As of September 30,
2001, the Company had exchanged approximately $ili®n of its convertible subordinated debt folasés of its common stock valued at
approximately $61 million.

On September 10, 2001, the Company announceddtfast tier, wholly owned subsidiary, Level 3 Birce, LLC was commencing a
"Modified Dutch Auction" tender offer for a portiaf the Company's senior debt and convertible debtrrities. On October 23, 2001, Level
3 Finance announced that it had repurchased déhtaviace value of approximately $1.7 billion, placcrued interest, if applicable, for a
total purchase price of approximately $731 milli@he net gain on the extinguishment of the delofutling transaction costs and
unamortized debt issuance costs, is estimated appximately $935 million and will be recordedaasextraordinary item in the fourth
quarter of 2001.

Level 3 is aware that the various issuances dafutstanding senior notes, senior discount notecandertible subordinated notes continue to
trade at discounts to their respective face orededramounts. In order to continue to reduce futash interest payments, as well as future
amounts due at maturity, Level 3 or its affiliateay, from time to time, purchase these outstandétg securities for cash



exchange shares of Level 3 common stock for thetstamding debt securities pursuant to the exemtiovided by Section 3(a)(9) of the
Securities Act of 1933, as amended, in open mankptivately negotiated transactions. Level 3 withluate any such transactions in light of
then existing market conditions. The amounts ingdlin any such transactions, individually or in #yggregate, may be material.

Market Risk

Level 3 is subject to market risks arising frommdes in interest rates, equity prices and foreiginange rates. The Company's exposure to
interest rate risk increased due to the $1.37®bilbenior Secured Credit Facility entered intdh®y Company in September 1999, the
additional $400 million added to the Senior SecuCeedit Facility during the first quarter of 200ddathe commercial mortgages entered into
in 2000. As of September 30, 2001, the Companyboacbwed $1.125 billion under the Senior Secureed@facility and $233 million und
the commercial mortgages. Amounts drawn on the idsbiuments bear interest at the alternate baseord IBOR rate plus applicable
margins. As the alternate base rate and LIBORflateuate, so too will the interest expense on amt®borrowed under the credit facility and
mortgages. The weighted average interest rate lmasedtstanding amounts under these variable mateuiments of $1.4 billion at September
30, 2001, was approximately 6.7%. A hypotheticaféase in the variable portion of the weighted agerate by 1% (i.e. a weighted average
rate of 7.7%), would increase annual interest espef 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 interestesgeelated to the Lehman commercial mortgagenstllexceed 8% plus the original spread.
The agreement therefore caps the LIBOR portiomefiiterest rate at 8%. At September 30, 2001Ctimapany had $6.5 billion of fixed rate
debt bearing a weighted average interest rate2g®8. A decline in interest rates in the future wik benefit the Company due to the terms
and conditions of the loan agreements require tirafainy to repurchase the debt at specified premitihes Company has reduced its
exposure to interest rate risk by acquiring certaitstanding indebtedness in exchange for sharesnomon stock or cash. As a result of the
Modified Dutch Auction completed on October 22, 20the Company was able to reduce its fixed rabe detstanding to $4.8 billion. The
Company continues to evaluate other alternativdisnibinterest rate risk.

Level 3 continues to hold positions in certain pelpltraded entities, primarily Commonwealth Telepk and RCN. The Company accounts
for these two investments using the equity metfid@. market value of these investments was appragiynd479 million at September 30,
2001, which is significantly higher than their gang value of $112 million. The Company does natently have plans to dispose of these
investments, however, if any such transaction geclithe value received for the investments woeldffected by the market value of the
underlying stock at the time of any such transactf®20% decrease in the price of Commonwealthpgfedae and RCN stock would result in
approximately a $96 million decrease in fair vabdi¢hese investments. The Company does not cuyratilize financial instruments to
minimize its exposure to price fluctuations in dgecurities.

The Company's business plan includes developingansitructing telecommunications assets in Europefsia. As of September 30, 2001,
the Company had invested significant amounts oftakip both regions and will continue to exparglptesence in Europe and Asia
throughout 2001. The Company issued Euro 800 millioSenior Euro Notes in February 2000 as an evénbedge against its net
investment in its European subsidiaries. Due tchibtrically low exchange rates involving the UD®llar and the Euro during the fourth
quarter of 2000, Level 3 elected to set asideehgaining Euros received from the debt offeringstimthe third quarter of 2001, Level 3
elected to start funding its current European itimgsand operating activities with the Euros thadl fpreviously been set aside. Other than the
issuance of the Euro denominated debt and thergplafithe Euros, the Company has not made signifigse of financial instruments to
minimize its exposure to foreign currency fluctoas. The Company continues to analyze risk managestiategies to reduce foreign
currency exchange ris



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 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 July 27, 2001, the Company filed a Curregp&tt on Form 8-K announcing that it had amendedriédit agreement to permit Level 3
to acquire certain of its outstanding indebtedmesxchange for shares of its common stock.

On September 10, 2001 and September 25, 2001 aimp&hy filed Current Reports on Form 8-K disclodimat its wholly owned subsidiary
had taken actions with respect to a Modified Duciction tender offer for Level 3 senior notes andertible subordinated notes and that
Level 3 had posted on its web site certain "Quastend Answers" relating to the tender offers comeed by its subsidiary, Level 3 Finance,
LLC.
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