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Scott, Sandi L.

From: Bauske, Shelly A.

Sent: Tuesday, April 02, 2002 1:00 PM
To: Scott, Sandi L.

Subject: FW: Money Received......

From: Geiger, Gloria A.

Sent: Tuesday, April 02, 2002 12:01 PM
To: Bauske, Shelly A.

Cc: Geiger, Gloria A.

Subject: RE: Money Received......

Gloria Geiger

Administrative Staff Officer

North Dakota Public Service Commission
701-328-2401

fax 701-328-2133
gag@oracle.psc.state.nd.us

----- Original Message-----
From: Bauske, Shelly A.
Sent: Tuesday, April 02, 2002 10:36 AM
To: Geiger, Gloria A.
Subject: Money Received......

Case No. PU-2065-02-11
Level 3 Communications
$261.46

7700 8503 248 22011

20

PU-2065-02-11

$261.46 recewved

Pages: 0

by Levei 3 Communications. LLC

04/03/2002

CG: Comm Legal llona Jerry .



STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4799

This is to certify that public convenience and necessity
require, and permission is granted for Level 3
Communications, LLC, a telecommunications public utility, to
provide statewide local exchange telecommunications
services, with facilities, in North Dakota.

This certificate is issued in Case No. PU-2065-02-11
and is conditioned upon Level 3 Communications, LLC
securing the franchise or other authority of the proper
municipal or other authority for the exercise of these rights
and privileges.

Bismarck, North Dakota, March 13, 2002.

ATTEST: PUBLIC SERVICE COMMISSION

A lry.. 24

Executive Secretary

19 PU-2065-02-11 Pages: 1

7

Certificate No. 4799
by Public Service Commission

03/13/2002 CC: Comm Legal lilona Jerry .



STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 4798

This is to certify that public convenience and necessity
require, and permission is granted for Level 3
Communications, LLC, a telecommunications public utility, to
provide statewide interexchange (toll) telecommunications
services, with facilities, in North Dakota.

This certificate is issued in Case No. PU-2065-02-11
and is conditioned upon Level 3 Communications, LLC
securing the franchise or other authority of the proper
municipal or other authority for the exercise of these rights
and privileges.

Bismarck, North Dakota, March 13, 2002.

ATTEST: PUBLIC SERVICE COMMISSION

f@; 2/ 77, L4 %W&AL

Exegutive Secretary Comnlissoner

p -
18  PU-2065-02-11

Certificate No. 4798

by Public Service Commission

03/13/2002 CC: Comm Legal lllona Jerry . ‘



STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Level 3 Communications, LLC Case No. PU-2065-02-11
Local Exchange/Interexchange
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY CERTIFIED AND ORDINARY MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that:

she is over the age of 18 years and not a party to this action and, on the 14th day of
March, 2002, she deposited in the United States Mail, Bismarck, North Dakota, one
envelopes with certified postage, return receipt requested, fully prepaid, securely sealed
and each containing a photocopy of:

Order
The envelope was addressed as follows:

Michael Romano

Level 3 Communications, LLC

1025 Eldorado Blvd

Broomfield CO 80021

Cert. No. 7001 2510 0005 8655 6414

Each address shown is the respective addressee’s last reasonably ascertainable post

office address.
Subscribed and sworn to before me A\

this 14th day of March, 2002 Mg gé& %Q/

L Naotary Public
SEAL SANDRAL. SCOTT

Notary Public, STATE OF NORTH DAKOTA
My Commission Expires JUNE 11, 2004

o ———— - R —— e e . —_

i’

{ 17  PU-2065-02-11 Pages: 1

Affidavit of Service
by Public Service Commission

| 03/14/2002 CC: Comm Legal lilona Jerry .



Public Service Commission
State of North Dakota

COMMISSIONERS
600 E Boulevard Ave. Dept. 408
Susan E. Wefald, President Bismarck, North Dakota 58505-0480
Leo M. Reinbold web: www.psc.state.nd.us
Anthony T. Clark e-mail: sab@oracle.psc.state.nd.us
TDD 800-366-6888
Executive Secretary Fax 701-328-2410
Jon H. Mielke ] Phone 701-328-2400

March 14, 2002

Michael Romano

Level 3 Communications LLC
1025 Eldorado Blvd
Broomfield CO 80021

Dear Mr. Romano:
On March 13, 2001, the Commission issued Certificate of Public Convenience and
Necessity Nos. 4798 and 4799 to Level 3 Communications, LLC to provide facilities-

based local exchange and interexchange telecommunications services in North Dakota,
Case No. PU-2065-02-11. The original certificates are enclosed.

If you have any questions, please call me at 701-328-4076.

Sincerely,

Sharon Helbling
Public Utilities Division

Sdh

16  PU-2065-02-11 Pages: 1
Letter re approval

by Public Service Commission

03/14/2002 CC: Comm Legal llona Jerry .



APPROVED MOTION

DATE: 3~/ 3-0Z2
e March 13, 2002

Level 3 Communications Inc. Case No. PU-2065-02-11
Local Exchange/interexchange
Public Convenience and Necessity

| move the Commission adopt the Order and issue certificates of public
convenience and necessity authorizing Level 3 Communications, LLC to provide
facilities-based competitive local exchange and interexchange telecommunications

services throughout North Dakota, Case No. PU-2065-02-11.

JRL/sdh

15 PU-2065-02-11 Pages: 1

Motion
by Public Service Commission

03/13/2002 CC: Comm Legal lllona Jerry .



STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

Level 3 Communications, LLC Case No. PU-2065-02-11
Local Exchange/interexchange
Public Convenience and Necessity

ORDER
March 13, 2002

On January 8, 2002, Level 3 Communications, LLC (Level 3) of Broomfield,
Colorado filed an application for certificates of public convenience and necessity to
provide facilites-based  competitive local exchange and interexchange
telecommunications services throughout North Dakota.

On January 16, 2002, the Commission issued a Notice of Opportunity for
Hearing, which provided until February 19, 2002 for receiving comments or requests for
hearing. No requests for hearing were received. The Commission’s notice identified
the following issues to be considered in this matter:

1. Fitness and ability of the applicant to provide service.
2. Adequacy of the proposed service.
3. The technical, financial and managerial ability of the

applicant to provide service.

On January 18, 2002, the Rural Telephone Company Group filed comments
requesting that any order granting the application should include limitations included in
previous cases to preserve the “rural safeguard” rights of rural telephone companies
under 47 U.S.C. 251(f).

On January 22, 2002 the Public Service Commission’s Director of Accounting
filed a memorandum indicating that Level 3 has the financial ability to provnde
telecommunications service in North Dakota.

On February 27, 2002, the Commission conducted an informal hearing of Level
3’s application.

Level 3 is a Delaware limited liability company and a wholly owned subsidiary of
(iYStructure, Inc. f/k/a PKS Information Services, Inc, which in turn is a wholly-owned
subsidiary of Level 3 Communications, Inc. Level 3 is authorized to provide service in
all 50 states and has been registered in North Dakota as a reseller of local and
interexchange services since April, 1999. Biog(aph[cgl information indicates that Level

;14 PU-2065-02-11 Pages: 2
! Order granting application

by Public Service Commission

03/13/2002 CC: Comm Legal llona Jerry .



3's management and key personnel have extensive telecommunications operational
experience and technical expertise. The Commission finds Level 3 is fit, able, and has
the technical, financial and managerial ability to provide service.

Level 3 intends to provide local and interexchange services using a combination
of its own facilities along with leased facilities or resold services of other carriers. The
services include local exchange access and usage services as well as long distance
interexchange services. The Commission finds Level 3's proposed service adequate.

In this Case, as in other cases in which statewide authority was requested, the
Commission will adhere to the precedent established in the AT&T certificate case, Case
No. PU-453-96-83. In AT&T, the Commission held that its determination of the public
interest with regard to the service territories of rural telephone companies is subject to
any future proceedings under Section 251(f)(1) or (2) of the Telecommunications Act of
1996 (47 U.S.C. §251(f)(1) or (2)). The Commission also held that granting the
certificate on a statewide basis is not a ruling that affects the rights of specific rural
telephone companies under 47 U.S.C. §251(f).

Order
The Commission Orders:
1. The application of Level 3 Communications Inc. for certificates of public
convenience and necessity to provide facilities-based competitive local exchange and

interexchange telecommunications services throughout North Dakota is GRANTED.

2. Granting Level 3 a certificate to provide local exchange service on a statewide
basis does not affect the rights of rural telephone companies under 47 U.S.C. §251(f).

PUBLIC SERVICE COMMISSION

A ny T. Clark Susan E.&glffald Leo M. Reinbold

Commissioner Presi t Commissioner

Order in Case No. PU-2065-02-11
Page 2



APPROVED
DATE: 373 -02
MOTION Kne=

March 13, 2002

Level 3 Communications, LLC Case No. PU-2065-02-11

Local Exchange/Interexchange
Public Convenience & Necessity

| move the Commission bill Level 3 Communications, LLC for costs
incurred to date in Case No. PU-2065-02-11, Level 3 Communications, LLC,

Local Exchange/Interexchange, Public Convenience & Necessity.

13 PU-2065-02-11 Pages: 3

Utility Valuation Motion/Letter/Billing

Statement .
by Public Service Commission

03/13/2002 ) CC: Comm Legal lllona Jerry .



Public Service Commission
State of North Dakota

COMMISSIONERS

600 E Boulevard Ave. Dept. 408

Susan E. Wefald, President Bismarck, North Dakota 58505-0480

Leo M. Reinbold web: www.psc.state.nd.us

Anthony T. Clark e-mail: sab@oracle.psc.state.nd.us

TDD 800-366-6888

Executive Secretary - Fax 701-328-2410
i Phone 701-328-240

Jon H. Mielke March 1 3, 2002 one 0

Michael Romano

Level 3 Communications LLC
1025 Eldorado Bivd
Broomfield CO 80021

RE: Case No. PU-2065-02-11
Level 3 Communications, LLC
Local Exchange/Interexchange
Public Convenience & Necessity

Enclosed is a copy of the statement approved at the March 13, 2002 Public
Service Commission meeting for the expenses incurred to date in Case No.
PU-2065-02-11.

Under N.D.C.C. 49-21-01.7, these expenses are billed through the Valuation
Fund and must be paid for by the telecommunications company involved.

Please make your check payable to the Public Service Commission.

Sincerely,

riayGeiger
Admin Staff Officer
: 701-328-2401
Enc.



Billing Statement

March 13, 2002

Level 3 Communications, LLC Case No. PU-2065-02-11
Local Exchange/Interexchange
Public Convenience & Necessity

Bill To:

Level 3 Communications, LLC .........cccoeoeiveninnnil. $261.46

Expenses Incurred to Date:

Advertising Costs $261.46

Send Payment and a Copy of this Statement To:
Public Service Commission

600 E Boulevard Ave Dept 408

Bismarck ND 58505-0480

Federal Tax ID 45-0309764



PU-2478-01-18

PU- 2065-02-11

PU-2641-02-27

PU-2641-02-39

PU-1264-02-60

18 PU-2478-01-18

Informal hearing held

by Public Service Commission

02/27/2002 CC: Comm Legal lllona, Pat, Jerry Mike .

INFORMAL AGENDA

February 27, 2002

KMC Telecom V, Inc.
Local Exchange
Public Convenience and Necessity

Level 3 Communications, LLC
Local Exchange/lnterexchange
Public Convenience and Necessity

Inter-Community Telephone Company, L.L.C.

Local Exchange
Public Convenience and Necessity

Inter-Community Telephone Company, L.L.C.

Designated Eligible Carrier
Application

North Dakota Telephone Company
Service Charges

Pages: 0

CC: Comm Legal PUD (3)

Tariff
8 PU-2641-02-27
Informal hearing held
by Public Service Commission
02/27/2002
Pages: 0

6 PU-2641-02-39

Informal hearing held

Pages: 0

by Public Service Commission

CC: Comm Legal PUD (3)

Pages: 0

0272712002
A2 PU-2065-02-11 Pages: 0
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Informal hearing held PU-1264-02-60
by Public Service Commission Informal hearing held
0212712002 CC: Comm Legal lllona Jerry . by Public Service Commission

02/27/2002

CC: Comm Legal lllona Pat .



Michael R. Romano
Director — State Regulatory Affairs

- (720) 888-7015 (Tel)
Level (3) (720) 888-5134 (Faex)

COMMUNICATIONS

February 21, 2002

VIA OVERNIGHT DELIVERY

Jon Mielke

Executive Secretary

North Dakota Public Service Commission
600 East Boulevard

Bismarck, ND 58505-0480

Re:  Case No. PU-2065-02-11
Application of Level 3 Communications, LLC

Dear Mr. Mielke:

Enclosed please find an original and eight (8) copies of the Affidavit of Michelle
Krezek on behalf of Level 3 Communications, LLC for filing in the above-referenced
Case. 1 would appreciate it if you would date-stamp and return the extra copy of the
Affidavit to me in the self-addressed, postage-paid envelope provided.

Thank you for your attention to this matter. Please do not hesitate to contact me if
you have any questions regarding this filing.

Sincerely,

iTEn—

Michael R. Romano

cc: Jerry Lein
Michael A. Bosh

PU-2065-02-11 Pages: 3
Affidavit of Michelle Krezek

by Level 3 Communications, LLC

02/22/2002 CC: Comm Legai lllona Jerry .

Level 3 Communications, LLC 1025 Eldorado Boulevard  Broomfield, Colorado 80021
www.Level3.com



BEFORE THE
STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Application of

Level 3 Communications, LLC

for Certificates of Public Convenience Case No. PU-2065-02-11
and Necessity to Provide Facilities-based

Competitive Local Exchange and

Interexchange Telecommunications

Services throughout North Dakota

County of Broomfield )
) ss:
State of Colorado )
AFFIDAVIT OF
MICHELLE KREZEK

ON BEHALF OF LEVEL 3 COMMUNICATIONS, LLC

Before me, the Undersigned Authority, on this al day of February, 2002,
personally appeared who, being duly sworn, deposed and said the following:

1. I am over the age of 21, of sound mind, and competent to testify to the matters
stated herein. I am the Director of Interconnection Services for Level 3 Communications,
LLC (“Level 3”). I am authorized to execute this Affidavit on behalf of Level 3, and
have personal knowledge of the facts and statements herein.

2. On January 8, 2002, Level 3 filed an application with the North Dakota Public
Service Commission (“Commission”) seeking authority to provide facilities-based
telecommunications services throughout the State of North Dakota.

3. Level 3 is well qualified to provide telecommunications services in North Dakota.
Its fitness and ability to provide service has already been recognized by virtue of the
Commission’s prior issuance to Level 3 of Certificates No. 616 and 617 to provide resold
intrastate telecommunications services. In addition, Level 3’s fitness and ability to
provide service can be demonstrated by the fact that it is authorized to provide
telecommunications services in fifty states and the District of Columbia. Level 3
operates as a facilities-based provider of telecommunications services in approximately
thirty-six states and the District of Columbia.

4. Level 3’s services will offer North Dakota consumers an effective competitive
choice for telecommunications. Through its experiences operating in other jurisdictions,
Level 3 has demonstrated its capability to deliver quality services to its customers. Level



3 initially plans to lease facilities from established carriers in North Dakota. Level 3 also
plans to utilize its own state-of-the-art equipment and equipment leased from other
providers in connection with those facilities to deliver high-quality services to consumers.
Level 3 will install equipment and construct or lease transport facilities as needed to
ensure adequate and reliable connections with the incumbent local exchange carriers and
other telecommunications providers, such as competitive local exchange carriers and
interexchange carriers. In terms of network operations, maintenance, and customer
service, Level 3 maintains a national Network Operations Center and national customer
service centers that monitor the network continuously and are available on an around-the-
clock basis to respond to customer concerns.

5. Level 3 is well qualified from a technical, financial, and managerial perspective to
provide services in North Dakota. With respect to technical capability, Level 3’s
experiences in building and operating a long-haul fiber-optic network and numerous
metropolitan fiber networks — as well as providing services in approximately thirty-seven
jurisdictions and interconnecting with the incumbent local exchange carriers in those
jurisdictions — have provided it with the technical and operational expertise necessary to
deliver quality services in North Dakota. In terms of financial capability, Level 3 has
access to the financing and capital necessary to provide the proposed services in North
Dakota. Level 3 Communications, Inc., the parent company of Level 3, provides
financial support to Level 3’s operations as needed to deploy equipment and facilities and
deliver services. The most recent annual report of Level 3 Communications, Inc. as filed
with the U.S. Securities and Exchange Commission was provided as Exhibit C to Level
3’s application in this case. This report shows that Level 3 will have access to the
financial resources necessary to provide the proposed services in a reliable manner.
Finally, with respect to managerial qualifications, Level 3’s management team has
decades of experience in the telecommunications industry. The biographies of key Level
3 managers, which show extensive experience with providers such as MFS and MC],
were provided as Exhibit B to Level 3’s application. These biographies demonstrate that
Level 3’s management is qualified to execute on its business plan and deliver the
intended services to North Dakota consumers.

6. Further Affiant say not.

Mokt g et

Michelle Krezek

\ \.\mmcmm ity
\\S AR l //,,

vl
Sworn and Subsel’l {0 befom’kf@ this 2 ) /d/ay of February, 2002, to certify which
w1tnessmyhar§ NOTA R y'
A ?M%ﬂﬁw <
”’/,’y .
/,”?Ols o o\‘§\ R

My Commission explﬁ‘!s%mq“‘“‘ g B0 200

TR O

o PusLIC

{7
""flmmmm\“‘

/% ceoe
“n



>

State of North Dakota)

)
County of Burleigh )

®
Affidavi F f~P'

‘ 1 ™yt

a
|

ub‘l”icahon

__

3

, being duly sworn, state as follows:

1. I'am the designated agent, under the provisions and for the purposes of, Section 31-04-06,
. NDCQC, for the newspapers listed on the attached exhibits.

2. The newspapers listed on the exhibits published the advertisement of:

_pPye]

2 Comm LLC

]

time(s)

as required by law or ordinance.

3. All of the listed newspapers are legal newspapers in the State of North Dakota and, under the
provisions of Section 46- 05 01, NDCC, are qualified to publish any public notice or any matter

requ%or ordm
Signed:
J /

Subscribe

nd sworn to before me this

“'LAURIE SCHAFFER
Notary Public; STATE OF NORTH DAKOTA
My Commission Expires DEC 1, 2005 :

10

PU-2065-02-11

Affidavit of Publication

%ﬂnted ublished in a newspaper in North Dakota.

day of m A [@ 0.7.000

Pages: 1

by North Dakota Advertising Service, Inc.

02/11/2002

CC: Comm Legal lllona Jerry .
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a'Advertising Serwce Inc.

marck, ND 58501-0567 « PHONE (701) 223-6397 « FAX (701) 223-8185 » www.ndna.com

Date: @az/@5/2 @@d ' Page: i

To:
JON H. MIELKE
PUBLIC SERVICE COMMISSION
STATE CARITOL
BISMARCK ND 585@S

Client: Fublic Service Commission - S Order: Q2QiLPPG
Newspaper Date Inches Page# Rate Amount
Bismarck Tribune tevel 3 Co @i/22/2@@2 43,00 SFRE @.61 2b. 23
Devils Lake Daily Journal Level 3 Co @1/22/20@2 45.0@ SFRE @a.57 £25. 65
Dickinson Fress tevel 3 Co @l/83/2@G@2 48.0& SFR2 @. 52 24. 96
Fargo, The Forunm Level 3 Co @i1/28/20@2 44.0@ SFR2 @.73 ac. 12
Grand Forks Herald Level 3 Co @i/22/2062 42,08 SPRe @.61 25. 62
Jamestown Sun Level 3 Co @Qi/22/2@0@2 S3. 0@ SPRE a.5e 6. 5@
Minot Daily News Level 3 Co @1/2 d/d@@d S1.@@ SFR2 @. 42 21. 42
Valley City Times-Record Level 3 Co @1/22/2002 48.@d SPR2 @. 52 24.96
Wahpeton Daily News Level 3 Co @1/23/2@@2 48, 0@ SPRZ @a. 52 24,96
Williston Herald Level 3 Co @1/22/20@02 44.08 SFR2 @. 66 £29.04
*#% ADVERTISING TOTAL 261, 46
*## TOTAL DUE 261. 46
10 PU-2065-02-1 1 Pages; 1
Affidavit of Publication
by North Dakota Advertising Service, Inc.
02/11/2002 CC: Comm Legal lliona Jerry .

This invoice is due and payable upon receipt. Unpaid items over 30 days from invoice date are subject to afinance charge. The finance charge is computed by a periodic rate
of 1 3/4 percent per month (or aminimum charge of 50 cents for balances of under $50), which is an annual percentage rate of 21 percent.
Totat unpaid balance may be paid at any time.

Please pay from this invoice — No statement will be sent. Return duplicate with remittance to North Dakota Advertising Service, Inc.



STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Level 3 Communications, LLC Case No. PU-2065-02-11

Local Exchange/Interexchange
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY CERTIFIED AND ORDINARY MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that:

she is over the age of 18 years and not a party to this action and, on the 22nd day of
January, 2002, she deposited in the United States Mail, Bismarck, North Dakota, one
envelopes with certified postage, return receipt requested, fully prepaid, securely sealed
and each containing a photocopy of:

Staff Memo on Financial Ability
The envelope was addressed as follows:
Michael Romano
Level 3 Communications, LLC
1025 Eldorado Blvd

Broomfield CO 80021
Cert. No. 7099 3220 0002 8483 1280

Each address shown is the respective addressee's last reasonably ascertainable post
office address. '

SanensL st
o

&

! Notary Public

Subscribed and sworn to before me
this 22nd day of January, 2002.

SEAL

tary Public, STATE OF NORTH DAKOTA
mgmmlssion Explres JUNE 11, 2004

\ SANDRA L. SCOTT

9 PU-2065-02-11 Pages: 1

Affidavit of Service
by Public Service Commission

' 01/22/2002 CC: Comm Legal lllona Jerry .



Memorandum ‘o
. - j CL cl..x"‘\ : J
To: Jon Mielke D‘dﬁ-—v o EEG IR SCCREARY
From: Mike Diller 2+
Date: January 22, 2002

Re: Level 3 Communications, LLC
Local Exchange/lnterexchange Application
Case No. PU-2065-02-11

The following is written to provide the commission with a very limited
review of this case regarding Level 3 Communications’ financial ability to
provide service.

Level 3 Communications is publicly traded under the symbol “LVLT.”
Staff reviewed the financial information provided noting positive
stockholder equity of approximately $4.5 billion.

Based on its review, staff concludes that Level 3 Communications has
access to sufficient equity to provide service in North Dakota.

Staff sees no reason to deny this application.

In accordance with the Commission’s wishes, staff will serve this
document on the applicant.

8 PU-2065-02-11 Pages’ 1
Staff Memo on Financial Ability

by Public Service Commission

01/22/2002 CC: Comm Legal lllona Jerry .



ROGER O. HERIGSTAD
MARK F. PURDY
DONALD A. NEGAARD
JAMES E. NOSTDAHL
CAROL K. LARSON
DAVID J. HOGUE
REED A. SODERSTROM
MARK R. HAYS

January 17, 2002

Jon Mielke, Executive

3|

LAW OFFICES OF .
PriNnGLE & HERIGSTAD, P.C. MICHAEL A. BOSH
) BRENT M. OLSON
DENISE C. HAYS
DEBRA L. HOFFARTH

BREMER BANK BUILDING
20 SW 1ST STREET
POST OFFICE BOX 1000

MINOT, NORTH DAKOTA 58702 OF COUNSEL
(701) 852-0381 HERBERT L. MESCHKE

FAX (701) 857-1361 JAN M. SEBBY
E-mail: pringle@ndak.net RETIRED

THOMAS A. WENTZ

Secretary

Public Service Commission

600 E. Boulevard Ave

Bismarck, ND 58505-0480

LEVEL 3 COMMUNICATIONS, LLC/CASE NO. PU-2065-02-11 - PC&N APPLICATION

On behalf of the “Rural Telephone Company Group,” we file the enclosed Comments
(original plus seven copies) regarding the above-named application for a certificate of
public convenience and necessity to provide facilities-based competitive local exchange
and interexchange telecommunications services “throughout North Dakota.”

Very truly yours,

1nad N S /\\\\’\/
Michael A. Bosh /’L,
Pririgle & Herigstad, P.C. -
W
jb
enc.

cc/enc: Michael Romano, Director, State Reg. Affairs -
Level 3 Communications, LLC

7 PU-2065-02-11 Pages: 1

Cover letter re the comments

by Rural Teiephone Company Group by Michael A Bos
01/18/2002 CC: Comm Legal lilona Jerry .



STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

Level 3 Communications, LLC Case No. PU-2065-02-11
Local Exchange/lnterexchange
Public Convenience & Necessity

COMMENTS
OF
RURAL TELEPHONE COMPANY GROUP

The Rural Telephone Company Group (RTCG) is a group of telecommunications
carriers, each of which is an “incumbent local exchange carrier” and a “rural telephone
company” under the federal Telecommunications Act of 1996 (the Act) and each has legal
interests in this case under the Act.

The Rural Telephone Company Group includes:

BEK Communications Cooperative

Consolidated Telcom

Dakota Central Telecommunications Cooperative and Dakota Central Telecom |

Dickey Rural Telephone Cooperative and Dickey Rural Communications, Inc.

[Inter-Community Telephone Company, LLC and Inter-Community Telephone
Company I, LLC

Midstate Telephone Company and Midstate Communications, Inc.

North Dakota Telephone Company

Northwest Communications Cooperative

Polar Communications Mutual Aid Corporation and Polar Telecommunications, Inc.

Red River Rural Telephone Association and Red River Telecom, Inc.

Reservation Telephone Cooperative

SRT Communications, Inc.

United Telephone Mutual Aid Corporation and Turtle Mountain Communications

West River Telecommunications Cooperative

1 . &  PU-2085-02-11 Pages: 3

Comments
by Rural Telephone Company Group by Michael A Bos
01/18/2002 CC: Comm Legal liona Jerry .



In PSC Case No. PU-453-96-83, AT&T applied for and was granted a certificate of
public convenience and necessity to provide local telecommunications service throughout
the State of North Dakota, subject to limitations in the Commission’s Order:

“8. Public convenience and necessity requires the granting of a statewide
certificate to AT&T to provide local service. However, the Commission’s
determination of the public interest with regard to the service territories of
rural telephone companies is subject to any future proceedings under
§251(f)(1) or (2) of the Act.

9. Granting AT&T'’s application for a statewide certificate is not a ruling that
affects the rights of specific rural telephone company pursuant to 447 U.S.C.

§251(f).”

In PSC Case No. PU-987-96-390, Sprint applied for and was granted a certificate
of public convenience and necessity to provide local telecommunications service
throughout the State of North Dakota, subject to limitations based on the precedent
established in the AT&T case:

“One issue which has been addressed in other Certificate of Public
Convenience and Necessity cases was raised by the intervener, NDATC.
This issue concerns rural telephone companies and what effect the grant of
a certificate would have on them. NDATC identified its interest in this
proceeding, and the interests of its members, as a concern that the grant of
a certificate of public convenience and necessity not defeat the rural
protections provided by the Telecommunications Act of 1996.

The Commission agrees with NDATC that the question is important
and must be addressed. This issue will apply to all certificate requests
affecting any service area of any rural telephone company in North Dakota.
It is the opinion of the Commission that in all such cases, any determination
of public interest is subject to future proceedings regarding rural protections
or exemptions.

In the instant case the Commission will adhere to the precedent
established in the AT&T certificate case, Docket No. PU-453-96-83, on this
issue. In AT&T, the Commission held that its determination of the public
interest with regard to the service territories of rural telephone companies is
subject to any future proceedings under Section 251(f)(1) or (2) of the
Telecommunications Act of 1996 (47 U.S.C. §251(f)(1) or (2)). The
Commission also held that granting the certificate on a statewide basis is not
a ruling that affects the rights of specific rural telephone companies under
47 U.S.C. §251(f). Both Sprint and NDATC agree that the qualifications
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expressed in the AT&T case appropriately apply to Sprint's request for a
statewide certificate of public convenience and necessity. The inclusion of
these conditions satisfies NDATC’s concerns, and is not objectionable to
Sprint.”

The AT&T precedent has been cited at least one time following the Sprint case, in
Case No. PU-1693-97-269, where a statewide certificate was granted to Eclipse
Communications Corp (a subsidiary of Western Wireless Corporation), subject to the rights
of rural telephone companies under 47 U.S.C. 251(f).

In reliance on the precedent established by the Commission in the AT&T, Sprint and
Eclipse/Western Wireless cases, the RTCG does not request intervention and does not
request a hearing on the pending application. The RTCG does request that any order
issued to grant the pending application should include limitations substantially the same
as those in the AT&T, Sprint and Eclipse/Western Wireless cases, to preserve the “rural
safeguard” rights of rural telephone companies under 47 U.S.C. 251(f).

Dated this 17th day of January 2002.

PRINGHE & HERIGSTAD, P.C.

ichael A. Bosh (ND #5313)
eys for RTCG

Bremer Bank Bldg., 2nd Floor
20 - 1st Street SW

P.O. Box 1000

Minot, ND 58702-1000

CERTIFICATE OF SERVICE

A true and correct copy of the foregoing Comments of Rural Telephone Company
Group was, on the 17th day of January, 2002, mailed to:

Michael Romano
Director, State Regulatory Affairs
Level 3 Communications, LLC
1025 Eldorado Blvd.
Broomfield, CO 80021

f(/?a\a.QJL Qudn

ichael A. Bosh




STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Level 3 Communications, LLC . Case No. PU-2065-02-11
Local Exchangel/lnterexchange
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY CERTIFIED AND ORDINARY MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that:

she is over the age of 18 years and not a party to this action and, on the 17th day of
January, 2002, she deposited in the United States Mail, Bismarck, North Dakota, one
envelopes with certified postage, return receipt requested, fully prepaid, securely sealed
and each containing a photocopy of:

Notice of Opportunity for Hearing
The envelope was addressed as follows:

Michael Romano

Level 3 Communications, LLC

1025 Eldorado Bivd

Broomfield CO 80021

Cert. No. 7099 3220 0002 8483 1181

Each address shown is the respective addressee's last reasonably ascertainable post

office address. \ZW/M

Subscribed and sworn to before me

this 17th day of January, 2002.
</z<.._ %

Notary Public
SANDRA L. SCOTT

Notary Public, STATE OF NORTH DAKOTA
My Commission Expires JUNE 11, 2004

SEAL

5 PU-2065-02-11 Pages: 2

Affidavits of Service

by Public Service Commission

01/17/2002 CC: Comm Legal liiona Jerry .



STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Level 3 Communications, LLC Case No. PU-2065-02-11
Local Exchange/interexchange '
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY ORDINARY AND ELECTRONIC MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that:
she is over the age of 18 years and not a party to this action and, on the 17th day of
January, 2002, she deposited in the United States Mail, Bismarck, North Dakota,
envelopes by first class mail, fully prepaid, securely sealed, each containing a
photocopy of:

Notice of Opportunity for Hearing

- The envelopes were addressed as follows:

See Attached List

Each address shown is the respective addressee's last reasonably ascertainable post

Subscribed and sworn to before me
this 17th day of January, 2002.

office address. ,

Notary Public

SEAL | SANDRA L. SCOTT
Notary Public, STATE OF NORTH DAKOTA
My Commission Expires JUNE 11, 2004




mannawiz@pacbell.net
Larry Manna

Compuwiz
1012 Industrial Blvd
South Lake Tahoe CA 96150

ruth.holder@teligent.com
Ruth Holder

jlchapman@acomminc. com
Jerry Chapman
Acomm Inc

510 1st Ave N Ste 203
Minneapolis MN 55403-0343

jbrowne@lga.att.com
Janet Browne

ATE&T
1875 Lawrence St 14th Fl1
Denver CO 80202

jtmgrebektel.com
Jerome Tishmack

BEK Communications Cooperative

PO Box 230
Steele ND 58482-0230

Cl2 Inc
200 Galleria Pkwy Ste 1200
Atlanta GA 30339

Citizens Telecomm Co of Minnesota

3 High Ridge Park
Stamford CT 06905

ltade@czn.com
Lance Tade

Citizens Telecomm of ND

wbrudvik@ohr-*+adlaw.com
William B: vik

donlee@martin-associates.com
Don Lee

Advanced Telcom Inc
110 Stony Point Rd Ste 200 .
Santa Rosa CA 95401

smassey@bepc.com
Sheryl Massey

Basin Electric Power Coop
1717 E Interstate Ave
Bismarck ND 58501-0564

jtmgrebektel .com
Jerome Tishmack.

BEK Communications I Inc
PO Box 230
Steele ND.58482-0230

laurie.sims@connect.com
Laurie Sims

CCCND 1Inc
124 W Capitol Ave Ste 250
Little Rock AR 72201

Citizens Telecomm Co of ND
3 High Ridge Pk
Stamford CT 06905

Daniel L Barth
Comm South Companies Inc

2909 N Buckner Blvd Ste 800
Dallas TX 75228



Computer Integrated Communications Inc
8502 Bells Mill Rd
Potomac MD 20854-4071

Consolidated Telcom
507 S Main
Dickinson ND 58601

paul@consolidatedtelcom. com
Paul Schuetzler

Consolidated Telcom Inc
‘PO Box 1077
Dickinson ND 58601-1077

Robert Hill
Daktel Communications LLC

P O Box 299
Carrington ND 58421-0299

Dickey Rural Services Inc
P O Box 69
Ellendale ND 58436

DIECA Communications Inc
2330 Central Exprswy
Santa Clara CA 95050

Essential.com Inc
1 Burlington Woods
Burlington MA 01803-4503

Evercom Systems Inc
P O Box 167707
Irving TX 75016-7707

ken@staff.ct *“el.com
L Dan Will mson

Consolidated Comm Networks Inc
PO Box 1077
Dickinson ND 58601-1077

kene@staff.ctctel.com
L Dan Wilhelmson

Consolidated Telcom
PO Box 1077
Dickinson ND 58601—1077

Contact Communications
937 W Main St
Riverton WY 82501

Dave Dircks -
DCN LLC

P O Box 180
Devils Lake ND 58301-0180

drtcedrtel .net
Darren Moser

Dickey Rural Telephone Cooperative
PO Box 69
Ellendale ND 58436-0069

jkirby@excel.com

Jerry Kirby

eMeritus Communications Inc
8750 N Central Expswy Ste 2000

Dallas TX 75231 - ' ;,

Essex Communications Inc
543 Main St
New Rochelle NY 10801-7214

eVulkan Inc
1 River Ct Apt 1408
Jersey City NJ 07310-2006"



jkirbye@excel.com

Jerxry Kirby

Excel Telecommunications Inc
8750 N Central Expswy Ste 2000
Dallas TX 75231

meredith.giffordegecapital.com
Meredith Gifford

GE Business Productivity Solutions Inc
6540 Powers Ferry Rd
Atlanta GA 30339

Global Tel*Link Corporation
2609 Cameron St
Mobile AL 36607

cooperstown@mlgc. com
Ray Brown

Griggs County Telephone Company
Cooperstown ND 58425

holdetexas.net
Dana Wilson

Home Owners Long Distance Inc
8647 Wurzbach Rd #M-1
San Antonio TX 78240-1245

Julia Waysdorf
ICG Telecom Group Inc

161 Inverness Dr W
Englewood CO 80112

jamie@ignus.com
Jamie Kubik
Ignus Inc

P O Box 9202

Fargo ND 58106-9202

kandere@ictc.com
Keith Anderson

Inter-Community Telephone Co
PO Box 8
Nome ND 58062-0008

Dave Wate.

Fairpoint Communications Solutions

17 Columbia Cir
Albany NY 12203-5156

glenn.richards@shawpittman.com
Glenn Richards

Glenn Richards
ShawPittman
2300 N St NW

Global Telelink Services Inc

1455 01ld Alabama Rd Ste 100

Roswell GA . 30076-2134 "

rlaqua@rrv.net
Ronald Laqua -

Halstad Telephone Company
PO Box 55
Halstad MN 56548-0055

HTC Services Inc
P O Box 55
Halstad MN 56548

carl.billek@corp.idt.net
Carl Billek

IDT America, Corp.
520 Broad.St 7th F1-
Newark NJ 07102

karen.johnson@integratelecom.com
Karen Johnson

Integra Telecom of North Dakota Inc

19545 Von Neumann Dr Ste 200
Beaverton OR 97006-6902

kander@ictc.com
Keith Anderson

Inter-Community Telephone Co.
PO Box 8
Nome ND 58062-0008



itci®hcctel .net
Bruce Reuber

Interstate Telcom Consulting Inc

130 Birch Ave W
Hector MN 55342-0668

Neil Schmid

Ionex Communications North Inc

5710 LBJ Frwy Ste 215
Dallas TX 75240

James Valley Coop Telephone Co

P O Box 69
Ellendale ND 58436-0069

KMC Telecom V Inc
1545 Rt 206
Bedminster NJ 07921

Steven Katka
Loretel Systems Inc

13 E 4th Ave
Ada MN 56510

susan.a.travis@wcom.com
Susan Travis

MCI Worldcom
201 Spear St 9th Fl
San Francisco CA 94105

McKenzie Consolidated Telecom LLC

P O Box 1140
Watford City ND 58854-1140

wheaston@mcleodusa.com
William Heaston

McLeodUSA
P O Box 3177
Cedar Rapids IA 52406-3547

Intrado Communications Inc
6285 Lookout Rd
Boulder CO 80301

IPVoice Communications Inc
7585 E Redfield RA Ste 202
Scottscale AZ 85260-6938

anewell@jato.net
Andrew R Newell

JATO Operating Two Corp
600 17th St Ste 18005
Denver CO 80202-5441

Local Telcom Holdings LLC
485 Madison Ave 15th F1l
New York NY 10022-5803

marcus.milam@attws-sf.com
Marcus Milam

Marcus Y Milam

Michel Murray-
MCI WorldCom Inc

707 17th St Ste 3600
Denver CO 80202

john_sullivan@cable.comcast.com
John Sullivan

McLeodUSA

Amy Ibis

McLeodUSA

5100 S McLeod Ln

Sioux Falls SD 57108-2207



knations@mmfn.com
Karen Nations

Metromedia Fiber Network Services Inc
360 Hamilton Ave
White Plains NY 10601

sbunn@mlgc. com
Shelie Bunn

Moore & Liberty Telephone Co
Enderlin ND 58027

dhill@ndarec.com
Dennis Hill

ND Assn Rural Electric Coops
- PO Box 727
Mandan ND 58554-0727

info@newaccess.cc
Steven C Clay

New Access Communications LLC
‘120 S 6th St Ste 3850
Minneapolis MN 55402-1838

lclemens@nft.net
Larry Clemens

Noonan Farmers Tele Co
Noonan ND 58765

Dave Dircks

North Dakota Long Distance -Inc
P O Box 180

" Devils Lake ND 58301-0180

klundeénccray.com
Kenneth Lund

Northwest Communications Corp
PO Box 38
Ray ND 58849-0038

ddunning@polarcomm.com
David Dunning

Polar Telcom Inc
PO Box 270
Park River ND 58270-0270

gerrya@midri--~rs.com
Gerry Ande on

Mid-Rivers Telephone Coop Inc
PO Box 280
Circle MT 59215-0280

hfuglest@ndarec.com
Harlan Fugelsten

ND Assn Rural Electric Coops
PO Box 727
Mandan ND 58554-0727

pschaner@ndarec.com
Patti Schaner

ND Assn Rural Electric Coops
PO Box 727
Mandan ND 58554-0727

New Edge Network Inc
3000 Columbia House Blvd Ste 106
Vancouver WA 98661

rer@norlight.com
Robert E Rogers -

NorLight Inc
275 N Corporate Dr
Brookfield WI 53045

pat@ndta.net

Patricia Gisinger

North Dakota Telephone Assoc
PO Box 2614 -

Bismarck ND 58502-2614

ddunnihg@polarcomm.com
David Dunning

Polar Commun Mut Aid Corp
PO Box 270
Park River ND 58270-0270

ddunninge@polarcomm. com
David Dunning

Polar Telecommunications Inc
PO Box T
Park River ND 58270



Jeff Walker 4
Preferred Carrier Services Inc

14681 Midway Rd Ste 105
Dallas TX 75001

mpbosh@minot .ndak.net
Mike Bosh

Pringle and Herigstad P C
PO Box 1000
Minot ND 58702-1000

sschwan@qwest . com
Suzy Schwandt

Qwest Corporation

mkambei@gwest .com
Mel Kambeitz

Qwest Corporation
220 N 5th St
Bismarck ND 58501

maneillegwest.com
Mary Ann Neill

Qwest Corporation
1801 California St Rm 4700
Denver CO 80202

areyes@telfile.com
Avanery Reyes

QX Telecom LLC

230 5th Ave Ste 800

New York NY 10001

ardondoran@rrt.net
Ardon Doran

Red River Rural Tele Assoc
PO Box 136
Abercrombie ND 58001

royce@restel .net
Royce Aslakson

Reservation Telephone Cooperative
Parshall ND 58770

Premiere Network Services Inc
1510 N Hampton Rd Ste 120
DeSoto TX 75115

Scott Lee

Protel Advantage Inc
300 E Main St #300
Anoka MN 55303-2481

kblickeeqwest.com
Kent Blickensderfer

Qwest Corporation
PO Box 5508
Bismarck ND 58502-5508

smacint@qgwest.com
Scott Macintosh

Qwest Corporation
PO Box 5508
Bismarck ND 58502-5508

saberryeqwest .com
Sharon Berry

Qwest Corporation
409 1st Ave N
Fargo ND 58102-4802

pam@tnics.com
Pamela Harrington

RC Communications. Inc
PO Box 197

New Effington SD 57255-0197

ardondoran@rrt.net
Ardon Doran

Red River Telecom Inc
PO Box 136
Abercrombie ND 58001-0136

jdbtbbe@ndak .net
Jan Boschee

Reservation Telephone Cooperative
Parshall ND 58770



mbrestel@ndak.net
Marcia Burckhard

Reservation Telephone Cooperative
Parshall ND 58770

ServiSense.com Inc
180 Wells Ave Ste 450
Newton MA 02459-3302

SRT Communications Inc
P O Box 789
Minot ND 58702

stevedl@srttel.com
Steve Lysne

SRT Communications Inc
P O Box 789
Minot ND 58702-0789

janehp@srttel.com
Jane Petersen

SRT Communications Inc
P O Box 789
Minot ND 58702-0789

kimrw@srttel.com
Kim Weydahl

SRT Communications Inc
P O Box 789
Minot ND 58702-0789

sthomas@talk.com
Sharon Thomas

Talk America Inc
12001 Science Dr Ste 130
Orlando FL 32826

Touch America Inc
40 E Bdwy
Butte MT 59701

pam@tnics.cc
Pamela Har agton

Roberts Cty Tele Coop Assoc
New Effington SD 57255

bobhilleskylandnd.com
Bob Hill

Skyland Technologies Inc

suelh@srttel.com
Sue Hamilton

SRT Communications Inc
P O Box 789
Minot ND 58702-0789

christm@srttel.com -
Chris Morsefield

SRT Communications Inc
P O Box 789
Minot ND 58702-0789

johnaresrttel.com .
John Reiser

SRT Communications Inc
P O Box 789
Minot ND 58702-0789

mdickers@state.nd.us
Marcy Dickerson
State Tax Department
State Capitol

Bismarck ND 58505

Telera Communications Inc
910 E Hamilton Ave Ste 200
Campbell CA 95008

maryg@uslink.net
Mary Goodman

U S Link Inc
P O Box 317
Pequot Lakes MN 56472-0327



lahalle@usgs.gov
Lenora Hall

U S Geological Survey

U S West Interprise America Inc
7800 E Orchard Rd Ste 480
Englewood CO 80111

kander@ictc.com
Keith Anderson

Valley Communications Inc
P O Box 8

. Nome ND 58062

Verzon Select Services Inc.
600 Hidden Ridge
Irving TX 75038

mickg@westriv.com
Mick Grosz

West River Telecommunications Coop
PO Box 467
Hazen ND 58545-0467

kjvannin@usc gov
K Vannin
U S Geological Survey

United Communications HUB Inc
225 S Lake Ave Ste 705
Pasadena CA 91106

VarTec Telecom Inc
1600 Viceroy Dr-
Dallas TX 75235

bonniek@westriv.com
Bonnie Krause

West River Telecomm Coop

PO Box 467

Hazen ND 58545-0467

paulihland@emeans.net
Paul Ihland

Wolverton Telephone  Company
Wolverton MN 56594



Derrick Johnson

Lockheed Martin Global 1..ecomm
6560 Rock Spring Dr

Bethesda MD 20817

Intrado Communications Inc
6285 Lookout Rd
Boulder CO 80301

Jennifer Sikes
1-800 Reconex

2500 Industrial Ave
Hubbard OR 97032

ACN Communications Services Inc
32991 Hamilton Ct
Farmington Hills MI 48334

Leeann Brunnette
AT&T

P O Box 71142

Clive IA 50325-0142

John Broten

Bell Atlantic Communications Inc
1320 N Court House Rd 9th Fl
Arlington VA 22201

Scott Geston

Cable One of Fargo
P O Box 10624

Fargo ND 58106-0624

Robert Fallan

Coast International
14303 W 95th St
Lenexa KS 66215-5210

Molli Harper

Commnet Cellular Inc

8350 E Crescent Pkwy Ste 400
Englewood CO 80111

Elaine McHale

Concert Communications Sales LLC
295 N Maple Ave Rm 3160A2
Basking Ridge NJ 07920

West River Joop Telephone Co
P O Box 39
Bison SD 57620-0039

Myer Shark

Knolliwood Place Apts #221
3630 Phillips Pkwy

St Louis Park MN 55426

Ann Faught
Absaraka Co-op Tele Co
Abgaraka ND 58002

Arch Paging
11437 Valley View Rd
Eden Prairie MN 55344

Jack Medaris

Atlas Communications LTD
484 Norristown Rd Ste 123
Blue Bell PA 19422

Jennifer Whitley

Business Discount Plan Inc
1 World Trade Ctr Ste 800
Long Beach CA 90831-0800

Choctaw Communications Inc
1600 Viceroy
Dallas TX 75235

Comcast Telecommunications
1500 Market St
Philadelphia PA 19102

Murray Barr

Competitive Strategies Group Inc
70 East Lake St 7th F1

Chicago IL 80112

D D D Calling Inc
5120 Woodway Ste 7007
Houston TX 77056



Robert Hill Robert Hil~

Dakota Central Tele Coop . Dakota Ce.. ral Telecom I
PO Box 299 PO Box 299

Carrington ND 58421-0299 Carrington ND 58421-0299
Dickey Rural Communications Inc DSLnet Communications LLC
PO Box 69 545 Long Wharf Dr
Ellendale ND 58436-0069 New Haven CT 06511

Lawrence Freedman

Easton Telecom Services Inc Fleischman & Walsh

3046 Brecksville R4 #A 1400 16th ST NW

Richfield OH 44286-9399 Washington DC 20036

Ronald Rodemerk Lucille Nilson

Frontier Comm International g Griggs County Telephone Company
180 S Clinton Ave Cooperstown ND 58425 *

Rochester NY 14646-0500

Group Long Distance Inc HJIJN Telecom Inc
400 E Atlantic Blvd 3235 Satellite Blvd Bldg 400 Ste 300

Pampano Beach FL 33060-6200 Duluth GA 30096

Ken Hanks

IdeaOne Telecom Group LLC International Telcom Ltd
3239 39th St SW . 417 2nd Ave W

Fargo ND 58104 Seattle WA 98119

Kenneth Meister Sue Weiske

Ionex Communications North Inc Ionex Communications North Inc
5710 LBJ Frwy Ste 215 5710 LBJ Frwy Ste 215
Dallas TX 75240 ' : Dallas TX 75240

Nanette Edwards Larry Barnes

ITC DELTACOM INC IXC/SSC-Regulatory Affairs
4092 Memorial Pkwy SW , 1122 S Capital of TX Hwy
Huntsville AL 35802-1382 Austin TX 78746-6426

Thomas K Crowe

Katherine E Ford Law Offices of Thomas K Crowe PC
U S WEST 2300 M St NW Ste 800
1801 California St Ste 5100 A Washington DC 20037

Denver CO 80202

LCI International Telecom Corp Level 3 Communications LLC
4650 Lakehurst Ct 3555 Farnam St
Dublin OH 43017 Omaha NE 68131



Jan Lowe

Long Dist Consolidated Bb_.ling Co
145 S Livernois Rd #199

Rochester MI 48307-1837

Marilyn Foss

MCI WorldCom Inc

707 17th St Ste 3600
Denvexr CO 80202

Midcontinent Communications
410 South Phillips Ave
Sioux Falls SD 57104

Gordon Wilhelmi

Midstate .Communications Inc
PO Box 400

Stanley ND 58784-0400

Minnesota Independent Equal Access

Corp
10300 6th Avenue N
Plymouth MN 55441

MVX Communications LLC
100 Rowland Way Ste 145
Novato CA 94945

Richard Thronson
Nemont Telephone Cooperative Inc
Scobey MT 59263

Net-tel Corporation
1023 31st St NW
Washington DC 20007

Dave Dircks

North Dakota Telephone Company
PO Box 180

Devils Lake ND 58301-0180

Primus Telecommunications Inc
1700 01ld Meadow Rd 3rd Fl
McLean VA 22102

Jim Marchs

Maxcess Ii..

100 W Lucerne Circle Ste 500
Orlando FL 32801

MCImetro Access Transmission Services
707 17th ST Ste 3600
Denver CO 80202

Mid-Rivers Telephone Coop Inc
P O Box 280
Circle MT 59215

Mark Wilhelmi

Midstate Telephone Co-

PO Box 400 ’ - .
Stanley ND 58784-0400

Mike Strand

MITS

PO Box 5237

Helena MT 59604-5237

Dave Crothers

NDATC

Box-1144

Mandan ND 58554-1144

Sharon Meinhart
NetLogix Telecom Inc
501 Bath St

Santa Barbara CA 93101

Nextel West Corp
2001 Edmund Halley Dr
Reston VA 20191-3436

Holly Sasscer

Operator Communications Inc
3530 Forest Ln Ste 200
Dallas TX 75234-7910

QuantumShift Communications Inc
101 Rowland Way Ste 300
Novato CA 94945



Quintelco Inc
1 Blue Hill Plaza
Pearl River NY 10965

Charles Steese ,

Qwest Corporation

1801 California St Ste 5100
Denver CO 80202

Gene Sloan
Reservation Telephone Cooperative
Parshall ND 58770

Skyland Technologies Inc
P O Box 5237
Helena MT 59604-5237

Andrew Jones

Sprint

8140 Ward Pkwy Flr 5E
Kansas City MO 64114

Randy Burckhard

SRT Communications Inc
P O Box 789

Minot ND 58702-0789

Jack Medaris

Telco Partners Inc

484 Norristown Rd Ste 123
Blue Bell PA 19422

Tele-Tech Inc
2900 W 11th St
Sioux Falls SD 57104-3660

T-Netix Inc
P O Box 701028
Dallas TX 75370-1028

Giuseppe Vitale

UKI Communications Inc

500 N Rainbow Blvd Ste 300
Las Vegas NV 89107

Heather Tr -ell

Qwest Comn.aications Corporation
4250 Fairfax Dr

Arlington VA 22203

Dean Polkow

RCC Network Inc

PO Box 2000

Alexandria MN 56308-2000

Sandra Adams
NewPath Holdings Inc
4364 114th St

Des Moines IA 50322
Lisa Dabkowski

SNET America Inc

6 Devine St 1st F1 -
North Haven CT 06743

SRT Communications Inc
P O Box 789
Minot ND 58702-0789

Harris Saele

T P C " Inc

PO Box 180

Devils Lake ND 58301-0180

Al Bosch

Tele-Beep Company

PO Box 7072

Bismarck ND 58502-7072

Liz Petroni

Teltrust Comm Services Inc
401 N 5600 W

Salt Lake City UT 84116-3753

Kenneth Carlson

Turtle Mountain Communications
PO Box 729

Langdon ND 58249-0729

Sam Billingsley

United States Advanced Network Inc

3000 Nrxrothwoods Pkwy Ste 140
Norcross GA 30071



Kenneth Carlson Christina’ gielski

United Telephone Mut Aid ._orp Universal ..ccess Inc

Langdon ND 58249 Sears Tower 233 S Wacker Dr Ste 600
Chicago IL 60606-6307

Dennis Houston

Universal Network Services of ND : Val-Ed Joint Venture LLP
1572 North Batavia St Ste 1A 150 2nd St SwW
Orange CA 92867 Perham MN 56573
Randy Houdek Darrell Henderson
Venture Communications Inc West River Cooperative Telephone
PO Box 157 Company
Highmore SD 57345-0157 PO Box 39 .

Bison SD 57620-0039
Doris Cooper . Mick Grosz
West River Long Distance Co West River Telecomm Coop
PO Box 467 PO Box 467
Hazen ND 58545-0467 Hazen ND 58545-0467

Carolyn Fodor

Western CLEC Corporation : Winstar
3650 131st Ave SE #400 100 Galleria #2111
Bellevue WA 98006 Southfield MI 48034

Z-Tel Communications Inc
601 S Harbour Island Blvd Ste 220
Tampa FL 33602-5925



Helbling, Sharon D.

From: Helbling, Sharon D.

Sent: Thursday, January 17, 2002 8:05 AM

To: ndna (E-mail)

Subject: Notice of Opportunity for Hearing & Notice of Opportunity to File Written Comments
Colleen

North Dakota Newspaper Association

Colleen,

Please have the attached Notices published as legal publications in the next
issue of the ten North Dakota daily newspapers, run them as "News Item Only"
articles as well, and send the bill to the Public Service Commission along with a
tear sheet for billing purposes.

If you have any questions, call me at 328-4076.

Thank you.

Sharon Helbling
Public Utilities Division

1.doc 1.doc

4 PU-2065-02-11 Pages: 1

i
‘ Notice e-mailed to NDNA requesting
‘ publication o

1 by Public Service Commission

01/17/2002 CC: Comm Legat lllona Jerry .



APPRCVED MOTION

DATE: /,‘/4,,02,52 y= January 16, 2002

Intrada Communications Inc. Case No. PU-2065-02-11
Local Exchange/Ilnterexchange
Public Convenience and Necessity

I move the Commission issue a Notice of Opportunity for Hearing in the
application of Level 3 Communications, LLC for certificates of public convenience and
necessity to provide facilities-based competitive local exchange and interexchange

telecommunications services throughout North Dakota, Case No. PU-2065-02-11.

JRL/sdh

3 PU-2065-02-11 Pages: 1
Motion

by Public Service Commission

01/16/2002 CC: Comm Legal lllona Jerry .



STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

Level 3 Communications, LLC Case No. PU-2065-02-11
Local Exchange/interexchange
Public Convenience and Necessity

NOTICE OF OPPORTUNITY FOR HEARING
January 16, 2002
On January 8, 2002, Level 3 Communications, LLC of Broomfield, Colorado filed
an application for certificates of public convenience and necessity to provide facilities-
based competitive local exchange and interexchange telecommunications services

throughout North Dakota.

The issues to be considered in this matter are:

1. Fitness and ability of the applicant to provide service.
2. Adequacy of the proposed service.
3. The technical, financial and managerial ability of the

applicant to provide service.

Those interested are invited to comment on the application in writing. Persons
desiring a hearing must file a written request identifying their interest in the proceeding
and the reasons for requesting a hearing. Comments and requests for hearings must
be received by February 19, 2002. If deemed appropriate, the Commission can
determine the matter without hearings.

For more information contact the Public Service Commission, State Capitol,
Bismarck, North Dakota 58505, 701-328-2400; or Relay North Dakota 1-800-366-6888
TTY. If you require any auxiliary aids or services, such as readers, signers, or Braille
materials please notify Jon Mielke, Executive Secretary.

PUBLIC SERVICE COMMISSION
Anf/ohy T. Clark Susan E. célefalcl Leo M. Reinbold
Commissioner Presi {1t _ .__. Commissioner.
2 PU-2065-02-11 Pages: 1

Notice ot Opportunity for Hearing
by Public Service Commission

01/16/2002 CC: Comm Legal iflona Jerry .



MUNICATIONS

™ . Kathy M. Manke
Level(3) Paraog
COM . /l = N\

TEL: (720) 888-2508
FAX: (720) 888-5134
. kathy.manke@level3.com

SENT VIA OVERNIGHT MAIL

January 7, 2002

Jon Mielke, Executive Secretary

North Dakota Public Service Commission
600 East Boulevard Avenue, Dept. 408
Bismarck, ND 58505-0480

Re:  Application for a Certificate of Public Convenience and Necessity

to Provide Facilities-Based Local Exchange and Long Distance

Interexchange Telecommunications Services
Dear Mr. Mielke:
At the request of your office, we are supplementing our application to provide an updated
original Certificate of Good Standing for Level 3 Communications, LLC. Enclosed please find
an original and six copies of Exhibit A.

If you have further questions, please feel free to contact me.

Sincerely,

{~

Enclosures

1 PU-2065-02-11 Pages: 117
Local Exchange/interexchange application
filin
by Lgvel 3 Communications, LLC
01/08/2002 CC: Comm Legal llona Jerry .

Level 3 Communications, LLC 1025 Eldorado Boulevard Broomfield, Co]orado 80021 -
www.Level3.com



Exhibit A

Certificate of Good Standing




- State of North Dakota

SECRETARY OF STATE

P

CERTIFICATE OF GOOD STANDING

OF

LEVEL 3 COMMUNICATIONS, LLC

The undersigned, as Secretary of State of the
State of North Dakota, hereby certifies that LEVEL 3
COMMUNICATIONS, LLC, a FOREIGN LIMITED LIABILITY
COMPANY, authorized to transact business in the State
of North Dakota on March 10, 1998, and according to the
records of this office as of this date, has paid all
fees due this office as required by North Dakota
statutes governing a FOREIGN LIMITED LIABILITY COMPANY.

ACCORDINGLY the undersigned, as such Secretary of
State, and by virtue of the authority vested in him by
law, hereby issues this Certificate of Good Standing to

LEVEL 3 COMMUNICATIONS, LLC

Issued: January 4, 2002

Alvin A. Jaeger
Secretary of State




Michael Romano

I (3)SM Director, State Regulatory Affairs

TEL: (720) 888-7015
FAX: (720) 888-5134
mike.romano@]level3.com

COMMUNICATIONS

January 3, 2002

SE
EXEcunvgg

E Conmg
Jon Mielke, Executive Secretary
North Dakota Public Service Commission

600 E. Boulevard Ave., Dept. 408
Bismarck, ND 58505-0480

Re:  Application for a Certificate of Public Convenience and Neéessity
to Provide Facilities-Based Local Exchange and Long Distance
Interexchange Telecommunications Services

Dear Mr. Mielke:

Level 3 Communications, LLC (“Level 3”) hereby submits for filing an original and
seven (7) copies of Level 3’s application for a Certificate of Public Convenience and
Necessity to Provide Facilities-Based Local Exchange and Long Distance Interexchange
Telecommunications Services in the State of North Dakota.

Please date-stamp the enclosed extra copy of this filing and return it in the self-addressed
postage-paid envelope provided herein.

Should you have any questions or concerns with regard to this matter, please do not
hesitate to contact me at your convenience.

Sincerely,
%21 Romano /

Director, State Regulatory Affairs

/kmm

Enclosures

Level 3 Communications, LLC 1025 Eldorado Boulevard Broomfield, Colorado 80021
www.Level3.com



BEFORE THE
NORTH DAKOTA PUBLIC SERVICE COMMISSION

Application of

Level 3 Communications, LLC
Docket No.

And Necessity to Provide Facilities-Based
Local Exchange and Long Distance

Interexchange Telecommunications Services

)
)
)
)
For a Certificate of Public Convenience )
)
)
A )
Throughout the State of North Dakota )

APPLICATION OF
LEVEL 3 COMMUNICATIONS, LLC

Level 3 Communications, LLC (“Level 3” or “Applicant”) hereby applies,
pursuant to North Dakota Administrative Code §69-09-05-11 and Article 69-02 of the
Commission’s Rules of Practice and Procedure, for a Certificate of Public Convenience
and Necessity to operate as a telecommunications service provider within the State of
North Dakota. Specifically, Level 3 requests authority to provide facilities-based local
exchange and long distance interexchange telecommunication services throughout the
State of North Dakota. Level 3 hereby requests wavier of a hearing on this application,
which Level 3 believes will be noncontroversial. Level 3 also requests expedited
approval of this application in order to permit Level 3 to begin providing facilities based
local exchange and long distance interexchange telecommunication services in North
Dakota as soon as possible. On April 14, 1999, the Commission issued Certificate of
Registration Nos. 616 and 617 to Level 3 as a reseller of long distance interexchange and
local exchange telecommunications servicés.

Grant of this Application will provide significant benefits to North Dakota

consumers in terms of increased carrier choices, competitive pricing, increased reliability,



responsiveness, and the introduction of new and innovative services. It will also
stimulate investment in North Dakota’ telecommunications infrastructure, resulting in
economic development of the State. Accordingly, in support of its Application, Level 3
offers the following information.
L QUALIFICATIONS

1. Applicant’s legal name is Level 3 Communications, LLC. Level 3
maintains its principal place of business at :

Level 3 Communications, LL.C
1025 Eldorado Blvd.
Broomfield, CO 80021
Telephone:  (720) 888-1000
Facsimile: (720) 888- 5134

2. Correspondence or communications pertaining to this Application should
be directed to:

Michael Romano

Director, State Regulatory Affairs
Level 3 Communications, LLC
1025 Eldorado Blvd.

Broomfield, CO 80021
Telephone: ~ (720) 888-7015
Facsimile: (720) 888-5134

3. Questions concerning the ongoing operations of Level 3 following
certification should be directed to:

Michael Romano

Director, State Regulatory Affairs
Level 3 Communications, LLC
1025 Eldorado Blvd.

Broomfield, CO 80021
Telephone:  (720) 888-7015
Facsimile: (720) 888-5134

4, Level 3 is a limited liability company organized on December 1, 1997

under the laws of Delaware. Level 3 is wholly owned by its sole member company,



(i)Structure, Inc. formerly known as PKS Information Services, Inc. (“(i)Structure”),

which in turn is wholly owned by Level 3 Communications, Inc. Level 3 is qualified to

do business in the State of North Dakota. A copy of Level 3’s Certificate of Authority

and Certificate of Good Standing with the North Dakota Secretary of State are attached as

Exhibit A. A certified copy was previously submitted in Case No. PU-2065-99-134.

5.

The managers of Level 3 are:

The names of Level 3’s officers and managers are as follows:

James Q. Crowe

R. Douglas Bradbury

Kevin J. O’Hara
Thomas C. Stortz
Linda Adams
Daniel P. Caruso
Neil J. Eckstein
Donald H. Gips
Brian R. Hedlund
Michael D. Jones
Mitchell Moore
Eric J. Mortenson
Kevin F. Bostick

James Q. Crowe

R. Douglas Bradbury

Thomas C. Stortz

Chief Executive Officer

Executive Vice President, Chief Financial
Officer

President and Chief Operating Officer
Group Vice President and Secretary
Vice President

Senior Vice President

Vice President and Assistant Secretary
Senior Vice President

Assistant Secretary

Senior Vice President

Vice President

Controller

Treasurer

The officers and managers may be reached at the following address and phone

nuimber:

6.

inquiries is:

(877) 453-8353 (877-4LEVEL3).

1025 Eldorado Blvd.
Broomfield, CO 80021
(720) 888-1000

Telephone:

Level 3’s toll-free customer service telephone number for customer



7. Description of Applicant’s Managerial and Technical Qualifications

Level 3 has the managerial and technical qualifications to provide the proposed
telecommunications services in the State of North Dakota. Level 3 currently is
authorized to provide telecommunications service in 50 states, and Washington D.C.
Level 3 has not been refused certification in any state, nor has it had a permit, license or
certificate revoked by any state.

Level 3’s officers have the necessary managerial and technical resources and
qualifications necessary to execute its business plan, to provide its proposed
telecommunication services, and to operate and maintain Level 3’s facilities, over which
such services will be deployed. Level 3’s management team has more than forty years’
experience in the telecommunications industry. Descriptions of the ektensive
telecommunications and managerial experienced of Level 3’s key management personnel
are attached hereto as Exhibit B.

8. Description of Applicant’s Financial Qualifications

Level 3 is financially qualified to provide telecommunications services in North
Dakota. In particular, Level 3 has access to the financing and capital necessary to
conduct its telecommunications operations as specified in this application. Level 3 will
rely on the financial resources of Level 3 Communications, Inc., its ultimate parent
company, to provide initial capital investment and to fund operations during the initial
phase of entry into North Dakota. Level 3 Communications, Inc. is financing Level 3’s

initial operations and will continue to provide financial support to Level 3 so long as



Level 3 requires additional capital and resources to complete its networks and construct
or lease facilities. In support of Level 3’s application, attached hereto as Exhibit C is a
copy of Level 3 Communications, Inc.’s most recent annual report on SEC Form 10-K
for the fiscal year ended December 31, 2000. This document demonstrates Level 3’s
financial ability to provide the proposed services.
II. PROPOSED SERVICES

1. Applicant seeks authority to provide facilities-based local exchange and
long distance interexchange telecommunication services to and from all points within
North Dakota, including, but not limited to, the following: (I) local exchange access
services to single-line and multi-line custoemers (including basic access lines, direct
inward-outward PBX trunk service, Centrex services, and ISDN); (II) local exchange
usage services to customers of Level 3’s end-user access line services; (III) switched and
special carrier access services to other common carriers; and (IV) long distance
interexchange services. This will be accomplished through a combination of its own
facilities and through the lease or resale of the facilities of other certificated carriers.
Applicant’s services will be available on a full-time basis, 24 hours a day, seven days a
week.

2. Description of Proposed Facilities

Level 3 plans to initially lease and eventually build fiber optic transmission
facilities and related telecommunications equipment in connection with its provision of
the proposed telecommunications services in North Dakota. Specifically, Level 3 plans
to install state-of-the-art telecommunications equipment and construct fiber-optic

network infrastructure which will be able to provide trunking facilities to the incumbent



local exchange carrier (“ILEC”) and/or one or more competitive local carriers
(“CLECs”). The fiber-optic network infrastructure will be able to connect Level 3’s
network to major ILEC central offices and customers in the central business district and
outlying areas of business concentrations in each market. Level 3’s network will also be
able to connect to an ILEC tandem switch and certain third party carrier points of
presence (“POPs”). As each customer is obtained, service will be provisioned either on
Level 3’s own fiber-optic network or by leasing unbundled loops or other facilities (e.g.,
T1s) to connect the end user to Level 3’s network. Level 3 will also provide around-the-
clock network monitoring and customer service centers.
III. PUBLIC CONVENIENCE AND NECESSITY

Grant of this Application will further the public interest by expanding the
availability of telecommunications services in the State of North Dakota. In addition,
intrastate offering of these services is in the public interest because the services will
provide North Dakota customers with access to new technologies and service choices and
can permit customers to achieve increased efficiencies and cost savings. Level 3’s entry
into the telecommunications services market will enhance materially the
telecommunications infrastructure in the State of North Dakota and will facilitate
economic development.

In particular, the public will benefit both directly, through the use of the services
to be offered by Level 3, and indirectly because the presence of Level 3 in this market
will increase the incentives for other telecommunications providers to operate more

efficiently, offer more innovative services, reduce their prices, and improve the reliability



of their services. Grant of the instant Application will promote the availability of quality
services and increased consumer choice for North Dakota consumers.
IV. CONCLUSION

The entry of Level 3 into the local and long distance telecommunications service
market will enhance the provision of telecommunications services within the State of
North Dakota and will bring the significant benefits of telecommunications alternatives to
telecommunications users in North Dakota.

Applicant’s expertise in the telecommunications industry will allow it to provide
the most economic and efficient ser\;ices, thereby affording customers with an optimal
combination of price, quality, and customer service. Accordingly, Level 3 anticipates
that its proposed services will increase consumer choice of innovative, diversified, and
reliable service offerings.

WHEREFORE, Level 3 Communications, LLC respectfully requests that the
North Dakota Public Service Commission grant it the requested authority to provide
facilities-based local exchange and long distance interexchange telecomrunications
services in the State of North Dakota.

Respectfully submitted,

o P D

Michael Romano

Director, State Regulatory Affairs
Level 3 Communications, LLC
1025 Eldorado Blvd.

Broomfield, CO 80021

Tel:  (720) 888-7015

Fax: (720) 888-5134
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Leével 3 Key Management Personnel

James Q. Crowe

James Q. Crowe is Chief Executive Officer of Level 3 Communications, Inc.

Level 3 is a diversified corporation with interests in construction, mining,
| .telecommunications, energy and infrastructure privatization and development.

Mr. Crowe previously held the position of Chairthan and Chief Executive Officer
of MFS Communications Company, Inc. (MFS) from July 1986 until December 1996.
When the company merged with WorldCom, Inc. in 1996, he was then elected Chairman
of the Board of WorldCom.

MEFS was the parent corporation of a family of companies serving the
communications needs of business and government, and was a unit of Peter Kiewit Sons’,
Inc. until September 1995 when it was spun off and became an independent, publicly
owned corporation. Prior to founding MFS, Mr. Crowe was Group Vice President of
Morrison Knudsen Corporation.

Mr. Crowe présently serves on the board of directors of Level 3Communications,
Inc., Peter Kiewit Sons’ Inc., RCN Corporation, Commonwealth Telephone Enterprises,
‘Inc., and Inacom Communications, Inc.

Mr. Crowe graduated from Rennselaar Polytechnic Institute with a bachelor of
science degree in mechanical engineering. He also holds a master of business

administration degree from Pepperdine University.



R. Douglas Bradbury

R. Douglas Bradbury has beenn Executive Vice President of Level 3
Communications, Inc. since August 1, 1997. Prior to joining Level 3, Mr. Bradbury was
the Chief Financial Officer (1992-1996), Executive Vice President (1995-1996), and
Senior Vice President (1992-1995) of MFS Communications Company, Inc. He was
Senior Vice President-Corporate Affairs for MFS Telecom from 1988 to 1992.

Before joining MFS in 1988, Mr. Bradbury served as Executive Vice President
aﬁd Chief Operating Officer at American Pioneer Telephone, Inc., a regional long
distance carrier based in Orlando, Florida, and as Vice President of ManﬁfaCturers

Hanover Trust Company in New York and Milan, Italy.



Kevin J. O’Hara_

Kevin J. O’Hara is the President and Chief Operating Officer of Level 3
Communications, Inc., and he is responsible for expanding Level 3’s presence in the
telecommunications industry. Level 3’s emphasis is on establishing an end-to-end
facilities-based network optimized for Internet protocol (IP). Level 3’s products and
services are targeted at the business community.

Prior to joining Level 3, Mr. O’Hara was President and Chief Executive Officer
of MFS Global Network Services (GNS). GNS was the MFS service arm responsible for
the planning, development, engineering, and operations of all MFS nétworks and services
worldwide. Previously, Mr. O’Hara held the position of President of MFS Development
and Vice President of Network Services for MFS Telecom.

Prior to joining MFS at the end of 1989, Mr. O’Hara held management positions
with Peter Kiewit Sons’, Inc. in Omaha, Nebraska, for nine years. In his last position
before joining MFS, Mr. O’Hara served as the area manager for Kiewit Network
Technologies, Inc., with responsibility for the physical construction of the MFS
networks. Mr. O’Hara earned a bachelor of science degree in electrical engineering from
Drexel University, Philadelphia, and a master’s degree in business administration from

the University of Chicago.



" Daniel P. Caruso

Mr. Caruso is responsible for Level 3’s network services organization. This organization
desi.gns, engineers, constructs, and operates Level 3’s communications network.

Priorto joining Level 3, Mr. Caruso was responsible for WorldCom’s Local Service network
plannihg and service delivery organization. This organization was charged with developing new
local markets, implementing CLEC networks in WorldCom’s local markets, planning for the

local switch and fiber networks, developing business support systems to enable scaling of local

switched services, and providing local switched service.

Prior to this assignment, Mr. Caruso managed network development groups. These groups
were responsible for drivingvl\/fFS’s network expansions into new geographical markets in the
northeast and central regions of the United States. Mr. Caruso’s responsibilities included
overseeing the bﬁsiness plan and "build versus buy" analysis, securing franchise and
right-of-way agreements; acquiring start-up competitive access providers, negotiating joint
venture agreements, and overseeing network construction.

Beforej oininé MF S in January 1993, Mr. Caruso spent several years ét Ameritech. His most
recent position at Ameritech was with their corporate development group, where he analyzed
Ameritech’s entry in cable TV, security alarm services, and other ventures. Mr. Caruso also held
several engineering, operations, and financial positions within Ameritech’s operating units.

Mr. Caruso holds a master of business administration degree from the University of Chicago

and a bachelor of science degree in engineering from the University of Illinois at Cham-

paign-Urbana.



Mike Jones

Mr. Jones is Senior Vice President and Chief Information Officer for Level 3 Communica-

tions. Mr. Jones’s organization is responsible for the development, support and operations of all

of Level 3’s information and network management systems.

Prior to joining Level 3, Mr. Jones was Vice President and Chief Information Officer for
Corporate Express, Inc., in Broomfield, Colorado. Corporate Expressisa $4 billion international

corporation providing essential business products and services to large organizations.

. Prior to joining Corporate Express, Mr. Jones was the director of billing systems for Sprint
International, and an associate partiier with Andersen Consulting. o

Mr. Jones has a degree in accounting and computer science from Southwestern Oklahoma

State University. )



Thomas C. Stort.

Thomas C. Stortz joined Level 3 as Senior Vice President and General Counsel effective
September 1, 1998. . .

Prior to joining Level 3, Mr. Stortz was General Co@el of Peter Kiewit Sons’, Inc., (PKS).
Stortz joined PKS as an attorney in 1981 and served as vice president and general counsel for
PKS and Kiewit Construction Group; Inc., since 1991. |

He cuﬁenﬂy sits on the board of directors of PKS and the Nebraska Methodist Hospital
Foundation. He has served as a director of RCN Corporation, C-TEC Corporation, -Kjewit
Diversified Group, Inc., and CCL Industries, Inc.

‘He eamed his law degree at Creighton Uhiversity School of Law and holds a bachelor of

business administration degree from the University of Iowa.
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John Waters

Biographical Sketch

Jack Waters is Chief Technical Officer and Vice President of
This

Network Engineering for Level 3 Communications.
organization is responsible for the architecture and design
of Level 3's .transmission, data and voice networks. Prior
to joining Level '3, Jack was a member of MCI’s Executive
the architecture, design and

Staff responsible
implementation of MCI and Concert’s Internet Services.
he was one of the original key contributors

Additionally,
who designed and built MCI’s initial Internet Service.

for

Mr. Waters has over 10 years of experience focusing on
engineering and design of Internet technology and services.
Mr. Waters holds a Bachelor of Science degree in Electrical
Engineering from West Virginia University, as well as a
Masters of Science 1in Electrical Engineering from Johns

Hopkins University.



"

‘Linda J. Adams

Linda Adams is currently Vice President of Human Resources for Level 3 Communications.
Prior to this assignment she was Senior Vice President of Human Resources for Thom Americas,

Inc. from 1995 to 1998. Additionally, she has held senior level human resources positions at
PepsiCo and Hardee’s Food Services, Inc. over the past 20 years.

Ms. Adams received her Master of Arts Degree in Economics and Philosophy from the
University of St. Andrews in 1977.
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FORM 10-K
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2000
OR
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number: 0-15658

Level 3 Communications, Inc.

(Exact name of Registrant as specified in its charter)

Delaware 47-0210602
(State or other jurisdiction (L.R.S. Employer
of incorporation or organization) Identification No.)

1025 Eldorado Blvd., Broomfield, Colorado 80021

(Address of principal executive offices) (Zip code)

(720) 888-1000

(Registrant’s telephone number including area code)

Securities registered pursuant to Section 12(b) of the Act:
None

Securities registered pursuant to section 12(g) of the Act:
Common Stock, par value $.01 per share
Rights to Purchase Series A Junior Participating Preferred Stock, par value $.01 per share

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes No [}

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form
10-K. []

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of the
latest practicable date.
Title Outstanding
Common Stock, par value $.01 per share 367,802,921 as of February 26, 2001

DOCUMENTS INCORPORATED BY REFERENCE

List hereunder the following documents if incorporated by reference and the Part of the Form 10-K (e.g.,
Part I, Part II, etc.) into which the document is incorporated: (1) Any annual report to security holders; (2) Any
proxy or information statement; and (3) Any prospectus filed pursuant to Rule 424(b) or (c) under the
Securities Act of 1933. The listed documents should be clearly described for identification purposes (e.g.,
annual report to security holders for fiscal year ended December 24, 1980).

Portions of the Company’s Definitive Proxy Statement for the 2001 Annual Meeting of
Stockholders are incorporated by reference into Part III of this Form 10-K
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Cautionary Factors That May Affect Future Results

(Cautionary Statements Under the Private Securities Litigation Reform Act of 1995)

This report contains forward looking statements and information that are based on the beliefs of
management as well as assumptions made by and information currently available to Level 3 Communications,
Inc. and its subsidiaries (‘‘Level 3°’ or the ‘‘Company’’). When used in this report, the words *‘anticipate’’,
“‘believe’’, ‘‘plans’’, ‘‘estimate’’ and ‘‘expect’” and similar expressions, as they relate to the Company or its
management, are intended to identify forward-looking statements. Such statements reflect the current views of
the Company with respect to future events and are subject to certain risks, uncertainties and assumptions.

Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove
incorrect, actual results may vary materially from those described in this document. These forward-looking
statements include, among others, statements concerning:

the Company’s communications and information services business, its advantages and the Company’s
strategy for implementing the business plan;

anticipated growth of the communications and information services industry;
plans to devote significant management time and capital resources to the Company’s business;
expectations as to the Company’s future revenues, margins, expenses and capital requirements;

anticipated dates on which the Company will begin providing certain services or reach specific
milestones in the development and implementation of its business; and

other statements of expectations, beliefs, future plans and strategies, anticipated developments and
other matters that are not historical facts.

These forward-looking statements are subject to risks and uncertainties, including financial, regulatory,
environmental, industry growth and trend projections, that could cause actual events or results to differ
materially from those expressed or implied by the statements. The most important factors that could prevent
Level 3 from achieving its stated goals include, but are not limited to, the Company’s failure to:

3

achieve and sustain profitability based on the implementation of its advanced, international, facilities
based communications network based on Internet Protocol technology;

overcome significant early operating losses;
produce sufficient capital to fund its business;

develop financial and management controls, as well as additional controls of operating expenses as
well as other costs;

attract and retain qualified management and other personnel;

install on a timely basis the switches/routers, fiber optic cable and associated electronics required for
successful implementation of the Company’s business;

successfully complete commercial testing of new technology and Company information systems to
support new products and services, including voice transmission services;

negotiate new and maintain existing peering agreements; and

develop and implement effective business support systems for processing customer orders and
provisioning.

The Company undertakes no obligation to publicly update any forward-looking statements, whether as a
result of new information, future events or otherwise. Further disclosures that the Company makes on related

2
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subjects in its additional filings with the Securities and Exchange Commission should be consulted. For further
information regarding the risks and uncertainties that may affect the Company’s future results, please review
our Current Report on Form 8-K/A filed with the Securities and Exchange Commission on November 9, 1999,

ITEM 1. BUSINESS

Level 3 Communications, Inc. and its subsidiaries (‘‘Level 3’’ or the ‘‘Company’’) engage in the
communications, information services and coal mining businesses through ownership of operating subsidiaries
and substantial equity positions in public companies. In late 1997, the Company announced the business plan to
increase substantially its information services business and to expand the range of services it offers by building
an advanced, international, facilities based communications network based on Internet Protocol technology (the
““‘Business Plan’’).

The Company is a facilities based provider (that is, a provider that owns or leases a substantial portion of
the plant, property and equipment necessary to provide its services) of a broad range of integrated
communications services. The Company has created, generally by constructing its own assets, but also through
a combination of purchasing and leasing of facilities, the Level 3 Network—an advanced, international,
facilities based communications network. The Company has designed the Level 3 Network to provide
communications services, which employ and leverage rapidly improving underlying optical and Internet
Protocol technologies.

Market and Technology Opportunity. The Company believes that ongoing technology advances in both
optical and Internet Protocol technologies are revolutionizing the communications industry and will facilitate
rapid decreases in unit costs for communications service providers that are able to most effectively leverage
these technology advances. Service providers that can effectively leverage technology advances and rapidly
reduce unit costs will be able to offer significantly lower prices, which, the Company believes, will drive an
even more dramatic increase in the demand for communications services. The Company believes that there are
two primary factors driving this market dynamic which it refers to as ‘‘Silicon Economics’’:

¢ Rapidly Improving Technologies. Over the past few years, both optical and Internet Protocol based
networking technologies have undergone extremely rapid innovation, due, in large part, to market
based development of underlying technologies. This rapid technology innovation has resulted in both
a rapid improvement in price-performance for optical and Internet Protocol systems, as well as rapid
improvement in the functionality and applications supported by these technologies. The Company
believes that this rapid innovation will continue well into the future.

*  High Demand Elasticity. The Company believes rapid decreases in communication services costs
and prices causes the development of new bandwidth-intensive applications, which drive even more
significant increases in bandwidth demand. As an example, industry analysts estimate that Internet
traffic is growing at greater than 100% per year. In addition, communications services are direct
substitutes for other, existing modes of information distribution such as traditional broadcast
entertainment and distribution of software, audio and video content using physical media delivered
over motor transportation systems. The Company believes that as communications services improve
more rapidly than these alternative content distribution systems, significant demand will be generated
from these sources. The Company believes that high elasticity of demand from both these new
applications and substitution for existing distribution systems will continue for the foreseeable future.

The Company also believes that there are several significant implications that result from this Silicon
Economics market dynamic:

e Incorporating Technology Changes. Given the rapid rate of improvement in optical and Internet
Protocol technologies, those communications service providers that are most effective at rapidly
deploying new technologies will have an inherent cost and service advantage over companies that are
less effective at deploying these new technologies.
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Capital Intensity. The rapid improvements in these technologies and the need to move to new
technologies more quickly results in shortened economic lives of underlying assets. To achieve the
rapid unit cost reductions and improvements in service capabilities, service providers must deploy
new generations of technology sooner, resulting in a more capital-intensive business model. Those
providers with the technical, operational and financial ability to take advantage of the rapid
advancements in these technologies are expected to have higher absolute capital requirements,
shortened asset lives, rapidly decreasing unit costs and prices, rapidly increasing unit demand and
higher cash flows and profits.

Industry Structure. As a result of the rapid innovation in the underlying technology, the
communications industry is visibly shifting from a utility model to a technology model. Just as in the
computing industry, where market-based standards and rapid price performance improvements have
existed for over 20 years, it is extremely difficult for a single communications company to be best-of-
class across a wide variety of disciplines in a rapidly changing environment. Rather, an opportunity
exists for companies to focus on areas in which they have significant competitive advantages and
develop significant market share in a disaggregated industry structure.

Level 3’s Strategy. The Company is seeking to capitalize on the opportunities presented by significant
advancements in optical and Internet Protocol technologies by pursuing its Business Plan. Key elements of the
Company'’s strategy include:

Become the Low Cost Provider of Communications Services. Level 3’s network has been designed
to provide high quality communications services at a lower cost. For example, the Level 3 Network is
constructed using multiple conduits to allow the Company to cost-effectively deploy future
generations of optical networking components (both fiber and transmission electronics and optronics)
and thereby expand capacity and reduce unit costs. In addition, the Company’s strategy is to
maximize the use of open, non-proprietary interfaces in the design of its network software and
hardware. This approach is intended to provide Level 3 with the ability to purchase the most cost-
effective network equipment from multiple vendors and allow Level 3 to deploy new technology
more rapidly and effectively.

Combine Latest Generations of Fiber and Optical Technologies. In order to achieve unit cost
reductions for transmission capacity, Level 3 has designed its network with multiple conduits to
deploy successive generations of fiber to exploit improvements in optical transmission technology.
Optimizing optical transmission systems to exploit specific generations of fiber optic technology
currently provides transmission capacity on the new fiber more cost effectively than deploying new
optical transmission systems on previous generations of fiber.

Offer a Comprehensive Range of Communications Services. The Company provides a
comprehensive range of communications services over the Level 3 Network. The Company is
offering broadband transport services under the brand name (3)LinkSM, colocation services under the
brand name (3)CenterSM Colocation, Internet access services under the brand name (3)Crossroadss™,
and Softswitch based services under the brand names (3)ConnectS™ Modem and (3)VoiceSM, The
availability of these services varies by location.

Provide Upgradeable Metropolitan Backbone Networks. Level 3’s significant investment in
metropolitan optical networks enables the Company to connect directly to points of traffic
aggregation. These traffic aggregation facilities are typically locations where Level 3’s customers
wish to interconnect with the Level 3 Network. Level.3’s metropolitan backbone networks allow. . .
Level 3 to extend its network services to these aggregation points at low costs. The Company is
constructing metropolitan networks totaling 15,000 conduit miles and 440,000 fiber miles. These
metropolitan networks are a significant strategic advantage versus other intercity communications
companies that must connect to customers using low capacity, legacy facilities provided by former
local monopoly providers. This difficult situation is sometimes referred to as the “‘local loop
bottleneck’’.



Provide Significant Colocation Facilities. Level 3 believes that providing colocation services on its
network attracts communications intensive customers by allowing Level 3 to offer those customers
reduced bandwidth costs, rapid provisioning of additional bandwidth, interconnection with other
third-party networks and improved network performance. Therefore, Level 3 believes that controlling
significant colocation facilities in its Gateways provides it with a competitive advantage.

As of December 31, 2000, Level 3 had secured approximately 6.0 million square feet of space for its
Gateway and colocation facilities and had completed the buildout of approximately 2.8 million square feet of
this space. Level 3 believes it currently has more colocation and Gateway space than any of its communications
company competitors.

Target Communications Intensive Customers. The Company’s distribution strategy is to utilize a
direct sales force focused on communications intensive businesses. These businesses include both
traditional and next generation carriers, ISPs, application service providers, content providers, systems
integrators, web-hosting companies, media distribution companies, web portals, eCommerce
companies, streaming media companies, storage providers and wireless communications providers.
Providing communications services at continually declining bandwidth costs and prices is at the core
of the Company’s market enabling strategy since bandwidth generally represents a substantial portion
of these businesses’ costs.

Utilize Optimization Technologies. In order to effectively manage its business in a rapidly changing
environment, Level 3 has assembled an operations research department that has developed and
continues to refine a sophisticated non-linear, mixed integer optimization model. The objective for
this model is to maximize the net present value of the Company’s cash flows given relevant
constraints. This tool is designed to allow Level 3 to determine optimal pricing for its services, to
determine demand forecasts based on price elasticity, to optimize network design based on optimal
topology and optronics configuration, to optimize network implementation based on optimal timing of
capacity installation, to optimize the timing of introducing new technologies and to determine long-
term network requirements. The Company believes that its optimization proficiency and technology is
a source of significant competitive advantage.

Provide Seamless Interconnection to the Public Switched Telephone Network (the “‘PSTN’’). The
Company offers (3)VoiceSM long distance service, which service allows the seamless interconnection
of the Level 3 Network with the PSTN for long distance voice transmissions. Seamless
interconnection allows customers to use Level 3’s Internet Protocol based services without modifying
existing telephone equipment or dialing procedures (that is, without the need to dial access codes or
follow other similar special procedures). The Company’s (3)ConnectSM Modem turnkey modem
infrastructure service uses similar Softswitch technology to seamlessly interconnect to the PSTN and
to the public Internet.

Develop Advanced Business Support Systems. The Company has developed and continues to
develop a substantial, scalable and web-enabled business support system infrastructure specifically
designed to enable the Company to offer services efficiently to its targeted customers. The Company
believes that this system will reduce its operating costs, give its customers direct control over some of
the services they buy from the Company and allow the Company to grow rapidly while minimizing
redesign of its business support systems.

Attract and Motivate High Quality Employees. The Company has developed programs designed to
attract and retain employees with the technical skills necessary to implement the Business Plan. The
programs include the Company’s Shareworks stock purchase plan and its Outperform Stock Option
program.



Competitive Advantages. The Company believes that it has the following competitive advantages that,
together with its strategy, will assist it in implementing the Business Plan:

»  Experienced Management Team. Level 3 has assembled a management team that it believes is well
suited to implement the Business Plan. Level 3’s senior management has substantial experience in
leading the development and marketing of communications products and services and in designing,
constructing and managing intercity, metropolitan and international networks.

* A More Readily Upgradeable Network Infrastructure. Level 3’s network design takes advantage of
recent technological innovations, incorporating many of the features that are not present in older
communication networks, and provides Level 3 flexibility to take advantage of future developments
and innovations. Level 3 has designed the transmission network to optimize all aspects of fiber and
optronics simultaneously as a system to deliver the lowest unit cost to its customers. As fiber and
optical transmission technology changes, Level 3 expects to realize new unit cost improvements by
deploying the latest fiber in available empty or spare conduits in the multiple conduit Level 3
Network. Each new generation of fiber enables associated optical transmission equipment to be
spaced further apart and carry more traffic than the same equipment deployed on older generations of
fiber. The Company believes that the spare conduit design of the Level 3 Network will enable
Level 3 to lower costs and prices while enjoying higher margins than its competitors.

»  Integrated End-to-End Network Platform. Level 3’s strategy is to deploy network infrastructure in
major metropolitan areas and to link these networks with significant intercity networks in North
America and Europe. The Company believes that the integration of its metropolitan and intercity
networks with its colocation facilities will expand the scope and reach of its on-net customer
coverage, facilitate the uniform deployment of technological innovations as the Company manages its
future upgrade paths and allow the Company to grow or scale its service offerings rapidly. Level 3
believes that it is the only global communications service provider with the unique combination of
large fiber-count, multi-conduit metropolitan networks, uniformly deployed multi-conduit intercity
networks and substantial colocation facilities.

*  Prefunded Business Plan. Level 3 has substantially prefunded its Business Plan through free cash
flow breakeven through approximately $14 billion in cumulative debt and equity capital raised to
date. As a result, Level 3 believes that it has lower financial risk relative to certain other
communications service providers.

The Level 3 Network.

The Level 3 Network is an advanced, international, facilities based communications network. Through
2000, the Company primarily offered its communications services using local and intercity facilities that had
been leased from third parties. This enabled the Company to develop and offer certain of its services during the
construction of its own facilities. As the Company has substantially completed the construction of the North
American intercity network and as well as two Rings of the European intercity network, the portion of the
Company’s network that is owned by the Company will increase significantly and the portion of the facilities
leased will decrease significantly. At completion, the Company’s network is expected to encompass:

*  an intercity network covering nearly 16,000 miles in North America;

. leased or-owned local networks in 56 North American markets;

*  an intercity network covering approximately 4,750 miles across Europe;
*  leased or owned local networks in 21 European and Pacific Rim markets;

»  approximately 6.5 million square feet of Gateway and transmission facilities in North America,
Europe and the Pacific Rim; and



+  significant undersea capacity, including a 1.28 Tbps transatlantic cable system and a 2.56 Tbps
Northern Asia cable system connecting Hong Kong, Japan, Taiwan and Korea.

Intercity Networks. The Company’s nearly 16,000 mile fiber optic intercity network in North America
consists of the following:

*  Multiple conduits connecting approximately 200 North American cities. In general, Level 3 has
installed groups of 10 to 12 conduits in its intercity network. The Company believes that the
availability of spare conduit will allow it to deploy future technological innovations in optical
networking components as well as providing Level 3 with the flexibility to offer conduit to other
entities.

+  Initial installation of optical fiber strands designed to accommodate dense wave division multiplexing
transmission technology. In addition, the Company believes that the installation of newer optical
fibers will allow a combination of greater wavelengths of light per strand, higher transmission speeds
and greater spacing of network electronics. The Company also believes that each new generation of
optical fiber will allow increases in the performance of these aspects of the fiber and will result in
lower unit costs.

*  High speed SONET transmission equipment employing self-healing protection switching and
designed for high quality and reliable transmission. The Company expects that over time, SONET
equipped networks will be replaced with network designs that employ a ‘‘mesh’’ architecture made
possible by advances in optical technologies. A mesh architecture allows carriers to establish
alternative protection schemes that reduce the amount of capacity required to be reserved for
protection purposes.

¢ A design that maximizes the use of open, non-proprietary hardware and software interfaces to allow
less costly upgrades as hardware and software technology improves.

During 2000, the Company substantially completed the construction of its North American intercity
network. Deployment of the North American intercity network was accomplished through simultaneous
construction efforts in multiple locations, with different portions being completed at different times. As of
December 31, 2000, the Company had completed construction of 15,486 route miles of the North American
intercity network.

In Europe, the Company is deploying an approximately 4,750 mile fiber optic intercity network with
characteristics similar to those of the North American intercity network. During 2000, the Company completed
the construction of both Ring 1 and Ring 2 of its European network. Ring 1, which is approximately 1,800
miles, connects the major European cities of Paris, Frankfurt, Amsterdam, Brussels and London and was
operational at December 31, 2000. Ring 2, which is approximately 1,600 miles, connects the major German
cities of Berlin, Cologne, Dusseldorf, Frankfurt, Hamburg, Munich and Stuttgart. Construction on Ring 2 has
been completed and the Company expects Ring 2 to be operational during the first quarter of 2001.

Level 3’s European network is linked to the Level 3 North American intercity network by the Level 3
transatlantic 1.28 Tbps cable system, which was also completed and placed into service during 2000. The
transatlantic cable system—referred to by the Company as Yellow—has an initial capacity of 320 Gbps and is
upgradeable to 1.28 Tbps. The deployment of Yellow was complete pursuant to a co-build agreement
announced in February 2000, whereby Global Crossing Ltd. participated in the construction of, and obtained a
50% ownership interest in, Yellow. Under the co-build agreement, Level 3 and Global Crossing Ltd. each now
separately own and operate two of the four fiber pairs on Yellow. Level 3 also acquired additional capacity on
Global Crossing Ltd.’s transatlantic cable, Atlantic Crossing 1, during 2000 to serve as redundant capacity for
its fiber pairs on Yellow. :



The Company established its Asia Pacific headquarters in Hong Kong in 1999, and during 2000 the
Company completed and opened its Gateway facilities in Tokyo and Hong Kong. In January 2000, Level 3
announced its intention to develop and construct a Northern Asia undersea cable system initially connecting
Hong Kong and Japan. The Hong Kong-Japan cable was intended to be the first stage of the Company’s
construction of an undersea network in the region. At that time, the Company indicated its intention to share
construction and operating expenses of the system with one or more industry partners.

In December 2000, the Company signed an agreement to collaborate with FLAG Telecom on the
development of the Northern Asia undersea cable system connecting Hong Kong, Japan, Korea and Taiwan.
The system will include Level 3’s previously announced eastern link connecting Hong Kong and Japan and a
new western link that FLAG Telecom will build to connect Hong Kong, Korea, Taiwan and Japan. The
Company expects the Hong Kong to Japan segment of the eastern link to be in service in the second quarter of
2001, with the eastern link’s Taiwan segment to follow in late 2001. The Company expects the entire western
link to be ready for service in early 2002. Level 3 and FLAG Telecom will each own three fiber pairs
throughout the new system. The total cost of the entire Northern Asia system is estimated to be approximately
$900 million. Level 3’s share of the cost is approximately $450 million.

Local Market Infrastructure.  The Company’s local facilities include fiber optic networks connecting
Level 3’s intercity network Gateway sites to ILEC and CLEC central offices, long distance carrier points-of-
presence or POPs, buildings housing communication-intensive end users and Internet peering and transit
facilities. Level 3’s high fiber count metropolitan networks allow Level 3 to extend its services directly to its
customers’ locations at very low costs, because the availability of this network infrastructure does not require
extensive multiplexing equipment to reach a customer location, which is required in ordinary fiber constrained
metropolitan networks.

The Company had secured approximately 6.0 million square feet of space for its Gateway and
transmission facilities as of December 31, 2000 and had completed the buildout of approximately 2.8 million
square feet of this space. The Company’s initial Gateway facilities were designed to house local sales staff,
operational staff, the Company’s transmission and Internet Protocol routing and Softswitch facilities and
technical space to accommodate (3)CenterSM Colocation services—that is, the colocation of equipment by high-
volume Level 3 customers, in an environmentally controlled, secure site with direct access to the Level 3
Network through dual, fault tolerant connections. The percentage of the total square feet of these facilities that
is available for the provision of (3)Center Colocation services is expected to grow over time as the buildout of
additional facilities and expansion of existing facilities is completed. These newer facilities are typically larger
than the Company’s initial facilities and are being designed to include a smaller percentage of total square feet
for the Company’s transmission and Internet Protocol routing/Softswitch facilities and a larger percentage of
total square feet for the provision of (3)Center Colocation services. The Company is offering its (3)LinkSM
Transport services, (3)CenterSM Colocation services, (3)CrossroadsM services, (3)ConnectSM Modem services
and (3)VoiceSM services at its Gateway sites. The availability of these services varies by location.

As of December 31, 2000, the Company had operational, facilities based local metropolitan networks in 26
U.S. markets and six European markets. Also as of December 31, 2000, the Company had entered into
interconnection agreements with RBOCs covering 49 North American markets.

The Company has negotiated master leases with several CLECs and ILECs to obtain leased capacity from
those providers so that the Company can provide its clients with local transmission capabilities before its own
local networks are complete and in locations not directly accessed by the Company’s owned facilities.



At February 15, 2001, the Company had a total of 63 markets in service: 52 in the United States, nine in
Europe and two in Asia. In the United States, the Company markets in service include:

Albany Jacksonville Portland
Atlanta Jersey City Providence
Austin Kansas City Raleigh
Baltimore Las Vegas Richmond
Boston Long Island Sacramento
Buffalo Los Angeles Salt Lake City
Charlotte Louisville San Antonio
Chicago Manchester San Diego
Cincinnati Memphis San Francisco
Cleveland Miami San Jose
Dallas Nashville Seattle
Denver New Orleans St. Louis
Detroit New York Stamford

El Paso Newark Tampa

Fort Worth Omaha Washington, D.C.
Hartford Orlando Wilmington
Houston Philadelphia

Indianapolis Phoenix

In Europe, the markets in service include:

Amsterdam Hamburg
Berlin London
Brussels Munich
Dusseldorf Paris
Frankfurt

In Asia, markets in service included Hong Kong and Tokyo.

Communications and Information Services

Communications Services. Level 3 offers a comprehensive range of communications services, including
the following:

*  Transport Services. The Company’s transport services are branded *‘(3)Link S™M** and consist of
(3)Link M Global Wavelengths, (3)Link SM Private Line services and (3)Link SM Dark Fiber.

W (3)Link ™ Global Wavelength. Level 3 is offering (3)Link Global Wavelengths—a point-to-
point connection of a fixed amount of bandwidth on a particular wavelength or color of light.
Currently, (3)Link Global Wavelength is available at 2.5GBps and 10GBps. This product is
targeted to those customers that require both significant amounts of bandwidth and desire to
provide their own traffic protection schemes. The approach enables customers to build and
manage a network by deploying their own SONET, ATM or IP equipment at the end points
whete the wavelength is delivered. (3)Link Global Wavelength is offered through short term,
annual and long-term pre-paid leases.

B (3)Link ™ Private Line services. (3)Link Private Line services consist of a fixed amount of
dedicated bandwidth between fixed locations for the exclusive use of the customer. These
services are offered with committed levels of quality and with network protection schemes
included. (3)Link Private Line services are currently priced at a fixed rate depending upon the
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distance between end points and the amount of bandwidth required. The Company is offering the
following types of private line services:

*  (3)Link ™ Private Line—U.S. Intercity Services. Level 3 provides this transport service
over its North American intercity network. Available transmission speeds include DS-3,
OC-3, OC-12 and OC-48.

*  (3)Link ™ Private Line—Metro Services. Level 3 provides this service within a
metropolitan area. This service is provided in three categories: Metro Access Stand-alone—
a metro circuit is installed from a customer site to a colocation cabinet in a Level 3
Gateway in that city; Metro Point to Point—a circuit is installed between two of a
customers’ sites by passing through the Level 3 Gateway in that city; and Metro Access—a
circuit is installed from the customer’s location to access backbone services that are located
within the Level 3 Gateway. Available transmission speeds include DS-3, OC-3, OC-12 and
0C-48.

*  (3)Link M Private Line—International Services. Level 3 provides this private line service
between two locations on a point to point basis that cross an international boundary. This
service can be installed between two customer points-of-presence where each point is
located within a Level 3 Gateway facility. The service is available between mainland
Europe and the United Kingdom, the United States, Japan and Hong Kong. Available
transmission speeds depends upon the country locations, but range from DS-1 to OC-48.

(3)Link SM Dark Fiber. Level 3 offers long-term leases of dark fiber and conduit along its local
and intercity networks on a long-term basis. Customers can lease dark fiber and conduit in any
combination of three ways: (1) segment by segment, (2) full ring or (3) the entire Level 3
Network. Level 3 offers colocation space in its Gateway and intercity re-transmission facilities to
these customers for their transmission electronics.

Colocation and Gateway Services.

(3)Center M Colocation. The Company offers high quality, data center grade space where
customers can locate servers, content storage devices and communications network equipment in
a safe and secure technical operating environment.

At its colocation sites, the Company offers high-speed, reliable connectivity to the Level 3
Network and to other networks, including both local and wide area networks, the PSTN and
Internet. Level 3 also offers customers AC/DC power, emergency back-up generator power,
HVAC, fire protection and security. These sites are monitored and maintained 24 hours a day,
seven days a week.

As of December 31, 2000, Level 3 offered (3)Center Colocation in 63 facilities in 60 markets
located in the United States, Europe and Asia. Level 3 believes that its ability to offer both
metropolitan and intercity communications services to its (3)Center Colocation customers
provides it with an advantage over its competitors, because (3)Center Colocation customers often
spend between 25% and 50% of their operating expenses on communications services.

(3)CrossRoads M.  (3)CrossRoads is a high quality, high speed Internet access product offering. The
service is offered in a variety of capacities—100BaseT, GigE, DS-1, DS-3, OC-3 and OC-12—using
a variety of interfaces including Ethernet and SONET. A unique feature of the service is Destination
Sensitive Billing or DSB. Through DSB, (3)CrossRoads customers pay for bandwidth based on the
origination and destination of their traffic. DSB customers pay for either ‘‘Sent’’ or ‘‘Received’’
bandwidth, but not both.

Level 3 believes that the combination of Destination Sensitive Billing with metropolitan and intercity
networks and significant colocation space is a competitive advantage and that this accounts for the
rapid market acceptance of (3)CrossRoads to date.

10



e Softswitch Services. Level 3 has pioneered and developed the Softswitch—a distributed computer
system that emulates the functions performed by traditional circuit switches enabling Level 3 to
control and process telephone calls over an Internet Protocol network. Currently, Level 3 is offering
two Softswitch based services: (3)Connect SM Modem and (3)Voice SM,

®  (3)Connect M Modem. The Company is offering to its (3)Connect Modem customers an
outsourced, turn-key infrastructure solution for the management of dial up access to either the
public Internet or a corporate data network. (3)Connect Modem was the first service offered by
the Company that used Softswitch technology to seamlessly interconnect to the PSTN. ISPs
comprise a majority of the customer base for (3)Connect Modem and are provided a fully
managed dial up network infrastructure for access to the public Internet. Corporate customers
that purchase (3)Connect Modem services receive connectivity for remote users to support data
applications such as telecommuting, e-mail retrieval, and client/server applications.

As part of this service, Level 3 arranges for the provision of local network coverage, dedicated
local telephone numbers (which the (3)Connect Modem customer distributes to its customers in
the case of an ISP or to its employees in the case of a corporate customer), racks and modems as
well as dedicated connectivity from the customer’s location to the Level 3 Gateway facility.
Level 3 also provides monitoring of this infrastructure 24 hours a day, seven days a week. By
providing a turn-key infrastructure modem solution, Level 3 believes that this product allows its
customers to save both capital and operating costs associated with maintaining the infrastructure.

®m  (3)Voice M Services. The Company also offers (3)Voice, an Internet Protocol based long
distance service, which uses Softswitch technology. This long distance service is currently
available for originating long distance calls in 24 markets and is generally targeted at carriers.
The end users of the Company’s (3)Voice carrier customers place a long distance call by using
existing telephone equipment and dialing procedures. The local service provider transfers the call
to the Level 3 Softswitch where it is converted to Internet Protocol format. The call is then
transmitted along the Level 3 Network to another Level 3 Gateway facility closest to the
receiving city where it is sent to the called party in whatever format is desired, including a
standard telephone call. Calls on the Level 3 Softswitch network can be terminated or completed
anywhere in the world. The (3)Voice long distance service is offered at a quality level equal to
that of the traditional telephone network.

Distribution Strategy

Level 3’s sales strategy is to utilize a direct sales force focused on communications intensive businesses.
These targeted businesses include both traditional and next generation carriers, ISPs, application service
providers, content providers, systems integrators, web-hosting companies, streaming media companies, storage
providers and wireless communications providers. Level 3 believes that these companies are the most
significant drivers of bandwidth demand. The past distinctions between retail and wholesale have been blurred
as these communications intensive businesses purchase Level 3 services, add value and then market to end-
users. Bandwidth constitutes a significant portion of these companies’ cost structure and their needs for
bandwidth in many cases are growing at an exponential rate. Providing continually declining bandwidth costs
to these companies is at the core of Level 3’s market enabling strategy.

For the year ended December 31, 2000, approximately 85% of the Company’s sales were to
communications intensive customers that package communications services into value added services and
directly sell into the residential and business markets. The remaining approximately 15% of Level 3’s sales
were to other carriers and enterprises.
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Business Support System

In order to pursue its sales and distribution strategies, the Company has developed and is continuing to
develop and implement a set of integrated software applications designed to automate the Company’s
operational processes. Through the development of a robust, scalable business support system, the Company
believes that it has the opportunity to develop a competitive advantage relative to traditional
telecommunications companies. Whereas traditional telecommunications companies operate extensive legacy
business support systems with compartmentalized architectures that limit their ability to scale rapidly and
introduce enhanced services and features, Level 3 has developed a business support system architecture
intended to maximize both reliability and scalability.

Key design aspects of the business support system development program are:

+  integrated modular applications to allow the Company to upgrade specific applications as new
products are available;

»  ascalable architecture that allows certain functions that would otherwise have to be performed by
Level 3 employees to be performed by the Company’s alternative distribution channel participants;

*  phased completion of software releases designed to allow the Company to test functionality on an
incremental basis;

*  ‘“‘web-enabled’’ applications so that on-line access to all order entry, network operations, billing, and
customer care functions is available to all authorized users, including Level 3’s customers and
resellers;

» use of a tiered, client/server architecture that is designed to separate data and applications, and is
expected to enable continued improvement of software functionality at minimum cost; and

+  use of pre-developed or ‘‘shrink wrapped’’ applications, where applicable, which will interface to
Level 3’s internally developed applications.

Interconnection and Peering

As a result of the Telecom Act, properly certificated companies may, as a matter of law, interconnect with
ILECs on terms designed to help ensure economic, technical and administrative equality between the
interconnected parties. The Telecom Act provides, among other things, that ILECs must offer competitors the
services and facilities necessary to offer local switched services. See ‘‘—Regulation.”’

As of December 31, 2000, the Company had entered into interconnection agreements covering 49 markets.
The Company may be required to negotiate new or renegotiate existing interconnection agreements as Level 3
expands its operations in current and additional markets in the future and as existing agreements expire or are
terminated.

Peering agreements between the Company and ISPs are necessary in order for the Company to exchange
traffic with those ISPs without having to pay transit costs. The Company is considered a Tier 1 Internet Service
Provider and has peering arrangements with approximately 90 domestic ISPs and approximately 150
international ISPs and is currently purchasing transit from one major ISP. The basis on which the large national
ISPs make peering available or. impose settlement charges is evolving as the provision of Internet access and
related services has expanded.

Employee Recruiting and Retention

As of December 31, 2000, Level 3 had 5,537 employees in the communications portion of its business and
()Structure had approximately 674 employees, for a total of 6,211 employees. The Company believes that its
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ability to implement the Business Plan will depend in large part on its ability to attract and retain substantial
numbers of additional qualified employees.

In order to attract and retain highly qualified employees, the Company believes that it is important to
provide (i) a work environment that encourages each individual to perform to his or her potential, (ii) a work
environment that facilitates cooperation towards shared goals and (iii) a compensation program designed to
attract the kinds of individuals the Company seeks and to align employees’ interests with the Company’s. The
Company believes that its current business and the location of its headquarters facilities in the Denver
metropolitan area help provide such a work environment. With respect to compensation programs, while the
Company believes financial rewards alone are not sufficient to attract and retain qualified employees, the
Company believes a properly designed compensation program is a necessary component of employee
recruitment and retention. In this regard the Company’s philosophy is to pay annual cash compensation which,
if the Company’s annual goals are met, is moderately greater than the cash compensation paid by competitors.
The Company’s non-cash benefit programs (including medical and health insurance, life insurance, disability
insurance, etc.) are designed to be comparable to those offered by its competitors.

The Company believes that the qualified candidates it seeks place particular emphasis on equity-based
long term incentive (“‘LTI"’) programs. The Company currently has two complementary programs: (i) the
equity-based ‘‘Shareworks’’ program, which helps ensure that all employees have an ownership interest in the
Company and are encouraged to invest risk capital in the Company’s stock; and (ii) an innovative Outperform
Stock Option (‘*‘OSO’’) program applicable to the Company’s employees. The Shareworks program currently
enables employees to contribute up to 7% of their compensation toward the purchase of restricted common
stock, which purchases are matched one for one by the Company. If an employee remains employed by the
Company for three years from the date of purchase, the shares that are contributed by the Company will vest.
The shares that are purchased by the employee are vested at the time of purchase. The Shareworks program
also provides that, subject to satisfactory Company performance, the Company’s employees will be eligible
annually for grants by the Company of its restricted common stock of up to 3% of the employees’
compensation, which shares will vest three years from the employee’s initial grant date. For the year ended
December 31, 2000, the Company granted to its eligible employees the full 3% grant.

The Company has adopted the OSO program, which differs from LTI programs generally adopted by the
Company’s competitors that make employees eligible for conventional non-qualified stock options
(““NQSOs’’). While widely adopted, the Company believes such NQSO programs reward employees when
company stock price performance is inferior to investments of similar risks, dilute public stockholders in a
manner not directly proportional to performance and fail to provide a preferred return on stockholders’ invested
capital over the return to option holders. The Company believes that the OSO program is superior to an NQSO-
based program with respect to these issues while, at the same time, providing employees a success-based
reward balancing the associated risk.

The Company’s OSO program is the primary component of Level 3’s long term incentive, stock based
compensation programs. The OSO program was designed by the Company so that its stockholders receive a
market related return on their investment before OSO holders receive any return on their options. The Company
believes that the OSO program aligns directly employees’ and stockholders’ interests by basing stock option
value on the Company’s ability to outperform the market in general, as measured by the S&P 500 Index. The
value received for options under the OSO plan is based on a formula involving a multiplier related to how
much our common stock outperforms the S&P 500 Index. Participants in the OSO program do not realize any
value from options unless our common stock price outperforms the S&P 500 Index. To the extent that the
Level 3 common stock outperforms the S&P 500, the value of OSOs to an option holder may exceed the value
of NQSOs.

In July 2000, the Company adopted a convertible outperform stock option program, (‘°‘C-OSO’’) as an
extension of the existing OSO plan. The program is a component of the Company’s ongoing employee
retention efforts and offers similar features to those of an OSO, but provides an employee with the greater of
the value of a single share of the Company’s common stock at exercise, or the calculated OSO value of a
single OSO at the time of exercise.
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C-OS0O awards were made to eligible employees employed on the date of the grant. The awards were
made in September 2000 and December 2000. Each award vests over three years as follows: 1/6 of each grant
at the end of the first year, a further 2/6 at the end of the second year and the remaining 3/6 in the third year.
Each award is immediately exercisable upon vesting. Awards expire four years from the date of the grant.

Subsequent to March 31, 1998 (the effective date of the separation of the Company’s former construction
business), the Company adopted the recognition provisions of SFAS No. 123. Under SFAS No. 123, the fair
value of an OSO (as computed in accordance with accepted option valuation models) on the date of grant is
amortized over the vesting period of the OSO. The recognition provisions of SFAS No. 123 are applied
prospectively upon adoption. As a result, they are applied to all stock awards granted in the year of adoption
and are not applied to awards granted in previous years unless those awards are modified or settled in cash after
adoption of the recognition provisions. The adoption of SFAS No. 123 resulted in non-cash charges to
operations of $241 million in 2000, $126 million in 1999 and $39 million in 1998 and will continue to result in
non-cash charges to operations for future periods that the Company believes will also be material. The amount
of the non-cash charge will be dependent upon a number of factors, including the number of options granted
and the fair value estimated at the time of grant.

Competition

The communications industry is highly competitive. Many of the Company’s existing and potential
competitors in the communications industry have financial, personnel, marketing and other resources
significantly greater than those of the Company, as well as other competitive advantages including existing
customer bases. Increased consolidation and strategic alliances in the industry resulting from the Telecom Act,
the opening of the U.S. market to foreign carriers, technological advances and further deregulation could give
rise to significant new competitors to the Company.

In recent years, competition has increased in all areas of Level 3’s communications services market. The
Company’s primary competitors are IXCs, ILECs, CLECs, ISPs and other companies that provide
communications products and services. The following information identifies key competitors for each of the
Company’s product offerings.

For transport services, Level 3’s key competitors in the United States are other facilities based
communications companies including Williams Communications, Global Crossing, Qwest Communications,
Broadwing, and 360Networks. In Europe and Asia, the Company’s key competitors are other carriers such as
KPNQwest N.V., Viatel Inc., Carrier] International, Colt Telecom Group plc, Asia Global Crossing and
Crosswave.

The Company’s key competitors for its (3)Connect Modem services are other providers of dial up Internet
access including UUNet, Genuity, Sprint, ICG and AT&T. In addition, the key competitors for the Company’s
(3)Voice service offering are other providers of wholesale long distance communications services including
AT&T, Worldcom Inc., Sprint and certain RBOCs. The RBOCs are seeking authorizations to provide certain
long distance services which will further increase competition in the long distance services market. See
‘“—Regulation.”’

Level 3’s key.competitors for its (3)Center Colocation services are other facilities based communications
companies, and other colocation providers such as web hosting companies and third party colocation
companies. These companies include Exodus, Equinix, Williams Communications, Qwest Communications and
360Networks.

For the Company’s (3)Crossroads Internet access service, Level 3 competes with companies that include
UUNet, Genuity, Williams Communications and Global Crossing.
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The communications industry is subject to rapid and significant changes in technology. For instance,
recent technological advances permit substantial increases in transmission capacity of both new and existing
fiber, and the introduction of new products or emergence of new technologies may reduce the cost or increase
the supply of certain services similar to those which the Company plans on providing. Accordingly, in the
future the Company’s most significant competitors may be new entrants to the communications and information
services industry, which are not burdened by an installed base of outmoded or legacy equipment.

Regulation

The Company’s communications and information services business will be subject to varying degrees of
federal, state, local and international regulation.

Federal Regulation

The FCC regulates interstate and international telecommunications services. The FCC imposes extensive
regulations on common carriers such as ILECs that have some degree of market power. The FCC imposes less
regulation on common carriers without market power, such as the Company. The FCC permits these
nondominant carriers to provide domestic interstate services (including long distance and access services)
without prior authorization; but it requires carriers to receive an authorization to construct and operate
telecommunications facilities, and to provide or resell telecommunications services, between the United States
and international points. The Company has recently obtained FCC approval to land its transatlantic cable in the
U.S. The Company has obtained FCC authorization to provide international services on a facilities and resale
basis. The Company has filed tariffs for its access and international long distance services with the FCC.

Under the Telecom Act, any entity, including cable television companies, and electric and gas utilities,
may enter any telecommunications market, subject to reasonable state regulation of safety, quality and
consumer protection. Because implementation of the Telecom Act is subject to numerous federal and state
policy rulemaking proceedings and judicial review, there is still uncertainty as to what impact it will have on
the Company. The Telecom Act is intended to increase competition. The Telecom Act opens the local services
market by requiring ILECs to permit interconnection to their networks and establishing ILEC obligations with
respect to:

*  Reciprocal Compensation. Requires all ILECs and CLECs to complete calls originated by
competing carriers under reciprocal arrangements at prices based on a reasonable approximation of
incremental cost or through mutual exchange of traffic without explicit payment.

*  Resale. Requires all ILECs and CLECs to permit resale of their telecommunications services
without unreasonable restrictions or conditions. In addition, ILECs are required to offer wholesale
versions of all retail services to other telecommunications carriers for resale at discounted rates, based
on the costs avoided by the ILEC in the wholesale offering.

*  Interconnection. Requires all ILECs and CLECs to permit their competitors to interconnect with
their facilities. Requires all ILECs to permit interconnection at any technically feasible point within
their networks, on nondiscriminatory terms and at prices based on cost (which may include a
reasonable profit). At the option of the carrier seeking interconnection, colocation of the requesting
carrier’s equipment in an ILEC’s premises must be offered, except where the ILEC can demonstrate
space limitations or other technical impediments to colocation.

*  Unbundled Access. Requires all ILECs to provide nondiscriminatory access to specified unbundled
network elements (including certain network facilities, equipment, features, functions, and
capabilities) at any technically feasible point within their networks, on nondiscriminatory terms and at
prices based on cost (which may include a reasonable profit).

*  Number Portability. Requires all ILECs and CLECs to permit, to the extent technically feasible,
users of telecommunications services to retain existing telephone numbers without impairment of
quality, reliability or convenience when switching from one telecommunications carrier to another.
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*  Dialing Parity. Requires all ILECs and CLEC:s to provide ‘“1+’’ equal access to competing
providers of telephone exchange service and toll service, and to provide nondiscriminatory access to
telephone numbers, operator services, directory assistance, and directory listing, with no unreasonable
dialing delays.

*  Access to Rights-of-Way. Requires all ILECs and CLECs to permit competing carriers access to
poles, ducts, conduits and rights-of-way at regulated prices.

ILECs are required to negotiate in good faith with carriers requesting any or all of the above
arrangements. If the negotiating carriers cannot reach agreement within a prescribed time, either carrier may
request binding arbitration of the disputed issues by the state regulatory commission. Even when an agreement
has not been reached, ILECs remain subject to interconnection obligations established by the FCC and state
telecommunications regulatory commissions.

In August 1996, the FCC released a decision (the ‘‘Interconnection Decision’’) establishing rules
implementing the above-listed requirements and providing guidelines for review of interconnection agreements
by state public utility commissions. The United States Court of Appeals for the Eighth Circuit (the ‘‘Eighth
Circuit’’) vacated certain portions of the Interconnection Decision. On January 25, 1999, the Supreme Court
reversed the Eighth Circuit with respect to the FCC’s jurisdiction to issue regulations governing local
interconnection pricing (including regulations governing reciprocal compensation). The Supreme Court also
found that the FCC had authority to promulgate a *‘pick and choose’’ rule and upheld most of the FCC’s rules
governing access to unbundled network elements. The Supreme Court, however, remanded to the FCC the
standard by which the FCC identified the network elements that must be made available on an unbundled basis.

On November 5, 1999, the FCC released an order largely retaining its list of unbundled network elements
but eliminating the requirement that ILECs provide unbundled access to local switching for customers with
four or more lines in the densest portion of the top 50 Metropolitan Statistical Areas, and the requirement to
unbundle operator services and directory assistance. In its decision, the FCC reaffirmed that network elements
should be priced using a total element long run incremental pricing (‘“TELRIC’’) methodology. A number of
parties challenged the FCC’s TELRIC finding. On Jan. 22, 2001, the U.S. Supreme Court agreed to hear those
appeals. The Supreme Court’s decision could effect some pricing terms in the Company’s existing
interconnection agreements and may require the renegotiation of existing interconnection agreements. The
Supreme Court’s decision could also result in new rules being promulgated by the FCC. Given the general
uncertainty surrounding the effect of these decisions and appeals, the Company may not be able to continue to
obtain or enforce interconnection terms that are acceptable to it or that are consistent with its business plans.

The Telecom Act also codifies the ILECs’ equal access and nondiscrimination obligations and preempts
inconsistent state regulation. The Telecom Act contains special provisions that modify previous court decrees
that prevented RBOCs from providing long distance services and engaging in telecommunications equipment
manufacturing. These provisions permit a RBOC to enter the long distance market in its traditional service area
if it satisfies several procedural and substantive requirements, including obtaining FCC approval upon a
showing that the RBOC has entered into interconnection agreements (or, under some circumstances, has offered
to enter into such agreements) in those states in which it seeks long distance relief, the interconnection
agreements satisfy a 14-point “‘checklist’’ of competitive requirements, and the FCC is satisfied that the
RBOC’s entry into long distance markets is in the public interest. To date, the FCC has approved petitions to
provide long distance service by Verizon in New York and Southwestern Bell in Texas, Oklahoma and Kansas.
Verizon has refiled its application to provide long distance service in. Massachusetts. The Telecom Act
permitted the RBOCs to enter the out-of-region long distance market immediately upon its enactment.

In October 1996, the FCC adopted an order in which it eliminated the requirement that non-dominant
carriers such as the Company maintain tariffs on file with the FCC for domestic interstate services. On
February 13, 1997, the U.S. Court of Appeals for the District of Columbia stayed implementation of the FCC
order. On April 28, 2000, all litigation with respect to the FCC’s order was resolved in favor of the FCC. As a
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result, a deadline of August 1, 2001 has been established for non-dominant carriers, such as Level 3, to
eliminate tariffs for interstate services. Today, the only service that the Company offers that is characterized as
interstate service is (3)Link Private Line—U.S. Intercity Service. While tariffs provided a means of providing
notice of prices as well as terms and conditions for the provision of service, the Company has historically relied
primarily on its sales force and marketing activities to provide information to its customers regarding these
matters and expects to continue to do so after August 1, 2001.

The Company’s costs of providing long distance services, as well as its revenues from providing local
services, will both be affected by changes in the ‘‘access charge’ rates imposed by ILECs on long distance
carriers for origination and termination of calls over local facilities. The FCC has made major changes in the
interstate access charge structure. In a December 24, 1996 order, the FCC removed restrictions on ILECs’
ability to lower access prices and relaxed the regulation of new switched access services in those markets
where there are other providers of access services. On August 5, 1999 the FCC adopted an order granting price
cap LECs additional pricing flexibility, implementing certain access charge reforms and seeking comments on
others. The order provides certain immediate regulatory relief to price cap carriers and sets a framework of
“triggers’’ to provide those companies with greater pricing flexibility to set interstate access rates as
competition increases. The order also initiated a rulemaking to determine whether the FCC should regulate the
access charges of CLECs. If this increased pricing flexibility is not effectively monitored by federal regulators,
it could have a material adverse effect on the Company’s ability to price its interstate access services
competitively. A May 16, 1997 order substantially increased the amounts that ILECs subject to the FCC’s price
cap rules (“‘price cap LECs’’) recover through monthly flat-rate charges and substantially decreased the
amounts that these LECs recover through traffic sensitive (per-minute) access charges. Several parties appealed
the May 16th order. On August 19, 1998, the Eighth Circuit upheld the FCC’s access charge reform rules.

Recently, the large interexchange or long distance carriers have challenged the ability of competitive local
exchange carriers or CLECs to levy access charges to terminate traffic on a CLEC’s network. AT&T and Sprint
have filed Petitions for Declaratory Ruling with the FCC asking whether any statutory or regulatory constraints
prevent an interexchange carrier from declining or terminating access services ordered or constructively ordered
from CLECs and what steps interexchange carriers must take either to avoid ordering or to cancel service after
it has been ordered or constructively ordered. As a result, the FCC has asked for public comment on the extent
to which interexchange carriers may lawfully refuse to accept and pay for CLEC interstate access services. The
central issue in dispute is whether CLECs can levy access charges that are higher than the incumbent local
exchange carriers or ILECs. The Company’s long standing policy has been to mirror the access rates charged
by the ILECs. Given the general uncertainty surrounding the effect of any FCC decision or new FCC rules that
may result from the AT&T and Sprint petition, the Company may be required to change the manner in which
access charges are assessed or collected in the future.

Beginning in June 1997, every RBOC advised CLECs that they did not consider calls in the same local
calling area from their customers to CLEC customers, who are ISPs, to be local calls under the interconnection
agreements between the RBOCs and the CLECs. The RBOCs claim that these calls are exchange access calls
for which exchange access charges would be owed. The RBOCs claimed, however, that the FCC exempted
these calls from access charges so that no compensation is owed to the CLECs for transporting and terminating
such calls. As a result, the RBOCs threatened to withhold, and in many cases did withhold, reciprocal
compensation for the transport and termination of such calls. To date, thirty-six state commissions have ruled
on this issue in the context of state commission arbitration proceedings or enforcement proceedings. In thirty-
three states, to date, the state commission has determined that reciprocal compensation is owed for such calls.
Several of these cases are presently on appeal. Reviewing courts have upheld the state commissions in eight
decisions rendered to date on appeal. Decisions in the Fourth, Fifth and Seventh U.S. Circuit Courts of Appeal
have upheld state determinations that reciprocal compensation is owed for ISP bound traffic. A decision is
pending before the U.S. Circuit Court of Appeals for the District of Columbia. On February 25, 1999, the FCC
issued a Declaratory Ruling on the issue of inter-carrier compensation for calls bound to ISPs. The FCC ruled
that the calls are largely jurisdictionally interstate calls, not local calls. The FCC, however, determined that this
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issue was not dispositive of whether inter-carrier compensation is owed. The FCC noted a number of factors
which would allow the state commissions to leave their decisions requiring the payment of compensation
undisturbed. The Company cannot predict the effect of the FCC’s ruling on existing state decisions, or the
outcome of pending appeals or of additional pending cases. The Ninth Circuit dismissed an appeal of a
Washington decision on the ground that it constituted a collateral attack on the FCC’s ruling. The FCC also
issued proposed rules to address inter-carrier compensation in the future.

The Company has entered into agreements with Verizon, formerly Bell Atlantic, that provides for payment
for ISP bound traffic in the 14-state Verizon territory and with SBC Corporation for the 13-state operating
territory that includes its affiliates Pacific Bell, Southwestern Bell, Ameritech and Southern New England
Telephone.

The FCC has to date treated ISPs as ‘‘enhanced service providers,’” exempt from federal and state
regulations governing common carriers, including the obligation to pay access charges and contribute to the
universal service fund. Nevertheless, regulations governing disclosure of confidential communications,
copyright, excise tax, and other requirements may apply to the Company’s provision of Internet access services.
The Company cannot predict the likelihood that state, federal or foreign governments will impose additional
regulation on the Company’s Internet business, nor can it predict the impact that future regulation will have on
the Company’s operations.

In December 1996, the FCC initiated a Notice of Inquiry regarding whether to impose regulations or
surcharges upon providers of Internet access and information services (the ‘‘Internet NOI'”). The Internet NOI
sought public comment upon whether to impose or continue to forebear from regulation of Internet and other
packet-switched network service providers. The Internet NOI specifically identifies Internet telephony as a
subject for FCC consideration. On April 10, 1998, the FCC issued a Report to Congress on its implementation
of the universal service provisions of the Telecom Act. In that Report, the FCC stated, among other things, that
the provision of transmission capacity to ISPs constitutes the provision of telecommunications and is, therefore,
subject to common carrier regulations. The FCC indicated that it would reexamine its policy of not requiring an
ISP to contribute to the universal service mechanisms when the ISP provides its own transmission facilities and
engages in data transport over those facilities in order to provide an information service. Any such contribution
by a facilities based ISP would be related to the ISP’s provision of the underlying telecommunications services.
In the Report, the FCC also indicated that it would examine the question of whether certain forms of ‘‘phone-
to-phone Internet Protocol telephony’” are information services or telecommunications services. It noted that
the FCC did not have an adequate record on which to make any definitive pronouncements on that issue at this
time, but that the record the FCC had reviewed suggests that certain forms of phone-to-phone Internet Protocol
telephony appear to have similar functionality to non-Internet Protocol telecommunications services and lack
the characteristics that would render them information services. If the FCC were to determine that certain
Internet Protocol telephony services are subject to FCC regulations as telecommunications services, the FCC
noted it may find it reasonable that the ISPs pay access charges and make universal service contributions
similar to non-Internet Protocol based telecommunications service providers. The FCC also noted that other
forms of Internet Protocol telephony appear to be information services. The Company cannot predict the
outcome of these proceedings or other FCC proceedings that may effect the Company’s operations or impose
additional requirements, regulations or charges upon the Company’s provision of Internet access services.

On May 8, 1997, the FCC issued an order establishing a significantly expanded federal universal service
subsidy regime. For example, the FCC established new universal service funds to support telecommunications
and information services provided to qualifying schools and libraries (with an annual cap of $2.25 billion) and
to rural health care providers (with an annual cap of $400 million). The FCC also expanded the federal
subsidies for local exchange telephone services provided to low-income consumers and recently doubled the
size of the high cost fund for non-rural LECs. Providers of interstate telecommunications service, such as the
Company, as well as certain other entities, must pay for these programs. The Company’s contribution to these
universal service funds will be based on its telecommunications service end-user revenues. The extent to which
the Company’s services are viewed as telecommunications services or as information services will impact the
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amount of the Company’s contributions, if any. As indicated in the preceding paragraph, that issue has not been
resolved. Currently, the FCC assesses such payments on the basis of a provider’s revenue for the previous year.
The Company is currently unable to quantify the amount of subsidy payments that it will be required to make
and the effect that these required payments will have on its financial condition because of uncertainties
concerning the size of the universal fund and uncertainties concerning the classification of its services. The
Fifth Circuit Court of Appeals recently upheld the FCC in most respects, but rejected the FCC’s effort to base
contributions on intrastate revenues. The FCC’s universal service program may also be altered as a result of the
agency’s reconsideration of its policies, or by future Congressional action.

The FCC recently adopted new rules designed to make it easier and less expensive for CLECs to obtain
colocation at ILEC central offices by, among other things, restricting the ILEC’s ability to prevent certain types
of equipment from being colocated and requiring ILECs to offer alternative colocation arrangements which will
be less costly.

On November 18, 1999, the FCC adopted a new order requiring ILECs to provide line sharing, which will
allow CLEC:s to offer data services over the same line the consumer uses for voice services without the CLECs
being required to offer the voice services. State commissions have been authorized to establish the prices to the
CLEC: for such services. The decision has been appealed.

State Regulation

The Telecom. Act is intended to increase competition in the telecommunications industry, especially in the
local exchange market. With respect to local services, ILECs are required to allow interconnection to their
networks and to provide unbundled access to network facilities, as well as a number of other procompetitive
measures. Because the implementation of the Telecom Act is subject to numerous state rulemaking proceedings
on these issues, it is currently difficult to predict how quickly full competition for local services, including local
dial tone, will be introduced.

State regulatory agencies have jurisdiction when Company facilities and services are used to provide
intrastate services. A portion of the Company’s traffic may be classified as intrastate and therefore subject to
state regulation. The Company expects that it will offer more intrastate services (including intrastate switched
services) as its business and product lines expand. To provide intrastate services, the Company generally must
obtain a certificate of public convenience and necessity from the state regulatory agency and comply with state
requirements for telecommunications utilities, including state tariffing requirements. The Company currently is
authorized to provide telecommunications services in all fifty states and the District of Columbia. The
Company is seeking expanded authority in the states of Jowa, Wisconsin and New Mexico.

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

Local Regulation

The Company’s networks will be subject to numerous local regulations such as building codes and
licensing. Such regulations vary on a city-by-city, county-by-county and state-by-state basis. To install its own
fiber optic transmission facilities, the Company will need to obtain rights-of-way over privately and publicly
owned land. Rights-of-way that are not already secured may not be available to the Company on economxcally
reasonable or advantageous terms. : : - .

Canadian Regulation

The Canadian Radio-television and Telecommunications Commission (the ‘‘CRTC’’) generally regulates
long distance telecommunications services in Canada. Regulatory developments over the past several years
have terminated the historic monopolies of the regional telephone companies, bringing significant competition
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to this industry for both domestic and international long distance services, but also lessening regulation of
domestic long distance companies. Resellers, which, as well as facilities-based carriers, now have
interconnection rights, but which are not obligated to file tariffs, may not only provide transborder services to
the U.S. by reselling the services provided by the regional companies and other entities but also may resell the
services of the former monopoly international carrier, Teleglobe Canada (‘“Teleglobe’’), including offering
international switched services provisioned over leased lines. Although the CRTC formerly restricted the
practice of ‘‘switched hubbing’’ over leased lines through intermediate countries to or from a third country, the
CRTC recently lifted this restriction. The Teleglobe monopoly on international services and undersea cable
landing rights terminated as of October 1, 1998, although the provision of Canadian international transmission
facilities-based services remains restricted to ‘‘Canadian carriers’” with majority ownership by Canadians.
Ownership of non-international transmission facilities are limited to Canadian carriers but the Company can
own international undersea cables landing in Canada. The Company cannot, under current or foreseen law,
enter the Canadian market as a provider of transmission facilities-based domestic services. Recent CRTC
rulings address issues such as the framework for international contribution charges payable to the local
exchange carriers to offset some of the capital and operating costs of the provision of switched local access
services of the incumbent regional telephone companies, in their capacity as ILECs, and the new entrant
CLECs.

While competition is permitted in virtually all other Canadian telecommunications market segments, the
Company believes that the regional companies continue to retain a substantial majority of the local and calling
card markets. Beginning in May 1997, the CRTC released a number of decisions opening to competition the
Canadian local telecommunications services market, which decisions were made applicable in the territories of
all of the regional telephone companies except SaskTel (although Saskatchewan has subsequently allowed local
service competition in that province). As a result, networks operated by CLECs may now be interconnected
with the networks of the ILECs. Transmission facilities-based CLECs are subject to the same majority
Canadian ownership ‘‘Canadian carrier’’ requirements as transmission facilities-based long distance carriers.
CLEC:s have the same status as ILECs, but they do not have universal service or customer tariff-filing
obligations. CLECs are subject to certain consumer protection safeguards and other CRTC regulatory oversight
requirements. CLECs must file interconnection tariffs for services to interexchange service providers and
wireless service providers. Certain ILEC services must be provided to CLECs on an unbundled basis and
subject to mandatory pricing, including central office codes, subscriber listings, and local loops in small urban
and rural areas. For a five-year period, certain other important CLEC services must be provided on an
unbundled basis at mandated prices, notably unbundled local loops in large, urban areas. ILECs, which, unlike
CLECs, remained fully regulated, will be subject to price cap regulation in respect of their utility services for
an initial four-year period beginning May 1, 1997, and these services must not be priced below cost.
Interexchange contribution payments are now pooled and distributed among ILECs and CLECs according to a
formula based on their respective proportions of residential lines, with no explicit contribution payable from
local business exchange or directory revenues. CLECs must pay an annual telecommunications fee based on
their proportion of total CLEC operating revenues. All bundled and unbundled local services (including
residential lines and other bulk services) may now be resold, but ILECs need not provide these services to
resellers at wholesale prices. Transmission facilities-based local and long distance carriers (but not resellers) are
entitled to colocate equipment in ILEC central offices pursuant to terms and conditions of tariffs and
intercarrier agreements. Certain local competition issues are still to be resolved. The CRTC has ruled that
resellers cannot be classified as CLECs, and thus are not entitled to CLEC interconnection terms and
conditions.

The Company’s Other Businesses

The Company was incorporated as Peter Kiewit Sons’, Inc. in Delaware in 1941 to continue a construction
business founded in Omaha, Nebraska in 1884. In subsequent years, the Company invested a portion of the
cash flow generated by its construction activities in a variety of other businesses. The Company entered the
coal mining business in 1943, the telecommunications business (consisting of MFS and, more recently, an
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investment in C-TEC Corporation and its successors RCN Corporation, Commonwealth Telephone Enterprises,
Inc. and Cable Michigan, Inc.) in 1988, the information services business in 1990 and the alternative energy
business, through an investment in MidAmerican, in 1991. Level 3 also has made investments in several
development-stage ventures.

In 1995, the Company distributed to the holders of Class D Stock all of its shares of MFS. In the seven
years from 1988 to 1995, the Company invested approximately $500 million in MFS; at the time of the
distribution to stockholders in 1995, the Company’s holdings in MFS had a market value of approximately
$1.75 billion. In December 1996, MES was purchased by WorldCom in a transaction valued at $14.3 billion. In
December 1997, the Company’s stockholders ratified the decision of the Board to effect the split-off separating
the Construction Group. As a result of the split-off, which was completed on March 31, 1998, the Company no
longer owns any interest in the Construction Group. In conjunction with the split-off, the Company changed its
name to ‘‘Level 3 Communications, Inc.,”” and the Construction Group changed its name to ‘‘Peter Kiewit
Sons’, Inc.”’

In January 1998, the Company completed the sale to MidAmerican of its energy investments, consisting
primarily of a 24% equity interest in MidAmerican. The Company received proceeds of approximately $1.16
billion from this sale, and as a result recognized an after-tax gain of approximately $324 million in 1998. In
November 1998, Avalon Cable of Michigan, Inc. acquired all the outstanding stock of Cable Michigan. Level 3
received approximately $129 million in cash for its interest in Cable Michigan and recognized a pre-tax gain of
approximately $90 million.

The Company’s other businesses include its investment in the C-TEC Companies (as defined), coal
mining, the SR91 Tollroad (as defined) and certain other assets. In 1998, the Company completed the sale of its
interests in United Infrastructure Company, MidAmerican and Kiewit Investment Management Corp.

(i)Structure, Inc.

Level 3 currently offers, through its subsidiary (i)Structure, Inc. (formerly PKS Information Services, Inc.),
computer operations outsourcing and systems integration services to customers located throughout the United
States as well as abroad.

The Company’s systems integration services help customers define, develop and implement cost-effective
information services. The computer outsourcing services offered by the Company include networking and
computing services necessary for older mainframe-based systems and newer client/server-based systems. The
Company provides its outsourcing services to clients that want to focus their resources on core businesses,
rather than expend capital and incur overhead costs to operate their own computing environments. (i)Structure
believes that it is able to utilize its expertise and experience, as well as operating efficiencies, to provide its
outsourcing customers with levels of service equal to or better than those achievable by the customers
themselves, while at the same time reducing the customers’ cost for such services. This service is particularly
useful for those customers moving from older computing platforms to more modern client/server networks.

(i)Structure offers reengineering services that allow companies to convert older legacy software systems to
modern networked computing systems, with a focus on reengineering software to enable older software
application and data repositories to be accessed by web browsers over the Internet or over private or limited
access Internet Protocol networks. (i)Structure also provides customers with a combination of workbench tools
and methodologies that provide a complete strategy for converting mainframe-based application systems to
client/server architecture. o

C-TEC Companies

On September 30, 1997, C-TEC completed a tax-free restructuring, which divided C-TEC Corporation into
three public companies (the *‘C-TEC Companies’’): C-TEC, which changed its name to Commonwealth
Telephone Enterprises, Inc. (‘‘Commonwealth Telephone’”), RCN Corporation (‘°‘RCN’’) and Cable Michigan,

21



Inc. (“*Cable Michigan’’). The Company’s interests in the C-TEC Companies are held through a holding
company (the ‘‘C-TEC Holding Company’’). The Company owns 90% of the common stock of the C-TEC
Holding Company, and preferred stock of the C-TEC Holding Company with a liquidation value of
approximately $540 million as of December 31, 2000. The remaining 10% of the common stock of the C-TEC
Holding Company is held by David C. McCourt, a director of the Company who was formerly the Chairman of
C-TEC. In the event of a liquidation of the C-TEC Holding Company, the Company would first receive the
liquidation value of the preferred stock. Any excess of the value of the C-TEC Holding Company above the
liquidation value of the preferred stock would be split according to the ownership of the common stock.

Commonwealth Telephone. Commonwealth Telephone is a Pennsylvania public utility providing local
telephone service to a 19-county, 5,191 square mile service territory in Pennsylvania. Commonwealth
Telephone also provides network access and long distance services to IXCs. Commonwealth Telephone’s
business customer base is diverse in size as well as industry, with very little concentration. A subsidiary,
Commonwealth Communications Inc. provides telecommunications engineering and technical services to large
corporate clients, hospitals and universities in the northeastern United States. Another subsidiary,
Commonwealth Long Distance operates principally in Pennsylvania, providing switched services and resale of
several types of services, using the networks of several long distance providers on a wholesale basis. As of
December 31, 2000, the C-TEC Holding Company owned approximately 46.3% of the outstanding common
stock of Commonwealth Telephone.

On October 23, 1998, Commonwealth Telephone completed a rights offering of 3.7 million shares of its
common stock. In the offering, Level 3 exercised all rights it received and purchased approximately 1.8 million
additional shares of Commonwealth Telephone common stock for an aggregate subscription price of $37.7
million.

RCN. RCN is a full service provider of local, long distance, Internet and cable television services
primarily to residential users in densely populated areas in the Northeast. RCN operates as a competitive
telecommunications service provider in New York City and Boston. RCN also owns cable television operations
in New York, New Jersey and Pennsylvania; a 49% interest in Megacable, S.A. de C.V., Mexico’s second
largest cable television operator; and has long distance operations (other than the operations in certain areas of
Pennsylvania). RCN is developing advanced fiber optic networks to provide a wide range of
telecommunications services, including local and long distance telephone, video programming and data services
(including high speed Internet access), primarily to residential customers in selected markets in the Boston to
Washington, D.C. and San Francisco to San Diego corridors and Chicago. As of December 31, 2000, the
C-TEC Holding Company owned approximately 30.8% of the outstanding common stock of RCN.

Cable Michigan. Cable Michigan was a cable television operator in the State of Michigan. On June 4,
1998, Cable Michigan announced that it had agreed to be acquired by Avalon Cable. Level 3 received
approximately $129 million in cash when the transaction closed on November 6, 1998.

Coal Mining

The Company is engaged in coal mining through its subsidiary, KCP, Inc. (‘' KCP’’). KCP has a 50%
interest in two mines, which are operated by a subsidiary of Peter Kiewit Sons’, Inc. (‘‘New PKS’*). Decker
Coal Company (‘‘Decker’’) is a joint venture with Western Minerals, Inc., a subsidiary of The RTZ
Corporation PLC. Black Butte Coal Company (‘‘Black Butte’’) is a joint venture with Bitter Creek Coal
Company, a subsidiary of Anadarko Petroleum Corporation. The Decker mine is located in southeastern
Montana and the Black Butte mine is in southwestern Wyoming. The coal mines use the surface mining
method.

In September 2000, the Company sold its entire 50% ownership interest in the Walnut Creek Mining
Company to a subsidiary of Peter Kiewit Sons’, Inc. for cash of $37 million.

22



The coal produced from the KCP mines is sold primarily to electric utilities, which burn coal in order to
produce steam to generate electricity. Approximately 95% of sales are made under long-term contracts, and the
remainder are made on the spot market. Approximately 76%, 75% and 77% of KCP’s revenues in 2000, 1999
and 1998 respectively, were derived from long-term contracts with Commonwealth Edison Company (with
Decker and Black Butte) and The Detroit Edison Company (with Decker). KCP also has other sales
commitments, including those with Sierra Pacific, Idaho Power, Solvay Minerals, Pacific Power & Light and
Minnesota Power, that provide for the delivery of approximately 10 million tons through 2005. The level of
cash flows generated in recent periods by the Company’s coal operations will not continue after the year 2000
because the delivery requirements under the Company’s current long-term contracts decline significantly. Under
a mine management agreement, KCP pays a subsidiary of New PKS an annual fee equal to 30% of KCP’s
adjusted operating income. The fee for 2000 was $29 million.

The coal industry is highly competitive. KCP competes not only with other domestic and foreign coal
suppliers, some of whom are larger and have greater capital resources than KCP, but also with alternative
methods of generating electricity and alternative energy sources. In 1998, KCP’s production represented 1.3%
of total U.S. coal production. Demand for KCP’s coal is affected by economic, political and regulatory factors.
For example, recent ‘‘clean air’’ laws may stimulate demand for low sulfur coal. KCP’s western coal reserves
generally have a low sulfur content (less than one percent) and are currently useful principally as fuel for coal-
fired, steam-electric generating units.

KCP’s sales of its western coal, like sales by other western coal producers, typically provide for delivery
to customers at the mine. A significant portion of the customer’s delivered cost of coal is attributable to
transportation costs. Most of the coal sold from KCP’s western mines is currently shipped by rail to utilities
outside Montana and Wyoming. The Decker and Black Butte mines are each served by a single railroad. Many
of their western coal competitors are served by two railroads and such competitors’ customers often benefit
from lower transportation costs because of competition between railroads for coal hauling business. Other
western coal producers, particularly those in the Powder River Basin of Wyoming, have lower stripping ratios
(that is, the amount of overburden that must be removed in proportion to the amount of minable coal) than the
Black Butte and Decker mines, often resulting in lower comparative costs of production. As a result, KCP’s
production costs per ton of coal at the Black Butte and Decker mines can be as much as four and five times
greater than production costs of certain competitors. KCP’s production cost disadvantage has contributed to its
agreement to amend its long-term contract with Commonwealth Edison Company to provide for delivery of
coal from alternate source mines rather than from Black Butte. Because of these cost disadvantages, KCP does
not expect that it will be able to enter into long-term coal purchase contracts for Black Butte and Decker
production as the current long-term contracts expire. In addition, these cost disadvantages may adversely affect
KCP’s ability to compete for spot sales in the future.

The Company is required to comply with various federal, state and local laws and regulations concerning
protection of the environment. KCP’s share of land reclamation expenses for the year ended December 31,
2000 was approximately $6 million. KCP’s share of accrued estimated reclamation costs was $94 million at
December 31, 2000. The Company did not make significant capital expenditures for environmental compliance
with respect to the coal business in 2000. The Company believes its compliance with environmental protection
and land restoration laws will not affect its competitive position since its competitors in the mining industry are
similarly affected by such laws. However, failure to comply with environmental protection and land restoration
laws, or actual reclamation costs in excess of the Company’s accruals, could have an adverse effect on the
Company’s business, results of operations, and financial condition.

SR91 Tollroad

The Company has invested $13.1 million for a 65% equity interest and lent $8.0 million to California
Private Transportation Company L.P. (**“CPTC’’), which developed, financed, and currently operates the 91
Express Lanes, a ten mile, four-lane tollroad in Orange County, California (the ‘‘SR91 Tollroad’’). The fully
automated highway uses an electronic toll collection system and variable pricing to adjust tolls to demand.
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Capital costs at completion were $130 million, $110 million of which was funded with debt that was not
guaranteed by Level 3. However, certain defaults by Level 3 on its outstanding debt and certain judgments
against Level 3 can result in default under this debt of CPTC. Revenue collected over the 35-year franchise
period is used for operating expenses, debt repayment, and profit distributions. The SR91 Tollroad opened in
December 1995 and achieved operating break-even in 1996. Approximately 96,100 customers have registered
to use the tollroad as of December 31, 2000, and weekday volumes typically exceed 25,700 vehicles per day
during December 2000.
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Glossary of Terms

aACCeSS . . . . i e

access charges ...............

backbone ...................

facilities based carriers . .. ... ...

fiberoptics .................

Telecommunications services that permit long distance carriers to use
local exchange facilities to originate and/or terminate long distance
service.

The fees paid by long distance carriers to LECs for originating and
terminating long distance calls on the LECs’ local networks.

A centralized high-speed network that interconnects smaller, independent
networks. It is the through-portion of a transmission network, as opposed
to spurs which branch off the through-portions.

Competitive Access Provider. A company that provides its customers
with an alternative to the local exchange company for local transport of
private line and special access telecommunications services.

The information carrying ability of a telecommunications facility.

A provider of communications transmission services by fiber, wire or
radio.

Telephone company facility where subscribers’ lines are joined to
switching equipment for connecting other subscribers to each other,
locally and long distance.

Competitive Local Exchange Carrier. A company that competes with
LECs in the local services market.

A government-defined group of private companies offering
telecommunications services or facilities to the general public on a non-
discriminatory basis.

A pipe, usually made of metal, ceramic or plastic, that protects buried
cables.

A data communications circuit capable of transmitting data at 45 Mbps.
Fiber optic strands that are not connected to transmission equipment.
Telecommunications lines reserved for use by particular customers.

The ability of a competing local or toll service provider to provide
telecommunications services in such a manner that customers have the
ability to route automatically, without the use of any access code, their
telecommunications to the service provider of the customers’ designation.

The basis upon which customers of interexchange carriers are able to
obtain access to their Primary Interexchange Carriers’ (PIC) long distance
telephone network by dialing ‘‘1°’, thus eliminating the need to dial
additional digits and an authorization code to obtain such access.

Carriers that own and operate their own network and equipment.

A technology in which light is used to transport information from one
point to another. Fiber optic cables are thin filaments of glass through
which light beams are transmitted over long distances carrying enormous
amounts of data. Modulating light on thin strands of glass produces major
benefits including high bandwidth, relatively low cost, low power
consumption, small space needs and total insensitivity to electromagnetic
interference.

25



interconnection ..............

InterLATA . ................

Internet . ...................

local exchange . ..............

localloop ..................

long distance carriers
(interexchange carriers) . ... ..

Gigabits per second. A transmission rate. One gigabit equals 1.024 billion
bits of information.

Incumbent Local Exchange Carrier. A company historically providing
local telephone service. Often refers to one of the Regional Bell
Operating Companies (RBOCs). Often referred to as ‘“‘LEC’’ (Local
Exchange Carrier).

Interconnection of facilities between or among local exchange carriers,
including potential physical colocation of one carrier’s equipment in the
other carrier’s premises to facilitate such interconnection.

Telecommunications services originating in a LATA and terminating
outside of that LATA.

A global collection of interconnected computer networks which use a
specific communications protocol.

Telecommunications services originating and terminating in the same
LATA.

Integrated Services Digital Network. An information transfer standard for
transmitting digital voice and data over telephone lines at speeds up to
128 Kbps.

Internet Service Providers. Companies formed to provide access to the
Internet to consumers and business customers via local networks.

Interexchange Carrier. A telecommunications company that provides
telecommunications services between local exchanges on an interstate or
intrastate basis.

Kilobits per second. A transmission rate. One kilobit equals 1,024 bits of
information.

Local Access and Transport Area. A geographic area composed of
contiguous local exchanges, usually but not always within a single state.
There are approximately 200 LATAs in the United States.

Telecommunications line dedicated to a particular customer along
predetermined routes.

Local Exchange Carrier. A telecommunications company that provides
telecommunications services in a geographic area in which calls generally
are transmitted without toll charges. LECs include both ILECs and
CLECs.

A geographic area determined by the appropriate state regulatory
authority in which calls generally are transmitted without toll charges to
the calling or called party.

A circuit that connects an end user to the LEC central office within a
LATA.

Long distance carriers provide services between local exchanges on an
interstate or intrastate basis. A long distance carrier may offer services
over its own or another carrier’s facilities.

Megabits per second. A transmission rate. One megabit equals 1.024
million bits of information.
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MPLS ... .. . MultiProtocol Label Switching. A switching standard for the transmission
of data at increased speeds. The concept is based on having routers at the
edge of a communications network and switches at the core of the
network for the faster transmission of data communications.

multiplexing . ............... An electronic or optical process that combines a large number of lower
speed transmission lines into one high speed line by splitting the total
available bandwidth into narrower bands (frequency division), or by
allotting a common channel to several different transmitting devices, one
at a time in sequence (time division).

NAP ... .. i Network Access Point. A location at which ISPs exchange each other’s
traffic.
OC-3. .. A data communications circuit consisting of three DS-3s capable of

transmitting data at 155 Mbps.

OC-12....... o A data communications circuit consisting of twelve DS-3s capable of
transmitting data at 622 Mbps.

OC48 ... ... A data communications circuit consisting of forty-eight DS-3s capable of
transmitting data at approximately 2.45 Gbps.

peering ............c.i..o... The commercial practice under which ISPs exchange each other’s traffic
without the payment of settlement charges. Peering occurs at both public
and private exchange points.

POP ... ... ... Point of Presence. Telecommunications facility where a communications
provider locates network equipment used to connect customers to its
network backbone.

private line ................. A dedicated telecommunications connection between end user locations.

PSTN ... . Public Switched Telephone Network. That portion of a local exchange
company’s network available to all users generally on a shared basis (i.e.,
not dedicated to a particular user). Traffic along the public switched
network is generally switched at the local exchange company’s central
offices.

RBOCs .................... Regional Bell Operating Companies. Originally, the seven local telephone
companies (formerly part of AT&T) established as a result of the AT&T
Divestiture. Currently consists of four local telephone companies as a
result of the mergers of Bell Atlantic with NYNEX and SBC with Pacific
Telesis and Ameritech.

reciprocal compensation . . . .. ... The compensation of a CLEC for termination of a local call by the ILEC
on the CLEC’s network, which is the same as the compensation that the
CLEC pays the ILEC for termination of local calls on the ILEC’s
network.

resale ......... e Resale by a provider of telecommunications services (such as a LEC) of
such services to other providers or carriers on a wholesale or a retail
basis.

170101 (<) oA Equipment placed between networks that relays data to those networks
based upon a destination address contained in the data packets being
routed.
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special access services . ........

unbun

dled ............. ...

unbundled access . ............

Synchronous Optical Network. An electronics and network architecture
for variable bandwidth products which enables transmission of voice, data
and video (multimedia) at very high speeds. SONET ring architecture
provides for virtually instantaneous restoration of service in the event of a
fiber cut by automatically rerouting traffic in the opposite direction
around the ring.

The lease of private, dedicated telecommunications lines or ‘circuits’’
along the network of a local exchange company or a CAP, which lines or
circuits run to or from the long distance carrier POPs. Examples of
special access services are telecommunications lines running between
POPs of a single long distance carrier, from one long distance carrier
POP to the POP of another long distance carrier or from an end user to a
long distance carrier POP.

A device that selects the paths or circuits to be used for transmission of
information and establishes a connection. Switching is the process of
interconnecting circuits to form a transmission path between users and it
also captures information for billing purposes.

Terabits per second. A transmission rate. One terabit equals 1.024 trillion
bits of information.

A data communications circuit capable of transmitting data at 1.544
Mbps.

Services, programs, software and training sold separately from the
hardware.

Access to unbundled elements of a telecommunications services
provider’s network including network facilities, equipment, features,
functions and capabilities, at any technically feasible point within such
network.

A server connected to the Internet from which Internet users can obtain
information.

A communications system that operates without wires. Cellular service is
an example.

A collection of computer systems supporting a communications protocol
that permits multimedia presentation of information over the Internet.

A term referring to a variety of new Digital Subscriber Line technologies.
Some of these new varieties are asymmetric with different data rates in
the downstream and upstream directions. Others are symmetric.
Downstream speeds range from 384 Kbps (or *“SDSL’’) to 1.5 to 8 Mbps
(““‘ADSL”).
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Directors and Executive Officers

Set forth below is information as of February 15, 2001 about each director and each executive officer of
the Company. The executive officers of the Company have been determined in accordance with the rules of the
SEC.

Name ﬂ Position
Walter Scott, Jr. . .......... ... ... . ... 69 Chairman of the Board
James Q. Crowe. . ................... 51 Chief Executive Officer and Director
KevinJ. O'Hara..................... 40 President, Chief Operating Officer and Director
R. Douglas Bradbury ................. 50 Vice Chairman of the Board and Executive Vice President
Charles C. Miller, IIT .. ............... 48 Vice Chairman of the Board and Executive Vice President
LeelJobe . ... ... ... .. .. .. .. ...... 43 Executive Vice President
Sureel A. Choksi .................... 28  Group Vice President and Chief Financial Officer
Thomas C. Stortz . . .................. 49  Group Vice President, General Counsel and Secretary
JohnF. Waters, Jr. . .................. 35 Group Vice President
Colin VK. Williams ................. 61 Director
Mogens C.Bay ..................... 52 Director
William L. Grewcock . ................ 75 Director
Richard R. Jaros .................... 49 Director
RobertE. Julian..................... 61 Director
David C.McCourt . .................. 44  Director
Kenneth E. Stinson .................. 58 Director
Michael B. Yanney .................. 67 Director

Other Management

Set forth below is information as of February 15, 2001, about the following members of senior
management of the Company.

Name ig_e Position
LindaJ. Adams ..................... 44 Group Vice President
E. Benjamin Buttolph . . . .. ............ 37 Group Vice President
Daniel P. Caruso .. .................. 37 Group Vice President
Donald H.Gips ..................... 41 Group Vice President
John Neil Hobbs .. .................. 41 Group Vice President
Joseph M. Howell, IIT ................ 54  Group Vice President
Michael D.Jones . ................... 43 Group Vice President and Chief Executive Officer

(i)Structure, Inc.
Stephen C. Liddell . .................. 39  Group Vice President
Edward Van Macatee . . ............... 46 Group Vice President
Gail P.Smith. . .................. ... 41 Group Vice President
RonaldJ. Vidal ..................... 40 Group Vice President

Walter Scott, Jr. has been the Chairman of the Board of the Company since September 1979, and a
director of the Company since April 1964. Mr. Scott has been Chairman Emeritus of New PKS since the split-
off. Mr. Scott is also a director of New PKS, Berkshire Hathaway Inc., Burlington Resources Inc.,
MidAmerican, ConAgra, Inc., Commonwealth Telephone, RCN, Kiewit Materials Company and Valmont
Industries, Inc.

James Q. Crowe has been the Chief Executive Officer of the Company since August 1997, and a director
of the Company since June 1993. Mr. Crowe was also President of the Company until February 2000. Mr.
Crowe was President and Chief Executive Officer of MFS from June 1993 to June 1997. Mr. Crowe also
served as Chairman of the Board of WorldCom from January 1997 until July 1997, and as Chairman of the
Board of MFS from 1992 through 1996. Mr. Crowe is presently a director of New PKS, Commonwealth
Telephone and RCN.
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Kevin J. O’Hara has been President of the Company since July 2000 and Chief Operating Officer of the
Company since March 1998. Mr. O’Hara was also Executive Vice President of the Company from August
1997 until July 2000. Prior to that, Mr. O’Hara served as President and Chief Executive Officer of MFS Global
Network Services, Inc. from 1995 to 1997, and as Senior Vice President of MFS and President of MFS
Development, Inc. from October 1992 to August 1995. From 1990 to 1992, he was a Vice President of MFS
Telecom, Inc. (‘‘MFS Telecom’’).

R. Douglas Bradbury has been Vice Chairman of the Board since February 2000 and Executive Vice
President since August 1997. Mr. Bradbury was also Chief Financial Officer of the Company from August
1997 until July 2000. Mr. Bradbury has been a director of the Company since March 1998. Mr. Bradbury
served as Chief Financial Officer of MFS from 1992 to 1996, Senior Vice President of MFS from 1992 to
1995, and Executive Vice President of MFS from 1995 to 1996. Mr. Bradbury is also a director of LodgeNet
Entertainment Corporation.

Charles C. Miller, Il has been Vice Chairman of the Board and Executive Vice President of the Company
since February 15, 2001. Prior to that, Mr. Miller was President of Bellsouth International, a subsidiary of
Bellsouth Corporation from 1995 until December 2000. Prior to that, Mr. Miller held various senior level
officer and management position at BellSouth from 1990.

Lee Jobe has been Executive Vice President, Global Operations of the Company since June 2000. Prior to
that, Mr. Jobe was President, Network and Systems for Concert Global Network Services Limited from June
1999 until June 2000. Prior to that, Mr. Jobe was president of Citizens Communications from 1996 to 1999.
Prior to that, Mr. Jobe was Vice President Business Operations for Pacific Bell from 1993 to 1995.

Sureel A. Choksi has been Group Vice President and Chief Financial Officer of the Company since July
2000. Prior to that, Mr. Choksi was Group Vice President Corporate Development and Treasurer of the
Company from February 2000 until August 2000. Prior to that, Mr. Choksi served as Vice President and
Treasurer of the Company from January 1999 to February 1, 2000. Prior to that, Mr. Choksi was a Director of
Finance at the Company from 1997 to 1998, an Associate at TeleSoft Management, LL.C in 1997 and an
Analyst at Gleacher Natwest from 1995 to 1997.

Thomas C. Stortz has been Group Vice President, General Counsel and Secretary of the Company since
February 2000. Prior to that, Mr. Stortz served as Senior Vice President, General Counsel and Secretary of the
Company from September 1998 to February 1, 2000. Prior to that, he served as Vice President and General
Counsel of Peter Kiewit Sons’, Inc. and Kiewit Construction Group, Inc. from April 1991 to September 1998.
He has served as a director of Peter Kiewit Sons’, Inc., RCN, C-TEC, Kiewit Diversified Group Inc. and CCL
Industries, Inc.

John F. Waters, Jr. has been Group Vice President and Chief Technology Officer of the Company since
February 2000. Prior to that, Mr. Waters was Vice President, Engineering of the Company from November
1997 until February 1, 2000. Prior to that, Mr. Waters was an executive staff member of MCI Communications
from 1994 to November 1997.

Mogens C. Bay has been a director of the Company since November 2000. Since January 1997, Mr. Bay
has been the Chairman and Chief Executive Officer of Valmont Industries, Inc., a company engaged in the
infrastructure and irrigation businesses. Prior to that, Mr. Bay was President and Chief Executive.Officer of
Valmont Industries from August 1993 to December 1996 as well as a director of Valmont since October 1993.
Mr. Bay is also a director of New PKS and ConAgra, Inc.

William L. Grewcock has been a director of the Company since January 1968. Prior to the split-off, Mr.
Grewcock was Vice Chairman of the Company for more than five years. He is presently a director of New
PKS.
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Richard R. Jaros has been a director of the Company since June 1993 and served as President of the
Company from 1996 to 1997. Mr. Jaros served as Executive Vice President of the Company from 1993 to 1996
and Chief Financial Officer of the Company from 1995 to 1996. He also served as President and Chief
Operating Officer of CalEnergy from 1992 to 1993, and is presently a director of MidAmerican,
Commonwealth Telephone, RCN and Homeservices.com, Inc.

Robert E. Julian has been a director of the Company since March 31, 1998. Mr. Julian was also Chairman
of the Board of (i)Structure from 1995 until 2000. From 1992 to 1995 Mr. Julian served as Executive Vice
President and Chief Financial Officer of the Company. Mr. Julian is the Chairman of the Audit Committee of
the Board of Directors.

David C. McCourt has been a director of the Company since March 31, 1998. Mr. McCourt has also
served as Chairman and Chief Executive Officer of Commonwealth Telephone and RCN since October 1997.
From 1993 to 1997 Mr. McCourt served as Chairman of the Board and Chief Executive Officer of C-TEC.

Kenneth E. Stinson has been a director of the Company since January 1987. Mr. Stinson has been
Chairman of the Board and Chief Executive Officer of New PKS since the Split-Off. Prior to the Split-Off, Mr.
Stinson was Executive Vice President of the Company for more than the last five years. Mr. Stinson is also a
director of ConAgra, Inc. and Valmont Industries, Inc.

Colin V.K. Williams has been a director of the Company since August 2000. From July 1998 until
December 31, 2000, Mr. Williams was Executive Vice President of the Company and President of Level 3
International, Inc. Prior to joining the company, Mr. Williams was Chairman of WorldCom International, Inc.,
where he was responsible for the international communications business and the development and operation of
WorldCom’s fiber networks overseas. In 1993 Mr. Williams initiated and built the international operations of
MFS. Prior to joining MFS, Mr. Williams was Corporate Director, Business Development at British Telecom
from 1988 until 1992.

Michael B. Yanney has been a director of the Company since March 31, 1998. He has served as Chairman
of the Board, President and Chief Executive Officer of America First Companies L.L.C. for more than the last
five years. Mr. Yanney is also a director of Burlington Northern Santa Fe Corporation, RCN, Forest Oil
Corporation and Mid-America Apartment Communities, Inc.

Linda J. Adams has been Group Vice President Human Resources of the Company since February 2000.
Prior to that, Ms. Adams was Vice President Human Resources of the Company from November 1998 to
February 2000. Prior to that, Ms. Adams was initially Vice President of Human Resources Rent-A-Center, a
subsidiary of Thorn Americas, Inc., and then Senior Vice President of Human Resources for Thorn Americas,
Inc. from August 1995 until August 1998. Prior to that, Ms. Adams was Vice President of Worldwide
Compensation & Benefits for PepsiCo, Inc. from August 1994 to August 1995.

E. Benjamin Buttolph has been Group Vice President Finance of the Company since August 2000. Prior to
that, Mr. Buttolph was Vice President Network Commercial Management for Concert Global Network Services
Limited from 1999 to August 2000. Prior to that, Mr. Buttolph was Vice President Finance of Citizens
Communications from 1998 to 1999, Principal Consultant with Price Waterhouse, LLP from 1997 to 1998 and
Manager, Business Development of Ameritech Corporation from 1995 to 1997.

Daniel P. Caruso has been Group Vice President Transport Services of the Company since January 2001,
Prior to that Mr. Caruso was Group Vice President Global Customer Operations of the Company from
February 2000. Prior to that, Mr. Caruso served as Senior Vice President, Network Services of the Company
from October 1997 to February 2000. Prior to that, Mr. Caruso was Senior Vice President, Local Service
Delivery of WorldCom from December 1992 to September 1997 and was a member of the senior management
of Ameritech from June 1986 to November 1992.
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Donald H. Gips has been Group Vice President Corporate Strategy of the Company since January 2001.
Prior to that, Mr. Gips was Group Vice President Sales and Marketing of the Company from February 2000.
Prior to that, Mr. Gips served as Senior Vice President, Corporate Development of the Company from
November 1998 to February 2000. Prior to that, Mr. Gips served in the White House as Chief Domestic Policy
Advisor to Vice President Gore from April 1997 to April 1998. Before working at the White House, Mr. Gips
was at the Federal Communications Commission as the International Bureau Chief and Director of Strategic
Policy from January 1994 to April 1997. Prior to his government service, Mr. Gips was a management
consultant at McKinsey and Company.

John Neil Hobbs has been Group Vice President Global Sales, Distribution and Marketing Operations
since September 2000. Prior to that, Mr. Hobbs was President, Global Accounts for Concert, a joint venture
between AT&T and British Telecom from July 1999 until September 2000. Prior to that, Mr. Hobbs was
Director Transition and Implementation for the formation of Concert representing British Telecom from June
1998 until July 1999. From April 1997 until June 1998, Mr. Hobbs was British Telecom’s General Manager for
Global Sales & Service and from April 1994 until April 1997, Mr. Hobbs was British Telecom’s General
Manager for Corporate Clients.

Joseph M. Howell, III has been Group Vice President Corporate Marketing of the Company since
February 2000. Prior to that, Mr. Howell served as Senior Vice President, Corporate Marketing of the
Company from October 1997 to February 1, 2000. Prior to that, Mr. Howell was Senior Vice President of
MFS/WorldCom from 1993 to 1997.

Michael D. Jones has served as Group Vice President and Chief Information Officer of the Company since
February 2000 and Chief Executive Officer of (i)Structure, Inc. since August 2000. Prior to that, Mr. Jones
served as Senior Vice President and Chief Information Officer of the Company from December 1998 to
February 1, 2000. Prior to that, Mr. Jones was Vice President and Chief Information Officer of Corporate
Express, Inc. from May 1994 to May 1998.

Stephen C. Liddell has been a Group Vice President of the Company since February 1, 2000. Mr. Liddell
is responsible for the Company’s Asian operations. Prior to that, Mr. Liddell was Senior Vice President of the
Company from May 1999 to February 1, 2000. Prior to that, Mr. Liddell was President, Asia-Pacific Region at
MCI-WorldCom from January 1996 to April 1999 and was Vice President and General Manager, International
Networks at MFS Communications from July 1994 to January 1996. Mr. Liddell was Commercial Director and
Director of Planning and Business Development at Syncordia (British Telecom) from November 1991 to July
1994 and Business Development Executive at British Telecom from April 1989 to November 1991.

Edward Van Macatee has served as Group Vice President of Service Activation of the Company since
January 2001. Prior to that, Mr. Macatee was Group Vice President of Global Customer Operations of the
Company from September 1999 until January 2001. Prior to that Mr. Macatee was Vice President, Network
Operations of the Company from April 1998 until September 1999 and Vice President of Managed Network
Services for TCI Communications, Inc.

Gail P. Smith has been Group Vice President of the Company Cross Product Strategy since January 1,
2001. Prior to that, Ms. Smith was Group Vice President responsible for the Company’s European operations
from February 1, 2000 until January 1, 2001. Prior to that, Ms. Smith served as Senior Vice President,
International Sales and Marketing of the Company from December 1998 to February 1, 2000. Prior to that, Ms.
Smith was Vice President and General Manager of WorldCom International Networks from November 1994 to
July 1997 and European Marketing Director during the start-up phase of MFS International. : -

Ronald J. Vidal has been Group Vice President New Ventures and Investor Relations of the Company
since February 1, 2000. Prior to that, Mr. Vidal served as Senior Vice President, New Ventures of the
Company from October 1997 to February 1, 2000. Prior to that, Mr. Vidal was a Vice President of
MFS/WorldCom from September 1992 to October 1997. Mr. Vidal joined the Company in construction project
management in July 1983.
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The Board is divided into three classes, designated Class I, Class II and Class III, each class consisting, as
nearly as may be possible, of one-third of the total number of directors constituting the Board. The Class I
Directors consist of Walter Scott, Jr., James Q. Crowe, Mogens C. Bay, Charles C. Miller, IIT and Colin V K.
Williams; the Class II Directors consist of William L. Grewcock, Richard R. Jaros, Robert E. Julian and David
C. McCourt; and the Class IIT Directors consist of R. Douglas Bradbury, Kevin J. O’Hara, Kenneth E. Stinson
and Michael B. Yanney. The term of the Class I Directors will terminate on the date of the 2001 annual
meeting of stockholders; the term of the Class II Directors will terminate on the date of the 2002 annual
meeting of stockholders; and the term of the Class III Directors will terminate on the date of the 2003 annual
meeting of stockholders. At each annual meeting of stockholders, successors to the class of directors whose
term expires at that annual meeting will be elected for three-year terms. The Company’s officers are elected
annually to serve until each successor is elected and qualified or until his death, resignation or removal.

Employees

As of December 31, 2000, Level 3 had 5,537 employees in the communications portion of its business and
(1)Structure had approximately 674 employees, for a total of 6,211 employees.

ITEM 2. PROPERTIES

The Company’s headquarters are located on 46 acres in the Northwest corner of the Interlocken Advanced
Technology Environment within the City of Broomfield, Colorado, and within Boulder County, Colorado. The
campus facility encompasses over 850,000 square feet of office space. In addition, the Company has leased
temporary office space in the Broomfield, Colorado area.

Properties relating to the Company’s coal mining segment are described under ‘‘ITEM 1. BUSINESS—
The Company’s Other Businesses’” above. In connection with certain existing and historical operations, the
Company is subject to environmental risks.

The Company’s Gateway facilities are being designed to house local sales staff, operational staff, the
Company’s transmission and IP routing/switching facilities and technical space to accommodate colocation of
equipment by high-volume Level 3 customers. The Company has approximately 6.0 million square feet of
space for its Gateway and transmission facilities and has completed construction on approximately 2.8 million
square feet of this space. (i)Structure also maintains its corporate headquarters in approximately 10,000 square
feet of office space in the Broomfield, Colorado area and leases approximately 16,000 square feet of office
space in Omaha, Nebraska. The computer outsourcing business of (i)Structure is located at an 89,000 square
foot office space in Omaha and at a 60,000 square foot computer center in Tempe, Arizona. (i)Structure
maintains additional office space in Parsippany, New Jersey (approximately 11,000 square feet), Bangalore,
India (approximately 18,000 square feet) and several locations in the United Kingdom (approximately 22,000
square feet) for its systems integration business.

ITEM 3. LEGAL PROCEEDINGS

In August 1999, the Company was named as a defendant in Schweizer vs. Level 3 Communications, Inc.,
et al., a purported national class action, filed in the District Court, County of Boulder, State of Colorado which
involves the Company’s right to install its fiber optic cable network in easements and right-of-ways crossing
the plaintiffs’ land. In general, the Company obtained the rights to construct its network from railroads,
utilities, and others, and is installing its network along the rights-of-way so.granted. Plaintiffs in the purported
class action assert that they are the owners of lands over which the Company’s fiber optic cable network
passes, and that the railroads, utilities, and others who granted the Company the right to construct and maintain
its network did not have the legal ability to do so. The action purports to be on behalf of a national class of
owners of land over which the Company’s network passes or will pass. The complaint seeks damages on
theories of trespass, unjust enrichment and slander of title and property, as well as punitive damages. The
Company may in the future receive claims and demands related to rights-of-way issues similar to the issues in
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the Schweizer litigation that may be based on similar or different legal theories. Although it is too early for the
Company to reach a conclusion as to the ultimate outcome of this litigation, management believes that the
Company has substantial defenses to the claims asserted in the Schweizer action (and any similar claims which
may be named in the future), and intends to defend them vigorously.

The Company and its subsidiaries are parties to many other legal proceedings. Management believes that
any resulting liabilities for these legal proceedings, beyond amounts reserved, will not materially affect the
Company’s financial condition, future results of operations, or future cash flows.

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

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

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Market Information. The Company’s common stock is traded on the Nasdaq National Market under the
symbol ““LVLT.”” As of February 26, 2001, there were approximately 4,285 holders of record of the
Company’s common stock, par value $.01 per share. The table below sets forth, for the calendar quarters
indicated, the high and low per share closing sale prices of the common stock as reported by the Nasdaq
National Market.

_High —_Low
Year Ended December 31, 2000
First QUarter . . ... ..ov ittt ettt e e e $130.19 $73.81
Second QUarter . ... ...ttt e e 98.50 66.50
Third QUarter . . ... ... ..ttt e e 9244  59.50
Fourth Quarter. . . ...... ..ttt e ettt 7523  26.88
Year Ended December 31, 1999
First QUarter . . ...ttt ittt e e $ 72.81 $39.75
Second QUArter . . ...t 93.06 60.06
Third Quarter . ....... .. ... ittt e 65.50 46.88
Fourth Quarter. . . ... ... e et e et e 84.56 51.19

Dividend Policy. The Company’s current dividend policy, in effect since April 1, 1998, is to retain future
earnings for use in the Company’s business. As a result, management does not anticipate paying any cash
dividends on shares of Common Stock in the foreseeable future. In addition, the Company is effectively
restricted under certain debt covenants from paying cash dividends on shares of its Common Stock.
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Communications, Inc. and its subsidiaries appears below.

Fiscal Year Ended (1)
2000 1999 1998 1997 1996
(dollars in millions, except per share amounts)

Results of Operations:

REVENUE .. vttt e e $ 1,18 $ 515 $ 392 $ 332 $ 652

Earnings (loss) from continuing operations (2) ......... (1,455) (487) (128) 83 104

Net earnings (Ioss) (3) . ... ittt (1,455) (487) 804 248 221
Per Common Share:

Earnings (loss) from continuing operations (2) ......... 4.01) (@146) (043) 033 0.45

Dividends (4) . ....... .. — — — — 0.05
Financial Position:

Total @SSELS . v v vttt i e e e 14,919 8,906 5,522 2,776 3,063

Current portion of long-termdebt . ............... ... 7 6 5 3 57

Long-term debt, less current portion (5) .............. 7,318 3,989 2,641 137 320

Stockholders’ equity (6) . . ... ...t 4,549 3405 2,165 2,230 1,819

(M

2

3

In October 1993, Level 3 acquired 35% of the outstanding shares of C-TEC Corporation (‘‘C-TEC”’),

which shares entitled Level 3 to 57% of the available voting rights of C-TEC. At December 28, 1996,
Level 3 owned 48% of the outstanding shares and 62% of the voting rights of C-TEC.

As a result of the restructuring of C-TEC in 1997, Level 3 owned less than 50% of the outstanding shares
and voting rights of three entities, RCN Corporation, Commonwealth Telephone Enterprises, Inc., and
Cable Michigan, Inc., and therefore accounted for each entity using the equity method from 1997 to 2000.
Level 3 consolidated C-TEC in its financial statements for 1996.

The financial position and results of operations of the former construction and mining management
businesses (‘‘Construction Group’’) of Level 3 have been classified as discontinued operations due to the
March 31, 1998 split-off of Level 3’s Construction Group from its other businesses.

Level 3 sold its energy segment to MidAmerican Energy Holdings Company (‘‘MidAmerican’’) in 1998
and classified it as discontinued operations within the financial statements.

Certain prior year amounts have been reclassified to conform to current year presentation.

Level 3 incurred significant expenses in conjunction with the expansion of its communications and
information services business beginning in 1998.

In 2000, 1999 and 1998, RCN Corporation issued stock in public offerings and for certain transactions.
These transactions reduced the Company’s ownership in RCN to 31%, 35% and 41% at December 31,
2000, 1999 and 1998, respectively, and resulted in pre-tax gains to the Company of $95 million, $117

million and $62 million in 2000, 1999 and 1998, respectively.

In 1998, Level 3 acquired XCOM Technologies, Inc. and its developing telephone-to-IP network bridge
technology. Level 3 recorded a $30 million nondeductible charge against earnings for the write-off of in-
process research and development acquired in the transaction.

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

In 1998, Level 3 recognized a gain of $608 million equal to the difference between the carrying value of
the Construction Group and its fair value. No taxes were provided on this gain due to the tax-free nature
of the split-off.

Level 3 also recognized in 1998 an after-tax gain of $324 million on the sale of its energy segment to
MidAmerican.
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(4) _The 1996 dividends include $.05 for dividends declared in 1996 but paid in January of the subsequent
year.

The Company’s current dividend policy, in effect since April 1998, is to retain future earnings for use in
the Company’s business. As a result, management does not anticipate paying any cash dividends on shares
of Common Stock in the foreseeable future. In addition, the Company is effectively restricted under
certain covenants from paying cash dividends on shares of its Common Stock.

(5) In 1998, Level 3 issued $2 billion of 9.125% Senior Notes due 2008 and received net proceeds of $500
million from the issuance of $834 million principal amount at maturity of 10.5% Senior Discount Notes
due 2008.

In 1999, Level 3 received $798 million of net proceeds from an offering of $823 million aggregate
principal amount of its 6% Convertible Subordinated Notes Due 2009. In addition, Level 3 and certain
Level 3 subsidiaries entered into a $1.375 billion senior secured credit facility. Level 3 borrowed $475
million in 1999 under the senior secured credit facility.

In 2000, Level 3 received net proceeds of approximately $3.2 billion from the offering of $863 million in
convertible subordinated notes, $1.4 billion in three tranches of U.S. dollar denominated senior debt
securities, $780 million from two tranches of Euro denominated senior debt securities and $233 million
from mortgage financings.

(6) In 1999, the Company received approximately $1.5 billion of net proceeds from the sale of 28.75 million
shares of its Common Stock.

In 2000, the Company received approximately $2.4 billion of net proceeds from the sale of 23 million
shares of its Common Stock.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This document contains forward looking statements and information that are based on the beliefs of
management as well as assumptions made by and information currently available to Level 3 Communications,
Inc. and its subsidiaries (‘‘Level 3** or the ‘‘Company’”). When used in this document, the words ‘‘anticipate’’,
“‘believe’’, “‘plans’’, ‘‘estimate’’ and ‘‘expect’” and similar expressions, as they relate to the Company or its
management, are intended to identify forward-looking statements. Such statements reflect the current views of
the Company with respect to future events and are subject to certain risks, uncertainties and assumptions.
Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove
incorrect, actual results may vary materially from those described in this document. See ‘‘Cautionary Factors

That May Affect Future Results.’’

Recent Developments

Expansion of Business Plan

On January 24, 2000, Level 3 announced the expansion of its business plan to increase the amount of its
Gateway and technical space it intends to secure to approximately 6.5 million square feet. As of December 31,
2000, the Company has secured approximately 6.0 million square feet of Gateway space around the world and
has pre-funded the acquisition of another .5 million square feet:for data center space. In addition, the expansion
includes plans to build-out additional local markets in Europe and Asia, and the expansion of existing local
facilities. At February 15, 2001, Level 3 had operational Gateways in 52 U.S. markets, 9 European markets and
two Asian markets.

36



Northern Asia Undersea Cable System

On January 24, 2000, Level 3 announced its intention to develop and construct a Northern Asia undersea
cable system initially connecting Hong Kong and Japan. The Hong Kong-Japan cable was intended to be the
first stage of the Company’s construction of an undersea network in the region. At that time, the Company
indicated its intention to share construction and operating expenses of the system with one or more industry
partners.

On December 29, 2000, the Company signed an agreement to collaborate with FLAG Telecom on the
development of the Northern Asia submarine cable system connecting Hong Kong, Japan, Korea and Taiwan.
The system will include Level 3’s previously announced eastern link connecting Hong Kong, Taiwan and Japan
and a new western link that FLLAG Telecom will build to connect Hong Kong, Korea and Japan. The Company
expects the Hong Kong to Japan segment of the eastern link to be in service in the second quarter of 2001, with
the eastern link’s Taiwan segment to follow in late 2001. The Company expects the entire western link to be
ready for service in early 2002. Level 3 and FLAG Telecom will each own three fiber pairs throughout the new
system. The total cost of the entire Northern Asia system is estimated to be approximately $900 million. Level
3’s share of the cost is approximately $450 million.

Global Crossing Co-Build Agreement

On February 17, 2000, Level 3 announced a co-build agreement whereby Global Crossing Ltd.
participated in the construction of and obtained a 50% ownership interest in the previously announced Level 3
transatlantic fiber optic cable. Under the co-build agreement, Level 3 and Global Crossing Ltd. each separately
own and operate two of the four fiber pairs on Level 3’s transatlantic cable. Level 3 also acquired additional
capacity on Global Crossing Ltd.’s transatlantic cable, Atlantic Crossing 1, during 2000. The transatlantic cable
was completed in November 2000.

Common Stock Offering

On February 29, 2000, the Company closed the sale of 23 million shares of its common stock through an
underwritten public offering. The net proceeds from the offering of approximately $2.4 billion, after
underwriting discounts and offering expenses, are being used for working capital, capital expenditures,
acquisitions and other general corporate purposes in connection with the implementation of the business plan.

Debt Offerings

On February 29, 2000, the Company issued, in private and public offerings, convertible subordinated
notes, senior notes and senior discount notes which generated aggregate gross proceeds of approximately $2.3
billion. The net proceeds from the offerings of approximately $2.2 billion, after discounts and offering
expenses, are being used for working capital, capital expenditures, acquisitions and other general corporate
purposes in connection with the implementation of the business plan. The debt offerings consisted of the
following:

$863 million aggregate principal amount of its 6% Convertible Subordinated Notes due 2010

$800 million aggregate principal amount of its 11% Senior Notes due 2008

$250 million aggregate principal amount of its 11.25% Senior Notes due 2010

$675 million aggregate principal amount at maturity of its 12.875% Senior Discount Notes due 2010

Euro Denominated Debt Offerings

On February 29, 2000, the Company issued in private offerings Euro denominated senior notes which
generated aggregate gross proceeds of approximately € 800 million ($780 million at issuance). The net
proceeds from the offerings of approximately € 780 million ($763 million at issuance), after underwriting
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discounts and offering expenses, are being used for working capital, capital expenditures, acquisitions and other
general corporate purposes of the Company’s European subsidiaries. The debt offerings consisted of the
following:

€ 500 million aggregate principal amount of its 10.75% Senior Euro Notes due 2008
€ 300 million aggregate principal amount of its 11.25% Senior Euro Notes due 2010

The Company registered the Euro denominated securities with the Luxembourg Stock Exchange in the
second quarter of 2000.

The Company valued the Euro denominated notes in total at $780 million at February 29, 2000. Due to
the decline in the Euro exchange rate (€ 1 to $0.975 at February 29, 2000 compared to € 1 to $0.930 at
December 31, 2000), the Euro denominated notes were valued by the Company at $744 million at December
31, 2000. The difference between the carrying value at December 31, 2000 and the value at issuance was
included in other comprehensive income.

Viatel Agreement

On April 12, 2000, Level 3 signed an agreement with Viatel Inc. whereby Viatel Inc. agreed to purchase
an ownership interest, in one fiber pair on Level 3’s transatlantic fiber optic cable system installed by Level 3.
As a result of this agreement, both companies own and operate one fiber pair on the transatlantic cable. The
Company recognized revenue of $94 million on this contract during the fourth quarter of 2000, with the
remainder being recognized over the term of the contract.

Corning Fiber Agreement

On August 24, 2000, the Company announced that it had signed a letter of intent to purchase more than
two million cabled fiber kilometers of third generation LEAF fiber from Corning Incorporated. Level 3 plans to
begin installing the fiber in its second conduit in the first quarter of 2001 and expects to be substantially
complete by the end of 2001. Corning’s LEAF fiber will significantly increase Level 3’s network capacity.

Recent Accounting Developments

In June 1998, the Financial Accounting Standards Board, (‘‘FASB’’), issued Statement of Financial
Accounting Standard, (‘*'SFAS’’) No. 133, ‘‘Accounting for Derivative Instruments and Hedging Activities”’
(“‘SFAS No. 133”’). SFAS No. 133, as amended by SFAS Nos. 137 and 138, is effective for fiscal years
beginning January 1, 2001. SFAS No. 133 requires that all derivative instruments be recorded on the balance
sheet at fair value. Changes in the fair value of derivatives are recorded each period in current earnings or other
comprehensive income, depending on whether a derivative is designated as part of a hedge transaction and, if it
is, the type of hedge designated by the transaction. The Company currently makes minimal use of derivative
instruments as defined by SFAS No. 133. If the Company does not increase the utilization of these derivatives,
the adoption of this standard is expected to have a minimal effect on the Company’s results of operations or its
financial position.

In December 1999 the SEC staff released Staff Accounting Bulletin No. 101, ‘‘Revenue Recognition in
Financial Statements’” (‘‘SAB 101°*). SAB 101 provides interpretive guidance on the recognition, presentation
and disclosure of revenue in the financial statements. The Company adopted SAB 101 as of January 1, 2000.
The adoption did not have a material effect on the financial results as the Company’s revenue recognition
policies which were already consistent with SAB 101.

Effective July 1, 1999, FASB issued Interpretation No. 43, ‘‘Real Estate Sales, an interpretation of FASB
Statement No. 66’ (‘‘FIN 43’’). Certain sale and long-term right-to-use IRU agreements of dark fiber and
capacity entered into after June 30, 1999 are required to be accounted for in the same manner as sales of real
estate with property improvements or integral equipment. Failure to satisfy the requirements of the
Interpretation will result in the deferral of revenue recognition for these contracts. The adoption of this
Interpretation does not have a current effect on the Company’s cash flows.
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Accounting practice and guidance with respect to the accounting treatment of these transactions is
evolving. Any changes in the accounting treatment could affect the way the Company accounts for revenue and
expenses associated with these agreements in the future.

Results of Operations 2000 vs. 1999

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

2000 1999

Communications and Information Services . . ... ... ..., $ 973 $289
Coal MINING . . . .o i e e e e e e 190 207
Other . ... e e 22 19
| $1,185  $515

Communications and information services revenue in 2000 increased $684 million or 237% from 1999
revenue of $289 million. This increase is due to the growth and expansion of the communications business,
which segment’s revenue has increased 440% to $858 million. In 2000, the Company generated services
revenue, including private line, colocation, voice, managed modem, Internet access and wavelengths, of $489
million compared to $98 million in 1999. The completion of several metropolitan networks and Gateways in
the United States and Europe are primarily responsible for the increase. At December 31, 2000, Level 3 had
local networks in 32 domestic and international cities and Gateway facilities in 60 markets. This compares to
25 local networks and 31 Gateways at the end of 1999. Dark fiber sales for contracts entered into before June
30, 1999 increased from $26 million in 1999 to $209 million in 2000. This is a result of a significant portion of
Level 3’s North American intercity network being completed in 2000. Level 3 also recognized revenue of $105
million related to submarine systems, primarily from the completion of its transatlantic submarine cable and
subsequent sale to Viatel Inc. in November of 2000. Also included in 2000 communications revenue was $55
million of reciprocal compensation revenue from executed and approved interconnection agreements compared
to $24 million in 1999. Level 3 reached an agreement with SBC Communications, Inc. in January 2001 which
establishes a rate structure for transmission and switching services provided by one carrier to complete or carry
traffic originating on another carrier’s network. The implementation of the rate structure and reciprocal
compensation billing settlement is contingent upon certain conditions including approval by relevant regulatory
authorities. Level 3 did not recognize any revenue related to this agreement in 2000 and, as is its policy, will
not recognize revenue in 2001 until the necessary regulatory approvals have been received. Information
services revenue declined by $15 million in 2000 to $115 million. This decline is primarily attributable to Year
2000 computer processing and consulting work completed in 1999.

The communications business generated Cash Revenue of $1.26 billion in 2000. In addition to revenue,
the Company includes the change in the cash portion of deferred revenue in its definition of Cash Revenue. The
increase in cash deferred revenue for the communications business for the year was $404 million and is in part
due to the implementation of FIN 43 which requires the Company to defer the recognition of certain dark fiber
contracts and IRU sales over the term of the agreement, typically 10-20 years. For these types of agreements,
the Company normally receives a deposit at the time the contract is signed and the remainder when the fiber is
delivered and accepted by the customer. In 1999 Cash Revenue for the communications business was $256
million.

Coal Mining revenue declined approximately 8% in 2000 from $207 million in 1999 to $190 million in
2000. Coal revenue was expected to decline in 2000 as a result of the reduced shipments under long-term coal
contracts and the sale of the Company’s entire interest in Walnut Creek Mining Company. The Company
expects to experience a significant decline in coal revenue and earnings beginning in 2001 as long-term
contracts begin to expire.
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Other revenue in 2000 approximated 1999 revenue and is primarily attributable to California Private
Transportation Company, L.P. (‘‘CPTC’’) the owner-operator of the private SR91 tollroad in southern
California.

Cost of Revenue for 2000 was $794 million, representing a 121% increase over 1999 cost of revenue of
$360 million as a result of the expanding communications business. Overall the cost of revenue for the
communications business, as a percentage of revenue, decreased significantly from 115% during 1999 to 73%
for 2000. This decrease is attributed to the expanding communications business. The Company recognized $196
million of costs associated with dark fiber and transoceanic cable sales in 2000. The cost of revenue for the
information services businesses, as a percentage of its revenue, was 77% for 2000 compared to 65% for 1999.
Lower margins on new contracts and the omission of Year 2000 related work resulted in the decline in
margins. The cost of revenue for the coal mining business, as a percentage of revenue, was 40% for 2000 and
45% in 1999. In December 1999, Commonwealth Edison Company (‘ ‘Commonwealth Edison’’) and the
Company renegotiated certain coal contracts whereby Commonwealth Edison is no longer required to take
delivery of its coal commitments but still must pay Level 3 the margins Level 3 would have earned had the
coal been delivered.

Depreciation and Amortization expenses for 2000 were $584 million, a 156% increase over 1999
deprecation and amortization expenses of $228 million. This increase is a direct result of the communications
assets placed in service in the later half of 1999 and throughout 2000, including Gateways, local metropolitan
networks and domestic, international and submarine networks.

Selling, General and Administrative expenses were $1,152 million in 2000, representing a 72% increase
over 1999. This increase primarily results from the Company’s addition of over 2,350 employees during 2000.
There was a substantial increase in compensation, travel and facilities costs due to the additional employees.
The Company also recorded $241 million in non-cash compensation expense for the year ended December 31,
2000, for expenses recognized under SFAS No. 123 related to grants of stock options and warrants; $126
million of non-cash compensation was recorded for the same period in 1999. The increase in non-cash
compensation is due predominantly to an increase in the number of employees. Communications, insurance,
bad debt, data processing and marketing costs also contributed to the higher selling, general and administrative
expenses. In addition to the expenses noted above, the Company capitalized $162 million and $116 million of
selling, general and administrative expenses in 2000 and 1999, respectively, which consisted primarily of
compensation expense for employees and consultants working on capital projects. As the Company continues
to implement the business plan, selling, general and administrative costs are expected to continue to increase.

EBITDA, as defined by the Company, consists of earnings (losses) before interest, income taxes,
depreciation, amortization, non-cash operating expenses (including stock-based compensation and in-process
research and development charges) and other non-operating income or expenses. The Company excludes non-
cash compensation due to its adoption of the expense recognition provisions of SFAS No. 123. EBITDA
decreased to a loss of ($520) million for the year ended December 31, 2000 from a ($387) million loss for
1999. This decrease was predominantly due to the increase in selling, general and administrative expenses
resulting from the rapid expansion of the communications business. EBITDA is commonly used in the
communications industry to analyze companies on the basis of operating performance.

Adjusted EBITDA, as defined by the Company, is EBITDA as defined above plus the change in cash
deferred revenue and minus the non-cash cost of goods sold associated with certain transoceanic IRU sales and
dark fiber contracts. For 2000, Adjusted EBITDA was $80 million compared to a loss of ($307) ‘million in-
1999. An increase in cash deferred revenue of $404 million and non-cash cost of goods sold related to
transoceanic and dark fiber sales of $196 million are primarily responsible for the improved Adjusted EBITDA
figures.

EBITDA and Adjusted EBITDA are not intended to represent operating cash flow for the periods indicated
and are not GAAP. See Consolidated Statements of Cash Flows.
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Interest Income was $328 million for 2000 compared to $212 million in 1999. This 55% increase was
predominantly due to the Company’s increased average cash, cash equivalents and marketable securities
balances. Average cash balances increased largely due to the approximately $5.4 billion in proceeds received
from the February 29, 2000 debt and equity offerings. The Company’s average cash balance also increased as a
result of the September 1999 6% Convertible Subordinated Notes offering and the Senior Secured Credit
Facility agreement. The increase in interest income is also due to increasing yields on the Company’s
investments due to increased market rates. Pending utilization of the cash equivalents and marketable securities
in implementing the business plan, the Company intends to invest the funds primarily in United States
government securities, money market funds, bank repurchase agreements and commercial paper. This
investment strategy provides lower yields on the funds, but reduces the risk to principal in the short term prior
to using the funds in implementing the business plan. Interest income is expected to decrease in 2001 as the
Company continues to fund the investing and operating activities of the communications business.

Interest Expense, net for 2000 of $282 million represents a 62% increase from 1999. The substantial
increase was due to the 6% Convertible Subordinated Notes issued in September 1999, the Senior Secured
Credit Facility entered into in September 1999, as well as the approximately $3 billion in debt securities issued
on February 29, 2000. The amortization of the related debt issuance costs also contributed to the increased
interest expense in 2000. Partially offsetting this increase was an increase in capitalized interest to $353 million
in 2000 from $116 million in 1999. Capitalized interest is expected to decrease substantially in 2001 as a result
of the completion of both the North American and European intercity networks and other facilities being placed
in service.

Equity in Losses of Unconsolidated Subsidiaries was $284 million in 2000 compared to $127 million in
1999. The equity losses are predominantly attributable to the Company’s investment in RCN Corporation
(““RCN’’). RCN is a facilities-based provider of bundled local and long distance phone, cable television and
Internet services to residential markets primarily on the East and West coasts as well as Chicago. RCN is
incurring significant costs in developing its business plan. The Company’s share of RCN’s losses, increased to
$261 million in 2000 from $135 million in 1999. During the fourth quarter of 2000, Level 3’s proportionate
share of the RCN’s fourth quarter losses exceeded the remaining carrying value of Level 3’s investment in
RCN. Level 3 does not have additional financial commitments to RCN; therefore it can only recognize equity
losses equal to its investment in RCN. As of December 31, 2000, Level 3 had not recorded approximately $20
million of equity losses attributable to RCN’s fourth quarter losses. If RCN becomes profitable, Level 3 will
not record its equity in RCN’s profits until unrecorded equity losses have been offset. Level 3 does not expect,
based on RCN’s current business plan and analysts’ estimates, to recognize equity earnings or losses
attributable to RCN in the foreseeable future. Equity losses for 2000 also include $24 million of losses
attributable to the Commonwealth Telephone Enterprises, Inc. (‘‘Commonwealth Telephone’’). In December
2000, Commonwealth Telephone announced that it was going to record a charge to earnings for the
restructuring of its CTCI subsidiary. Commonwealth Telephone indicated that the charge would range from
$46-$72 million on an after-tax basis. Level 3 recorded $27 million of equity losses, representing its
proportionate share of the midpoint, or $59 million, of the estimated restructuring charge.

Gains on Equity Investee Stock Transactions was $100 million for 2000 compared to $118 million for
1999. RCN issued stock for the acquisition of 21st Century Telecom Group, Inc. and for certain transactions in
early 2000, which diluted the Company’s ownership of RCN from 35% at December 31, 1999 to 31% at
December 31, 2000. These transactions diluted Level 3’s ownership in RCN but increased its proportionate
share of RCN’s common equity. As a result, Level 3 recognized.$95 million.of pre-tax gains related to. RCN. . ..
stock activity in 2000. In 1999, RCN issued stock in a public offering and for certain transactions, which
resulted in a pre-tax gain of $117 million to the Company. The Company does not expect to recognize future
gains on RCN stock activity unless the gains exceed the accumulated net equity losses not recognized by the
Company. Level 3 also recognized pre-tax gains of $5 million and $1 million in 2000 and 1999, respectively,
for Commonwealth Telephone stock activity that diluted the Company’s ownership to 46% at December 31,
2000.
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Gain (Loss) on Sale of Assets decreased to ($19) million in 2000. In the second half of 2000, market

- conditions and the valuations assigned to companies in certain Internet related sectors and the Company’s view

of the business prospects of such entities declined dramatically. Therefore, the Company recorded a $37 million
pre-tax charge for an other-than-temporary decline in the value of a publicly traded investment. Partially
offsetting this charge was a $21 million pre-tax gain on the sale of the Company’s entire interest in the Walnut
Creek Mining to Peter Kiewit Sons’ Inc. Also included are gains and losses on the sale of construction and
other operating equipment.

Other, net decreased to ($2) million in 2000 from $7 million in 1999. The decrease is predominately due
to foreign exchange losses recorded in 2000.

Income Tax Benefit for 2000 differs from the prior year and the statutory rate primarily due to limited
availability of taxable income in the carryback period to offset current year losses. The income tax benefit for
1999 differs from the statutory rate of 35% primarily due to losses incurred by the Company’s international
subsidiaries which cannot be included in the consolidated U.S. federal return, nondeductible goodwill
amortization expense and state income taxes. For fiscal 2000, Level 3 recognized a benefit equal to the amount
of refund available due to utilization of net operating loss carrybacks. As of December 31, 2000, Level 3 had
approximately $638 million of net operating loss carryforwards available to offset future taxable income. At
this time, the Company is unable to determine when it will have taxable income to offset the loss
carryforwards.

Results of Operations 1999 vs. 1998

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

1999 1998
Communications and Information SErvices . . ... ... ..., $289 $144
Coal MININgG . . ..o e e e 207 228
OtReT et 19 20
5515 $392

Communications and information services revenue increased from $144 million for the year ended
December 31, 1998 to $289 million for the year ended December 31, 1999. Revenue attributable to the
communications business increased from $24 million in 1998 to $159 million in 1999. In May 1999, the
Massachusetts Department of Public Utilities ruled that Verizon (formerly known as Bell Atlantic), was no
longer required to pay the established reciprocal compensation rates for certain services. As a result, beginning
in the second quarter, Level 3 elected not to recognize additional revenue from these agreements until the
uncertainties were resolved. The Company reached an agreement with Verizon in October 1999. The agreement
established new intercarrier or reciprocal compensation rates between the two carriers and assures that the
Company will be paid for the traffic it terminates from Verizon. As part of the agreement, the Company and
Verizon settled past disputes over reciprocal compensation billing issues. The implementation of the new rate
structure and reciprocal compensation billing settlement was contingent upon certain conditions including
approval by relevant regulatory authorities. During the fourth quarter, Massachusetts and other states approved
the agreement and therefore, the Company recognized $16 million of reciprocal compensation revenue. Also
during the fourth quarter the Company completed certain sections of its intercity and metropolitan networks .. .
and recognized $26 million of revenue from dark fiber contracts entered into before June 30, 1999. In 1999, the
Company recognized a total of $24 million and $37 million of revenue attributable to reciprocal compensation
agreements and dark fiber contracts, respectively. In addition, during 1999 the Company recognized $33
million of revenue attributable to private line services, $24 million of revenue attributable to managed modem
services, $23 million attributable to colocation services, and $18 million of revenue attributable to Internet
access services.

42



The communications business generated Cash Revenue of $256 million in 1999. Cash deferred revenue
increased $97 million in 1999 as a result of several new dark fiber contracts. Cash Revenue in 1998 for the
communications business was $51 million.

Systems integration revenue increased 11% to $63 million in 1999. Revenue for the computer outsourcing
business increased 6% to $67 million in 1999. Revenue attributable to new customers and additional services
for existing customers led to the increase in computer outsourcing and systems integration revenue.

Mining revenue in 1999 decreased to $207 million from $228 million in 1998 due to reduced tonnage
requirements under existing contracts with Commonwealth Edison and the expiration of a long-term contract
with Commonwealth in 1998.

Other revenue was consistent with 1998 and is primarily attributable to CPTC.

Cost of Revenue increased $161 million or 81% to $360 million in 1999 as a result of the expanding
communications business. In 1999, communications network expenses were $183 million as compared to $12
million in the prior year. The increase in costs is primarily attributable to the Global Crossing North America,
Inc. and Broadwing Communications Inc., leased network expenses, the costs associated with the XCOM
Technologies, Inc. (‘“XCOM’’) and GeoNet Communications, Inc. (‘°“GeoNet’’) acquisitions, and costs
attributable to the products the Company began offering in late 1998 and 1999. The cost of revenue for the
information services business, as a percentage of revenue, decreased for the year ended December 31, 1999
compared to the same period in 1998. This decrease is primarily due to an increase in the utilization rates of
systems integration personnel in 1999. The cost of revenue for the coal business, as a percentage of revenue,
increased due to the expiration of a high margin long-term contract in 1998.

Depreciation and Amortization expense increased from $66 million in 1998 to $228 million in 1999. The
significant increase in the amount of assets placed in service during the latter part of 1998 and throughout 1999
for the communications business resulted in the increase in depreciation expense. The acquisitions of XCOM,
GeoNet and BusinessNet in 1998 and 1999 also contributed to the increase in depreciation and amortization
expense in 1999,

Selling, General and Administrative expenses increased significantly to $668 million in 1999 from $332
million in 1998 primarily due to the cost of activities associated with the expanding communications business.
Compensation, travel and facilities costs increased substantially due to the additional employees that have been
hired to implement the business plan. The total number of employees of the Company increased to
approximately 3,850 at December 31, 1999 from approximately 2,200 at December 31, 1998. Professional fees,
including legal costs associated with obtaining licenses, agreements and technical facilities and other
development costs associated with the Company’s plans to expand services offered in U.S., European and
Asian markets, consulting fees incurred to develop and implement the Company’s business support systems,
and advertising, marketing and other selling costs contributed to the higher selling, general and administrative
expenses. The Company also recorded $126 million of non-cash compensation in 1999 for expenses recognized
under SFAS No. 123 related to grants of stock options and warrants, up from $39 million in 1998. In addition
to the expenses noted above, the Company capitalized $116 million and $52 million of selling, general and
administrative expenses in 1999 and 1998, respectively, which consisted primarily of compensation expense for
employees and consultants working on capital projects.

Write-off of In-Process Research and Development of $30 million in 1998 was the portion of the purchase
price allocated to the telephone network-to-Internet Protocol network bridge technology acquired by the
Company in the XCOM transaction and was estimated through formal valuation. In accordance with generally
accepted accounting principles, the $30 million was taken as a nondeductible charge against earnings in the
second quarter of 1998.

EBITDA, as defined by the Company, decreased from ($100) million in 1998 to ($387) million in 1999
primarily due to the significant increase in selling, general and administrative expenses, described above,
incurred in connection with the implementation of the Company’s business plan.
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Adjusted EBITDA for 1999 was ($307) million compared to ($73) million in 1998. Increases in selling,
general and administrative expenses partially offset by an increase in cash deferred revenue of $97 million and
non-cash cost of goods sold related to dark fiber sales of $17 million, are primarily responsible for the decrease
in Adjusted EBITDA.

Interest Income increased from $173 million in 1998 to $212 million in 1999 primarily as a function of
the Company’s increasing average cash, cash equivalents and marketable securities balances. The average cash
balance increased from approximately $3.7 billion during 1998 to approximately $4.2 billion during 1999 as a
result of the December 1998 Senior Discount Notes offering, the March 1999 equity offering and the
September 1999 Subordinated Notes offering and Senior Secured Credit Facility agreement. Yields on the
portfolio, however, have declined by approximately 50 basis points in 1999 from the yields in 1998 primarily
due to the funds being invested in shorter term treasury securities. The accelerating business plan has required
the Company to shorten the average term of treasury securities in which it invested in 1999.

Interest Expense, net increased $42 million to $174 million in 1999 due to the completion of the offering
of $2 billion aggregate principal amount of Senior Notes in April 1998, $834 million aggregate principal
amount at maturity of Senior Discount Notes offered in December 1998, the Convertible Subordinated Notes
issued in September 1999, and Senior Secured Credit Facility entered into in September 1999. The amortization
of the related debt issuance costs also contributed to the increased interest expense in 1999. The Company
capitalized $116 million and $15 million of interest expense on network construction and business support
systems in 1999 and 1998, respectively.

Equity in Losses of Unconsolidated Subsidiaries are $127 million in 1999 and are primarily attributable to
RCN. RCN’s losses increased from $205 million in 1998 to $369 million in 1999. The Company’s
proportionate share of these losses, including goodwill amortization, was $135 million and $92 million in 1999
and 1998, respectively. In 1998, the Company elected to discontinue its funding of Gateway Opportunity Fund,
LP, (‘“‘Gateway’’), which provided venture capital to developing businesses. The Company recorded losses of
$28 million in 1998, to reflect Level 3’s equity in losses of the underlying businesses of Gateway. Also
included are equity earnings and losses of other equity method investments not individually significant.

Gain on Equity Investee Stock Transactions increased to $118 million in 1999. RCN issued stock in a
public offering and for certain transactions in 1998 and 1999 which diluted the Company’s ownership of RCN
from 41% at December 31, 1998 to 35% at December 31, 1999. The increase in the Company’s proportionate
share of RCN’s net assets as a result of these transactions resulted in a pre-tax gain of $117 million from
subsidiary stock sales for the Company in 1999. The Company recognized $62 million of gains for similar
stock transactions of RCN in 1998. The Company also recognized $1 million of gains attributable to other
equity method investees.

Gains (Losses) on Sale of Assets decreased significantly in 1999 due to the sale of Cable Michigan to
Avalon Cable of Michigan, Inc. in November 1998. The Company recognized a gain of approximately $90
million from the cash-for-stock transaction. Included in gains (losses) on the disposal of assets are ($3) million
of losses and $8 million of gains on the disposal of property, plant and equipment in 1999 and 1998
respectively, and $1 million and $9 million of gains on the sale of marketable securities in 1999 and 1998
respectively.

Income Tax Benefit in 1999 and 1998 differs from the statutory rate of 35% primarily due to losses
incurred by the Company’s international subsidiaries which cannot be included in the consolidated U.S. federal
return, nondeductible goodwill amortization expense and state income taxes. The income tax benefit in 1999
also differs from the statutory rate due to foreign tax credits expected to be released upon carryback of 1999
net operating losses that the Company will be unable to utilize. The income tax benefit in 1998 also differs
from the statutory rate due to the $30 million nondeductible write-off of the research and development costs
acquired in the XCOM acquisition.
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Discontinued Operations includes the one-time gain of $608 million recognized upon the distribution of
the Construction Group to former Class C stockholders on March 31, 1998. Also included in discontinued
operations is the gain, net of tax, of $324 million from the Company’s sale of its energy assets to MidAmerican
on January 2, 1998. .

Financial Condition—December 31, 2000

The Company’s working capital increased slightly from $2.8 billion at December 31, 1999 to $3.1 billion
at December 31, 2000 due primarily to the proceeds from the debt and equity offerings completed in February
2000 and dark fiber IRU transactions, offset by funds used in operations and in construction of the Level 3
Network. In February 2000, the Company received approximately $2.4 billion of net proceeds from an equity
offering and approximately $3.0 billion from the issuance of debt. These financing activities, along with dark
fiber IRU transactions, were partially offset by capital expenditures of $5.9 billion and operating expenses
incurred to expand the communications business.

Cash provided by operations increased from $438 million in 1999 to $1 billion in 2000. The increase is
primarily attributable to a $585 million increase in deferred revenue, receipt of $246 million of federal income
tax refunds and changes in other working capital items including accounts payable and accrued interest payable
reduced by the change in receivables. The increase in deferred revenue is a result of the accounting guidance in
FASB Interpretation No. 43 issued in June 1999, which requires the Company to defer recognition of certain
dark fiber sales and capacity agreements over the term of the contract. Dark fiber agreements typically require
customers to pay a deposit at the time the contract is signed with the remaining amount due when the fiber is
delivered and accepted by the customer.

Investing activities include using the proceeds from the debt and equity offerings to purchase $8.3 billion
of marketable securities and approximately $5.9 billion of capital expenditures, primarily for the expanding
communications and information services business. Provisions of a commercial mortgage financing for one of
the Company’s Gateway facilities required the Company to place approximately $145 million of funds in a
restricted account to be used for completing the buildout of that Gateway facility. The Company also realized
$7.8 billion of proceeds from the sales and maturities of marketable securities and $99 million of proceeds
from the sale of non-telecom assets and network construction equipment.

Financing sources in 2000 consisted primarily of the net proceeds of $2.4 billion from the issuance of 23
million shares of Level 3 common stock, $836 million in Convertible Subordinated Notes, $1.4 billion in three
tranches of U.S. dollar denominated debt securities, $763 million from two tranches of Euro denominated
senior debt securities and $224 million from mortgage financings. The Company also received proceeds of $15
million in 2000 from the exercise of Company stock options and repaid long-term debt of $21 million primarily
related to the Pavilion Towers office complex.

Liquidity and Capital Resources

Since late 1997, the Company has substantially increased the emphasis it places on and the resources
devoted to its communications and information services business. The Company has become a facilities-based
provider (that is, a provider that owns or leases a substantial portion of the property, plant and equipment
necessary to provide its services) of a broad range of integrated communications services. To reach this goal,
the Company has created, through a combination of construction, purchase and leasing of facilities and other
assets, an advanced, international, end-to-end, facilities-based communications network. The Company has
designed its network based on Internet Protocol technology in order to leverage the efficiencies of this
technology to provide lower cost communications services.

The continued development of the Company’s businesses will require significant capital expenditures, a
substantial portion of which will be incurred before any significant related revenues are expected to be realized.
These expenditures, together with the associated early operating expenses, have, and may continue to result in
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substantial negative operating cash flow and substantial net operating losses for the Company for the
foreseeable future. Although the Company believes that its cost estimates and additional build-out schedule are
reasonable, the actual construction costs or the timing of the expenditures may deviate from current estimates.
The Company’s capital expenditures in connection with the business plan were approximately $5.9 billion
during 2000. The majority of the spending was for construction of the U.S. and European intercity networks,
certain local metropolitan networks in the U.S. and Europe, and the transatlantic cable network. Total capital
expenditures for 2001 are expected to be approximately $3.4 billion. The proceeds received from the February
2000 debt and equity offerings combined with the cash and marketable securities already on hand and the
undrawn commitments of $900 million at December 31, 2000 under the Senior Secured Credit Facility,
provided Level 3 with approximately $4.9 billion of funds available at the end of the year. Additionally, on
January 8, 2001, the Company borrowed an additional $250 million under the credit facility. The Company’s
current liquidity and committed contracts should be sufficient to fund the currently committed portions of the
business plan.

On January 24, 2000, the Company announced that it was expanding the scope of its business plan to
include a significant increase in the amount of colocation space available to the Company’s communications
intensive customers, and additional local fiber facilities. The Company currently estimates that the
implementation of the business plan will require between $13 and $14 billion over the 10-year period of the
business plan. The Company’s successful debt and equity offerings in February 2000 have given the Company
the ability to implement the committed portions of the business plan. However, if additional opportunities
should present themselves, the Company may be required to secure additional financing in the future. In order
to pursue these possible opportunities and provide additional flexibility to fund its business plan, the Company
filed a ‘‘universal’’ shelf registration for an additional $3 billion of common stock, preferred stock, debt
securities, warrants, stock purchase agreements and depositary shares. The registration statement (declared
effective by the Securities and Exchange Commission on January 31, 2001), in combination with the remaining
availability under an existing universal shelf registration statement, allows Level 3 to offer an aggregate of up
to $3.156 billion of additional securities to fund its business plan. In addition to raising capital through the debt
and equity markets, the Company may sell or dispose of existing businesses or investments to fund portions of
the business plan. The Company may also sell or lease fiber optic capacity, or access to its conduits.

The Company may not be successful in producing sufficient cash flow, raising sufficient debt or equity
capital on terms that it will consider acceptable, or selling or leasing fiber optic capacity or access to its
conduits. In addition, proceeds from dispositions of the Company’s assets may not reflect the assets’ intrinsic
values. Further, expenditures may exceed the Company’s estimates and the financing needed may be higher
than estimated. Failure to generate sufficient funds may require the Company to delay or abandon some of its
future expansion or expenditures, which could have material adverse effect on the implementation of the
business plan.

In connection with implementing the business plan, management will continue reviewing the existing
businesses of the Company to determine how those businesses will complement the Company’s focus on
communications and information services. If it is decided that an existing business is not compatible with the
communications and information services business and if a suitable buyer can be found, the Company may
dispose of that business.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Level 3 is subject to market risks arising from changes in interest rates, equity prices and foreign exchange
rates. The Company’s exposure to interest rate risk increased due to the $1.375 billion Senior Secured Credit
Facility entered into by the Company in September 1999 and the commercial mortgages entered into in 2000.
As of December 31, 2000, the Company had borrowed $475 million under the Senior Secured Credit Facility
and $233 million under the commercial mortgages. Amounts drawn on these debt instruments bear interest at
the alternate base rate or LIBOR rate plus applicable margins. As the alternate base rate and LIBOR rates
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fluctuate, so too will the interest expense on amounts borrowed under the credit facility and mortgages. A
hypothetical 10% increase in interest rates would increase annual interest expense of the Company by
approximately $7 million based on outstanding amounts under these variable rate instruments of $708 million
at December 31, 2000. At December 31, 2000, the Company had $6.6 billion of fixed rate debt bearing interest
at annual rates ranging from 6.0% to 12.875%. A decline in interest rates in the future on this fixed rate debt
will not benefit the Company due to the terms and conditions of the loan agreements that prohibit prepayment
of the debt or require the Company to repurchase the debt at specified premiums. Thus, a potential decline in
interest rates exposes the Company to market risk that the cost of debt is higher than competitors. The
Company continues to evaluate alternatives to limit interest rate risk.

Level 3 continues to hold positions in certain publicly traded entities, primarily Commonwealth Telephone
and RCN. The Company accounts for these two investments using the equity method. The market value of
these investments is approximately $540 million as of December 31, 2000, which is significantly higher than
their carrying value of $105 million. The Company does not currently have plans to dispose of these
investments, however, if any such transaction occurred, the value received for the investments would be
affected by the market value of the underlying stock at the time of any such transaction. A 20% decrease in the
price of Commonwealth Telephone and RCN stock would result in approximately a $108 million decrease in
fair value of these investments. The Company does not currently utilize financial instruments to minimize its
exposure to price fluctuations in equity securities.

The Company’s business plan includes developing and constructing networks in Europe and Asia. As of
December 31, 2000, the Company had invested significant amounts of capital in both regions and will continue
to expand its presence in Europe and Asia in 2001. The Company issued € 800 million in Senior Euro Notes in
February 2000 as an economic hedge against its net investment in its European subsidiaries. Due to the
historically low exchange rates involving the U.S. Dollar and the Euro during the fourth quarter, Level 3
elected to set aside the remaining Euros received from the February debt offerings and purchase on the spot
market the Euros required to fund its current European investing and operating activities. Other than the
issuance of the Euro denominated debt and the purchase of the Euros on the spot market, the Company has not
made significant use of financial instruments to minimize its exposure to foreign currency fluctuations. The
Company continues to analyze risk management strategies to reduce foreign currency exchange risk.

The change in interest rates and equity security prices is based on hypothetical movements and are not
necessarily indicative of the actual results that may occur. Future earnings and losses will be affected by actual
fluctuations in interest rates, equity prices and foreign currency rates.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementary financial information for Level 3 Communications, Inc. (f/k/a
Peter Kiewit Sons’, Inc.) and Subsidiaries begin on page F-1.

The financial statements of an equity method investee (RCN Corporation) are required by Rule 3.09 and
will be filed as a part of this Report by an amendment to this Report upon the filing by RCN of their Form
10-K for the year ended December 31, 2000. RCN’s filing of their Form 10-K is not yet due.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND

FINANCIAL DISCLOSURE
Not Applicable.

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

The information required by this Item 10 is incorporated by reference to the Company’s definitive proxy
statement for the 2001 Annual Meeting of Stockholders to be filed with the Securities and Exchange
Commission, however certain information is included in Item 1. Business above under the caption *‘Directors
and Executive Officers.”
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ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is incorporated by reference to the Company’s definitive proxy
statement for the 2001 Annual Meeting of Stockholders to be filed with the Securities and Exchange
Commission.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by this Item 12 is incorporated by reference to the Company’s definitive proxy
statement for the 2001 Annual Meeting of Stockholders to be filed with the Securities and Exchange
Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item 13 is incorporated by reference to the Company’s definitive proxy
statement for the 2001 Annual Meeting of Stockholders to be filed with the Securities and Exchange
Commission.

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

(a) Financial statements and financial statement schedules required to be filed for the registrant under
Items 8 or 14 are set forth following the index page at page F-1. Exhibits filed as a part of this report
are listed below. Exhibits incorporated by reference are indicated in parentheses.

3.1 Restated Certificate of Incorporation dated March 31, 1998 (Exhibit 1 to Registrant’s Form §-A filed
on April 1,1998).

32 Certificate of Amendment of Restated Certificate of Incorporation of Level 3 Communications, Inc.
(Exhibit 3.1 to the Registrant’s Current Report on Form 8-K dated June 3, 1999).

3.3 Specimen Stock Certificate of Common Stock, par value $.01 per share (Exhibit 3 to the Registrant’s
Form 8-A filed on March 31, 1998).

34 Amended and Restated By-laws as of May 27, 1999 (Exhibit 3.2 to Company’s Current Report on
Form 8-K dated June 3, 1999).

35 Rights Agreement, dated as of May 29, 1998, between the Registrant and Norwest Bank Minnesota,
N.A,, as Rights Agent, which includes the Form of Certificate of Designation, Preferences, and
Rights of Series A. Junior Participating Preferred Stock of the Registrant, as Exhibit A, the Form
of Rights Certificate as Exhibit B and the Summary of Rights to Purchase Preferred Stock, as
Exhibit C (Exhibit 1 to the Registrant’s Form 8-A Amendment No. 1 filed on June 10, 1998).

4.1 Indenture, dated as of April 28, 1998, between the Registrant and 1I13J Schroder Bank & Trust
Company as Trustee relating to the Registrant’s 944% Senior Notes due 2008 (Exhibit 4.1 to the
Registrant’s Registration Statement on Form S-4 File No. 333-56399).

4.2 Indenture, dated as of December 2, 1998, between the Registrant and IBJ Schroder Bank & Trust
Company as Trustee relating to the Registrant’s 10%2% Senior Discount Notes due 2008 (Exhibit
4.1 to the Registrant’s Registration Statement on Form S-4 File No. 333-71687).

43.1 Form of Senior Indenture (incorporated by reference to Exhibit 4.1 to Amendment 1 to the
Registrant’s Registration Statement on Form S-3 (File No. 333-68887) filed with the Securities and
Exchange Commission on February 3, 1999).

432 First Supplemental Indenture, dated as of September 20, 1999, between the Registrant and IBJ
Whitehall Bank & Trust Company as Trustee relating to the Registrant’s 6% Convertible
Subordinated Notes due 2009 (Exhibit 4.1 to the Registrant’s Current Report on Form 8-K dated
September 20, 1999).
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433 Second Supplemental Indenture, dated as of February 29, 2000, between the Registrant and The Bank
of New York as Trustee relating to the Registrant’s 6% Convertible Subordinated Notes due 2010
(Exhibit 4.1 to the Registrant’s Current Report on Form 8-K dated February 29, 2000).

4.4 Indenture, dated as of February 29, 2000, between the Registrant and The Bank of New York as
Trustee relating to the Registrant’s 11% Senior Notes due 2008 (Exhibit 4.1 to the Registrant’s
Registration Statement on Form S-4 File No. 333-37362).

4.5 Indenture, dated as of February 29, 2000, between the Registrant and The Bank of New York as
Trustee relating to the Registrant’s 114 % Senior Notes due 2010 (Exhibit 4.2 to the Registrant’s
Registration Statement on Form S-4 File No. 333-37362).

4.6 Indenture, dated as of February 29, 2000, between the Registrant and The Bank of New York as
Trustee relating to the Registrant’s 1278% Senior Discount Notes due 2010 (Exhibit 4.3 to the
Registrant’s Registration Statement on Form S-4 File No. 333-37362).

4.7 Indenture, dated as of February 29, 2000, between the Registrant and The Bank of New York as
Trustee relating to the Registrant’s 1034 % Senior Euro Notes due 2008 (Exhibit 4.1 to the
Registrant’s Registration Statement on Form S-4 File No. 333-37364).

4.8 Indenture, dated as of February 29, 2000, between the Registrant and The Bank of New York as
Trustee relating to the Registrant’s 11%% Senior Euro Notes due 2010 (Exhibit 4.2 to the
Registrant’s Registration Statement on Form S-4 File No. 333-37364).

10.1 Separation Agreement, dated December 8, 1997, by and among PKS, Riewit Diversified Group Inc.,
PKS Holdings, Inc. and Kiewit Construction Group Inc. (Exhibit 10.1 to the Registrant’s Form
10-K for 1997).

10.2 Amendment No. 1 to Separation Agreement, dated March 18, 1997, by and among PKS, Kiewit
Diversified Group Inc., PKS Holdings, Inc. and Kiewit Construction Group Inc. (Exhibit 10.1 to
the Registrant’s Form 10-K for 1997).

10.3 Cost Sharing and IRU Agreement between Level 3 Communications, LLC and INTERNEXT, LLC
dated July 18, 1998 (Exhibit 10.1 to the Registrant’s Quarterly Report on Form IO-Q for the three
months ended September 30, 1998).

10.4 Credit Agreement dated as of September 30, 1999 among Level 3 Communications, LLC, the
Borrowers named therein, the Lenders Party thereto and The Chase Manhattan Bank, as Agent
(Exhibit 10.1 to the Registrant’s Quarterly Report on Form 10-Q for the three months ended
September 30, 1999).

21 List of subsidiaries of the Company
23.1 Consent of Arthur Andersen LLP

23.2 Consent of PricewaterhouseCoopers LLP
(b) Reports on Form 8-K filed by the Registrant during the fourth quarter of 2000.

On November 7, 2000, the Registrant filed with the Securities and Exchange Commission a Current
Report on Form 8-K relating to the issuance of a press release containing an open letter to the Level 3
Stockholders.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, this 7th
day of March, 2001.

LEVEL 3 COMMUNICATIONS, INC.

By: /s/ JAaMES Q. CROWE

Name: James Q. Crowe
Title: Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

/s/  'WALTER SCOTT, JR.

Walter Scott, Jr.

/s/ JAMES Q. CROWE

James Q. Crowe

/s/ KEVIN]. O’HARA

Kevin J. O’Hara

/s/  R. DOUGLAS BRADBURY

R. Douglas Bradbury

/s/ CHARLES C. MILLER, III

Charles C. Miller, IIT

/s/ SUREEL A. CHOKSI

Sureel A. Choksi

/s/ ERIC J. MORTENSEN

Eric J. Mortensen

/s/ MOGENS C. BAY

Mogens C. Bay

/s/ WiLLIAM L. GREWCOCK

William L. Grewcock

Chairman of the Board

Chief Executive Officer and
Director

President, Chief Operating
Officer and Director

Vice Chairman and Executive
Vice President

Vice Chairman and Executive
Vice President

Group Vice President and Chief
Financial Officer (Principal
Financial Officer)

Vice President and Controller
(Principal Accounting
Officer)

Director

Director
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Signature

/s/ RICHARD R. JAROS

Richard R. Jaros

/s/  ROBERT E. JULIAN

Robert E. Julian

/s/  Davip C. McCOURT

David C. McCourt

/s/  KENNETH E. STINSON

Kenneth E. Stinson

/s/  CoLIN V.K. WILLIAMS

Colin V.K. Williams

/s/ MicHAEL B. YANNEY

Michael B. Yanney

Director

Director

Director

Director

Director

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

We have audited the consolidated balance sheets of Level 3 Communications, Inc. (a Delaware
corporation) and subsidiaries as of December 31, 2000 and 1999, and the related consolidated statements of
operations, cash flows, changes in stockholders’ equity and comprehensive income (loss) for each of the three
years in the period ended December 31, 2000. These consolidated financial statements are the responsibility of
the Company’s management. Qur responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Level 3 Communications, Inc. and subsidiaries as of December 31, 2000 and
1999, and the consolidated results of their operations and their cash flows for each of the three years in the
period ended December 31, 2000 in conformity with accounting principles generally accepted in the United
States.

/s/  ARTHUR ANDERSEN LLP

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

CONSOLIDATED STATEMENTS OF OPERATIONS
For the three years ended December 31, 2000

Revenue ... ... e
Costs and Expenses:

Cost Of TEVENUE . . ... e
Depreciation and amortization. . . . ......... .. e
Selling, general and administrative . .......... ... ... .. . . .. . ...
Write-off of in-process research and development . .....................

Total costs and EXPENSES . . . . v vt it ettt e e

Loss from Operations. . . . . ...ttt e e e
Other Income (Expense):

INterest iNCOME . . . . . o oottt et e e e et e et e i e e
Interest XPense, MEL . . . .. oottt e e e e e
Equity in losses of unconsolidated subsidiaries, net .....................
Gain on equity investee stock transactions . . ............. ... ... . ... ..
Gain (loss) on sale of aSSELS . . .. oottt e
Other, Met. . .t e e

Total other incCOmMe (EXPeNSe) . . . . . . vttt ittt i

Loss Before Income Tax Benefit and Discontinued Operations. . ...............
Income Tax Benefit ... ... .. . i i

Loss from Continuing Operations . . . . ... ..ottt ni i
Discontinued Operations:

Gain on Split-off of Construction Group .. ............. ...,
Gain on disposition of energy business net of income tax expense of ($175) . . .

Income from discontinued operations .. .......... ... .. . . . .,

Net Earnings (LOSS) « v v v v oo e e e e e ettt e e

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

Continuing OPETatioNS . . . ¢ v v\ttt vttt et et et e e
Discontinued operations excluding construction operations . . . . ............
Net earnings (loss) excluding construction operations . . . .. ...............

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

See accompanying notes to consolidated financial statements.
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2000 1999 1998

(dollars in millions, except
per share data)

$1,18 $ 515 $392

(794)  (360) (199)
(584) (228)  (66)
(1,152)  (668) (332)
— — (30)

(2,530) (1,256) (627)

(1,345) (741) (235)

328 212 173
(282) (174) (132)
(284) (127) (132)

100 118 62

(19) @ 107

2 7 4

(159) 34 82

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

(1,455) (487) (128)

— — 608
— — 324

— — 932
$(1,455) $(487) $804

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

$ — $ — 8309

$ (4.01) $(1.46) $2.66

$ (4.01) $(1.46) $ .64




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
December 31, 2000 and 1999

Assets
Current Assets:

Cash and cash equivalents . .. ... ... . . . i
Marketable SECUItIES . . . . .. ...t e
Restricted SECUILES . . . . .ottt ettt e e
Receivables, less allowances for doubtful accounts of $33 and $9, respectively .. . ..
Recoverable INCOME taXES . . . . . oottt ittt ettt ettt et e e
Other . .o e e e e

Total Current ASSELS . . . . oo vttt e
Net Property, Plant and Equipment . ... ... ... . .ttt
INVeStMEnts . . . ..o e e e e e e
Other ASSELS, NEL . . . ..ottt e e e e et e e e e

Liabilities and Stockholders’ Equity
Current Liabilities:

Accounts payable . . ... e
Current portion of long-termdebt . ......... .. ... .. ... . .. .
Accrued payroll and employee benefits .. ........ ... . ... . . . i,
AcCrued INLEIESE . . o o v et e e e e
Deferred revenue . ... ... e
Other . ..o e e

Total Current Liabilities . . . . . . . ..o it e e
Long-Term Debt, less current portion . .. .......... ...ttt i,
Deferred Revenue . ... ... ... ... .
Accrued Reclamation CostS . . .. ... ittt e
Other Liabilities . . . .o vttt e et e e e e e

Commitments and Contingencies
Stockholders’ Equity:

Preferred stock, $.01 par value, authorized 10,000,000 shares: no shares outstanding . . . .

Common stock:
Common stock, $.01 par value, authorized 1,500,000,000 shares: 367,599,870

outstanding in 2000 and 341,396,727 outstanding in 1999 . . . ... .............
Class R, $.01 par value, authorized 8,500,000 shares: no shares outstanding . ......
Additional paid-in capital .. ... ... . ... e e
Accumulated other comprehensive loss . ... ... ... i i i
Retained earnings (accumulated deficit) . . .............. e e e

Total Stockholders’ Equity ... ... ... ...

See accompanying notes to consolidated financial statements.
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2000

1999

(dollars in millions,
except per share

data)

$ 1,269 $1,214
2,742 2,227
202 51
617 150

67 241

148 55
5,045 3,938
9,383 4,287
146 300
345 381
$14,919  $8,906
$ 1552 $ 832
7 6

90 43

124 47

68 72

106 90
1,947 1,090
7,318 3,989
652 63

94 99

359 260

4 3

5,167 2,501
(73) ®)
(549) 906
4,549 3,405
$14,919 $8,906




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

2000 1999 1998
(dollars in millions)

Cash Flows from Operating Activities:

Net Earnings (LOSS) . . . oot iti ittt et e et e e $(1,455) $ (487) $ 804
Less: Income from Discontinued Operations . . .. .................... — — (932)
Loss from continuing Operations. . . . ..........oiiuutne i .. (1,455) 487) (128)

Adjustments to reconcile loss from continuing operations to net cash
provided by operating activities:

Write-off in process research and development ... ............ — — 30
Equity 10SSES, NEL . . ..ot i it e 284 127 132
Depreciation and amortization . .. ................ ... ..... 584 228 66
Dark fiber and submarine cable cost of revenue . ............. 196 17 —
Amortization of premiums (discounts) on marketable securities . . . (G3)) 10 24)
Amortization of debt issuance costs . .. ....... ... ... 21 9 3
(Gain) loss on sale of property, plant and equipment and other
SOl . it e e e e (19) 2 an
Gain on equity investee stock transactions .. ................ (100) (118) (62)
Gain on sale of Cable Michigan.......................... — — (90)
Non-cash compensation expense attributable to stock awards . . . . 241 126 39
Federal income tax refunds . ............ ... ... ... .. ..... 246 81 46
Deferred inCome taxes . . . ..o ie et — (56) (50)
Deferredrevenue . ............ it 585 121 27
DEPOSIES .« v v v e 24 (64) —_—
Accrued interest on marketable securities . . ... .............. ()] @) 43)
Accrued interest on long-termdebt . .................. ..., 176 69 35
Change in working capital items:
Receivables ... ...... .. .. . . 475) (84) €))]
Othercurrent assets . . .........ovtitttriinnnnnnn. (178) (170) 1o
Payables . . ... e 737 544 239
Other liabilities ... ....... ... .. ... ... . ... 158 86 19)
Other . ..o e e 21 3 3)
Net Cash Provided by Continuing Operations. . . .. ........ovitueeeen ... 1,000 437 170
Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketable securities . . . .......... 7,823 5,169 3,214
Purchases of marketable securities . ............. ... ... ... ... (8,284) (4,555) (5,334)
Increase in restricted securities . . . . .......... . ... i (150) (16) ®)
Capital expenditures ... ...... ... i e (5,944) (3,436) 910)
Investments and acquisitions, net of cash acquired ................... 34) 3 (67)
Proceeds from sale of property, plant and equipment, and other
INVESLMENLS . . .\ttt et e e et e e e et ettt e e 99 12 27
Proceeds from sale of Cable Michigan ............................ — — 129
Net Cash Used in Investing Activities .. ...............oiuuinerenan... $(6,490) $(2,829) $(2,949)

See accompanying notes to consolidated financial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS—(Continued)

For the three years ended December 31, 2000

Cash Flows from Financing Activities:

Long-term debt borrowings, net of issuance costs .. ..................
Payments on long-term debt, including current portion ... .............
Issuances of common stock, net of issuance costs . .. ............o....
Stock options exercised . . ....... . e e
Exchange of Class C Stock for Class D Stock, net . ..................
Repurchases of common stock . ... ....... ... ... i

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

Cash Flows from Discontinued Operations:
Proceeds from sale of discontinued energy operations, net of income tax

payments of $192 million ............ .. ... .. . ... ...

Net Cash Provided by Discontinued Operations . ... .....................
Effect of Exchange Rates on Cash and Cash Equivalents ..................

Net Change in Cash and Cash Equivalents. ... .........................
Cash and Cash Equivalents at Beginning of Year........................

Cash and Cash Equivalents at Endof Year ................ ... ... .....

Supplemental Disclosure of Cash Flow Information:

Incometaxespaid ........ ... i
Interest paid . ... ... ... . e

Noncash Investing and Financing Activities:

Equity securities received in exchange for services . ..................

Issuances of stock for acquisitions:

Businessnet Ltd. . . ...... .. ... . e
XCOM Technologies, Inc. .. ... ... ... ... ...
GeoNet Communications, Inc. . . ......... ... .. .. .. .. .. ... . ...

2000

1999

1998

(dollars in millions)

$3,195 $1,249 $2,426

(21) (6) (12)
2407 1,498 21
15 22 11
— — 122
— — (H
5596 2,763 2,567
— — 967
— — 967
51) -
55 372 755
1214 842 87
$1,269 $1,214 $ 842
$ 2% 2 $ 246
461 193 104
$ 43 8 5 $ —
3 J—
—_ — 154
— — 19
— — 10

The activities of the Construction Group have been removed from the consolidated statements of cash
flows. The Construction Group had cash flows of ($62) million for the three months ended March 31, 1998,

(the date of the Split-off).

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

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
For the three years ended December 31, 2000

Balance at December 27,1997 .. .............

Common Stock:

Issuances............. ... ... ... ... ..
Stock options exercised . ................
Designation of par value to $.01 .. .........
Stock dividend........... ... .. ... ...
Stockplangrants . .. ........... ... ....
Income tax benefit from exercise of options . .

Class R Stock:

Issuance and forced conversion ...........

Class C Stock:

Repurchases .................. ... ....
Conversion of debentures . .. .............
NetEamnings............ ...,
Other Comprehensive Loss .. ................
Split-off of the Construction & Mining Group . . ..

Balance at December 31,1998 .. .............

Common Stock:

Issuances, net of offering costs . . .. .. .. .. ..
Stock options exercised . ................
Stockplan grants . .. ... ... ... ... ...
Income tax benefit from exercise of options . .
NetLoss....... ... ..
Other Comprehensive Loss .. ................

Balance at December 31,1999 ...............

Common Stock:

Issuances, net of offering costs . . ..........
Stock options exercised . ................
Stockplangrants . .. ...................
Shareworks plan ... ...................
NetLoss. ...,
Other Comprehensive Loss .. ................

Balance at December 31,2000 ...............

Class Accumulated Retained
B&C Additional Other Earnings
Common Common Paid-in Comprehensive  (Accumulated
Stock Stock Capital Income (Loss) Deficit) Total
(dollars in millions)
$ 1 $8 $ 427 $ (5 $ 1,799 $ 2,230
—_— 1 203 — — 204
— 1 10 — 1) 10
— (8) 8 — — _
— 1 o) — — —
— — 44 — — 44
— — 19 — — 19
— — 164 — (164) —
— -— (25) — — (25)
— — 10 — — 10
— — — — 804 804
— — — (6) —_ (6)
(¢)) — (94) 15 (1,045) (1,125)
— 3 765 4 1,393 2,165
— — 1,506 — — 1,506
_ _ 22 — — 22
— — 130 — — 130
— —_ 78 — — 78
—_ — — — (487) 487)
— - — &) — 9
— 3 2,501 (5) 906 3,405
— 1 2,409 — — 2,410
— — 15 — — 15
— — 237 —_ — 237
— — 5 — — 5
— — —_ — (1,455) (1,455)
= - - {8 - %)
$— $ 4 $5,167 $(73) $ (549) $ 4,549

See accompanying notes to consolidated financial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

For the three years ended December 31, 2000

2000 1999 1998
(dollars in millions)

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

Net Barnings (LosS) . . . ..t e et e et e e
Other Comprehensive Income (Loss) Before Tax:

Foreign currency translation adjustments . . . .......... ... ... . ... 73) (10) 1

Unrealized holding gains (losses) arising during period ................... 5 3) )

Reclassification adjustment for gains included in net earnings (loss) . ......... — €8] ©
Other Comprehensive Loss, Before Tax ............ ... ... ... 68 (14) (10)
Income Tax Benefit Related to Items of Other Comprehensive Loss. . ............ — 5 4
Other Comprehensive Loss Netof Taxes ... ....... ... .. ... o, (68) ) ©)

Comprehensive Income (LOSS) . . .o ittt e ittt et e e e e e e $(1,523) $(496) $798

See accompanying notes to consolidated financial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include the accounts of Level 3 Communications, Inc. and
subsidiaries (the ‘‘Company’’ or ‘‘Level 3’*) in which it has control, which are engaged in enterprises primarily
related to communications and information services, and coal mining. Fifty-percent-owned mining joint
ventures are consolidated on a pro rata basis. Investments in other companies in which the Company exercises
significant influence over operating and financial policies are accounted for by the equity method. All
significant intercompany accounts and transactions have been eliminated.

In 1997, the Company agreed to sell its energy assets to MidAmerican Energy Holding Company, Inc.
(‘‘MidAmerican’’) and to separate the construction operations (*‘Construction Group’’) from the Company.
Therefore, the results of operations of these businesses have been classified as discontinued operations on the
consolidated statements of operations and cash flows (See notes 2 and 3).

Communications and Information Services Revenue

Revenue for communications services, including private line, colocation, Internet access, managed modem
and voice, is recognized monthly as the services are provided. Reciprocal compensation revenue is recognized
only when an interconnection agreement is in place with another carrier, and the relevant regulatory authorities
have approved the terms of the agreement. Revenue attributable to leases of dark fiber pursuant to indefeasible
rights-of-use agreements (‘' IRUs’”) that qualify for sales-type lease accounting, and were entered into prior to
June 30, 1999, are recognized at the time of delivery and acceptance of the fiber by the customer.

Effective July 1, 1999, the Financial Accounting Standards Board (‘‘FASB’’) issued Interpretation No. 43,
‘‘Real Estate Sales, an interpretation of FASB Statement No. 66°’ (‘‘FIN 43’*). Under FIN 43, certain sale and
long-term right-of-use agreements of dark fiber and capacity entered into after June 30, 1999, are required to be
accounted for in the same manner as sales of real estate with property improvements or integral equipment.
Dark fiber is considered integral equipment and accordingly, a lease must include a provision allowing title to
transfer to the lessee in order for that lease to be accounted for as a sales-type lease. Failure to satisfy the
requirements of the FASB Interpretation result in the deferral of revenue recognition for these agreements over
the term of the agreement (currently up to 20 years).

The adoption of FIN 43 did not have an effect on the Company’s cash flows. Dark fiber IRUs generally
require the customer to make a down payment due upon execution of the agreement with the balance due upon
delivery and acceptance of the fiber. These long-term dark fiber contracts and the issuance of FIN 43 have
resulted in a substantial amount of deferred revenue being recorded on the balance sheet.

The Company is obligated under dark fiber IRUs to maintain its network in efficient working order and in
accordance with industry standards. Customers are obligated for the term of the agreement to pay for their
allocable share of the costs for operating and maintaining the network. The Company recognizes this revenue
monthly as services are provided.

The cost of revenue associated with the revenue recognized for dark fiber agreements entered into prior to
June 30, 1999, was determined based on an allocation of the total estimated costs.of the network to the dark
fiber provided to the customers. The allocation takes into account the service capacity of the specific dark fiber
provided to customers relative to the total expected capacity of the network. Changes to total estimated costs
and network capacity are included in the allocation in the period in which they become known. Cost of revenue
associated with the sale of a portion of the trans-Atlantic submarine cable was determined based on actual costs
incurred by Level 3 and its contractors to construct such assets. Cost of revenue also includes leased capacity,
right-of-way costs, access charges and other costs directly attributable to the network.

F-9



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Accounting practice and guidance with respect to the treatment of submarine dark fiber sales and terrestial
IRU agreements continue to evolve. Any changes in the accounting treatment could affect the way the
Company accounts for revenue and expenses associated with these transactions in the future.

Information services revenue is primarily derived from the computer outsourcing business and the systems
integration business. Level 3 provides outsourcing services, typically through contracts ranging from 3-5 years,
to firms that desire to focus their resources on their core businesses. Under these contracts, Level 3 recognizes
revenue in the month the service is provided. The systems integration business helps customers define, develop
and implement cost-effective information systems. Revenue from these services is recognized on a time and
materials basis or percentage of completion basis depending on the extent of the services provided. Cost of
revenue includes costs of consultants’ salaries and other direct costs for the information services business.

The communications and information services industry is highly competitive. Many of the Company’s
existing and potential competitors in the communications and information services industry have financial,
personnel, marketing and other resources significantly greater than those of the Company, as well as other
competitive advantages including existing customer bases. Increased consolidation and strategic alliances in the
industry resulting from the Telecommunications Act of 1996, the opening of the U.S. market to foreign
carriers, technological advances and further deregulation could give rise to significant new competitors to the
Company.

The Company provides telecommunications services to a wide range of customers, ranging from well
capitalized national carriers to local Internet start-ups. The Company has in place policies and procedures to
review the financial condition of potential and existing customers. Based on these policies and procedures, the
Company believes its exposure to credit risk within the communications business is mitigated. Concentration of
credit risk with respect to receivables is mitigated due to the dispersion of the Company’s customer base among
geographic areas and remedies provided by terms of contracts and statutes.

Coal Sales Contracts

Historically, Level 3’s coal is sold primarily under long-term contracts with electric utilities, which burn
coal in order to generate steam to produce electricity. A substantial portion of Level 3’s coal revenue was
earned from long-term contracts during 2000, 1999, and 1998. The remainder of Level 3’s sales are made on
the spot market where prices are substantially lower than those in the long-term contracts. Beginning in 2001, a
higher proportion of Level 3’s sales will occur on the spot market as long-term contracts begin to expire. Costs
of revenue related to coal sales include costs of mining and processing, estimated reclamation costs, royalties
and production taxes.

The coal industry is highly competitive. Level 3 competes not only with other domestic and foreign coal
suppliers, some of whom are larger and have greater capital resources than Level 3, but also with alternative
methods of generating electricity and alternative energy sources. Many of Level 3’s competitors are served by
two railroads and, due to the competition, often benefit from lower transportation costs than Level 3 which is
served by a single railroad. Additionally, many competitors have more favorable geological conditions than
Level 3, often resulting in lower comparative costs of production.

Level 3 is also required to comply with various federal, state and local laws concerning protection of the
environment. Level 3 believes its compliance with environmental protection and land restoration laws will not
affect its competitive position since its competitors are similarly affected by these laws.

Level 3’s coal sales contracts are with several electric utility and industrial companies. In the event that
these customers do not fulfill contractual responsibilities, Level 3 could pursue the available legal remedies.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Depreciation and Amortization

Property, plant and equipment are recorded at cost. Depreciation and amortization for the Company’s
property, plant and equipment are computed on accelerated and straight-line methods based on the following
useful lives:

Facility and Leasehold Improvements ...................... 20-40 years
Operating Equipment:
Network Infrastructure (including fiber) .. ................. 7-25 years
Transmission equipment and electronics . . .. ............... 3-7 years
Network Construction Equipment ... ...................... 5-7 years
Furniture, Fixtures and Office Equipment. ................... 3-7 years
Other . . ... . 2-10 years

Depletion of mineral properties is provided primarily on a units-of-extraction basis determined in relation
to coal committed under sales contracts.

Investee Stock Activity

The Company recognizes gains and losses from the sale, issuance and repurchase of stock by its equity
method investees in the statements of operations.

Earnings Per Share

Basic earnings per share have been computed using the weighted average number of shares during each
period. Diluted earnings per share is computed by including the dilutive effect of common stock that would be
issued assuming conversion or exercise of outstanding convertible debt, stock options and other dilutive
securities.

Intangible Assets

Intangible assets primarily include amounts allocated upon acquisitions of businesses, franchises and
subscriber lists. These assets are amortized on a straight-line basis over the expected period of benefit.

For intangibles originating from communications or other information services related acquisitions, the
Company is amortizing these assets over a five year period. Intangibles attributable to other acquisitions and
investments are amortized over periods which do not exceed 40 years.

Long Lived Assets

The Company reviews the carrying amount of long lived assets for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. Determination of any
impairment would include a comparison of estimated future operating cash flows anticipated to be generated
during the remaining life of the asset to the net carrying value of the asset.

Reserves for Reclamation

The Company follows the policy of providing an accrual for reclamation of mined properties, based on the
estimated total cost of restoration of such properties to meet compliance with laws governing strip mining, by
applying per-ton reclamation rates to coal mined. These reclamation rates are determined using the remaining
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

estimated reclamation costs and tons of coal committed under sales contracts. The Company reviews its
reclamation cost estimates annually and revises the reclamation rates on a prospective basis, as necessary.

Income Taxes

Deferred income taxes are provided for the temporary differences between the financial reporting basis and
tax basis of the Company’s assets and liabilities using enacted tax rates in effect for the year in which the
differences are expected to reverse. In 2000, Level 3 utilized a portion of its accumulated net operating tax
losses to offset prior year taxable income. The remaining net operating losses not utilized can be carried
forward for 20 years to offset future taxable income. A valuation allowance has been recorded against deferred
tax assets as the'Company is unable to conclude under relevant accounting standards that it is more likely than
not that net operating losses will be realizable.

Comprehensive Income (Loss)

Comprehensive income (loss) includes net earnings (loss) and other non-owner related changes in equity
not included in net earnings (loss), such as unrealized gains and losses on marketable securities classified as
available for sale and foreign currency translation adjustments related to foreign subsidiaries.

Foreign Currencies

Generally, local currencies of foreign subsidiaries are the functional currencies for financial reporting
purposes. Assets and liabilities are translated into U.S. dollars at year-end exchange rates. Revenue, expenses
and cash flows are translated using average exchange rates prevailing during the year. Gains or losses resulting
from currency translation are recorded as a component of accumulated other comprehensive income (loss) in
stockholders’ equity and in the statements of comprehensive income.

Stock Dividend

Effective August 10, 1998, the Company issued a dividend of one share of Level 3 Common Stock for
each share of Level 3 Common Stock then outstanding. All share information and per share data have been
restated to reflect the stock dividend.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Recently Issued Accounting Pronouncements

In June 1998, the FASB issued Statement of Financial . Accounting Standards (‘‘SFAS’’) No. 133,
“‘Accounting for Derivative Instruments and Hedging Activities’’. SFAS No. 133 as amended by SFAS Nos.
137 and 138, is effective for fiscal years beginning January 1, 2001. SFAS No. 133 requires that all derivative
instruments be recorded on the balance sheet at fair value. Changes in the fair value of derivatives are recorded
each period in current earnings or other comprehensive income, depending on whether a derivative is
designated as part of a hedge transaction, the type of hedge, and the extent of hedge ineffectiveness. The
Company currently makes minimal use of derivative instruments as defined by SFAS No. 133. If the Company
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

does not increase the utilization of these derivatives, the adoption of this standard is not expected to have a
significant effect on the Company’s results of operations or its financial position.

In December 1999 the SEC staff released Staff Accounting Bulletin No. 101, ‘‘Revenue Recognition in
Financial Statements’’ (‘‘SAB 101°"). SAB 101 provides interpretive guidance on the recognition, presentation
and disclosure of revenue in the financial statements. The Company adopted SAB 101 as of January 1, 2000.
The adoption did not have a material effect on the financial results as the Company’s revenue recognition
policies were already consistent with SAB 101.

Fiscal Year

In May 1998, the Company’s Board of Directors changed Level 3’s fiscal year end from the last Saturday
in December to a calendar year end. The results of operations for the additional four days in the 1998 fiscal
year are reflected in the Company’s Form 10-K for the period ended December 31, 1998 and were not material
to the overall results of operations and cash flows.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation.

(2) Reorganization—Discontinued Construction Operations

Prior to March 31, 1998, the Company had a two-class capital structure. The Company’s Class C Stock
reflected the performance of the construction operations (‘‘Construction Group’”) and the Class D Stock
reflected the performance of the other businesses, including communications, information services and coal
mining. In 1997 the Board of Directors of Level 3 approved a proposal for the separation of the Construction
Group from the other operations of the Company through a split-off of the Construction Group (the ‘‘Split-
off’”). In December 1997, the Company’s stockholders approved the Split-off and in March 1998, the Company
received a ruling from the Internal Revenue Service that stated the Split-off would be tax-free to U.S.
stockholders. The Split-off was effected on March 31, 1998. As a result of the Split-off, the Company no
longer owns any interest in the Construction Group. Accordingly, the separate financial statements and
management’s discussion and analysis of financial condition and results of operations of Peter Kiewit Sons’,
Inc. should be obtained to review the results of operations of the Construction Group for the three months
ended March 31, 1998.

On March 31, 1998, the Company reflected the fair value of the Construction Group as a distribution to
the Class C stockholders because the distribution was considered non-pro rata as compared to the Company’s
previous two-class capital stock structure. The Company recognized a gain of $608 million within discontinued
operations, equal to the difference between the carrying value of the Construction Group and its fair value in
accordance with FASB Emerging Issues Task Force Issue 96-4, ‘‘Accounting for Reorganizations Involving a
Non-Pro Rata Split-off of Certain Nonmonetary Assets to Owners.”” There were no taxes related to this gain
due to the tax-free nature of the Split-off.

In connection with the Split-off, the Class D Stock became the common stock of Level 3
Communications, Inc. (‘‘Common Stock’’) on a one for one basis, and shortly thereafter, began trading on the
Nasdaq National Market under the symbol ‘‘LVLT"’.

Prior to this Split-off, the Company’s certificate of incorporation gave stockholders the right to exchange
their Class C Stock for Class D Stock under a set conversion formula. That right was eliminated as a result of
the Split-off. To replace that conversion right, Class C stockholders received an aggregate of 6.5 million shares
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of a new Class R Stock in January 1998, which were convertible into Common Stock in accordance with terms
ratified by stockholders in December 1997. The Company reflected in the equity accounts the exchange of the
conversion right and issuance of the Class R Stock at its fair value of $92 million at the date of the Split-off.

On May 1, 1998, the Board of Directors of Level 3 Communications, Inc. determined to force conversion
of all shares of the Company’s Class R Stock into shares of Common Stock, effective May 15, 1998. The Class
R Stock was converted into Common Stock in accordance with the formula set forth in the certificate of
incorporation of the Company. Each holder of Class R Stock ultimately received .7778 of a share of Common
Stock for each share of Class R Stock held. In total 6.5 million shares of Class R Stock were converted into 5.1
million shares of Common Stock. The value of the Class R Stock at the time of the forced conversion was
$164 million. The Company recognized the additional $72 million of value upon conversion of the Class R
Stock to Common Stock in the equity accounts.

(3) Discontinued Energy Operations

On January 2, 1998, the Company completed the sale of its energy assets to MidAmerican. These assets
included approximately 20.2 million shares of MidAmerican common stock (assuming the exercise of 1 million
options held by Level 3), Level 3’s 30% interest in CE Electric and Level 3’s investments in international
power projects in Indonesia and the Philippines. Level 3 recognized an after-tax gain on the disposition of $324
million and the after-tax proceeds of approximately $967 million from the transaction were used in part to fund
the business plan. Results of operations for the period through January 2, 1998 were not considered significant
and the gain on disposition was calculated using the carrying amount of the energy assets as of December 27,
1997.

(4) Earnings Per Share

The Company had a loss from continuing operations for the years ended December 31, 2000, 1999 and
1998, therefore, the dilutive impact of the approximately 19 million shares and 13 million shares at December
31, 2000 and 1999, respectively, attributable to the convertible subordinated notes and the approximately 24
million, 21 million and 23 million options and warrants outstanding at December 31, 2000, 1999 and 1998
respectively, have not been included in the computation of diluted earnings (loss) per share because their
inclusion would have been anti-dilutive to the computation.
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The following details the earnings (loss) per share calculations for the Level 3 Common Stock.

Year Ended
2000 1999 1998
Loss from Continuing Operations (inmillions) . . . ...................... $(1,455) $ 487) $ (128)
Discontinued Operations:
Earnings from discontinued energy operations. . .. .................. — — 324
Gain on split-off of construction operations. . .. .................... — — 608
Eamnings from discontinued operations ....................... — — 932
Net Earnings (Loss) Excluding Discontinued Construction Operations.. . . .. . .. $(1455) $ 487) $ 804
Total Number of Weighted Average Shares Outstanding used to Compute Basic
and Dilutive Earnings Per Share (in thousands) . ...................... 362,539 334,348 301,976
Earnings (Loss) per Share (Basic and Diluted):
Continuing OPETALIONS . .. . vttt it e e et et e et et e e $ 40D $ (146) $ (43)
Discontinued energy operations . ............... ..ttt $ — $ — $ 107
Gain on split-off of discontinued construction operations . . ... ......... $ — $ — § 202
Net earnings (loss) excluding discontinued construction operations . .. ... $ 401) $ (1.46) $ 2.66

Net earnings (loss) excluding gain on split-off of construction operations .. $ (4.01) $ (1.46) $ .64

(5) Acquisitions

In April 1998, the Company acquired XCOM Technologies, Inc. (‘*“XCOM™’), a privately held company
that at the time had developed technology which provided certain key components necessary for the Company
to develop an interface between its Internet protocol-based network and the existing public switched telephone
network. The Company issued approximately 5.3 million shares of Level 3 Common Stock and 0.7 million
options and warrants to purchase Level 3 Common Stock in exchange for all the stock, options and warrants of
XCOM.

The Company accounted for this transaction, valued at $154 million, as a purchase. Of the total purchase
price, $30 million was allocated to in-process research and development and was taken as a nondeductible
charge to earnings in 1998. The purchase price exceeded the fair value of the net assets acquired by $115
million which was recognized as goodwill and is being amortized over a five-year period.

For the XCOM acquisition and the Company’s other acquisitions, the excess purchase price over the fair
market value of the underlying assets was allocated to goodwill, other intangible assets and property based
upon preliminary estimates of fair value. The final purchase price allocation for these acquisitions did not vary
significantly from preliminary estimates.

(6) Disclosures about Fair Value of Financial Instruments

The following methods and assumptions were used to determine classification and fair values of financial -
instruments:

Cash and Cash Equivalents

Cash equivalents generally consist of funds invested in highly liquid instruments purchased with an
original maturity of three months or less. The securities are stated at cost, which approximates fair value.
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Marketable and Restricted Securities

Level 3 has classified all marketable and restricted securities as available-for-sale. Restricted securities
include investments in mutual funds that are restricted to fund certain reclamation liabilities of its coal mining
ventures, cash deposits related to construction renovations for the New York Gateway facility, and cash to
collateralize letters of credit. The cost of the securities used in computing unrealized and realized gains and
losses is determined by specific identification. Fair values are estimated based on quoted market prices for the
securities on hand or for similar investments. Net unrealized holding gains and losses are included in
accumulated other comprehensive income (loss) within stockholders’ equity.

At December 31, 2000 and 1999, the cost, unrealized holding gains and losses, and estimated fair values
of marketable and restricted securities were as follows:
Unrealized Unrealized

Holding Holding Fair
Cost Gains Losses Value

(dollars in millions)

2000
Marketable Securities:
Commercial Paper . ...........iuuiuninnin $ 204 $— $— $ 204
U.S. Treasury SECUMLI€S ... ...t vnniiiineeenenn 2,534 4 — 2,538
$2,738 $ 4 $— $2,742
Restricted Securities:
Cash and cash equivalents ............................ $ 173 $— $— $ 173
Wilmington Trust:
Intermediate termbond fund ... ............. ... .... 14 — — 14
Equity fund. .. ... . . e 11 4 — 15
$ 198 $ 4 $— $ 202
1999
Marketable Securities:
U.S. Treasury SECUrti€s . ... .......ouvvuuennuenneann.. $2,231 $— $ @ $2227
$2,231 $— $ 4 $2,227
Restricted Securities:
Cash and cash equivalents ............... ... ... ...... $ 21 $— $— $ 21
Wilmington Trust:
Intermediate termbond fund ....................... 13 — — 13
Equity fund.......... ... . 10 7 — 17
$ 44 $ 7 $— $ 51

For debt securities, costs do not vary significantly from principal amounts. The Company did not
recognize any realized gains and losses on sales of marketable and equity securities in 2000. Realized gains and
losses on sales of marketable and equity securities were $17 million and $16 million in 1999, and $10 million
and $1 million in 1998, respectively.
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At December 31, 2000, the contractual maturities of the debt securities are as follows:
Fair
Cost Value
(dollars in millions)

Commercial Paper:
Lessthan 1 year. .. ... ... ...ttt e $ 204 $ 204

U.S. Treasury Securities:

Lessthan T year. .. ... ... . ... .ottt $2,534 $2,538

Maturities for the restricted securities have not been presented as the types of securities included do not
have a single maturity date.

Long-Term Debt

The fair value of long-term debt was estimated using the December 31, 2000 and 1999 average of the bid
and ask price for the publicly traded debt instruments. The fair value of the outstanding amount under the
Senior Secured Credit Facility and mortgages approximates their carrying values at December 31, 2000.

The carrying amount and estimated fair values of Level 3’s financial instruments are as follows:

2000 1999

Carrying Fair Carrying Fair
Amount Value Amount Value

(dollars in millions)

Cash and Cash Equivalents .......................... $1,269 $1,269 $1,214 $1,214
Marketable Securities . ........... .. . 2,742 2,742 2,227 2,227
Restricted Securities .. ...........ciiiiinineennnnn. 202 202 51 51
Investments (Note 9) . .. ..., 146 569 300 1,973
Long-term Debt, including current portion (Note 11) ....... 7,325 5,766 3,995 4,034
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(7) Receivables

Receivables at December 31, 2000 and 1999 were as follows:

Information
Communications Services Coal Other Total
(dollars in millions)
2000
Accounts Receivable—Trade:
Services. .. ... $142 $ 25 $19 $ 1t $187
Dark Fiber..................... 161 _ — — 161
JointBuildCosts . . .................. 252 — — — 252
Other Receivables . .................. 49 1 — — 50
Allowance for Doubtful Accounts . ...... 29) “) — — (33)
$575 $ 22 $19 $ 1 %617
1999
Accounts Receivable—Trade:
SErvices. . ..o $ 64 $ 19 $18 $ 1 $102
Dark Fiber..................... 2 — — — 2
JointBuildCosts. . .................. 7 — — — 7
Other Receivables . .................. 46 2 — — 48
Allowance for Doubtful Accounts ....... 6) 3) — — ()]
@ $ 18 $18 $ 1 8150

Joint build receivables primarily relate to costs incurred by the Company for construction of network
assets in which Level 3 is partnering with other companies. Generally, under these types of agreements, the
sponsoring partner will incur 100% of the construction costs and bill the other party as certain construction
milestones are accomplished. Joint build receivables include $90 million attributable to FLAG Telecom Limited
for its share of the costs of the Northern Asia submarine cable system.

The Company recognized bad debt expense in selling, general and administrative expenses of $32 million,
$11 million and $2 million in 2000, 1999 and 1998 respectively.

(8) Property, Plant and Equipment

Construction in Progress

The Company is currently constructing its communications network. Costs associated directly with the
uncompleted network, including employee related costs, are capitalized. Interest expense incurred during
construction is capitalized based on the weighted average accumulated construction expenditures and the
interest rates related to borrowings associated with the construction (Note 11). Certain intercity segments,
Gateway facilities, local networks and operating equipment have been placed in service. These assets are being
depreciated over their useful lives, primarily ranging from 3-25 years.
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The Company develops business support systems required for its business plan. The external direct costs
of software, materials and services, payroll and payroll related expenses for employees directly associated with
the project, and interest costs incurred when developing the business support systems are capitalized. Upon
completion of the projects, the total cost of the business support systems are amortized over their estimated
useful lives of three years.

Capitalized business support systems and network construction costs that have not been placed in service

have been classified as construction-in-progress within Property, Plant & Equipment below.
Accumulated Book

Cost Depreciation  Value
(dollars in millions)

2000
Land and Mineral Properties . . . . ... .ot $ 167 $ (D $ 156
Facility and Leasehold Improvements

CommUNICAtIONS . . . vt 1,246 (33) 1,213

Information Services . .. ... o i e 25 ) 21

Coal MINING . . ..t e e e e 68 (64) 4

CP T . e e e 92 (12) 80
Network Infrastructure . . ... ...ttt 3,420 (62) 3,358
Operating Equipment

CommUNICAtIONS . . . . v\t 1,213 (361) 852

Information Services . . ... ..ottt e 54 (36) 18

Coal MInINg . . ..ottt e e 93 (85) 8

CPTC . oo e 17 ©®) 8
Network Construction Equipment . .. ........ ... ... ... ... ........ 143 @27 116
Furniture, Fixtures and Office Equipment . .......................... 429 (162) 267
Other . . e e 183 (68) 115
Construction-in-Progress. . . . .. ... ... 3,167 — 3,167

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

1999
Land and Mineral Properties . . . ...ttt iei i $ 60 $ (15 $ 45
Facility and Leasehold Improvements

CommunicationS . . . . ...ttt e 400 (14) 386

Information SErvices . . ... ... 26 3) 23

Coal MINIng . ... ..t e 73 (64) 9

CPTC . e e e 92 ) 83
Network Infrastructure .. ........ ... . ittt 211 ) 207
Operating Equipment

Communications . . . . . ..... .ottt e 475 (79) 396

Information SEIvVICES . . . .. ittt ittt 54 37 17

Coal MININE . . . o oot e e e 115 (103) 12

CP T . 17 Q) 10
Network Construction Equipment . . .. ....... ... . ... ... ... ... .... 98 10) 88
Furniture, Fixtures and Office Equipment .. ......................... 150 (66) 84
OtheT . . . e e e 155 (28) 127
Construction-in-Progress. . ... ... .o L 2,800 — 2,800

$ 4,726 $(439)  $4,287
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Depreciation expense was $534 million in 2000, $192 million in 1999, and $48 million in 1998.
Depreciation expense attributable to the network construction equipment is capitalized and included in
Construction-in-Progress until such time the constructed asset is placed in service.

(9) Investments

The Company holds significant equity positions in two publicly traded companies: RCN Corporation
(“RCN”’) and Commonwealth Telephone Enterprises, Inc. (‘‘Commonwealth Telephone’’). RCN is a facilities-
based provider of bundled local and long distance phone, cable television and Internet services to residential
markets primarily on the East and West coasts as well as Chicago. Commonwealth Telephone holds
Commonwealth Telephone Company, an incumbent local exchange carrier operating in various rural
Pennsylvania markets, and CTSI, Inc., a competitive local exchange carrier which commenced operations in
1997.

On December 31, 2000, Level 3 owned approximately 31% and 46% of the outstanding shares of RCN
and Commonwealth Telephone, respectively, and accounts for each entity using the equity method. The market
value of the Company’s investment in RCN and Commonwealth Telephone was $168 million and $372
million, respectively, on December 31, 2000. Due to the changes in RCN’s and Commonwealth Telephone’s
stock price, the market value of the Company’s investments in RCN and Commonwealth were $285 million
and $386 million, respectively, as of January 24, 2001.

Level 3’s proportionate share of RCN’s fourth quarter losses exceeded the remaining carrying value of
Level 3’s investment in RCN. Level 3 does not have additional financial commitments to RCN; therefore it
recognizes equity losses only to the extent of its investment in RCN. If RCN becomes profitable, Level 3 will
not record its equity in RCN’s profits until unrecorded equity losses have been offset. Level 3 recorded equity
losses attributable to RCN of $260 million for the twelve months ended December 31, 2000. The Company’s
investment in RCN, including goodwill, was zero and $166 million at December 31, 2000 and December 31,
1999, respectively. The Company has not recognized approximately $20 million of additional suspended equity
losses attributable to RCN, which exceeded the Company’s carrying value of RCN.

The Company recognizes gains from the sale, issuance and repurchase of stock by its equity method
investees in its statements of operations. During 2000, RCN issued stock for the acquisition of 21st Century
Telecom Group, Inc., completed in April, 2000, and for certain transactions which diluted the Company’s
ownership of RCN from 35% at December 31, 1999 to 31% at December 31, 2000. The increase in the
Company’s proportionate share of RCN’s net assets as a result of these transactions resulted in a pre-tax gain
of $95 million for the Company for the year ended December 31, 2000. The Company recognized similar pre-
tax gains of $117 million and $62 million in 1999 and 1998, respectively. The Company does not expect to
recognize future gains on RCN stock activity until suspended equity losses are recognized by the Company.

In October 1999, RCN announced that Vulcan Ventures, Inc. had agreed to invest $1.65 billion in RCN.
The investment, which closed in February 2000, is in the form of mandatorily convertible preferred stock
convertible into 26.6 million shares of RCN common stock. The preferred shares must be converted to common
shares within a three to seven year period at $62 per share.
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The following is summarized financial information of RCN for the year ended December 31, 2000
(unaudited) and the years ended December 31, 1999 and 1998, and as of December 31, 2000 (unaudited) and

December 31, 1999.

Operations:
RCN Corporation:

Revenue . .......... .t e
Net loss available to common shareholders . .................

Level 3’s Share:

B[ A 10 3
Goodwill amortization . . ............. ..

Financial Position:
CUuIrent ASSelS . . .ottt e e e e
Other ASSElS . . ..ottt e

Total aSSelS. . o v it e e e

Current Liabilities . ... ... ... ... e
Other Liabilities . . . . ... ottt i i et e e
Minority Interest . ... ... ...ttt e e
Preferred Stock . ... .. . i e

Total liabilities and preferred stock . .......................

Common equity . . .. ... e

Level 3’s Investment:

Equityinnetassets .. ........... ... ... ... ... .. ...
Goodwill . ... ... . ...

Year Ended December 31,

2000 1999 1998

$333 $276 $211
(891) (369) (205)
(260) (134) (91
@ _ @O _ @
$(261) $(135) $ (92)

December 31,

2000

1999

$1,905
1,287

3,192

249
2,168
130
253

2,300
$ 392

$ 139
27

$ 166

On December 6, 2000, Commonwealth Telephone announced that it was going to record a charge to
earnings for the restructuring of its CTCI subsidiary in the fourth quarter. Commonwealth Telephone indicated
that the charge would range from $46-$72 million on an after-tax basis. Level 3 recorded $27 million of equity
losses, its proportionate share of the midpoint, or $59 million, of the estimated restructuring charge.

During 2000 and 1999, Commonwealth Telephone issued stock for certain transactions which slightly
diluted the Company’s ownership of Commonwealth Telephone. The increase in the Company’s proportionate
share of Commonwealth Telephone’s net assets as a result of these transactions resulted in pre-tax gains of $5
million and $1 million for the Company in 2000 and 1999, respectively. The Company’s investment in
Commonwealth Telephone, including goodwill, was $105 million and $126 million at December 31, 2000 and

1999, respectively.

In September 1998, Commonwealth Telephone conducted a rights offering of 3.7 million shares of its
common stock. Under the terms of the offering, each stockholder received one right for every five shares of
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Commonwealth Telephone Common Stock or Commonwealth Telephone Class B Common Stock held. The
rights enabled the holder to purchase Commonwealth Telephone Common Stock at a subscription price of
$21.25 per share. Level 3, which owned approximately 48% of Commonwealth Telephone prior to the rights
offering, exercised the 1.8 million rights it received with respect to the shares it held for $38 million. As a
result of subscriptions made by other stockholders, Level 3 maintained its 48% ownership interest in
Commonwealth Telephone after the rights offering.

In June 1998, Cable Michigan announced that its Board of Directors had reached a definitive agreement to
sell the company to Avalon Cable of Michigan, Inc. for $40.50 per share in a cash-for-stock transaction. Level
3 received approximately $129 million when the transaction closed in November 1998 and recognized a pre-tax
gain on sale of assets of approximately $90 million.

The Company continues to develop its program that involves making investments in certain public and
private early stage Internet Protocol (‘‘IP’’) centric entities in connection with those entities agreeing to
purchase various services from the Company. The Company records these transactions as cost method
investments and deferred revenue. The value of the investment and deferred revenue is equal to the estimated
fair value of the securities at the time of the transaction or the value of the services to be provided, which ever
is more readily determinable. Level 3 closely monitors the success of these investees in executing their business
plans. For those companies that are publicly traded, Level 3 also monitors current and historical market values -
of the investee as it compares to the carrying value of the investment. The Company recorded a charge of $37
million in 2000 for an other-than temporary decline in the value of one such investment. Additional
impairments, if any, will be recognized as they become apparent. If any of the privately held investments
become publicly-traded and meet the criteria for ‘‘available-for-sale’’ securities pursuant to SFAS No. 115,
““‘Accounting for Certain Investments in Debt and Equity Securities,”” they will be accounted for accordingly.
Otherwise, future appreciation will be recognized only upon sale or other disposition of the securities. As of
December 31, 2000, the Company held investments with a carrying amount of $37 million and had recognized
less than $1 million of revenue for services related to the investees in this program.

(10) Other Assets

At December 31, 2000 and 1999 other non-current assets consisted of the following:

2000 1999

“(in millions)
Debt Issuance COosts, MEL . . v . v v vt ettt et e e $161 $101
Goodwill, net of accumulated amortization of $102 and $52 . . .................. 68 118
DEPOSItS et e e 53 64
Prepaid Network ASSEts ... .ot e 35 30
CPTC Deferred Development and Financing Costs . . .. ..o, .. 14 15
Other .« .. e e 14 30
Pavilion Towers Office Complex .. ........ ... ... — 23

$345 $381

Goodwill amortization expense, excluding amortization expense attributable to equity method investees,
was $50 million in 2000, $36 million in 1999, and $18 million in 1998.
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(11) Long-Term Debt
At December 31, 2000 and 1999, long-term debt was as follows:

2000 1999
(doltars in millions)
Senior Notes (9.125% due 2008) . ........ .. e $2,000 $2,000
Senior Notes (11% due 2008). . .. ... ... e 800 —
Senior Discount Notes (10.5% due 2008) ......... ... ... ... ... .. 619 559
Senior Euro Notes (10.75% due 2008) .. ........ ... ... . . ... 465 —
Senior Discount Notes (12.875% due 2010) . ........ ... .. ... 399 —_
Senior Euro Notes (11.25% due 2010) ....... ... ... .. ... 279 —_
Senior Notes (11.25% due 2010) . ... ... e 250 —
Senior Secured Credit Facility:
Term Loan Facility
Tranche A (9.52% due 2007) ... ...t e 200 200
Tranche B (10.27% due 2008) . .. ... ... i 275 275
Commercial Mortgage:
GMAC (9.20% due 2003) . . . . oo it e e 120 —
Lehman (10.11% due 2003) . . . ...t e e 113 —
Convertible Subordinated Notes (6.0% due 2010) .. ........ ... ... .. 863 —
Convertible Subordinated Notes (6.0% due 2009) .. ......... ..., 823 823
CPTC Long-Term Debt (with recourse only to CPTC)
(7.6%-9.5% due 2004-2017) . . . oot it e 115 115
O her ... e e e e 4 23
7,325 3,995
Less current portion . . . . ..ot e e @) 6)

9.125% Senior Notes

In April 1998, the Company received $1.94 billion of net proceeds from an offering of $2 billion
aggregate principal amount 9.125% Senior Notes Due 2008 (‘9.125% Senior Notes’”). Interest on the notes
accrues at 9.125% per year and is payable on May 1 and November 1 each year in cash.

The 9.125% Senior Notes are subject to redemption at the option of the Company, in whole or in part, at
any time or from time to time on or after May 1, 2003, plus accrued and unpaid interest thereon to the
redemption date, if redeemed during the twelve months beginning May 1, of the years indicated below:

Redemption
Year __Prii_
2003 . e e e e 104.563%
2004 . . e e e 103.042%
2005 . . e e 101.521%
2006 and thereafter . . ........ .. ... i e 100.000%

In addition, at any time or from time to time prior to May 1, 2001, the Company may redeem up to 35%
of the original aggregate principal amount of the 9.125% Senior Notes at a redemption price equal to 109.125%
of the principal amount of the 9.125% Senior Notes so redeemed, plus accrued and unpaid interest thereon to
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the redemption date. The 9.125% Senior Notes are senior, unsecured obligations of the Company, ranking pari
passu with all existing and future senior unsecured indebtedness of the Company. The notes contain certain
covenants, which among other things, limit consolidated debt, dividend payments, and transactions with
affiliates. The Company used the net proceeds of the note offering in connection with the implementation of its
business plan to increase substantially its information services business and to expand the range of services it
offers by building an advanced, international, facilities-based communications network based on IP technology.

Debt issuance costs of $65 million were capitalized and are being amortized over the term of the Senior
Notes.

11% Senior Notes due 2008

On February 29, 2000, the Company received $779 million of net proceeds, after transaction costs, from a
private offering of $800 million aggregate principal amount of its 11% Senior Notes due 2008 (‘‘11% Senior
Notes’”). Interest on the notes accrues at 11% per year and is payable semi-annually in arrears in cash on
March 15 and September 15, beginning September 15, 2000. The 11% Senior Notes are senior, unsecured
obligations of the Company, ranking pari passu with all existing and future senior debt. The 11% Senior Notes
cannot be prepaid, and mature on March 15, 2008. The 11% Senior Notes contain certain covenants, which
among other things, limit additional indebtedness, dividend payments, certain investments and transactions with
affiliates.

Debt issuance costs of $21 million were capitalized and are being amortized as interest expense over the
term of the 11% Senior Notes.

10.5% Senior Discount Notes due 2008

In December 1998, the Company sold $834 million aggregate principal amount at maturity of 10.5%
Senior Discount Notes Due 2008 (‘10.5% Senior Discount Notes’’). The sales proceeds of $500 million,
excluding debt issuance costs, were recorded as long term debt. Interest on the 10.5% Senior Discount Notes
accretes at a rate of 10.5% per annum, compounded semiannually, to an aggregate principal amount of $834
million by December 1, 2003. Cash interest will not accrue on the 10.5% Senior Discount Notes prior to
December 1, 2003; however, the Company may elect to commence the accrual of cash interest on all
outstanding 10.5% Senior Discount Notes on or after December 1, 2001, in which case the outstanding
principal amount at maturity of each 10.5% Senior Discount Note will on the elected commencement date be
reduced to the accreted value of the 10.5% Senior Discount Note as of that date and cash interest shall be
payable on that Note on June 1 and December 1 thereafter. Commencing June 1, 2004, interest on the 10.5%
Senior Discount Notes will accrue at the rate of 10.5% per annum and will be payable in cash semiannually in
arrears. Accrued interest expense for the year ended December 31, 2000 on the 10.5% Senior Discount Notes
of $60 million was added to long-term debt.

The 10.5% Senior Discount Notes will be subject to redemption at the option of the Company, in whole or
in part, at any time or from time to time on or after December 1, 2003 at the following redemption prices
(expressed as percentages of accreted value) plus accrued and unpaid interest thereon to the redemption date, if
redeemed during the twelve months beginning December 1, of the years indicated below:

Redemption

Xe_ai Price

2003 L e 105.25%
2004 . . 103.50%
2008 . . . 101.75%
2006 and thereafter . . ....... ... . . .. ... 100.00%
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In addition, at any time or from time to time prior to December 1, 2001, the Company may redeem up to
35% of the original aggregate principal amount at maturity of the notes at a redemption price equal to 110.50%
of the accreted value of the notes so redeemed, plus accrued and unpaid interest thereon to the redemption date.
These notes are senior unsecured obligations of the Company, ranking pari passu with all existing and future
senior unsecured indebtedness of the Company. The 10.5% Senior Discount Notes contain certain covenants
which, among other things, restrict the Company’s ability to incur additional debt, make certain restricted
payments, pay dividends, enter into sale and leaseback transactions, enter into transactions with affiliates, and
sell assets or merge with another company.

The net proceeds of $486 million were used to accelerate the implementation of its business plan,
primarily the funding for the increase in committed number of route miles of the Company’s U.S. intercity
network.

Debt issuance costs of $14 million have been capitalized and are being amortized over the term of the
10.5% Senior Discount Notes.

10.75% Senior Euro Notes due 2008

On February 29, 2000, the Company received €488 million ($478 million when issued) of net proceeds,
after debt issuance costs, from an offering of €500 million aggregate principal amount 10.75% Senior Euro
Notes due 2008 (‘“10.75% Senior Euro Notes’”). Interest on the notes accrues at 10.75% per year and is
payable in Euros semi-annually in arrears on March 15 and September 15 each year beginning on September
15, 2000. The 10.75% Senior Euro Notes are not redeemable by the Company prior to maturity. Debt issuance
costs of €12 million ($12 million) were capitalized and are being amortized over the term of the 10.75% Senior
Euro Notes.

The 10.75% Senior Euro Notes are senior, unsecured obligations of the Company, ranking pari passu with
all existing and future senior debt. The 10.75% Senior Euro Notes contain certain covenants, which among
other things, limit additional indebtedness, dividend payments, certain investments and transactions with
affiliates.

The issuance of the €500 million 10.75% Senior Euro Notes has been designated as, and is effective as, an
economic hedge against the investment in certain of the Company’s foreign subsidiaries. Therefore, foreign
currency gains and losses resulting from the translation of the debt have been recorded in other comprehensive
income (loss) to the extent of translation gains or losses on such investment. The 10.75% Senior Euro Notes
were valued, based on current exchange rates, at $465 million in the Company’s financial statements at
December 31, 2000. The difference between the carrying value at December 31, 2000 and the value at issuance
was recorded in other comprehensive income.

12.875% Senior Discount Notes due 2010

On February 29, 2000, the Company sold in a private offering $675 million aggregate principal amount at
maturity of its 12.875% Senior Discount Notes due 2010 (*“12.875% Senior Discount Notes’”). The sale
proceeds of $360 million, excluding debt issuance costs, were recorded as long-term debt. Interest on the .
12.875% Senior Discount Notes accretes at a rate of 12.875% per year, compounded semi-annually, to an
aggregate principal amount of $675 million by March 15, 2005. Cash interest will not accrue on the 12.875%
Senior Discount Notes prior to March 15, 2005. However, the Company may elect to commence the accrual of
cash interest on all outstanding 12.875% Senior Discount Notes on or after March 15, 2003. In that case, the
outstanding principal amount at maturity of each 12.875% Senior Discount Note will, on the elected
commencement date, be reduced to the accreted value of the 12.875% Senior Discount Note as of that date and
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cash interest shall be payable on the 12.875% Senior Discount Notes on March 15 and September 15 thereafter.
Commencing September 15, 2005, interest on the 12.875% Senior Discount Notes will accrue at the rate of
12.875% per year and will be payable in cash semi-annually in arrears. Accrued interest expense from the date
of issuance through December 31, 2000 on the 12.875% Senior Discount Notes of $39 million was added to
long-term debt.

The 12.875% Senior Discount Notes are subject to redemption at the option of the Company, in whole or
in part, at any time or from time to time on or after March 15, 2005. The Company may redeem the 12.875%
Senior Discount Notes at the redemption prices set forth below, plus accrued and unpaid interest, if any, to the
redemption date. The following prices are for 12.875% Senior Discount Notes redeemed during the 12-month
period commencing on March 15 of the years set forth below:

Redemption
Year ﬂ
2005 . . e 106.438%
2006 . .. e 104.292%
200 o e e 102.146%
2008 and thereafter . ........ ... ... .. .. . . . .. . 100.000%

In addition, at any time and from time to time, prior to March 15, 2003, the Company may redeem up to a -
maximum of 35% of the aggregate principal amount at maturity of the 12.875% Senior Discount Notes with
the proceeds of one or more private placements to persons other than affiliates of the Company or underwritten
public offerings of common stock of the Company resulting in gross proceeds of at least $100 million in the
aggregate. The Company may redeem the 12.875% Senior Discount Notes at a redemption price equal to
112.875% of the accreted value of the notes plus accrued interest, if any, to the redemption date.

The 12.875% Senior Discount Notes are senior, unsecured obligations of the Company, ranking pari passu
with all existing and future senior debt. The 12.875% Senior Discount Notes contain certain covenants, which
among other things, limit additional indebtedness, dividend payments, certain investments and transactions with
affiliates. Debt issuance costs of $9 million were capitalized and are being amortized as interest expense over
the term of the 12.875% Senior Discount Notes.

11.25% Senior Euro Notes due 2010

On February 29, 2000, the Company received €293 million ($285 million when issued) of net proceeds,
after debt issuance costs, from an offering of €300 million aggregate principal amount 11.25% Senior Euro
Notes due 2010 (*‘11.25% Senior Euro Notes’’). Interest on the notes accrues at 11.25% per year and is
payable semi-annually in arrears in Euros on March 15 and September 15 each year beginning September 15,
2000.

The 11.25% Senior Euro Notes are subject to redemption at the option of the Company, in whole or in
part, at any time or from time to time on or after March 15, 2005. The 11.25% Senior Euro Notes may be
redeemed at the redemption prices set forth below, plus accrued and unpaid interest, if any, to the redemption
date. The following prices are for 11.25% Senior Euro Notes redeemed during the 12-month period
commencing on March 15 of the years set forth below, and are expressed as percentages of principal amount.

Redemption
Year _&
200 . e e 105.625%
20006 . . . 103.750%
2007 . e 101.875%
2008 and thereafter ... ... ... ... 100.000%
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In addition, at any time and from time to time, prior to March 15, 2003, the Company may redeem up to a
maximum of 35% of the original aggregate principal amount of the 11.25% Senior Euro Notes. The Notes may
be redeemed at a redemption price equal to 111.25% of the principal amount thereof, plus accrued and unpaid
interest thereon, if any, to the redemption date. The redemption must be made with the proceeds of one or more
private placements to persons other than affiliates of the Company or underwritten public offerings of common
stock of the Company resulting in gross proceeds of at least $100 million in the aggregate.

Debt issuance costs of €7 million ($7 million) were capitalized and are being amortized over the term of
the 11.25% Senior Euro Notes. The 11.25% Senior Euro Notes are senior, unsecured obligations of the
Company, ranking pari passu with all existing and future senior debt. The 11.25% Senior Euro Notes contain
certain covenants, which among other things, limit additional indebtedness, dividend payments, certain
investments and transactions with affiliates.

The issuance of the €300 million 11.25% Senior Euro Notes has been designated as, and is effective as, an
economic hedge against the investment in certain of the Company’s foreign subsidiaries. Therefore, foreign
currency gains and losses resulting from the translation of the debt have been recorded in other comprehensive
income (loss) to the extent of translation gains or losses on such net investment. The 11.25% Senior Euro
Notes were valued, based on current exchange rates, at $279 million in the Company’s financial statements at
December 31, 2000. The difference between the carrying value at December 31, 2000 and the value at issuance
was recorded in other comprehensive income.

11.25% Senior Notes due 2010

On February 29, 2000, the Company received $243 million of net proceeds, after transaction costs, from a
private offering of $250 million aggregate principal amount of its 11.25% Senior Notes due 2010 (‘‘11.25%
Senior Notes’’). Interest on the notes accrues at 11.25% per year and is payable semi-annually in arrears on
March 15 and September 15 in cash beginning September 15, 2000.

The 11.25% Senior Notes are subject to redemption at the option of the Company, in whole or in part, at
any time or from time to time on or after March 15, 2005. The Company may redeem the 11.25% Senior Notes
at the redemption prices set forth below, plus accrued and unpaid interest, if any, to the redemption date. The
following prices are for 11.25% Senior Notes redeemed during the 12-month period commencing on March 15
of the years set forth below:

Redemption
Year ;PriL
2005 . . e e 105.625%
2006 . .. e 103.750%
2007 . e e 101.875%
2008 and thereafter . ............ ... .. .. ... 100.000%

In addition, at any time and from time to time, prior to March 15, 2003, the Company may redeem up to a
maximum of 35% of the original aggregate principal amount of the 11.25% Senior Notes. The redemption must
be made with the proceeds of one or more private placements to persons other than affiliates of the Company
or underwritten public offerings of common stock of the Company resulting in gross proceeds of at least $100 -
million in the aggregate. The Company may redeem the 11.25% Senior Notes at a redemption price equal to
111.25% of the principal amount of the notes plus accrued interest, if any, to the redemption date.

The 11.25% Senior Notes are senior, unsecured obligations of the Company, ranking pari passu with all
existing and future senior debt. The 11.25% Senior Notes contain certain covenants, which among other things,
limit additional indebtedness, dividend payments, certain investments and transactions with affiliates.
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Debt issuance costs of $7 million were capitalized and are being amortized as interest expense over the
term of the 11.25% Senior Notes.

Senior Secured Credit Facility

On September 30, 1999, Level 3 and certain Level 3 subsidiaries entered into a $1.375 billion secured
credit facility (‘‘Senior Secured Credit Facility’’). The facility is comprised of a senior secured revolving credit
facility in the amount of $650 million and a two-tranche senior secured term loan facility aggregating $725
million. The secured term loan facility consists of a $450 million tranche A and a $275 million tranche B term
loan facility, respectively. At December 31, 2000, Level 3 had borrowed $200 million and $275 million under
the tranche A and tranche B secured term loan facility, respectively. On January 8, 2001, Level 3 borrowed the
remaining $250 million available under tranche A.

The obligations under the revolving credit facility are secured by substantially all the assets of Level 3
and, subject to certain exceptions, its wholly owned domestic subsidiaries (other than the borrower under the
term loan facility). Such assets will also secure a portion of the term loan facility. Additionally, all obligations
under the term loan facility will be secured by the equipment that is purchased with the proceeds of the term
loan facility.

Amounts drawn under the secured credit facility will bear interest, at the option of the Company, at an
alternate base rate or reserve-adjusted LIBOR plus applicable margins. The applicable margins for the
revolving credit facility and tranche A term loan facility range from 50 to 175 basis points over the alternate
base rate and from 150 to 275 basis points over LIBOR and are fixed for the tranche B term loan facility at 250
basis points over the alternate base rate and 350 basis points over LIBOR. Interest and commitment fees on the
revolving credit facility and the term loan facilities are payable quarterly with specific rates determined by
actual borrowings under each facility.

The revolving credit facility provides for automatic and permanent quarterly reductions of the amount
available for borrowing under that facility, commencing at $17.25 million on March 31, 2004, and increasing to
approximately $61 million per quarter. The tranche A term loan facility amortizes in consecutive quarterly
payments beginning on March 31, 2004, commencing at $9 million per quarter and increasing to $58.5 million
per quarter. The revolving credit facility and tranche A term loan facility mature on September 30, 2007. The
tranche B term loan facility amortizes in consecutive quarterly payments beginning on March 31, 2004,
commencing at less than $1 million and increasing to $67 million in 2007.

The Senior Secured Credit Facility contains certain covenants, which among other things, limit additional
indebtedness, dividend payments, certain investments and transactions with affiliates. Level 3 and certain Level
3 subsidiaries must also comply with specific financial and operational tests and maintain certain financial
ratios. Debt issuance costs of $24 million were capitalized and will be amortized as interest expense over the
terms of Senior Secured Credit Facility.

GMAC Commercial Mortgage due 2003

On June 9, 2000, HQ Realty, Inc. (a wholly owned subsidiary of the Company) entered into a $120
million floating-rate loan (‘‘GMAC Mortgage’’) providing secured, non-recourse debt to finance the
Company’s world headquarters. HQ Realty, Inc. is a single purpose entity organized solely to own, hold,
operate and manage the world headquarters which has been 100% leased to Level 3 Communications, LLC in
Broomfield, Colorado. Under the terms of the loan agreement, HQ Realty, Inc., will not engage in any business
other than the ownership, management, maintenance and operation of the world headquarters. The assets of HQ
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Realty Inc. are not available to satisfy any third party obligations other than those of HQ Realty, Inc. In
addition, the assets of the Company are not available to satisfy the obligations of HQ Realty, Inc. HQ Realty,
Inc. received $119 million of net proceeds after transaction costs. The lender is holding $13 million of the net
proceeds as a reserve deposit.

The initial term of the GMAC Mortgage is 36 months with two one-year no cost extension options.
Interest varies monthly with the 30 day London Interbank Offering Rate (‘‘LIBOR’’) for U.S. Dollar Deposits
as follows:

The Index plus:

(1) 240 basis points during the Initial Term;
(2) 250 basis points during the First Extension Option; and
(3) 260 basis points during the Second Extension Option.

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

The GMAC Mortgage may not be prepaid during the first twenty four months. Thereafter, the GMAC
Mortgage may be prepaid at par in whole or in part in multiples of $100,000. The entire principal is due at
maturity or at the end of the elected extension period. Interest only is due during the initial three-year term.
Interest and amortization are due during the extension terms based on a 30 year amortization period with a
balloon payment at maturity.

Debt issuance costs of $1 million were capitalized and are being amortized as interest expense over the
term of the GMAC Mortgage.

Lehman Commercial Mortgage due 2003

On December 19, 2000, 85 Tenth Avenue, LLC (a wholly owned subsidiary of the Company) entered into
a $113 million floating-rate loan (‘‘Lehman Mortgage’”) providing secured, non-recourse debt to finance the
purchase and renovations of the New York Gateway facility. 85 Tenth Avenue, LLC is a single purpose entity
organized solely to own, hold, sell, lease, transfer, exchange, operate and manage the New York Gateway
facility. Under the terms of the loan agreement, 85 Tenth Avenue, LLC will not engage in any business other
than the ownership, management, maintenance and operation of the New York Gateway facility. The New
York Gateway facility has been 100% leased to Level 3 Communications, LLC. The assets of 85 Tenth
Avenue, LLC are not available to satisfy any third party obligations other than those of 85 Tenth Avenue, LLC.
In addition, the assets of the Company are not available to satisfy the obligations of 85 Tenth Avenue, LLC.

85 Tenth Avenue, LLC received $105 million of net proceeds after transaction costs. Under the terms of
the loan agreement, the gross loan proceeds plus $32 million, deposited by 85 Tenth Avenue, LLC, are to be
maintained in a Renovation Reserve account. The reserve is held by 85 Tenth Avenue, LLC as restricted cash
and is maintained solely to perform the renovations of the New York Gateway facility.

The initial term of the Lehman Mortgage is 36 months with two one-year no cost extension options. There
is a penalty if a principal payment is made prior to-January 1, 2002. The entire principal is due at maturity or at - -
the end of the elected extension period. Interest varies monthly with the 30 day LIBOR for U.S. Dollar
Deposits plus approximately 350 basis points. Interest and amortization are due during the initial term based on
a 20 year amortization period. At December 31, 2000 the interest rate was 10.11%.

Debt issue costs of $8 million were capitalized and are being amortized as interest expense over the term
of the Lehman Mortgage.
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6% Convertible Subordinated Notes due 2010

On February 29, 2000, the Company received $836 million of net proceeds, after transaction costs, from a
public offering of $863 million aggregate principal amount of its 6% Convertible Subordinated Notes due 2010
‘‘Subordinated Notes 2010°*). The Subordinated Notes 2010 are unsecured and subordinated to all existing and
future senior indebtedness of the Company. Interest on the Subordinated Notes 2010 accrues at 6% per year
and is payable semi-annually in cash on March 15 and September 15 beginning September 15, 2000. The
principal amount of the Subordinated Notes 2010 will be due on March 15, 2010.

The Subordinated Notes 2010 may be converted into shares of common stock of the Company at any time
prior to the close of business on the business day immediately preceding maturity, unless previously redeemed,
repurchased or the Company has caused the conversion rights to expire. The conversion rate is 7.416 shares per
each $1,000 principal amount of Subordinated Notes 2010, subject to adjustment in certain events.

Prior to March 18, 2003, Level 3, at its option, may redeem the Subordinated Notes 2010, in whole or in
part, at the redemption prices specified below plus accrued interest. Level 3 may exercise this option if the
current market price of Level 3’s common stock equals or exceeds triggering levels specified below for at least
20 trading days within any period of 30 consecutive trading days, including the last trading day of the period.

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

On or after March 18, 2003, Level 3, at its option, may cause the conversion rights to expire. Level 3 may
exercise this option only if the current market price exceeds approximately $188.78 (which represents 140% of
the conversion price) for at least 20 trading days within any period of 30 consecutive trading days, including
the last trading day of that period. At December 31, 2000, no debt had been converted into shares of common
stock.

Debt issue costs of $27 million were capitalized and are being amortized as interest expense over the term
of the Subordinated Notes.

6% Convertible Subordinated Notes due 2009

On September 14, 1999, the Company received $798 million of proceeds, after transaction costs, from an
offering of $823 million aggregate principal amount of its 6% Convertible Subordinated Notes Due 2009
(“‘Subordinated Notes 2009°”). The Subordinated Notes 2009 are unsecured and subordinated to all existing
and future senior indebtedness of the Company. Interest on the Subordinated Notes 2009 accrues at 6% per
year and is payable each year in cash on March 15 and September 15. The principal amount of the
Subordinated Notes 2009 will be due on September 15, 2009. The Subordinated Notes 2009 may be converted
into shares of common stock of the Company at any time prior to maturity, unless the Company has caused the
conversion rights to expire. The conversion rate is 15.3401 shares per each $1,000 principal amount of
Subordinated Notes 2009, subject to adjustment in certain circumstances. On or after September 15, 2002,
Level 3, at its option, may cause the conversion rights to expire. Level 3 may exercise this option only if the
current market price exceeds approximately $91.27 (which represents 140% of the conversion price) for 20
trading days within any period of 30 consecutive trading days including the last day of that period. At
December 31, 2000, less than $1 million of debt had been converted into shares of common stock.
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Debt issuance costs of $25 million were capitalized and are being amortized as interest expense over the
term of the Subordinated Notes 2009.

The debt instruments above contain certain covenants which the Company believes it is in compliance
with as of December 31, 2000.

Level 3 currently is using the proceeds from the senior securities, Senior Secured Credit Facility and
subordinated notes for working capital, capital expenditures and other general corporate purposes in connection
with the implementation of its business plan, including the acquisition of telecommunications assets.

The Company capitalized $353 million and $116 million of interest expense and amortized debt issuance
costs related to network construction and business systems development projects for the years ended December
31, 2000 and 1999, respectively.

CPTC

California Private Transportation Company, LP’s (‘*°‘CPTC’’) long-term debt consists of a term note with a
consortium of banks. The liability under the term note was $58 and $61 million at December 31, 2000 and
1999, respectively. The interest rate on the bank note is based on LIBOR plus a varying rate with principal and
interest payable quarterly. CPTC entered into an interest rate swap agreement with the same parties. The swap
agreement expires in January 2004 and fixes the interest rate on the bank note from 9.21% to 9.71% during the
term of the swap agreement. The impact to Level 3’s consolidated results and financial condition as a result of
adoption of SFAS No. 133 in 2001 is considered to be minimal. CPTC’s long-term debt also consists of a term
loan held by Connecticut General Life Insurance Company, a subsidiary of CIGNA Corporation and Lincoln
National Life Insurance Company. The liability under the term loan was $35 million at December 31, 2000 and
1999. Additionally, CPTC had $10 million and $9 million of subordinated debt held by Orange County
Transportation Authority at December 31, 2000 and 1999, respectively. The debt is due in varying amounts
through 2004 and accrues interest at 9%. Lastly, CPTC had borrowed $12 million as of December 31, 2000 and
$10 million as of December 31, 1999 from its partners. The debt is generally subordinated to all other debt of
CPTC. Interest on the subordinated debt compounds annually at 9.3-9.5% and is payable only as CPTC
generates excess cash flows.

Future Debt Maturities:

Scheduled maturities of long-term debt are as follows (in millions): 2001—$7; 2002—$10; 2003—$237;
2004—$59; 2005—$115 and $6,897 thereafter.

(12) Employee Benefit Plans

The Company applies the recognition provisions of SFAS No. 123, ““‘Accounting for Stock Based
Compensation’’ (‘‘SFAS No. 123°’). Under SFAS No. 123, the fair value of an option or other stock-based
compensation (as computed in accordance with accepted option valuation models) on the date of grant is
amortized over the vesting periods of the options in accordance with FASB Interpretation No. 28 ‘‘Accounting .
for Stock Appreciation Rights and Other Variable Stock Option or Award Plans’’ (“‘FIN 28°’). As a result, the
recognition provisions are applied to all stock awards granted in the year of adoption and are not applied to
awards granted in previous years unless those awards are modified or settled in cash. Although the recognition
of the value of the instruments results in compensation or professional expenses in an entity’s financial
statements, the expense differs from other compensation and professional expenses in that these charges may be
settled in cash, but rather, generally are settled through issuance of common stock.
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The adoption of SFAS No. 123 has resulted in material non-cash charges to operations since its adoption
in 1998, and will continue to do so. The amount of the non-cash charge will be dependent upon a number of
factors, including the number of grants and the fair value of each grant estimated at the time of its award. The
Company recognized a total of $241 million, $126 million and $39 million of non-cash compensation in 2000,
1999 and 1998, respectively. In addition, the Company capitalized $12 million, $10 million and $5 million in
2000, 1999 and 1998, respectively, of non-cash compensation for those employees directly involved in the
construction of the network or development of the business support systems.

Non-qualified Stock Options and Warrants

The Company granted 230,000, 55,100, and 7,466,247 non-qualified stock options (‘‘NQSOs’’) and
warrants to participants during the years ended December 31, 2000, 1999 and 1998, respectively. The expense
recognized for the year ended December 31, 2000 for NQSOs and warrants in accordance with SFAS No. 123
was $10 million. In addition to the expense recognized, the Company capitalized less than $1 million of non-
cash compensation costs for employees directly involved in the construction of the IP network and the
development of the business support systems. As of December 31, 2000, the Company had not yet recognized
$10 million of unamortized compensation costs for NQSOs and warrants granted since 1998.

The expense recognized in accordance with SFAS No. 123 for NQSOs and warrants outstanding in 1999
and 1998 was $7 million and $11 million, respectively. In addition to the expense recognized, the Company
capitalized $1 million and $2 million, respectively of non-cash compensation costs related to NQSOs for
employees directly involved in the construction of the IP network and the development of the business support
systems.

The fair value of NQSOs granted in 2000 was calculated using the Black-Scholes method with a risk free
interest rate of 6.2% and expected life of 75% of the total life of the NQSOs and warrants. The Company used
an expected volatility rate of 34%. The fair value of the NQSOs and warrants granted in 2000, in accordance
with SFAS No. 123 was $16 million.

Transactions involving stock options granted under the NQSO plan are summarized as follows:

Weighted
Exercise Price Average
Shares Per Share Exercise Price
Balance December 27, 1997 . .. ... . . e 14,688,000 $ 4.04—$ 5.42 $ 495
Optionsgranted . . .. .......... ... ... . ... ...... 7,466,247 12— 41.25 8.67
Optionscancelled ............................... (668,849) 12— 34.69 552
Options exercised ......... .. ..., (2,506,079) 12— 34.69 422
Balance December 31,1998 . ... ... ... ... ... . . .. ..., 18,979,319 12— 41.25 6.50
Optionsgranted . . .. ....... .. ..., 55,100 41.44— 84.75 58.61
Optionscancelled ............ ... ... i, (1,005,328) 12— 41.25 10.84
Options exercised ........... ... . i, (3,950,528) 12— 41.25 5.60
Balance December 31,1999 . .. ... ... .. ... .. ... . ..... 14,078,563 12— 84.75 6.64
Optionsgranted . . .. ... ... .. ... . ... ... .. ... 230,000 21.69 21.69
Options cancelled ............................... (1,840,529) 12— 61.75 4.88
Options exercised ...........c.coiniiiinnnnnn... (2,079,326) 12— 56.75- - 8.00
Balance December 31,2000 .. ........ .. ... ... . ... 10,388,708 $ .12—$84.75 $ 7.01
Options exercisable
December 31,1998 . .. .. ... ... ... ... . ... 5,456,640 $ .12—$41.25 $ 4.67
December 31,1999 .. .. ... . e 6,291,624 12—$41.25 6.13
December 31,2000 . ... ... 5,666,636 .12—$84.75 7.36
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Options Outstanding Options Exercisable
Weighted

Number Average Weighted Number Weighted

Outstanding Remaining Average Exercisable Average

Range of Exercise as of Life Exercise as of Exercise
_ Prices 123100 _years) Price 123100 Price
$ 0.12—$ 0.12 101,509 7.12 $ .12 65,973 $ .12
1.76— 1.79 31,567 7.33 1.76 11,287 1.76
4.04— 543 6,828,329 6.69 5.36 4,011,329 5.32
6.20— 8.50 2,877,675 7.05 6.94 1,123,664 6.95
17.50— 25.03 241,832 4.37 21.85 238,656 21.81
26.80— 39.13 244,362 2.54 30.70 182,674 30.66
40.38— 51.88 27,167 2.72 42.01 17,168 41.89
56.00— 57.47 29,667 3.26 56.74 12,585 56.67
61.75— 84.75 6,600 3.28 84.75 3,300 84.75
10,388,708 6.62 $7.01 5,666,636 $7.36

Outperform Stock Option Plan

In April 1998, the Company adopted an outperform stock option (‘‘OSO’’) program that was designed so
that the Company’s stockholders would receive a market return on their investment before OSO holders receive
any return on their options. The Company believes that the OSO program aligns directly management’s and
stockholders’ interests by basing stock option value on the Company’s ability to outperform the market in
general, as measured by the Standard & Poor’s (‘‘S&P’’) 500 Index. Participants in the OSO program do not
realize any value from awards unless the Common Stock price outperforms the S&P 500 Index. When the
stock price gain is greater than the corresponding gain on the S&P 500 Index (or less than the corresponding
loss on the S&P Index), the value received for awards under the OSO plan is based on a formula involving a
multiplier related to the level by which the Common Stock outperforms the S&P 500 Index. To the extent that
the Common Stock outperforms the S&P 500, the value of OSOs to a holder may exceed the value of
nonqualified stock options.

OSO grants are made quarterly to participants employed on the date of the grant. Each award vests in
equal guarterly installments over two years and has a four-year life. Each award typically has a two year
moratorinm on exercising from the date of grant. As a result, once a participant is 100% vested in the grant the
two year moratorium expires. Therefore, each grant has an exercise window of two years. Level 3 granted 2.1
million OSOs to employees in December 2000. These OSOs vest 25% after six months with the remaining
75% vesting after 18 months. The OSOs are exercisable immediately upon vesting and have a four-year life.

The fair value under SFAS No. 123 for the 5,402,553 OSOs granted to employees for services performed
for the year ended December 31, 2000 was $275 million. The Company recognized $189 million of
compensation expense in the year ended December 31, 2000 for OSOs granted to employees. In addition to the
expense recognized,-$9 million of non-cash compensation was capitalized in 2000 for employees directly . ... ..
involved in the construction of the Internet Protocol network and development of business support systems. As
of December 31, 2000, the Company had not yet recognized $168 million of unamortized compensation costs
for OSOs granted in 1999 and 2000. The Company recognized $111 million and $24 million of compensation
expense for the years ended December 31, 1999 and 1998, respectively. In addition to the expense recognized
the Company capitalized $7 million and $3 million of non-cash compensation for years ended December 31,
1999 and 1998, respectively.
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Transactions involving stock awards granted under the OSO plan are summarized below:

Weighted
Average
Option Price Per Option
Shares Share Price
Balance December 27, 1997 .. ... ...t — $ — % —
Optionsgranted . . . ...t 2,139,075 29.78— 37.13 34.85
Optionscancelled ........... ... . ... (46,562) 29.78— 37.13 35.53
Balance December 31, 1998 ... .. ... .. . . . 2,092,513 29.78— 37.13 34.85
Options granted . .. ........... .ttt .. 3,241,599  56.00— 78.50 66.58
Optionscancelled ............ ... ... ..., (157,623) 29.78— 78.50 51.31
Options exercised . .........civiiiiininnnnnannnnn.. (37,500) 29.78— 37.13 34.64
Balance December 31,1999 ... ... ... ... ... . .. ... ... ... 5,138,989 29.78— 78.50 54.15
Options granted . .. ...ttt 5,402,553 26.87— 113.87 52.96
Optionscancelled .......... ... ... .. (262,545) 26.87— 113.87 72.55
Options exercised . ....... .. ... ... (214,409) 29.78— 37.13 36.28
Balance December 31,2000 ............ ... 10,064,588 $26.87—%$113.87 $53.50
Options vested but not exercisable as of
December 31,1999 ... ... ... ... .. 2,098,337 $29.78—8% 78.50 $44.69
December 31,2000 . .......... . .00t 2,488,866  56.00— 113.87 71.68
0S0s Outstanding 0OSOs Exercisable
at December 31, 2000 at December 31, 2000
Weighted
Average Weighted Weighted
Remaining Average Average
Number Life Option Number Option
Range of Exercise Prices Outstanding (years) Price ExLisable Price
$26.87—%$37.12 4,899,611 3.11 $29.46 1,748,411 $34.12
56.00— 78.50 3,709,678 2.74 68.69 — —
87.23—113.87 1,455,299 3.49 96.56 — —

10,064,588 3.03 $53.50 1,748,411 $34.12

In July 2000, the Company adopted a convertible outperform stock option program, (‘‘C-OSO’’) as an
extension of the existing OSO plan. The program is a component of the Company’s ongoing employee
retention efforts and offers similar features to those of an OSO, but provides an employee with the greater of
the value of a single share of the Company’s common stock at exercise, or the calculated OSO value of a
single OSO at the time of exercise.

C-0OSO awards were made to eligible employees employed on the date of the grant. The awards were
made in September 2000 and December 2000. Each award vests over three years as follows: 1/6 of each grant
at the end of the first year, a further 2/6 at the end of the second year and the remaining 3/6 in the third year.
Each award is immediately exercisable upon vesting. Awards expire four years from the-date of the grant.

The fair value of the OSOs and C-OSOs granted in 2000 was calculated by applying a modified Black-
Scholes formula with an S&P 500 expected dividend yield rate of 1.16% and an expected life of 2.5 years. The
Company used a blended volatility rate of 27% calculated as a blended rate between the S&P 500 expected
volatility rate of 16% and the Level 3 Common Stock expected volatility rate of 34%. The expected correlation
factor of 0.65 was used to measure the movement of Level 3 stock relative to the S&P 500.
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The fair value recognized under SFAS No. 123 for the approximately 2 million C-OSOs awarded to
employees for services performed for the year ended December 31, 2000 was approximately $140 million. The
Company recognized $17 million of compensation expense for the year ended December 31, 2000 for C-OSOs
awarded in 2000. In addition to the expense recognized, $1 million of non-cash compensation was capitalized
for the year ended December 31, 2000 for employees directly involved in the construction of the network and
development of business support systems. As of December 31, 2000, the Company had not reflected $120
million of unamortized compensation expense in its financial statements for C-OSOs awarded in 2000.

Transactions involving stock awards granted under the C-OSO plan are summarized below:

Weighted
Average
Option Price Per Option
Shares Share Price
Balance December 31, 1999 . . ... ... ... ... — $ — § —
Options granted . .. ... ... it 1,965,509 26.87— 87.23 56.67
Optionscancelled .. ........ ... ... .. (25,522) 87.23 87.23
Balance December 31,2000 . ............. .. ... . ... ..., 1,939,987 $26.87—$87.23 $56.27
Options vested but not exercisable as of December 31, 2000 ....... — —_ —
C-0OSO0s Outstanding C-0OSOs Exercisable
at December 31, 2000 at December 31, 2000
Weighted
Average  Weighted Weighted
Remaining  Average Average
Number Life Option Number Option
Range of Exercise Prices Outstanding (years) Price Exercisable Price
$26.87 . . 995,125 3.9 $26.87 — $—
872 . e e 944,862 3.7 87.23 — —
1,939,987 3_§ $56.27 — $—

Restricted Stock

In 2000, 1999 and 1998, 115,567, 17,117 and 177,183 shares, respectively, of restricted stock were
granted to employees. The restricted stock shares were granted to employees at no cost. The shares typically
vest over a one to three year period; however, the employees are restricted from selling these shares for three
years. The fair value of restricted stock granted in 2000, 1999 and 1998 of $7 million, $1 million and $7
million, respectively, was calculated using the value of the Common Stock the day prior to the grant. The
expense recognized in 2000 under SFAS No. 123 for restricted stock grants was $4 million. The expense
recognized in 1999 and 1998 under SFAS No. 123 for restricted stock grants was $4 million and $3 million
respectively.

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

Shareworks

Level 3 has designed its compensation programs with particular emphasis on equity-based, long-term
incentive programs. The Company has developed two plans under its Shareworks program: the Match Plan and
the Grant Plan.
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Match Plan—The Match Plan allows eligible employees to defer between 1% and 7% of their eligible
compensation to purchase Common Stock at the average stock price for the quarter. Any full time employee is
considered eligible on the first day of the calendar quarter after their hire. The Company matches the shares
purchased by the employee on a one-for-one basis. Stock purchased with payroll deductions is fully vested.
Stock purchased with the Company’s matching contributions vests three years after the end of the quarter in
which it was made.

The Company’s quarterly matching contribution is amortized to compensation expense over the vesting
period of 36 months. In 2000, the Company’s matching contribution was $14 million under the Match Plan.
The compensation expense recognized in 2000 under this plan was $5 million. The non-cash compensation
expense recognized in 1999 and 1998 for the Match Plan was $1 million and less than $1 million, respectively.

As of December 31, 2000, the Company had not reflected uamortized compensation expense of $19
million related to the Company’s matching contributions.

Grant Plan—The Grant Plan enables the Company to grant shares of Common Stock to eligible
employees based upon a percentage of that employee’s eligible salary up to a maximum of 3%. Level 3
employees employed on December 31 of each year, who are age 21 or older with a minimum of 1,000 hours
credited service are considered eligible. The shares granted are valued at the fair market value as of the last
business day of the calendar year. All prior and future grants vest immediately upon the employee’s third
anniversary of joining the Shareworks Plan.

The annual grant is expensed in the year of the grant. Compensation expense recorded for the Shareworks
Grant Plan for 2000 was approximately $11 million. Approximately $3 million and $1 million of compensation
expense was recorded for the Shareworks Grant Plan for 1999 and 1998, respectively.

In addition to the compensation expense recognized, the Company capitalized $2 million of non-cash
compensation costs related to the Shareworks Plans for employees directly involved in the construction of the
IP network and the development of the business support systems in 2000 and 1999 and less than $1 million of
non-cash compensation costs in 1998.

Foreign subsidiaries of the Company adopted Shareworks programs in 2000. These programs primarily
include a grant plan and a stock purchase plan whereby employees may purchase Level 3 Common Stock at
80% of the share price at the beginning of the plan year.

The Company recorded approximately $5 million of non-cash compensation expense for stock issued to
employees during the year ended December 31, 2000. The non-cash compensation charge was based on the
Company’s stock price on the day prior to the grant date.

401(k) Plan

The Company and its subsidiaries offer its qualified employees the opportunity to participate in a defined
contribution retirement plan qualifying under the provisions of Section 401(k) of the Internal Revenue Code.
Each employee was eligible to contribute, on a tax deferred basis, a portion of annual earnings not.to exceed
$10,500 in 2000. The Company does not match employee contributions and therefore does not incur any
compensation expense related to the 401(k) plan.
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(13) Income Taxes

An analysis of the income tax (provision) benefit attributable to earnings (loss) from continuing operations
before income taxes for the three years ended December 31, 2000 follows:

2000 1999 1998
(dollars in millions)

Current:
United States Federal ... .......... .0 it $ 50 $161 $(135)
Y ) 3 (10)
49 164 (25
Deferred:
United States Federal ... ........ ... i 255 56 50
) — — —
255 56 50
Valuation AIIOWanCe . ... ... ...ttt ettt et 255) — —
Income Tax Benefit ... ... . i i e $ 49 $220 $25

The United States and foreign components of earnings (loss) from continuing operations before income
taxes follows:

2000 1999 1998
(dollars in millions)
United STALES . . oot vttt et e e e e e $ (995) $(578) $(142)
FOTEIZN .« o v e e e e e e e e e e e e e e (509)  (129) (1)

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

A reconciliation of the actual income tax (provision) benefit and the tax computed by applying the U.S.
federal rate (35%) to the earnings (loss) from continuing operations, before income taxes for the three years
ended December 31, 2000 follows:

2000 1999 1998
(dollars in millions)

Computed Tax at Statutory Rate . . ...... ... ... i $526 $247 $53
State InCome Taxes . . . ..o v ittt e e e €] 2 @]
Write-off of In Process Research & Development .......................... — — an
Coal Depletion . . . . ... ... e 2 2 2
Goodwill Amortization . . ... . . e a7 (12) ()]
Taxes on Unutilized Losses of Foreign Operations . .. ....................... (35) ()] )
Foreign Tax Credits .. ... ..ottt i i et e e — 10 —
Other . . .o e e e e (1 — 3)
Valuation Allowance- . ......... e e e e e i -(425) — —_—
Income Tax Benefit ... ... ... ..o i i e e e e $ 49  $220 25

For federal income tax reporting purposes, the Company has approximately $638 million of net operating
loss carryforwards, net of previous carrybacks, available to offset future Federal taxable income. The net
operating loss carryforwards expire in 2020 and are subject to examination by the tax authorities.
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The Internal Revenue Code contains provisions which may limit the net operating loss carryforwards
available to be used in any given year upon the occurrence of certain events, including significant changes in
ownership interests.

For federal income tax reporting purposes, the Company has approximately $19 million of alternative
minimum tax credits available to offset future regular federal income tax. The credits can be carried forward
until fully utilized.

The components of the net deferred tax assets (liabilities) for the years ended December 31, 2000 and
1999 were as follows:

2000 1999
(dollars in
millions)
Deferred Tax Liabilities:
Investments in SECUMITIES . . . ..ottt vttt ettt e et e e $ 18 $§ 2
Investments in JOINt VENTUIES . . . o v v vttt ettt e e et ittt et e e ee e en e e 4 15
Asset bases—accumulated depreciation . . ... ... ... e 38 122
Coal sales . . . e e 32 32
Provision for estimated EXPenses . . .. .. ..ot e e 12 —
Other . .o e e e 22 3
Total Deferred Tax Liabilities . . . . ... ... .. e e 126 174
Deferred Tax Assets:
Net operating loss carryforwards . ... ... ... . i 223 —
Compensation and related benefits . .. ...... ... .. ... .. . . i 154 76
Investment in subsidiaries .. .. ..... ... . L e 11 11
Provision for estimated EXPeNSES . . .. ..ottt e e e 94 27
Investment in JOINE VENEULES . . . . o o oo ittt et ettt e et e e et ettt eenns 69 —
L0 1 1T 12 12
Total Deferred Tax ASSELS . . oo vttt et e e e e e 563 126
Net Deferred Tax Assets/(Liabilities) ... ... ... ...ttt 437 (48)
Valuation Allowance Components:
Net Deferred Tax ASSELS . .o .ttt e e et et ettt et e e e 410y —
Stockholders’ Equity (primarily tax benefit from option exercises) .................. 92) —
Net Deferred Tax Liabilities after Valuation Allowance ... ........................... $ (65) $(48)

The 2000 current net deferred tax assets are $15 million after a current valuation allowance of $86 million
and the non-current deferred tax liabilities are ($80) million after non-current valuation allowance of $416
million.

(14) Stockholders’ Equity

On February 29, 2000, the Company raised $2.4 billion, after underwriting discounts and offering
expenses, from an offering of 23 million shares of its common stock through an underwritten public offering.
In March 1999, the Company raised $1.5 billion, after underwriting discounts and offering expenses, from the
offering of 28.75 million shares of its common stock through an underwritten public offering. The net proceeds
from both offerings are being used for working capital, capital expenditures, acquisitions and other general
corporate purposes in connection with the implementation of the Company’s business plan.

Issuances of Common Stock, for sales, conversions, option exercises and acquisitions, and repurchases of
common shares for the three years ended December 31, 2000 are shown below. Prior to the Split-off, the
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Company was obligated to repurchase Class D shares from stockholders. The Level 3 Stock Plan permits
option holders to tender shares to the Company to cover income taxes due on option exercises.

December 27, 1007 . . oo e 271,034,280
Shares Issued . . .. ... e 2,240,467
Shares Repurchased . ........ ...ttt ettt et e (30,506)
Issuances for Class C Stock CONVErSIONS . . . v v vttt vttt e e e e e e e e e et e 20,934,244
Issuances for Class R Stock COnversions . . .. ..o v v ettt et e e et e e et et e 5,084,568
Option ACHVILY . ..ttt et e e e e 2,506,079
Shares Issued for Acquisition .. ... ... . .. i e 6,105,574

December 31, 1908 . . .. e 307,874,706
Shares Issued . . . ... .. 28,750,000
Option and Shareworks ACtiVILY . . . . . ..o i i e e e e e e 4,371,578
Shares Issued for Acquisition . ... ...... ... 0.ttt e 396,379
6% Convertible Notes Converted to Shares . . ........... ... 4,064

December 31, 1000 . ... . e e e 341,396,727
Shares Issued . .. .. ... e 23,000,000
Option and Shareworks AcCtivity . . ... ... it it e e e 3,202,760
6% Convertible Notes Converted to Shares .. ......... ... ... ... 383

December 31, 2000 . .. ... e e 367,599,870

(15) Industry and Geographic Data

In 1998, the Company adopted SFAS No. 131 “‘Disclosures about Segments of an Enterprise and Related
Information’’. SFAS No. 131 establishes standards for reporting information about operating segments in
annual financial statements and requires selected information about operating segments in interim financial
reports issued to stockholders. It also establishes standards for disclosures about products and services and
geographic areas. Operating segments are components of an enterprise for which separate financial information
is available and which is evaluated regularly by the Company’s chief operating decision maker, or decision
making group, in deciding how to allocate resources and assess performance. Operating segments are managed
separately and represent strategic business units that offer different products and serve different markets.

The Company’s reportable segments include: communications, information services, and coal mining.
Other primarily includes CPTC, equity investments, and other corporate assets and overhead not attributable to
a specific segment.

Industry and geographic data for the Company’s 1998 discontinued construction and energy operations are
not included.

EBITDA, as defined by the Company, consists of earnings (loss) before interest, income taxes,
depreciation, amortization, non-cash operating expenses (including stock-based compensation and in-process
research and development charges) and other non-operating income or expense. The Company excludes non-
cash compensation due to its adoption of the expense recognition provisions of SFAS No. 123. EBITDA is
commonly used in the communications industry to analyze companies on the basis of operating performance.
EBITDA is not intended to represent operating cash flow for the periods presented and is not a concept
supported by generally accepted accounting principles (‘*°GAAP’*).

The information presented in the tables following includes information for twelve months ended December
31, 2000, 1999 and 1998 for all income statement and cash flow information presented, and as of December 31,
2000 and 1999 for all balance sheet information presented. Revenue and the related expenses are attributed to
foreign countries based on where services are provided.
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Industry and geographic segment financial information follows. Certain prior year information has been

reclassified to conform with the 2000 presentation.

Information Coal

Communications Services Mining Other Total
(dollars in millions)
2000
Revenue:
North America . .........outiii ittt $ 744 $103 $190 $ 22 81,059
Burope . ... .o e 113 12 — _ 125
AT . o e 1 — _ — 1
$ 858 $11s $190 $22 $1,185
EBITDA:
NOMMh AMEFICA . . . .ot ottt e et e e et $ (335) $ 2 $ 86 $ 7 $(240)
Europe . .. ..o e 247) 4 — — (243)
) N 37 — —_ — (€X))
$ (619) $ 6 $ 86 $ 7 $(520)
Capital Expenditures:
North AMErica . ... oottt e e e e $4,625 $ 11 $ 2 $— $4,638
Europe . .. ... 1,122 1 — — 1,123
ASI . o e 183 — — e 183
$5,930 $ 12 $ 2 $— $5,944
Depreciation and Amortization:
North AMerica .. ..ovvee et i e $ 437 $ 18 $ 5 $ 6 $ 466
BUrope . .. ... e 112 2 — — 114
ASTA . o o 4 — — — 4
$ 553 $ 20 $ 5 $ 6 § 584
1999
Revenue:
North AMerica .. ..........ouiuin e $ 145 $122 $207 $19 $ 493
Europe . .. ... ... 14 8 — — 22
ASIA . L e — — — — —
$ 159 $130 $207 $19 § 515
EBITDA:
NOMh AMETICA « v oot v et e e ettt e e e e $ (390) $ 8 $ 81 $ 6 $(295
BUrOpe . . . e (88) 1 — — 87)
ASTa . . o (5) — — — 5
$ (483) $ 9 $ 81 $ 6 $(387)
Capital Expenditures:
North AMEriCa . .o .ovv vttt et et i ieans $2,583 $ 12 $ 3 $ 1 $2,599
Europe . .. ... 833 — — — 833
ASIA . . e 4 — —— — 4
$3,420 $ 12 $ 3 $ 1 $3436
Depreciation and Amortization: .
North AMEHCa . oo vee et et et e e $ 176 $ 12 $ 5 $§ 9 § 202
Burope . ... 24 2 — — 26
-3 - _ — — — —
$ 200 $ 14 $ 5 $ 9 § 228
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1998
Revenue:

North America.....................

Capital Expenditures:

North America.....................

Depreciation and Amortization:
North America.....................

Identifiable Assets
December 31, 2000

North America.....................

December 31, 1999

North America.....................

Long-Lived Assets
December 31, 2000

North America.....................

December 31, 1999

North America.....................
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Information  Coal
Communications Services Mining Other  Total
(dollars in millions)
$ 23 $120 $228 % 20 $ 391
1 — — — 1
$ 24 $120 $2280 % 20 $§ 392
$ (186) $ $92 $ 9 %8 (99
©) — — — (6)
$ (192 $ 9 $92 $ 9 % (100)
$ 782 $29 $ 2 $ 1 3% 814
96 — — — 96
$ 878 $ 29 $ 2 $ 1 % 910
$ 38 $11 $5 8§ 11 $ 65
1 — — — 1
$ 39 $ 11 $5 $ 11 $ 66
$ 8,091 $ 78 $310  $4,009 $12,488
2,095 9 — 122 2,226
192 — — 13 205
$10,378 87 $310  $4,144 $14919
$ 3,699 $ 81 $336  $3,751 $ 7,867
993 8 — 18 1,019
18 — — 2 20
$ 4,710 89 $336  $3,771 $ 8906
$ 7,548 $ 49 $217  $ 15 $ 7829
1,852 3 — — 1,855
190 — — — 190
$ 9,590 $ 52 $217 8 15 $9:874
$ 3,344 $ 56 $43 $ 560 $ 4,003
956 5 — — 961
4 — — — 4
$ 4,304 $ 61 $43 % 560 $ 4,968
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Product information for the Company’s communications segment follows:

Reciprocal Dark Fiber,  Trans-oceanic
Services Compensation Conduit, IRUs IRUs Total

(dollars in millions)

Communications Revenue:

2000

North America .............. v, $427 $55 $209 $ 53 $744
Europe .. ... ... 61 — — 52 113
ASia. e 1 — — —_ 1
$489 $55 $209 $105 $858

1999
North America ........c.vvviriinennnnnnn. $ 84 $24 $ 35 $ 2 $145
Europe ... ... 14 —_ — — 14
ASIa . L e — — — — —
98 $24 $ 35 $ 2 $159

1998
North America . . .....coovirevin e, $ $22 $— $— $ 23
Europe . . ... oo e — — —_ 3
ASIa . L e — — — — —
$ 2 $22 $ $— $ 24

The majority of North American revenue consists of services and products delivered within the United
States. The majority of European revenue consists of services and products delivered within the United
Kingdom. Trans-oceanic revenue for 2000 is allocated equally between North America and Europe as it
represents services provided between these two regions.

In 1999 and 1998 Commonwealth Edison Company, a coal mining customer, accounted for 22% and 34%
of total revenue.

The following information provides a reconciliation of EBITDA to loss from continuing operations for the
three years ended December 31, 2000:

2000 1999 1998
(in millions)

EBI DA . .o e e e e e $ (520) $(387) $(100)
Depreciation and Amortization EXpense . ........... .. ..., (584) (228) (66)
Non-Cash Compensation EXpense . . . ... ..ot i i e 241) (126) (39
Write-off of In-Process Research and Development ... ...................... — — 30

Loss from Operations . . ...ttt ittt e (1,345) (741) (235)
Other Income (EXPENSE) . . . . o vt ittt et et e e et e (159) 34 82
Income Tax Benefit . ... ... .. e e 49 220 25
Loss from Continuing Operations . . . ...ttt eninenneennn.. $(1,455) $(487) $(128)

(16) Commitments and Contingencies

In August 1999, the Company was named as a defendant in Schweizer vs. Level 3 Communications, Inc.
et. al., a purported national class action, filed in the District Court, County of Boulder, State of Colorado which
involves the Company’s right to install its fiber optic cable network in easements and right-of-ways crossing
the plaintiff’s land. In general, the Company obtained the rights to construct its network from railroads,
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utilities, and others, and is installing its network along the rights-of-way so granted. Plaintiffs in the purported
class action assert that they are the owners of the lands over which the Company’s fiber optic cable network
passes, and that the railroads, utilities and others who granted the Company the right to construct and maintain
its network did not have the legal ability to do so. The action purports to be on behalf of a national class of
owners of land over which the Company’s network passes or will pass. The complaint seeks damages on
theories of trespass, unjust enrichment and slander of title and property, as well as punitive damages. The
Company may in the future receive claims and demands related to the rights-of-way issues similar to the issues
in the Schweizer litigation that may be based on similar or different legal theories. Although it is too early for
the Company to reach a conclusion as to the ultimate outcome of this litigation, management believes the
Company has substantial defenses to the claims asserted in the Schweizer action (and any similar claims which
may be named in the future), and intends to defend them vigorously.

The Company is involved in various other lawsuits, claims and regulatory proceedings incidental to its
business. Management believes that any resulting liability for legal proceedings beyond that provided should
not materially affect the Company’s financial position, future results of operations or future cash flows.

On August 24, 2000 the Company announced that it had signed a letter of intent to purchase more than 2
million cabled fiber kilometers of third generation LEAF fiber from Corning Inc. Level 3 plans to begin
installing the fiber in its second conduit in the first quarter of 2001 and expects to be substantially complete by
the end of the year. Corning’s LEAF fiber will significantly increase Level 3’s network capacity.

Operating Leases

The Company is leasing rights of way, communications capacity and premises under various operating
leases which, in addition to rental payments, require payments for insurance, maintenance, property taxes and
other executory costs related to the lease. Certain leases provide for adjustments in lease cost based upon
adjustments in the consumer price index and increases in the landlord’s management costs. The lease
agreements have various expiration dates through 2019.

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

200 . e e $ 66
2002 . e e e 63
2003 L e e 60
2004 . . e e 58
2005 . . e e 58
Thereafter . . ... o e e e 374

TOtal . vt e e $679

Rent expense under non-cancellable lease agreements was $60 million in 2000, $41 million in 1999 and
$18 million in 1998.

(17) Related Party Transactions

Peter Kiewit Sons’, Inc. (‘‘Kiewit’”) acted as the general contractor on several significant projects for the
Company in 2000, 1999 and 1998. These projects include the Phoenix Data Center, the U.S. intercity network,
certain metro networks and certain Gateway sites, and the Company’s new corporate headquarters in Colorado.
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Kiewit provided approximately $1,764 million, $1,024 million and $130 million of construction services related
to these projects in 2000, 1999, and 1998 respectively.

Level 3 also receives certain mine management services from Kiewit. The expense for these services was
$29 million for 2000, $33 million for 1999, and $34 million for 1998, and is recorded in selling, general and
administrative expenses.

In September 2000, the Company sold its entire interest in Walnut Creek Mining Company to Kiewit for
cash of $37 million. The sale resulted in a pre-tax gain of $21 million to the Company, which is included in
gain on sale of assets in the accompanying consolidated statement of operations.

In 2000, Level 3 and RCN entered into joint build arrangements for the construction of certain network
facilities. Under these agreements Level 3 provided approximately $10 million of construction services to RCN
in 2000. RCN also purchased $2 million and $1 million of telecommunications services from the Company in
2000 and 1999, respectively.

(18) Other Matters

On February 17, 2000, Level 3 announced a co-build agreement whereby Global Crossing Ltd.
participated in the construction of and obtained a 50% ownership interest in the previously announced Level 3
transatlantic fiber optic cable. Under the co-build agreement, Level 3 and Global Crossing Ltd. each separately
owns and operate two of the four fiber pairs on the transatlantic cable. Level 3 also acquired additional capacity
on Global Crossing Ltd.’s transatlantic cable, Atlantic Crossing 1, during 2000. The transatlantic cable was
completed in November 2000.

On April 12, 2000, Level 3 signed an agreement with Viatel Inc. whereby Viatel Inc. agreed to purchase
an ownership interest, in one fiber pair on Level 3’s transatlantic fiber optic cable system installed by Level 3.
As a result of this agreement, both companies own and operate one fiber pair on the transatlantic cable. The
Company recognized revenue of $94 million on this contract during the fourth quarter of 2000, with the
remainder being recognized over the term of the contract.

On December 29, 2000, the Company signed an agreement to collaborate with FLAG Telecom on the
development of the Northern Asia submarine cable system connecting Hong Kong, Japan, Korea and Taiwan.
The system will include Level 3’s previously announced eastern link connecting Hong Kong, Taiwan and Japan
and a new western link that FLAG Telecom will build to connect Hong Kong, Korea and Japan. The Company
expects the Hong Kong to Japan segment of the eastern link to be in service in the second quarter of 2001, with
the eastern link’s Taiwan segment to follow in late 2001. The Company expects the entire western link to be
ready for service in early 2002. Level 3 and FLAG Telecom will each own three fiber pairs throughout the new
system. The total cost of the entire Northern Asia system is estimated to be approximately $900 million. Level
3’s share of the cost is approximately $450 million.

It is customary in Level 3’s industries to use various financial instruments in the normal course of
business. These instruments include items such as letters of credit. Letters of credit are conditional
commitments issued on behalf of Level 3 in accordance with specified terms and conditions. As of December
31, 2000, Level 3 had outstanding letters of credit of approximately $47 million. The Company does not
believe it is practicable to estimate the fair value of the letters of credit and does not believe exposure to loss is
likely nor material.

F-44



Y.

y

¥ ’
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(19) Subsequent Events

On January 18, 2001, Level 3 announced that in order to provide the company with additional flexibility in
funding its business plan, it filed a ‘‘universal’’ shelf registration statement with the Securities and Exchange
Commission relating to $3.0 billion of common stock, preferred stock, debt securities, warrants, stock purchase
agreements and depositary shares. The registration statement, (declared effective by the Securities and
Exchange Commission on January 31, 2001), allows Level 3 to publicly offer these securities from time to time
at prices and terms to be determined at the time of the offering. When combined with the remaining availability
under its existing effective universal shelf registration statement, the availability under the registration
statements allows Level 3 to offer an aggregate of up to $3.156 billion of securities.

Level 3 currently intends to use the net proceeds of any offering of these securities for working capital,
capital expenditures, acquisitions, and other general corporate purposes. Consistent with this approach, Level 3
may use the net proceeds for additions or expansions to its currently funded business plan.

(20) Unaudited Quarterly Financial Data

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

Revenue .................c... ... $177 $102 $234 $106 $341 $134 §$ 433 $173
Loss from Operations. . . ............. (277) (126) (308) (183) (320) (207) (440) (225)
NetLoss . .oovviei e (271) (105) (281) (44) (3S1) (@147 (552) (@191
Loss per Share (Basic and Diluted):

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

Loss per share was calculated for each three-month period on a stand-alone basis. As a result of stock
transactions during the periods, the sum of the loss per share for the four quarters of each year may not equal
the loss per share for the twelve month periods.
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