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FILED PURSUANT TO RULE NO. 424(b)(5)
REGISTRATION NO. 333-68887

T
+ The information in this preliminary prospectusiat complete and may be +

+ changed. +

++++++++++H

Subject to Completion. Dated September 7, 1999.
Prospectus Supplement to Prospectus dated Felirdaip99.

$750,000,000
[LEVEL(3) LOGO Level 3 Communications, | nc.
APPEARS HERE] % Convertible Subordinated Notes due 2009

You may convert the notes into shares of commorkstb Level 3 Communications, Inc. at any time ptm maturity, unless Level 3 has
caused the conversion rights to expire. The notksnature on , 2009. The conversion rate is $ sbarer each $1,000 principal amount of
notes, subject to adjustment in certain circum&anthis is equivalent to a conversion price ofrapimnately $ per share. On September 3,
1999, the last reported sale price for the commockson the Nasdaqg National Market was $65.50 pares The common stock is listed ur
the symbol "LVLT."

Level 3 will pay interest on the notes on and afhegear. The first such payment will be made omhe notes are subordinated in right of
payment to all senior debt of Level 3 and effedyiveibordinated in right of payment to all debt atlder liabilities of Level 3's subsidiaries.
The notes will be issued only in denominations bPH0 and integral multiples of $1,000.

On or after , 2002, Level 3 may cause the convensghts of holders to expire under certain circtanses set forth under "Description of
Notes- Expiration of Conversion Rights" in this prospecsupplement. You have the option, subject t@aeconditions, to require Level 3
to repurchase any note held by you in the eveantaifange of control, as described in this prospespplement, at a price equal to 100% of
its principal amount plus accrued interest to thteaf repurchase. Level 3 will pay the repurch@asee in cash or, at its option but subject to
the satisfaction of certain conditions, in sharfesoonmon stock.

See "Risk Factors" beginning on page S-11 of trosgectus supplement to read about important fegiomu should consider before
purchasing the notes.

Neither the Securities and Exchange Commissiorangrother regulatory body has approved or disapgat@f these securities or passed L
the accuracy or adequacy of this prospectus. Apsesentation to the contrary is a criminal offense.

Per note Total

Initial public offering price........ccoovvcveeeee. % $
Underwriting discount........ccccevvveevcveeeeees % $
Proceeds, before expenses, to Level 3............... L. % $

The initial public offering price set forth abovees not include accrued
interest, if any. Interest on the notes will accinoen , 1999 and must be
paid by the purchaser if the notes are delivertat afLl999.

To the extent that the underwriters sell more %i&50,000,000 principal amount of notes, the undégverhave the option to purchase up to
an additional $112,500,000 principal amount of adtem Level 3 at the initial public offering pridess the underwriting discount.

The underwriters expect to deliver the notes inkbematry form only through the facilities of The Dmgitory Trust Company against payment
in New York, New York on, 1999.

Goldman, Sachs & Co. Salomon Smith Barney



Chase Securities Inc.
Credit Suisse First Boston J.P. Morgan & Co.

Morgan Stanley Dean Witter

Prospectus Supplement dated , 1999.



[ARTWORK APPEARING ON INSIDE FRONT COVER OF PROSPEC TUS SUPPLEMENT)]

LEVEL 3 COMMUNICATIONS

OUR PROGRESS

- Operational Gateway facilities - Private
in 21 U.S. cities and in
London, Paris, Amsterdam and - Colocati
Frankfurt
- Internet
- Launched initial services to
customers over national - Managed
leased network
- Voice an
- Completed initial local fiber
loops in 14 U.S. cities and - Special
London

- Secured 100% of rights-of-way
needed for North American
intercity network

- Completed construction of
approximately 3,375 miles of
North American intercity network
using 10 to 12 conduits

- Secured 2.7 million square feet of
space for Gateway facilities * Currentl

[LOGO OF LEVEL 3]

OUR NETWORK*

- An intercity network covering - Become' t
nearly 16,000 miles in North communic
America

- Combine

- Leased or owned local networks fiber an

in 56 North American markets
- Offer co

- An intercity network covering communic
approximately 4,750 miles across
Europe - Provide

to PSTN

- Leased or owned local networks
in 23 European and Pacific Rim - Accelera
markets

- Expand t

- Transoceanic capacity including
a 1.28 Thps transatlantic cable - Develop
system systems

- Leverage
services

- Attract
* At completion. employe

Line and Special Access
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Access
Modem
d Fax*
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he low cost provider of
ations services

latest generations of
d electronics
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ations services
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te market roll-out

arget market opportunities

advanced business support

existing information
capabilities

and motivate high quality
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[ARTWORK APPEARING ON INSIDE FRONT COVER OF PROSPEC TUS SUPPLEMENT)]
LEVEL 3 GATEWAYS

We created the term Gateway site to describe therroammunications hubs of Level 3's network. Oat&svay facilities are designed to
house local sales staff, operational staff, trassion and IP routing/switching facilities and spdesigned to accommodate colocation of
equipment by Level 3 customers. Each of our Gatdaailities is served by redundant, fault toleranhnections to our network.

REPRESENTATIVE GATEWAY SITES IN SERVICE

Los Angeles
Modem equipment is used for our [PICTURE OF TECHNICAL SPACE IN
Managed Modem service. This LOS ANGELES GATEWAY FACILITY]

equipment will also be used for
voice service.

London
Level 3's facilities have been [PICTURE OF COLOCATION SPACE IN
designed to anticipate and embrace LONDON GAT EWAY FACILITY]

the rapid pace of technological
advances. We have constructed our
Gateway facilities to be more

readily upgradeable and capable of
evolving as technology changes and
to meet customer demand.

Denver
Level 3 Gateways provide climate- [PICTURE OF BACKUP POWER AND BATTERY
controlled environments and managed  SPACE IN D ENVER GATEWAY FACILITY]

power with UPS battery and generator
backup.



[ARTWORK APPEARING ON INSIDE FRONT COVER OF PROSPEC TUS SUPPLEMENT)]

GATEWAY SITES IN SERVICE IN 1999
United States Eu rope
Atlanta Dallas Long Island* Orlando* Seattle ““Ams E;r-(;:alm
Baltimore* Denver Los Angeles Philadelphia Stamford Bru ssels*
Boston Detroit Miami* San Diego St. Louis Fra nkfurt
Chicago Houston Newark* San Francisco  Tampa* Lon don
Cincinnati Jersey City New York City San Jose Washington, D.C. Par is

*Not in service; final city selection subject toastge

[PICTURE OF TECHNICAL SPACE IN CHICAGO GATEWAY FACI LITY]

[DIAGRAM OF LAYOUT
OF TYPICAL
GATEWAY FACILITY
(NOT TO SCALE.)]

Chicago

Level 3 Gateway facilities house
sophisticated optical and electronic
equipment, bringing together all of

Level 3's technology.

[PICTURE OF TECHNICAL SPACE IN WASHINGTON, D.C.
GATEWAY FACILITY]

Washington, D.C.

Network surveillance equipment in our
Gateways is used by our Network
Operations Center in Denver to monitor
the network 24 hours a day, 7 days a week.

[PICTURE OF COLOCATION SPACE IN NEW YORK
GATEWAY FACILITY]

New York

Level 3's Colocation facilities are among
the largest and most modern in the
industry, housing a state-of-the-art

network of telephone and web hosting

equipment. Colocation services from
Level 3 provide customers a quick,

cos-efficient way to launch their service



PROSPECTUS SUPPLEMENT SUMMARY

This summary contains a general summary of tharmétion contained in this prospectus supplememaly not include all the information
that is important to you. You should read the enpirospectus supplement, our prospectus dated d&ghiid, 1999, and the documents
incorporated by reference before making an investrdecision.

Level 3 Communications, Inc. was known as "Petewii Sons', Inc." prior to the March 31, 1998 splfit of its construction and mining
management business from its other businessesBasmess--History." See "Risk Factors" for facttirat you should consider before
investing in the notes and "Information RegardiogWard-Looking Statements" for information relatitogstatements contained in this
prospectus supplement that are not historical f&@apitalized terms used but not defined in thisspectus supplement have the meaning
given to them in "Glossary of Terms."

Level 3

We engage in the communications, information ses/&nd coal mining businesses through ownershipefating subsidiaries and
substantial equity positions in public companiedate 1997, we announced a business plan to ise#stantially our communications and
information services business and to expand thgerahservices we offer. This plan is referredntthis prospectus supplement as the
"Business Plan." We are implementing the Businéas By building an advanced, international, faieiitbased communications network
based on Internet Protocol technology.

As our Business Plan is implemented, our netwofkosimbine both local and long distance networkd emnnect customers end-to-end
across the U.S. and in Europe and the Pacific Riner the next two to three years, our network jzeexed to encompass:

.an intercity network covering nearly 16,000 milesNorth America;

Jeased or owned local networks in 56 North Americaarkets;

.an intercity network covering approximately 4,#80es across Europe;
Jeased or owned local networks in 23 EuropeanRauific Rim markets; and
.transoceanic capacity, including a 1.28 Thps adastic cable system.

We expect to complete the North American interpibytion of the network during the first quarter2®f01. In the interim, we have leased a
national network over which we began to offer segsiin the third quarter of 1998.

As of August 1, 1999, we had secured 100% of tletsiof-way required for our planned North Ameridatercity network, had completed
construction of 3,375 route miles of this networkldad approximately an additional 7,000 route snileder construction. As of August 1,
1999, we had local network development underwa2itJ.S. cities. The number of U.S. cities with @tienal facilities based local
metropolitan networks totals 14. We have securgueqimately 2.7 million square feet of space for gateway facilities which vary in size
and the nature of services currently offered. Gategay facilities are operational in 21 U.S. citiesl in London, Paris, Amsterdam and
Frankfurt. We have entered into transoceanic capagreements and have announced the developmecbastruction of a 1.28 Thps
transatlantic cable system.

We believe that, as technology advances, a compseleerange of both consumer and business comntigrisaservices will be provided
over networks, such as ours, utilizing Internet
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Protocol technology. These services will includalitional voice services and fax transmission, el &s other data services such as Internet
access. We believe this shift has begun, and awerghould accelerate, since Internet Protocol odtsvoffer:

. more efficient use of network capacity than tlaglitional public switched telephone networks;
. an open protocol which allows for market drivavelopment of new uses and applications;

. the prospect of technological advances thataritiress problems currently associated with IntéPnetocol based applications that use the
public Internet; and

. an open architecture that enables new competiioong suppliers and ultimately leads to lower oekvosts.
Level 3's Strategy
Key elements of our strategy include:

. Become the Low Cost Provider of Communicationwiges. Our network is designed to provide highliggggommunications services at a
lower cost by taking advantage of efficiencies éwrtechnologies such as packet- switching, usiremppon-proprietary interfaces in the
network design and by having an upgradable nettl@kcan more readily incorporate future technaabimprovements.

. Combine Latest Generations of Fiber and Eleatsorin order to achieve unit cost reductions fansmission capacity, we have designec
network with multiple conduits to deploy successiemerations of fiber to exploit improvements engmission electronics. Optimizing
transmission electronics to exploit specific getiers of fiber optic technology currently provideansmission capacity on the new fiber n
cost effectively than deploying new electronicspoavious generations of fiber.

. Offer a Comprehensive Range of Communicationsi&es. We provide a comprehensive range of comnatioits services over our
network, including private line, colocation, Intetraccess and managed modem. We are currently amiaffhyetesting voice and fax
transmission services. We are also offering ddo&rfalong our local and intercity networks on agloerm lease basis.

. Provide Seamless Interconnection to the PublitcBed Telephone Network. We and other technolagyiders have developed, and we
currently commercially testing, technology to allseamless interconnection of Internet Protocol ngte/with the public switched telephone
network for long distance voice and fax transmissidVe and others are developing similar technofoglocal voice and fax transmission
services. A seamless interconnection will allowtoosers to use our Internet Protocol based servitteeut modifying existing telephone a
fax equipment or existing dialing procedures (ibawithout the need to dial access codes or folbthver similar special procedures). Our
managed modem service currently uses softswit¢cint#ogy to seamlessly interconnect to the publiitchved telephone network.

. Accelerate Market Roll-out. To support the laun€lour services and develop a customer base iarsdvof completing our network build,
we have begun offering services in 21 U.S. citiesia London, Paris, Amsterdam and Frankfurt oveombination of leased local and
intercity facilities. Over time, these leased natgowill be displaced by networks that we are cartding.

. Expand Target Market Opportunities. To increa&senue-producing traffic on our network more rapiafe are using a direct sales force
focused on communications intensive and web cebtriinesses. These businesses include ISPs, djgplisarvice providers, content
providers, systems integrators, next generationecar web-hosting companies, streaming media coiepand Internet Protocol based
storage providers. Providing continually declinmandwidth costs to these companies is at the davaranarket enabling strategy.
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. Develop Advanced Business Support Systems. Wdergloping a substantial, scalable and web-endhlsthess support system
infrastructure specifically designed to enableausfter services efficiently to targeted custom&ve believe that this system will reduce our
operating costs, give our customers direct comvel some of the services they buy from us andvalis to grow rapidly without redesigning
the architecture of the business support system.

. Leverage Existing Information Services CapaleiitiWe are expanding our existing capabilitiesommuter network systems integration,
consulting, outsourcing and software reengineeririth particular emphasis on the conversion of tggsoftware systems to systems that are
compatible with Internet Protocol networks and wetwser access.

. Attract and Motivate High Quality Employees. Wavh developed programs designed to attract anith ietgployees with the technical sk
necessary to implement the Business Plan. The amogyinclude our Shareworks stock purchase plaman®utperform Stock Option
program.

Competitive Advantages

We believe that we have the following competitidva@ntages that, together with our strategy, wiistus in implementing the Business
Plan:

. Experienced Management Team. We have assembheshagement team that we believe is well suitechfdément the Business Plan. M
of our senior management has been involved in hegitlie development and marketing of telecommurinatproducts and in designing,
constructing and managing intercity, metropolitad aternational networks.

. A More Readily Upgradable Network Infrastructudair network design strategy takes advantage ehtdonovations, incorporating many
features that are not present in older communicatieetworks, and provides us flexibility to takeastage of future developments and
innovations. We have designed the transmissionar&tto optimize all aspects of fiber and electrgrsanultaneously as a system to deliver
the lowest unit cost to our customers. As fiber madsmission electronic technology changes, weebp realize new unit cost
improvements by deploying the latest fiber andgmaission electronics technology in available engutgpare conduit in our multiple conduit
network. We believe that the spare conduit desfgruonetwork will enable us to effect this deplogmt more quickly and at lower cost than
other carriers.

. Integrated End-to-End Network Platform. We betighat the integration of our local and intercigtworks will expand the scope and reach
of our on-net customer coverage and facilitateuthiéorm deployment of technological innovationsass manage our future upgrade paths.

. Systems Integration Capabilities. We believe thatability to offer computer outsourcing and syss$ integration services, particularly
services relating to allowing a customer's lega®sfesns to be accessed with web browsers, will gevadditional opportunities for selling «
products and services.

Our principal executive offices are located at 1&Xtorado Boulevard, Broomfield, Colorado 80021 andtelephone number is (720) 888-
1000.
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The Offering

Securities offered.............. $750,000,000 aggre
% convertible su
plus an additional
principal amount o
underwriters' over

gate principal amount of
bordinated notes due 2009,
$112,500,000 aggregate

f notes subject to the
-allotment option.

Offering price.........cce..... % of the princip al amount plus accrued
interest, if any, from ,1999.
Interest.........coccveeeennne Interest on the no tes is payable semiannually

on, and, of each year, beginning on , .

Conversion........ccccceeeee.... You may conventiyootes into shares of common stock at a ratbarfes of common stock per $1,000 principal
amount of notes, which is equal to a conversiooegpof $ per share, subject to adjustment in cegagmts.

You may convert notes at any time after their @itssuance and before the close of business douiaess day immediately before their
maturity date, at the conversion rate set forthvabanless previously repurchased or unless we tavsed the conversion rights to expire. If
your notes are subject to repurchase, you willfigled to convert the notes up to and includingf, tot after, the business day immedia
before the date fixed for repurchase. If we hawesed the conversion rights to expire, you will bétked to convert the notes up to and

including, but not after, the conversion expirataate.

See "Description of Notes--Conversion

Subordination...........

Rights."

........ The notes are subo

future senior debt
1999, the aggregat
senior debt was ap
Assuming that on J
into our proposed
our subsidiaries h
under that credit
approximately $3.0
senior debt, inclu
subsidiaries' debt
subsidiaries would
additional borrowi
credit facility gu
basis.

In addition, the n
subordinated in ri
indebtedness and o
subsidiaries. As o
aggregate amount o
outstanding balanc
excluding intercom
approximately $1.0
June 30, 1999 we h
secured credit fac
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rdinated to present and

of Level 3. As of June 30,

e amount of our outstanding
proximately $2.531 billion.
une 30, 1999 we had entered
secured credit facility and
ad borrowed $475 million
facility, we would have had
06 billion of outstanding
ding $475 million of our
guaranteed by us, and our
have had $900 million in
ngs available under that
aranteed by us on a senior

otes are also effectively

ght of payment to all

ther liabilities of our

f June 30, 1999, the

f our subsidiaries'

e sheet liabilities,

pany liabilities, was

37 billion. Assuming that on
ad entered into our proposed
ility and our subsidiaries



had borrowed $475
secured credit fac
have had approxima
outstanding balanc
million in additio
under that credit
does not restrict
subsidiaries' abil

See "Description of Notes--Subordination."

Expiration of conversion

............. On or after

option, cause the
expire. We may exe
for at least 20 tr
period of 30 conse
including the last
period, the curren
stock exceeded 140
subject to adjustm
circumstances. In
option to cause th
expire, we must is
provide notice to
notes indenture. S
Expiration of Conv

Repurchase at option of
holders upon a change of

control...........

right, subject to
restrictions, to r

or a portion of yo
principal amount t
interest to the re
the repurchase pri
option but subject
certain conditions
stock, valued at 9
sales prices of th
trading days befor
trading day before
However, the subor
likely restrict ou
notes prior to the
amounts outstandin
including both ser
the proposed secur
"Description of No
of Holders Upon a

Global note; Book-entry

system

............... The notes will be

registered form wi
denominations of $
evidenced by a glo
form and without ¢
trustee for the no
Beneficial interes
shown on, and tran
through, records m
participants and i
"Description of No
Transfer, Exchange

Upon a change of ¢
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ersion Rights."
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hereof, plus accrued
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5% of the average closing
e common stock for the five
e and including the third
the repurchase date.
dination provisions would
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tes--Repurchase at Option
Change of Control."

issued only in fully

thout coupons and in minimum
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ts in the global note will be
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ndirect participants. See
tes--Form, Denomination,
and Book-Entry Procedures.



Nasdag National Market symbol
for our common stock.......... LVLT

Absence of a public market

for the notes................. The notes will not be listed on any
securities exchang e or quoted on the Nasdaq
National Market. T he underwriters have advised
us that they inten d to make a market in the
notes. The underwr iters are not obligated,
however, to make a market in the notes, and any
market making may be discontinued at any time
at their sole disc retion without notice. See

"Underwriting."

Use of proceeds................. We will use the ne t proceeds for working
capital, capital e xpenditures, acquisitions
and other general corporate purposes in
connection with th e implementation of our
Business Plan. See "Use of Proceeds."”

Proposed Secured Credit Facility

Certain of our subsidiaries propose to enter ir5d.875 billion secured credit facility that hagbeainderwritten by a syndicate of banks and
other financial institutions. Level 3's guarantée¢hat debt will constitute senior debt. Neithee ttlosing of the proposed secured credit
facility nor the closing of this offering of notesconditioned upon the closing of the other tratiea. See "Description of Other Indebtedness
of Level 3--Proposed Secured Credit Facility."

Risk Factors

See "Risk Factors" beginning on page S-11 of trosgectus supplement to read about important fegiomu should consider before
purchasing the notes.
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Summary Financial Data

The summary financial data presented below as @famthe fiscal years ended the last Saturdayandinber of 1994, 1995, 1996 and 1997
and December 31, 1998 have been derived from L3veludited consolidated financial statements hadotes related to those financial
statements. The summary financial data presentedvlder the six month periods ended June 30, 198819899 and as of June 30, 1999 have
been derived from Level 3's unaudited consolidatetlensed financial statements. In the opinion afiamgement, the unaudited financial
statements have been prepared on the same balsesagited financial statements and include gllsichents, consisting of normal recurring
adjustments, necessary for a fair presentatioheofibhancial position and results of operationsfasuch dates and for such periods. The
following information should be read in conjunctiaith Level 3's audited consolidated financial sta¢nts and the notes related to those
financial statements and Level 3's unaudited canfestigld condensed financial statements and the nelged to those financial statements, all
of which are included in this prospectus supplem8intce the Business Plan represents a signifeogransion of Level 3's communications
and information services business, Level 3 doedalitve that the following information serves as@aningful indicator of Level 3's future

financial condition or results of operations. Le8adxpects to incur substantial net operating k$sethe foreseeable future, and Level 3 may
not be able to achieve or sustain operating piufita in the future.

Six Months Ended

June 30, Fiscal Year Ended (1)
1999 1998 1998 1997 1996 1995 1994
(in mi llions)
Results of Operations:
Revenue............... $ 208 $ 190 $ 392 $ 332% 652$% 580 % 537
Income (loss) from
continuing
operations(2)........ (149) (40) (128 ) 83 104 126 28
Net earnings
((SES]() BIv— (149) 892 804 248 221 244 110
Financial Position:
Total assets.......... 7,350 5,625 2,779 3,066 2,945 4,048
Current portion of
long-term debt....... 6 5 3 57 40 30
Long-term debt, less
current portion(4)... 2,667 2,641 137 320 361 899
Stockholders'
equity(5)........... 3,609 2,165 2,230 1,819 1,607 1,736

(1) In October 1993, Level 3 acquired 35% of thestanding shares of C-TEC Corporation, which shargitled Level 3 to 57% of the
available voting rights of C-TEC Corporation. C-TEGrporation is sometimes referred to in this peasps supplement as "C-TEC." At
December 28, 1996, Level 3 owned 48% of the oudstanshares and 62% of the voting rights of C-TEC.

As a result of the restructuring of C-TEC in 19B&yel 3 owned less than 50% of the outstandingeshand voting rights of each of the three
entities into which C-TEC was divided, and therefaccounted for each entity using the equity mebteginning in 1997. Level 3
consolidated C- TEC in its financial statementsnfrd994 to 1996.

The financial position and results of operationshef construction and mining management busineddasvel 3 have been classified as
discontinued operations due to the March 31, 1988aff of Level 3's construction and mining maragent businesses from its other

businesses. Level 3's construction and mining mamagt businesses are referred to in this prospsap@ement as the "Construction
Group.”
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In 1995, Level 3 dividended its investment in dsnfier subsidiary, MFS Communications Company, im¢he holders of the Class D Stock.
MFS Communications Company, Inc. is sometimes redeto in this prospectus supplement as "MFS." MES&lts of operations have been
classified as a single line item on the statemehéarnings for 1994 and 1995. MFS was consolidateke 1994 balance sheet of Level 3. In
1994, MFS received net proceeds of approximate@03$8illion from the sale of 9 3/8% Senior Discolidtes.

Level 3 sold its energy segment to MidAmerican Bgddoldings Company (formerly known as CalEnergyrpany, Inc.) in 1998 and
classified it as discontinued operations withinfihancial statements. MidAmerican Energy Holdi@smpany is sometimes referred to in
this prospectus supplement as "MidAmerican."

(2) Level 3 incurred significant expenses in coojion with the expansion of its communications afdrmation services businesses in 1998
and 1999.

During 1999, RCN Corporation, sometimes referreih tihis prospectus supplement as "RCN," issueckstoa public offering and for
certain transactions that diluted Level 3's ownigrsfiRCN from 41% at December 31, 1998 to 35%uaeJ30, 1999. The increase in Level
3's proportionate share of RCN's net assets asult of these transactions resulted in a pre-téax gg$111 million for Level 3 in the second
quarter of 1999. Level 3 also recognized a gai$2df million in the second quarter of 1998 relatedtbck transactions of RCN. Level 3
recognized gains of $62 million in 1998 for RCNct@ctivity and $3 million and $59 million in 198Hhd 1994, respectively, for MFS stock
activity.

In 1998, Level 3 acquired XCOM Technologies, Inud &s developing telephone-to-Internet Protocaoek bridge technology. XCOM
Technologies, Inc. is sometimes referred to in pnaspectus supplement as "XCOM." Level 3 originadicorded a $115 million
nondeductible charge against earnings for the wefftef in-process research and development acduir¢he transaction.

In October 1998, the SEC issued new guidelinesdbring acquired research and development whicle wpplied retroactively.
Consequently, Level 3 reduced the charge by $8komih 1998, which also increases goodwill by tmeresponding amount. The goodwill
associated with the XCOM transaction is being ainedtover a five-year period.

Level 3 believes that its resulting charge for aesk and development conforms to the SEC's expregsgdelines and methodologies.
However, the SEC may require additional adjustments

In 1998, Cable Michigan, Inc. was acquired by Awval@able of Michigan, Inc. Level 3 received approately $129 million for its shares of
Cable Michigan, Inc. in the acquisition and recagudia pre-tax gain of approximately $90 milliorthe fourth quarter of 1998.

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

Level 3 also recognized in 1998 an after-tax g&i$324 million on the sale of its energy segmer¥itdAmerican.

(4) In 1998, Level 3 issued $2 billion of 9 1/8% ke notes due 2008 and $834 million principal antaat maturity of 10 1/2% senior
discount notes due 2008. The issue price of th&/2% senior discount notes was approximately 60%h@principal amount at maturity.

(5) In March 1999, Level 3 received approximatelySbillion of net proceeds from the sale of 2818ion shares of its common stock.
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Ratio of Earnings to Fixed Charges
Our ratio of earnings to fixed charges for eacthefperiods indicated was as follows:

Six Months Ended

June 30, Fiscal Year Ende d
1999 1998 1998 1997 1996 1995 1994
- 1.40 - 5.73 3.87

For this ratio, earnings consist of earnings (I&&sfpre income taxes, minority interest and disomsd operations plus fixed charges
excluding capitalized interest. Fixed charges irdfiinterest expensed and capitalized, plus tégm of rent expense under operating
leases deemed by us to be representative of tegttfactor, plus, prior to September 30, 1998fepred stock dividends on preferred stock
of our former subsidiary, MFS. We had deficien@égarnings to fixed charges of $201 million foe $ix months ended June 30, 1999, $36
million for the fiscal year ended 1998, $32 millifor the fiscal year ended 1995 and $42 milliontfa fiscal year ended 1994.
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RISK FACTORS
Before you invest in the notes, you should cargfadinsider the following risks.
We are dependent on our new Business Plan thasrfi Internet Protocol technology

The current status of our Business Plan makes atiauof its risks and rewards extremely difficaitd speculative. The Business Plan
depends upon a shift in providing communicationgises over Internet Protocol based networks imstédahe traditional public-switched
networks. Our strategy assumes that the techndlagywe and others have developed solves the pnsbteirrently associated with Internet
Protocol based applications and will scale for didployment, and that others will continue to depetew uses and applications for Internet
Protocol based networks. The success of our BusiPkes) depends on other assumptions as well, suctiraability to use open, non-
proprietary interfaces in our network software aaddware that allow us to buy equipment in therifoom multiple vendors. Finally, we
must generate substantial traffic volume at acddptarices on our network in order to realize thécpated operating efficiencies and cost
benefits of the network.

Substantial operating losses are expected foroffeséeable future

The development of our Business Plan requiresfiigni capital expenditures. We expect to incuargé portion of these capital expenditt
before we receive any significant related reveritgra our Business Plan. Because of these capipareditures and the related early opere
expenses, we expect substantial negative opereasigflow and net losses for the foreseeable fukoe1998, we incurred a loss from
continuing operations of $128 million and for tlve months ended June 30, 1999, we incurred a less €ontinuing operations of $149
million. We expect our operating losses for theefmeable future to be substantially higher. We neaer establish a significant customer
base for our communications and information ses/lmgsiness, and even if we do, we may continuagtam substantial negative operating
cash flow and net losses as a result of low pracdsgher costs.

Since our Business Plan is a significant expansfaur communications and information services ibeis$, we believe that our historical
financial results will not provide investors withmaaningful indicator of our future financial cotidn or results of operations.

A failure to finance our substantial capital reguiients could adversely affect our Business Plan

The implementation of our Business Plan and ouityld meet our projected growth depends on ollitgtio secure substantial additional
financing. We estimate that the implementationwfBusiness Plan, as currently contemplated, requietween $9 and $11 billion over the
10-year period of the plan. However, the amourgdtfitional financing we need could be higher thancwrrently estimate. The
implementation of our Business Plan and our fufim@ncial results could be adversely affected ifave unsuccessful in obtaining required
financing through:

. raising debt or equity capital at the times wechen terms that we consider acceptable;
. generating cash flow from our operations; and
. offering others fiber optic capacity on our netlwor access to our conduits.

If we fail to obtain the required financing, we miag required to delay or abandon some of our fugxpansion or spending plans. Our
existing level of debt and its terms may limit @lility to raise additional capital and otherwisstrict our activities. In addition, if our
operations do not produce positive cash flow itisieht amounts to pay our financing obligationsr €uture financial results and our ability
to implement our Business Plan will be materiatig adversely affected.
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Difficulties in constructing our network could irease its estimated costs and delay its schedufagletion

The construction, operation and any upgrading ofnetwork is a significant undertaking. Adminisivat technical, operational and other
problems that could arise may be more difficulattliress and solve due to the significant size antpbtexity of the planned network. We are
also dependent on timely performance by tipiadty suppliers and contractors. In addition, im@atr aspects of our network, such as voice
fax capability, will rely on technology that is the development stage or that is largely comméyaisdproven. This new technology also n
not be compatible with existing technology. Manytleése factors and problems are beyond our cortsoh result, the entire network may
be completed as planned for the cost and in the fieme that we currently estimate. We may be ri@dieadversely affected as a result of
any significant increase in the estimated coshefrtetwork or any significant delay in its anti¢dgghcompletion.

After its initial completion, future expansions aadiaptations of our network's electronic and saw@mponents may be necessary in order
to respond to:

. a growing number of customers;

. increased demands by our customers to transrggdamounts of data;
. changes in our customers' service requirements; a

. technological advances by our competitors.

Any expansion or adaptation of our network willuegg substantial additional financial, operatioaatl managerial resources. If we are un
to expand or adapt our network to respond to tdeselopments on a timely basis and at a commeyadisonable cost, then our business
will be materially adversely affected.

A failure to commercially deploy satisfactory voigefax technology for Internet Protocol networksild adversely affect our business

We and others have developed technology that weueelill avoid the need for customers on a privaternet Protocol based network to
dial access codes or follow other special procedtgrénitiate a voice or fax call. This technoldggs not been commercially deployed yet,
problems with it may be discovered as it is furttested and deployed. For example, it may not bble for our network. Our efforts to
commercially deploy this technology in a timely manand at an acceptable cost may not be succeastusuch a failure could have a
material adverse effect on us. To date, Internetaol voice telephony using the public Internet hbso had significant problems with
quality, latency, reliability and security. Untileabegin commercially deploying our voice or faxefdlony services, we cannot predict whe
our plans for solving these problems will work.

The commercial deployment of our voice and faxpktay services also requires that we develop @Btsiness support systems. Our fai
to develop these business support systems couddraadverse effect on the timing of the commetaiaich of these services.

Our Business Plan requires the development of taflebusiness support systems to implement custonters and to provide and bill for
services

Our Business Plan depends on our ability to deveftgrtive business support systems. This is a toatpd undertaking requiring significe
resources and expertise and support from third/pemndors. Business support systems are needed for:

. implementing customer orders for services;
. provisioning, installing and delivering thesevsees; and
. monthly billing for these services.
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Since our Business Plan provides for rapid growtthe number and volume of products and servicesfiee, we need to develop these
business support systems on a schedule suffi@eneet our proposed service rollout dates. In amditve will require these business supj
systems to expand and adapt with our rapid growtk. failure to develop effective business suppystesns could have a material adverse
effect on our ability to implement our BusinessrPla

We may be unable to hire and retain sufficient ifjeal personnel; the loss of any of our key exa@ubfficers could adversely affect us

We believe that our future success will dependiigé part on our ability to attract and retain higtkilled, knowledgeable, sophisticated and
qualified managerial, professional and technicas@enel. To implement our Business Plan, we neddte a substantial number of
additional employees. We have experienced sigmificampetition in attracting and retaining persdnwigo possess the skills that we are
seeking. As a result of this significant competitisve may experience a shortage of qualified pemlo®ur businesses are managed by a
small number of key executive officers, particyfatames Q. Crowe, Chief Executive Officer, R. DasdgBradbury, Chief Financial Officer,
and Kevin J. O'Hara, Chief Operating Officer. Thssl of any of these key executive officers coulketmmaterial adverse effect on us.

Inability to manage effectively our planned rapighansion could adversely affect our operations

Our Business Plan contemplates rapid expansionrabasiness for the foreseeable future. This gramithincrease our operating complexity
and require that we, among other things, rapidly:

. expand our employee base with highly skilled pensl;

. develop, introduce and market new products andcsss;

. integrate any acquired operations and joint westu

. develop financial and management controls antéBys and
. control expenses related to our Business Plan.

The significant size and complexity of our planmetwork and planned rate of expansion will makadre difficult to satisfy these
requirements. Our failure to satisfy any of themguirements, or otherwise manage our growth effelsti could have a material adverse ef
on us.

If we were to make strategic investments, acquisgior joint ventures, our resources and managetinemcould be diverted and we may be
unable to integrate them successfully with ourtéxgsnetwork and services.

Burdensome peering and transit arrangements lieshitjher costs

Peering agreements with Internet service providlosv us to access the Internet and exchange triamgiree with these providers. Recently,
many Internet service providers that previousletl peering have reduced or eliminated peerimgioeships or are establishing new, more
restrictive criteria for peering. The costs of sipayments could have a material adverse effectun margins for our products that require
Internet access. Currently we pay transit paymeittsrespect to a portion of our Internet trafficttvo of the largest Internet access provic

We must obtain and maintain permits and rights-af+to develop our network

Although we have secured 100% of the rights-of-wemyuired for our planned North American intercigtwork, the operation of our network
requires that we obtain many local franchises ahdrgpermits. We also must obtain rights to usesogrdbund conduit and aerial pole space
and
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other rights-of-way and fiber capacity. The proaafssbtaining these franchises, permits and rightsne consuming and burdensome. If we
are unable, on acceptable terms and on a timelg,laobtain and maintain the franchises, peranits rights needed to implement our
Business Plan, the buildout of our network couldrizerially adversely affected. In addition, thea&llation or non-renewal of the
franchises, permits or rights we do obtain couldemally adversely affect us.

Termination of relationships with key suppliers ktbcause delay and costs

Until we complete the company-owned portion of network, we will lease substantially all of ourentity communications capacity in
North America, Europe and possibly elsewhere. Assalt, we will be dependent on the providers & dapacity. In addition, we intend
lease a significant amount of capacity from localrenge carriers to connect our customers to aemgey sites. We are also dependent on
third-party suppliers for substantial amounts béfi conduit, computers, software, switches/rowdarsrelated components that we will
assemble and integrate into our network. If anthese relationships is terminated or a suppliés faiprovide reliable services or equipment
and we are unable to reach suitable alternatiangements quickly, we may experience significatdydeand additional costs. If that
happens, we could be materially adversely affected.

Our industry is highly competitive with participarthat have greater resources and existing cussomer

The communications and information services inguisthighly competitive. Many of our existing andtential competitors have financial,
personnel, marketing and other resources significgneater than ours. Many of these competitorsehthe added competitive advantage of
an existing customer base. In addition, signifigeew competitors could arise as a result of:

. increased consolidation and strategic alliancdke industry resulting from recent Congressi@mal FCC actions;
. allowing foreign carriers to compete in the Lntarket;

. further technological advances; and

. further deregulation and other regulatory inities.

If we are unable to compete successfully, our ssircould be materially adversely affected.

Rapid technological changes can lead to furtherpstition

The communications and information services inguistisubject to rapid and significant changes ahntwlogy. In addition, the introduction
new products or technologies may reduce the cascogase the supply of certain services similahtse that we plan to provide. As a res
our most significant competitors in the future nte@ynew entrants to the communications and infoonatervices industry. These new
entrants may not be burdened by an installed blagetdated equipment. Technological changes andethidting competition on our
operations could have a material adverse effectson

Increased industry capacity and other factors ctaad to lower prices for our products and services

There are currently three U.S. long distance fdyic networks that are owned by each of AT&T, MEORLDCOM and Sprint, as well as
numerous local networks. Others, including Qwesn@uinications International Inc., IXC Communicatiphee. and Williams
Communications Group, Inc., are deploying additioreworks that use advanced technology simildh&b of our network. These networks
offer significantly more capacity than is currendlyailable in the marketplace. This
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additional capacity may cause significant decreas#® prices for services. Prices may also dedliwe to capacity increases resulting from
technological advances and strategic alliance$) asdong distance capacity purchasing alliancemngmegional Bell operating companies.
These price declines may be particularly severecént trends causing increased demand for capaaith as Internet usage, change. Rapid
growth in the use of the Internet is a recent phawon, and may not continue at the same rate.dsetecompetition has already led to a
decline in rates charged for various telecommuitnatservices.

We are subject to significant regulation that caelidnge in an adverse manner

Communications services are subject to significagtlation at the federal, state, local and intiéonal levels. These regulations affect us
our existing and potential competitors. Delaysdeeiving required regulatory approvals, completirigrconnection agreements with
incumbent local exchange carriers or the enactwfeméw and adverse regulations or regulatory reguémnts may have a material adverse
effect on us. In addition, future legislative, jcidi, and regulatory agency actions could have teriah adverse effect on us.

Recent federal legislation provides for a significderegulation of the U.S. telecommunications stdy including the local exchange, long
distance and cable television industries. Thisslagjion remains subject to judicial review and &ddal FCC rulemaking. As a result, we can
not predict the legislation's effect on our futoperations. Many regulatory actions are under waare being contemplated by federal and
state authorities regarding important items. Ttegm®ns could have a material adverse effect on us.

Canadian law currently does not permit us to affawices in Canada

Ownership of facilities that originate or terminataffic in Canada is currently limited to Canadizarriers. This restriction will block our
entry into the Canadian market unless appropriagégements can be made to address it.

Potential regulation of Internet service provideossld adversely affect our operations

The FCC has to date treated Internet service peosids enhanced service providers. Enhanced s@nagilers are currently exempt from
federal and state regulations governing commonerartincluding the obligation to pay access chaayed contribute to the universal service
fund. The FCC is currently examining the statugntérnet service providers and the services theyige. If the FCC were to determine that
Internet service providers, or the services theyide, are subject to FCC regulation, including pagment of access charges and contribi
to the universal service funds, it could have aemaltadverse effect on us.

The FCC has also been considering whether locekcsiare obligated to pay compensation to eachrdtr the transport and termination of
calls to Internet service providers when a locdllisplaced from an end user of one carrier tdraernet service provider served by the
competing local exchange carrier. Recently, the E€@rmined that it had no rule addressing irtarrier compensation for these calls. In
absence of a federal rule, state commissions nezy ebt to require payment of compensation forelezdls. The FCC also released for
comment alternative federal rules to govern comgigms for these calls in the future. If state cossians, the FCC or the courts determine
that inter-carrier compensation does not applyj@a;, including us, may be unable to recover thegts or will be compensated at a
significantly lower rate and may be required taref compensation previously paid.

Network failure or delays and errors in transmissiexpose us to potential liabili

Our network will use a collection of communicatiatgipment, software, operating protocols and petgny applications for the high speed
transportation of large quantities of data among
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multiple locations. Given the complexity of our posed network, it may be possible that data willds¢ or distorted. Delays in data delivery
may cause significant losses to a customer usingetwork. Our network may also contain undetedesign faults and software bugs that,
despite our testing, may be discovered only aftemetwork has been installed and is in use. Tihgdaof any equipment or facility on the
network could result in the interruption of custaraervice until we effect necessary repairs omihseplacement equipment. Network
failures, delays and errors could also result fratural disasters, power losses, security breaatm@somputer viruses. These failures, faults
or errors could cause delays, service interruptiergose us to customer liability or require expenmodifications that could have a material
adverse effect on our business.

Intellectual property and proprietary rights of &tk could prevent us from using necessary techpdtogrovide Internet Protocol voice
services

While we do not know of any technologies that aatepted by others that we believe are necessansftw provide Internet Protocol voice
services, this necessary technology may in fagtatented by other parties either now or in thertutif this technology were held under
patent by another person, we would have to negadidicense for the use of that technology. We naybe able to negotiate such a license at
a price that is acceptable to us. The existenseicti a patent, or our inability to negotiate arlgmfor any such technology on acceptable
terms, could force us to cease using the technaagyoffering products and services incorporativggtechnology.

Our subsidiaries must make payments to us in dodars to make payments on the notes

We are a holding company with no material assétsrdhan the stock of our subsidiaries. Accordinglg depend upon cash payments from
our subsidiaries to meet our payment obligatiomduiding our obligation to pay you as a holder offies. Our subsidiaries may not generate
earnings sufficient to enable us to meet our payrokligations. Future debt agreements of our sudnsés$, including the proposed secured
credit facility, likely will impose significant resctions on the ability of our subsidiaries to reakistributions or other payments to us.

The notes will rank below our existing and futuemisr debt, and we may be unable to repay our atidigs under the notes

The notes will be unsecured and subordinated It B§ payment to all of our existing and future isemlebt, including both issues of our
outstanding senior notes and our guaranty of bangswunder our proposed secured credit facilitycdBse the notes are subordinate to our
senior debt, in the event of:

. our bankruptcy, liquidation or reorganization,
. the acceleration of the notes due to an evedefsult under the indenture, and
. certain other events,

we will make payments on the notes only after weetsatisfied all of our senior debt obligationsefigfore, we may not have sufficient as:
remaining to pay amounts on any or all of the nodasuming that on June 30, 1999 we had enterecbimt proposed secured credit facility
and our subsidiaries borrowed $475 million, we widuhve had $3.006 billion of outstanding seniortdieleluding $475 million of our
subsidiaries' debt guaranteed by us, and our sahisisl would have had $900 million in additionattoavings available under that credit
facility guaranteed by us on a senior basis. Ooppsed secured credit facility will be secured blystantially all of our assets and, subject to
certain exceptions, all of the assets of our wholined domestic subsidiaries.

In addition, all payments on the notes will be pbdkd in the event of a payment default on sedelt obligations and may be prohibited in
the event of some non-payment defaults accorditigederms of the notes and our senior debt olitigstt
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Because the notes are structurally subordinatéltktobligations of our subsidiaries, you may nofudly repaid if we become insolvent

Substantially all of our operating assets are delectly by our subsidiaries. Holders of any preddrstock of any of our subsidiaries and
creditors of any of our subsidiaries, includingdeacreditors, have and will have claims relatingh®assets of that subsidiary that are senior
to the notes and each issue of our existing sewitas. As a result, the notes and each issue ahasting senior debt are structurally
subordinated to the debt, preferred stock and atbkgations of our subsidiaries. Holders of théaischave no claim to the assets of any o
subsidiaries. Assuming that on June 30, 1999 dosidiaries borrowed $475 million under our proposedured credit facility, our
subsidiaries would have had approximately $1.51®biin aggregate indebtedness and other baldmeetdiabilities, excluding intercompa
liabilities, and $900 million in additional borromgs available under that credit facility.

We have substantial existing debt and expect torisgbstantial additional debt, so we may be unibfake payments on the notes

Assuming that on June 30, 1999 we had completedffbang of the notes and our subsidiaries bor®475 million under the proposed
secured credit facility, we would have had appratietly $3.898 billion of indebtedness, and our dlibsies would have had $900 million in
additional borrowings available under that creddility. Our indentures and our proposed secureditfacility permit us to incur substantial
additional debt, and we fully expect to borrow gahsal additional funds, which may include secupedowings, in connection with
implementing the business plan. A substantial le¥elebt makes it more difficult for us to repayuy@ll our existing debt will, and our futu
debt may, mature prior to the notes.

We may be unable to generate cash flow from whoalhake payments on the notes

We had deficiencies in our ratios of earnings xedi charges of approximately $201 million for theraonths ended June 30, 1999 and
approximately $36 million for the fiscal year ende2b8. We expect to incur substantial net operdtieges for the foreseeable future. We
may not become profitable or sustain profitabilitythe future. Accordingly, we may not have suffiti funds to make payments on the notes.

Future additional debt that we incur in implemegtour Business Plan may have a negative effecuofirmancial flexibility and stability

Our Business Plan will require us and our subsigiatio incur substantial amounts of additional btddness in the future. The extent to wil
we incur additional debt, and the restrictive aindricial covenants that we will be subject to, Wwalve important consequences to the holders
of the notes. These include the following:

. a potential impairment of our ability to obtaitditional financing for the Business Plan, inclglfimancing necessary to fund the substantial
net losses incurred in connection with the Busiridas;

. the requirement that a substantial portion ofaagh flow from operations must be dedicated tqthanent of debt service, thus reducing
funds available for the Business Plan; and

. potential limits on our ability to adjust rapidly changing market conditions and vulnerabilitghie event of a downturn in general econc
conditions or in the communications and informasenvices business.
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If an event constituting a change in control of &e¥ occurs, we may be unable to purchase the gotekold, even if they are validly
tendered

Upon the occurrence of certain change of contrehés; we must make an offer to purchase all oudstgmotes at a purchase price equal to
100% of the principal amount of the notes, plugaed interest. We may not have sufficient fundpag the purchase price for all notes
tendered by holders seeking to accept the offputohase. In addition, the indentures relatingatthéssue of our existing senior notes, the
proposed secured credit facility and our other dgipeements may require us to repurchase or répagther debt upon a change in control or
may prohibit us from purchasing any notes befoedr tstated maturity, including upon a change ofta@nOur failure to purchase all validly
tendered notes would result in an event of defander the indenture. See "Description of Notes-ébawnts-Repurchase at Option of Holdt
Upon a Change of Control."

Our Year 2000 compliance efforts may not succeed RKS Systems Integration LLC may have liabilignfi its Year 2000 customer
projects

We are conducting a review of our computer systémetyding the computer systems used in our conputesourcing business, to identify
systems that could be affected by the Year 200@cben issue. We are also developing and implemgrtiplan to resolve the issue. If any
required plan to resolve the Year 2000 problenmisugcessful, however, that result could have anmhtverse effect on us. Until our
review is completed and our plans are developeccantpleted, we cannot predict with certainty whethe cost of resolving the Year 2000
issue will be material.

Our significant suppliers and customers, includimgse of our computer outsourcing business, maypadtear 2000 compliant in a timely
manner and any noncompliance of these systems bawlkela material adverse effect on us.

PKS Information Services, Inc., derives a subsaéhptrtion of its revenue from projects that itbsidiary, PKS Systems Integration LLC,
conducts involving Year 2000 assessment and reiwovagrvices. These activities of PKS Systems expesto potential risks that may
include problems with services provided by PKS &yst to its customers and the potential for clairisrg under PKS Systems' customer
contracts. PKS Systems' attempts to contractuatly its exposure to liability for Year 2000 comgatice issues may not be effective. See
"Management's Discussion and Analysis of Finarn€midition and Results of Operations--Year 2000-eJ8@, 1999."

Foreign currency exchange rate fluctuations ortregieon could result in losses

Our international expansion will cause our resofteperations and the value of our assets to leetafl by the exchange rates between the
U.S. dollar and the currencies of the additionairtdes in which we have operations and assetsonme of these countries, prices of our
products and services will be denominated in aetuay other than the U.S. dollar. As a result, wg merience economic losses solely as a
result of foreign currency exchange rate fluctuatidncluding a foreign currency's devaluation agaihe U.S. dollar. We may also in the
future acquire interests in companies that openateuntries where the removal or conversion ofeney is restricted. In addition, similar
restrictions could be imposed in countries wherecargduct business after we begin our operations.

Environmental liabilities from our historical op&mns could be material

Our operations and properties are subject to a wadety of laws and regulations relating to enmirental protection, human health and
safety. These laws and regulations include thosearaing the use and management of hazardous anbazardous substances and wastes.
We
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have made and will continue to have to make sicguifi expenditures relating to our environmental gitance obligations. We may not at all
times be in compliance with all these requirements.

In connection with certain historical operationg are a party to, or otherwise involved in, legalgeedings under state and federal law
involving investigation and remediation activit@sapproximately 110 contaminated properties. Wedcbe held liable, jointly and several
and without regard to our own fault, for such irtigegtion and remediation. The discovery of addigloenvironmental liabilities related to our
historical operations or changes in existing envinental requirements could have a material ad\effset on us.

Significant future declines in cash flow from coglerations

More than half of our net revenues for 1998 wetébaitable to our coal mining operations. The levetash flows generated in recent peri
by our coal operations will not continue after ylear 2000. These cash flow levels will decreasabse the delivery requirements under our
current long-term contracts decline significantifeathat date. Moreover, without those contragts,coal mining operations would not be
able to operate profitably by selling their prodoston the spot markets. A substantial majoritpof coal mining revenues are provided by
three customer contracts.

Potential liabilities and claims arising from owat operations could be significant

Our coal operations are subject to extensive lawdsragulations that impose stringent operationaintenance, financial assurance,
environmental compliance, reclamation, restorasiod closure requirements. These requirements iachmkse governing air and water
emissions, waste disposal, worker health and safetyefits for current and retired coal miners, atigér general permitting and licensing
requirements. We may not at all times be in cormgkawith all of these requirements. Liabilitiesctaims associated with this non-
compliance could require us to incur material costsuspend production. Mine reclamation costseRaeed our reserves for these matters
also could require us to incur material costs.

Anti-takeover provisions in Level 3's charter andldws could limit our share price and delay a geof management

Our certificate of incorporation and by-laws contprovisions that could make it more difficult arem prevent a third party from acquiring
our company without the approval of our incumbedrd of directors. These provisions, among othiagth

. divide our board of directors into three classdt) members of each class to be elected in staggaree-year terms;

. prohibit stockholder action by written consenplace of a meeting;

. limit the right of stockholders to call speciateatings of stockholders;

. limit the right of stockholders to present proglesor nominate directors for election at annuagtings of stockholders; and
. authorize our board of directors to issue prefitstock in one or more series without any actiothe part of stockholders.

These provisions could limit the price that investmight be willing to pay in the future for shamfsour common stock and significantly
impede the ability of the holders of our commorcktto change management. In addition, we have adappoison pill rights plan, which f
anti-takeover effects. Our rights plan, if trigggrevill cause substantial dilution to a person @ugp that
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attempts to acquire our company on terms not aggordy our board of directors. Provisions and agesgsthat inhibit or discourage
takeover attempts could reduce the market valwaptommon stock.

Sales of a large number of shares by Level 3 atbgkholders could depress our stock price

The market price of our common stock could drop assult of sales of a large number of our shardisd public market after the offering.
The perception that sales may occur could havedhe results. We will be subject to a 90 day blaskperiod following the date of this
prospectus supplement. During this black-out penaslare not allowed to issue additional commouglkstyr securities convertible into
common stock except in limited circumstances oesmkhe underwriters consent. One exception allmae issue additional stock in
connection with acquisitions. A second exceptiopliag if we are included in a major market index.

Our officers and directors will not be subject tty dock-up provision. Additional shares are issealohder our benefit program depending on
the extent to which our stock outperforms the S&B By either rising at a higher rate or fallingadbwer rate. The number of such shares
would be issued is based on a multiplier relateldos much our stock outperforms the S&P 500.

There may be no public market for the notes, sorgay be unable to sell the notes

The notes are a new issue of securities for whiehetcurrently is no established trading markehdlgh the underwriters have advised us
that they intend to make a market in the noteg, tfae no obligation to do so and may discontimyeraarket making at any time without
notice. In addition, any market making activity Mie subject to the limits imposed by the Secwsif\et and the Exchange Act. As a result, a
market for the notes may not develop or, if it dJoray not be maintained.

Various factors could have a materially adverseafbn the trading price of the notes, including fddlure of an active market to develop and
fluctuations in the prevailing interest rates. tludion, our operating results and prospects cénaich time to time be below the expectations
of public market analysts and investors, which dadversely affect public perception of our creditininess and, therefore, the trading price
of the notes. The trading price of the notes caildd be significantly affected by the market pé®ur common stock, which has fluctuated
significantly since it has been publicly traded amaly continue to do so in the future.

If you convert any notes, the value of the comntorksyou will receive may fluctuate significantly

Since our common stock has been publicly tradsdnérket price has fluctuated significantly and roagtinue to do so in the future.
Significant fluctuations in the market price of @m@mmon stock may occur in response to variousfaend events, including, among other
things:

. the depth and liquidity of the trading market éorr common stock;

. quarterly variations in actual or anticipated rpi@g results;

. changes in estimates by securities analysts;

. market conditions in the communications and imfation services industry;
. announcements and performance by competitors;

. regulatory actions; and

. general economic conditions.

We do not anticipate that we will pay cash divideod our common stock

We do not currently plan to pay any cash dividemd®ur common stock in the foreseeable futuredtfitaon, our indentures and proposed
secured credit facility contain limits on our afyilto declare and pay cash dividends.
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Certain Foreign Holders may be subject to adver&e féderal income tax consequences

We may be or may become a "United States real pgopelding corporation” (a "USRPHC") for U.S. fedkincome tax purposes. Genere

if we have been, are or become a USRPHC and tles moé considered to be "regularly traded" undpliGgble U.S. Treasury Regulations,
then a Foreign Holder (as defined under "CertaiitddnStates Tax Considerations") who owns or haseglwactually or constructively, at &
time during the five year period ending on the dxtdisposition or conversion, more than 5% oftibtal fair market value of the notes
outstanding during that period may be subject teeesk U.S. federal income tax consequences uppodi®n or conversion of a note.
Additionally, it is possible that a Foreign Holdbat initially owns 5% or less of the total fair rket value of the notes may subsequently be
considered to own more than 5% of the total fairkeavalue of the notes due to other holders' crsioe of notes into common stock. See
"Certain United States Tax Considerations--Foré¢igiders."

INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

This prospectus supplement contains or incorpotatasference forward- looking statements. Thesedod-looking statements include,
among others, statements concerning:

. the Business Plan, as defined, its advantagesanstrategy for implementing the Business Plan;

. anticipated growth of the communications andrimi@tion services industry;

. plans to devote significant management time auital resources to our business;

. expectations as to funding our capital requiretsien

. anticipated dates on which we will begin provgliertain services or reach specific milestondhérBusiness Plan; and

. other statements of expectations, beliefs, fubleas and strategies, anticipated development®t#ned matters that are not historical facts.

You should be aware that these forward-lookingestaints are subject to risks and uncertaintiesydig financial, regulatory,
environmental, industry growth and trend projecsiaihat could cause actual events or results terdifaterially from those expressed or
implied by the statements. The most important factioat could prevent us from achieving our stgals include, but are not limited to, our
failure to:

. achieve and sustain profitability based on tleation and implementation of our advanced, inténat, facilities based communications
network based on Internet Protocol technology;

. overcome significant early operating losses;

. produce sufficient capital to fund the BusineEnP

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

. install on a timely basis the switches/routeisf optic cable and associated electronics reddoesuccessful implementation of the
Business Plan;

. successfully complete commercial testing of aiftssvitch technology for voice and fax transmisséemvices;
. hegotiate new and maintain existing peering agesds; and

. develop and implement effective business suppa@tems for processing customer orders and praovigjo
For a discussion of certain of these factors, Rek'Factors" on page S- 11.
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USE OF PROCEEDS

Our net proceeds from this offering are estimateldet $727.9 million, or $837.3 million if the undeiters' over-allotment option is exercised
in full, after deducting estimated underwritingatisnts and expenses. The net proceeds will befasagbrking capital, capital expenditures,
acquisitions and other general corporate purpasesrinection with the implementation of the Busikgan. Although we evaluate potential
acquisitions from time to time, we have no agreamemninderstanding with any person to effect anyemia acquisition.

Pending this utilization, we intend to invest thed proceeds of this offering in short-term investise
COMMON STOCK PRICE RANGE AND DIVIDENDS

Our common stock is quoted on the Nasdaq Natioraak®t under the symbol "LVLT." It began trading the Nasdaq National Market on
April 1, 1998, the day following the split-off dfi¢ Construction Group from our other businesses.t@hble below sets forth, for the calendar
guarters indicated, the high and low per shararaosale prices of our common stock as reportethbyNasdaq National Market. The prices
set forth in the table have been adjusted to reftextwo-for-one split of our common stock effettes a stock dividend in August 1998.

High Low
Year Ended December 31,1998 e e
Second Quarter (from April 1, 1998).......cccc... . L. $37.13 $24.00
Third Quarner.......ccoeccvviiiieeeeees 42.13 29.78
Fourth Quarter......ccccovcvvevvevveneeeeeeieee 43.13 24.00
Year Ended December 31, 1999
FirstQuarter......ccoovvvvveviiiiieeeeeees 72.81 39.75
Second QUANer....cccccveeeeeveveiiiiiiieeeeee 93.06 60.06
Third Quarter (through September 3, 1999).......... . ... 67.88 46.88

On September 3, 1999, the closing price per sifasaraccommon stock was $65.50. We urge you to altairent market quotations of our
common stock before making any decision with resfzean investment in the notes.

We intend to retain future earnings for use inlouginess, and we do not anticipate paying any dastlends on our common stock in the
foreseeable future. In addition, we are effectivelstricted under certain debt covenants from gagash dividends on our common stock.
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CAPITALIZATION

The following table sets forth the consolidateditzdization of the Company as of June 30, 1999thatl capitalization as adjusted to give
effect to the net proceeds from this offering, asisig no exercise of the underwriters' over-allottragstion.

J une 30, 1999 (unaudited)

Actual As Adjusted

(dollars in millions)

Cash and marketable securities................... $ 4,178 $ 4,906
Current portion of long-term deb; ................ $ 6 $ 6
Long-term debt, less current por;ion ............. $ 2,667 $ 2,667
Notes offered under this prospectus supplement... - 750
Total long-term debt, less currt;nt portion.... 2667 1;417

Stockholders' equity
Preferred stock, $.01 par value; authorized
10,000,000 shares; no shares outstanding,
actual and as adjusted..............ccueeee.. - -
Common Stock, $.01 par value; authorized
1,500,000,000 shares; 339,616,599 shares

outstanding, actual and as adjusted........... 3 3
Additional paid-in capital..................... 2,372 2,372
Accumulated other comprehensive loss........... (20) (20)
Retained earnings........cccccccveeeeevennenns 1,244 1,244
Total stockholders' equity................... 3,609 3,609
Total capitalization................ccccevvenn. $6,276 $ 7,026

Certain Level 3 subsidiaries propose to enter@$d.375 billion senior secured credit facilitytthas been underwritten by a syndicate of
banks and other financial institutions. The créaliflity will consist of a $450 million tranche A&tm loan facility, a $275 million tranche B
term loan facility and a $650 million revolving diefacility. The revolving credit facility and theanche A term loan facility mature eight
years after the date of the proposed credit agregrard the tranche B term loan facility matureslanuary 15, 2008. Level 3 expects tha
subsidiaries will borrow $475 million under theseifities at the closing of the proposed secureditfacility. The proposed secured credit
facility is currently in general syndication andsisbject to customary conditions for a transactibthis type, including completion of
definitive documentation and finalization of terarsd conditions. Level 3 expects to close the pregagcured credit facility by the end of
September 1999. Neither the closing of the propesedred credit facility nor the closing of thi$eving of notes is conditioned upon the
closing of the other transaction. The previousddtas not been adjusted to give effect to any bangs under the proposed secured credit
facility.

All obligations under the revolving credit facilityill be secured by substantially all of the assétsevel 3 and, subject to certain exceptions,
all of its wholly owned domestic subsidiaries (atttean the borrower under the term loan faciliti€)ch assets will also secure a portion of
the term loan facilities in an amount equal to $t@illion plus, with certain exceptions, the undrammount of the revolving credit facility.
Additionally, all obligations under the term loaaxcflities will be secured by the equipment thattischased with the proceeds of the term |
facilities and the lease rentals derived from #aesé of such equipment by the Company's operaiilvgjdiaries. The Company and, subject to
certain exceptions, all its domestic subsidiarggkdr than the borrower under the term loan faedjtwill guarantee all obligations under the
revolving credit facility. The Company and, subjexrtertain exceptions, all its domestic subsiémxwill guarantee all obligations under the
term loan facilities. See "Description of Other éhtedness of Level 3--Proposed Secured Creditifydtil
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the Compa/Nhen used in this document, the words "antteijdbelieve,"” "estimate" and "expe
and similar expressions, as they relate to the @Gomypr its management, are intended to identifwéwdlooking statements. Such statem
reflect the current views of the Company with rete future events and are subject to certairsrighcertainties and assumptions. Should
one or more of these risks or uncertainties mdizgizor should underlying assumptions prove inectiractual results may vary materially
from those described in this document. For a metaikkd description of these risks, please se&k"Régtors" and "Information Regarding
Forward-Looking Statements."

Recent Developments
BusinessNet Ltd. Acquisition

On January 5, 1999, Level 3 acquired BusinessNet htleading London- based Internet service pevid a largely stock-for-stock
transaction valued at $12 million and accountedafoa purchase. After completion of certain adjesiis, the Company agreed to issue
approximately 400,000 shares of common stock artigfamillion in cash in exchange for all of theugd and outstanding shares of
BusinessNet's capital stock. Of the approximatély,d00 shares Level 3 agreed to issue in connegdithrthe acquisition, approximately
150,000 shares of its common stock have been plietgieevel 3 to secure certain indemnification gations of the former BusinessNet
stockholders. The pledge of these shares will teatei approximately 18 months from the transactie.dLiabilities exceeded assets
acquired, and goodwill of $16 million was recogniZeom the transaction which is being amortizedrdixe years.

Common Stock Offering

Level 3 filed a "universal" shelf registration satent covering up to $3.5 billion of common stquieferred stock, debt securities and
depository shares that became effective Februgrga99. On March 9, 1999 the Company closed theriofj of 28,750,000 shares of its
common stock through a public offering. The netcpexs from the offering of approximately $1.5 bitlj after underwriting discounts and
offering expenses, will be used for working capitalpital expenditures, acquisitions and other ggr@rporate purposes in connection with
the implementation of the Business Plan.

Increase in Authorized Shares Outstanding

On February 25, 1999, the Company's Board of Dorscipproved an increase in the number of autttbshares of common stock from 500
million to 1 billion. On April 12, 1999, the Boawf Directors approved a further increase in the benof authorized shares of common stock
by 500 million to 1.5 billion. The Company's stooktrers approved the increase in authorized shaiesE99 Annual Meeting held on May
27, 1999.

Transatlantic Cable

On April 23, 1999, Level 3 announced that it hadtcacted with Tyco Submarine Systems Ltd. to deaiggh build a transatlantic terabit ca
system from Long Island, New York to North CornwalK. The cable system is expected to be in setwyc8eptember 2000 and is expected
to cost between $600 to $800 million. The totak @ad depend on how the cable is upgraded oveetitrevel 3 has prefunded the purchas
significant amounts of undersea capacity as pati@Business Plan, but may require additional ifuppdepending on the cable's ultimate
structure, pre-construction sales and ownership.
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European Network

Level 3 announced on April 29, 1999 that it hadfimed contracts relating to construction of Ringflts European network in France,
Belgium, the Netherlands, Germany and the Unitetgom. Ring 1, which is approximately 2,000 miled| connect Paris, Frankfurt,
Amsterdam, Brussels and London. The network is egoeto be ready for service by September 200Q Riis part of the approximately
4,750 mile intercity network that will ultimatelyoonect a minimum of 13 local city networks in Eugophis European network will be link
to the Level 3 North American intercity network the Level 3 transatlantic terabit cable systemently under development, also expecte
be ready for service by September 2000.

On July 26, 1999, the Company announced two impbdeavelopments of its European network build vaigheements with Eurotunnel and
Alcatel. Eurotunnel will provide Level 3 with mydtie cross-Channel cables between the United Kingaoehcontinental Europe. Eurotunnel
will install and supply Level 3 with multiple cro€hannel cables between the United Kingdom andderéimrough the high-security service
tunnel. The first of these cables will be compldigdhe first quarter of 2000. Subsequent cabldiswiinstalled to upgrade and expand the
network as and when required or when new fiberrteldgy becomes available. Alcatel will provide LESeawith a cross-Channel undersea
cable link between the United Kingdom and Belgidticatel will design, develop, and install an unaéergable to link the Level 3 network
between the United Kingdom and Belgium. The cap#tesn is already under development and is expaotbd complete by the end of 1999.

Colt Cost Sharing Agreement

On May 4, 1999, Level 3 and Colt Telecom Groupasioounced an agreement to share costs for thergctieh of European networks. The
agreement calls for Level 3 to share constructmstof Colt's planned 1,600 mile intercity Germatwork linking Berlin, Cologne,
Dusseldorf, Frankfurt, Hamburg, Munich and Stuttgir return, Colt will share construction costsRifg 1 of Level 3's planned European
network.

Lucent Agreement

On June 23, 1999 Level 3 announced a minimum fear,y$250 million strategic agreement with Luceatfihologies to purchase Lucent
systems, including new software switches or "saftdves.” The minimum purchase commitment is sulifecertain conditions and has the
potential to grow to $1 billion over five years.

Under this nonexclusive agreement, Lucent will jevLevel 3 its Lucent Technologies Softswitchpéware switch for Internet Protocol
networks that is intended to combine the reliabgihd features that customers expect from the pghlitched telephone network with the
cost effectiveness and flexibility of Internet Rrodl technology. With the Lucent Softswitch, Le@etxpects to provide a full range of
Internet Protocol based communications service#iaiin quality and ease of use to services oniticathl circuit voice networks. In additio
the companies also agreed to collaborate on f@ninancements of softswitches and gateway produstispport next-generation broadband
services for business and consumers that will coenbigh-quality voice and video communications witternet-style web data services.

Results of Operations

In late 1997, the Company announced a plan to &sersubstantially its information services busiressto expand the range of services it
offers by building an advanced, international, lfdes based communications network based on IetdPnotocol technology. Since the
Business Plan represents a significant expansitimofompany's communications and information sesvi
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business, the Company does not believe that thep@oy's financial condition and results of operatifor prior periods will serve as a
meaningful indication of the Company's future fio@h condition or results of operations. The Compaxpects to incur substantial net
operating losses for the foreseeable future anmhit not be able to achieve or sustain operatinfitabdity in the future.

Second Quarter 1999 vs. Second Quarter 1998

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

Revenue. Revenue for the quarters ended June 8@mnimarized as follows (in millions):

1999 1998
Communications and Information Services............ ... $53%$36
Coal MiNING...uvviiiiiiiiiieee e ceiee 47 62
L1 =T 6 5

$106 $103

Communications and information services revenughferthree months ended June 30, 1999 increasecdiffftared to the same period in
1998. New Internet Protocol related products whithCompany began offering in late 1998 and e&@801including private line, colocation
and managed modem services, provided $18 millimew#nue for the communications segment in 1998.@bmpany's purchase of XCOM
in April 1998 provided $6 million of communicationsvenue in the second quarter of 1998 subseqoehétacquisition. A significant porti
of XCOM's revenue is attributable to reciprocal gamsation agreements with Bell Atlantic. These exgpents require the company
originating a call to compensate the company teatimg the call. The Federal Communication Commissias been considering whether
local carriers are obligated to pay compensatiogatth other for the transport and termination d§da Internet service providers when a
local call is placed from an end user of one catdean Internet service provider served by the peting local exchange carrier. Recently, the
FCC determined that it had no rule addressing-caerier compensation for these calls. The FCC i@Eased for comment alternative fed
rules to govern compensation for these calls irfuhgre. If state commissions, the FCC or the cdddtermine that intezarrier compensatic
does not apply, carriers, including us, may be lenabrecover their costs or will be compensatea significantly lower rate and may be
required to refund amounts previously receivedvity 1999 the Massachusetts Department of Publiiesi ruled that Bell Atlantic was no
longer required to pay the established reciprogaipensation rates for certain services. As a réswiel 3 has elected, effective at the
beginning of the second quarter of 1999, not togeze this revenue source until these uncertaimtie resolved. Bell Atlantic has also
notified the Company that it will be escrowing athounts due the Company under the reciprocal cosagpien agreements until the issue is
resolved. An unfavorable resolution to this mattety have a material adverse effect on the Compaoysnunications revenues.

Revenues for the computer outsourcing and systetagration businesses increased 12% and 21% ton#ti@ and $17 million,
respectively. Revenue attributable to new custonsgusimarily responsible for the increase for bthte computer outsourcing and systems
integration businesses.

Coal mining revenue decreased $15 million, or 24%he second quarter of 1999 compared to the san@dpn 1998. The decrease was
partially due to timing of shipments taken by Conmwealth. Commonwealth is obligated to purchase alhyyuminimum amounts of coal;
however, it is Commonwealth's option as to whenctied will be purchased. Due to the expirationetain long-term coal contracts in 1998,
1999 coal revenue is expected to decline approxinan% from 1998 levels.
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If current market conditions continue, the Compuiilyexperience a significant decline in coal reuerand earnings beginning in 2001 as
delivery requirements under long-term contractdide@s additional long-term contracts begin toiexp

Other revenue was consistent with 1998, and isastiynattributable to CPTC, a privately owned to#id in southern California.

Cost of Revenue. Cost of revenue increased 65%98 1o $81 million from $49 million in 1998 primbyrias a result of the increase in
network expenses of $36 million in 1999 relatethie®scommunications business as compared to the pariwel in 1998. Cost of revenue for
the communications business is expected to incradsstantially in the future as the Company comtinto increase the number of markets in
which it offers services and the products availableach of those markets. The cost of revenuthinformation services business was
consistent with the corresponding increase in regefhe cost of revenue for the coal business pas@ntage of revenue, increased
approximately 7% due to the expiration of the higdrgin long-term contract in 1998.

Depreciation and Amortization Expense. Depreciatind amortization expense increased to $51 milid999 from $10 million in 1998.
The commencement of operations in 21 U.S. and 4g&an markets and the completion of the initiaaithestion of 11 local networks in the
second half of 1998 and the first half of 1999 heslin the higher depreciation expense in 199%ddition, the amortization of goodwill
attributable to the acquisitions of XCOM, BusinessBind others contributed to the higher depreciatitd amortization expense in 1999.

Selling, General and Administrative Expenses. Bgllgeneral and administrative expenses increageificantly in 1999 to $157 million

from $55 million in 1998 primarily due to the casdtactivities associated with the expanding comrmaitidns business. The Company
incurred incremental compensation and travel dostfhe substantial number of new employees thet tieeen hired to implement the
Business Plan. The total number of employees o€ttrapany increased to over 3,200 at June 30, F@fessional fees, including legal

costs associated with obtaining licenses, agreesvat technical facilities and other developmestsassociated with the Company's plans
to expand services offered in U.S. and Europedesciand consulting fees to develop and implenfenCtompany's business support systems
also increased selling general and administratipeeses. In addition to the costs to expand thexnamitations and information services
businesses, the Company recorded $29 million ofcasih compensation expense in the second quari®98funder SFAS No. 123 relatec
grants of stock options and warrants. General dnairastrative costs are expected to increase stgmifly in future periods as the Company
continues to implement the Business Plan.

Write-off of In-Process Research and DevelopmenitéAdff of in-process research and development$&dsmillion in 1998. The iprocess
research and development costs were the portitmegiurchase price allocated to the telephone nkttmelnternet Protocol network bridge
technology acquired by the Company in the XCOMdeation and were estimated through formal valuaitd®30 million. In accordance w
generally accepted accounting principles, the $8llomwas taken as a nondeductible charge agaastings in the second quarter of 1998.

EBITDA. EBITDA as defined by the Company, consist&arnings (losses) before interest, income tadgsreciation, amortization, naast
operating expenses (including stock-based compensand in-process research and development chaagdother non-operating income or
expenses. EBITDA was $8 million in 1998 and $(1@@)ion in 1999. The primary reason for the deceebstween periods is the significant
increase in general and administrative expenseasyitted above, incurred in connection with the enpéntation of the Company's Business
Plan. EBITDA is commonly used in the communicatiomustry to analyze companies on the basis ofatjpey performance. EBITDA,
however, should not be considered an alternativpé&vating or
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net income as an indicator of the performance @Gbmpany's businesses, or as an alternative hofloass from operating activities as a
measure of liquidity, in each case determined goetance with generally accepted accounting priesifsee "Consolidated Condensed
Statements of Cash Flows."

Interest Income. Interest income increased 27%®#91o $57 million from $45 million in 1998 as tB@mpany's average cash, cash
equivalents and marketable securities balanceaseckfrom approximately $3.2 billion during thea®t quarter of 1998 to approximately
$4.6 billion during the second quarter of 1999.d%eg utilization of the cash equivalents and maakét securities in implementing the
Business Plan, the Company intends to invest thésfyprimarily in government and governmental agesenurities. This investment strategy
will provide lower yields on the funds, but is exped to reduce the risk to principal in the shertrt prior to using the funds in implementing
the Business Plan.

Interest Expense, Net. Interest expense, net isecesignificantly from $36 million in 1998 to $45lion in 1999. Interest expense increased
substantially due to the completion of the offerafg?2 billion aggregate principal amount of 9.125#nior Notes Due 2008 issued in April
1998 and $834 million aggregate principal amoumhaturity of 10.5% Senior Discount Notes Due 2083®ied in December 1998. The
amortization of debt issuance costs associatedthétisenior Notes and Senior Discount Notes als@ased interest expense in 1999. The
Company capitalized $20 million and $1 million oférest expense on network construction and bus#ggport systems in the second
quarter of 1999 and 1998, respectively.

Gain on Equity Investee Stock Transactions. The gaiequity investee stock transactions increas&d11 million in 1999 from $21 million
in 1998. In the second quarter of 1999 RCN isstiecksn a public offering and for certain transaos which diluted the Company's
ownership of RCN from 40% at March 31, 1999 to 3@une 30, 1999 but increased its proportionaesshf RCN's net assets. The
increase in the Company's proportionate share MN'R@et assets resulted in a pre-tax gain of $lillibmfor the Company in the second
quarter of 1999. In 1998, the Company recogniz$#lamillion gain related to RCN stock activity.

Other Expense, Net. Other expense, net decread&®tto $(7) million from $(25) million. Other egpse consists primarily of the
Company's share of losses incurred by the Companuity method investees, principally RCN. RCNnisuirring significant costs in
developing its business plan including the acqoisé of several Internet service providers. The @Gany recorded $26 million of equity
losses attributable to RCN in the second quartd988, as compared to $22 million in the secondtquaf 1998. During the second quarter
of 1999, the Company sold its equity position irlBigton Resources, which resulted in a pre-tax @di$17 million. Also included in other
expense are equity earnings in Commonwealth TelepBmterprises, Inc., and realized gains and lazséise sale of other assets each not
individually significant to the Company's resulfoperations.

Income Tax Benefit. Income tax benefit in 1999 eliéf from the statutory rate of 35% primarily duéasses incurred by the Company's
international subsidiaries which cannot be incluitethe consolidated U.S. federal return, nondedlecgoodwill amortization expense and
state income taxes. The income tax benefit diffiens the statutory rate in 1998 primarily due te $80 million nondeductible write-off of
the research and development costs acquired M@@M acquisition.

Six Months 1999 vs. Six Months 1998

Revenue. Revenue for the six months ended Jurefvimarized as follows (in millions):

1999 1998
Communications and Information Services............ . ... $99 $65
Coal MiNING...cccoiieiiiiiie e L .. 98 115
L1 T 11 10
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Communications and information services revenuesgsed from $65 million for the six months endedels0, 1998 to $99 million for the
six months ended June 30, 1999. In May, 1999 thesktzhusetts Department of Public Utilities ruleat 8ell Atlantic was no longer requir
to pay the established reciprocal compensatiors fatecertain services. As a result, Level 3 hasted not to recognize additional revenue,
beginning in the second quarter, from these agretsmmtil the uncertainties are resolved. An unfafte resolution to this matter may hay
material adverse effect on the Company's communoitatevenues. Systems integration revenue inaleE®¥ to $32 million in 1999.
Revenue for the computer outsourcing businessasefrom $30 million in 1998 to $34 million in %Revenue attributable to new
customers led to the increase in computer outsogiiand systems integration revenue.

Mining revenue in 1999 decreased to $98 millionfi$115 million in 1998 due to timing of shipmerdkén by Commonwealth. The
purchase agreement with Commonwealth requiresriiramum amounts of coal must be purchased; howéveoes not stipulate when the
coal must be purchased. In addition, the expiratioa long-term contract in late 1998 will resuitan approximate 10% decline in 1999 coal
sales from 1998 levels.

Other revenue was consistent with 1998, and isailynattributable to
CPTC.

Cost of Revenue. Cost of revenue increased $5Bmibir 57% to $143 million in 1999 as a resultld £xpanding communications business.
In 1999 network expenses were $54 million as coegbsr $1 million in the prior year. The increaseasts is primarily attributable to the
XCOM and GeoNet acquisitions, the costs associattidthe Frontier and IXC Communications leases ewgts attributable to the products
the Company began offering in late 1998 and 198@. dost of revenue, as a percentage of revenuthdanformation services business
increased slightly for the six months ended Junel809 compared to the same period in 1998. Thease is primarily due to the costs
incurred by the systems integration segment tcsitian from Year 2000 services to systems and softweengineering for Internet Protocol
related applications. The cost of revenue for ted business as a percentage of revenue, increageid the expiration of the high margin
long-term contract in 1998.

Depreciation and Amortization Expense. Depreciatiopense increased from $12 million in 1998 to 8iflion in 1999. The significant
increase in the amount of assets placed in sedvidag the last half of 1998 and first half of 1989 the communications business resulted in
the increase in depreciation expense. The acansinf XCOM, GeoNet and BusinessNet in 1998 an@®188ulted in goodwill amortization
increasing from $4 million in 1998 to $16 million 1999.

Selling, General and Administrative Expenses. 8gllgeneral and administrative expenses increageificantly to $282 million in 1999
from $103 million in 1998 primarily due to the cadtactivities associated with the expanding comications business. Compensation, tr:
and facilities costs increased substantially duf¢cadditional employees that have been hirethpdeément the Business Plan. The total
number of employees of the Company increased to 2200 at June 30, 1999. Professional fees, inmuiulégal costs associated with
obtaining licenses, agreements and technical fiasiland other development costs associated waéticdmpany's plans to expand services
offered in U.S. and European cities and consufiéas incurred to develop and implement the Compadnysiness support systems contrib
to higher selling general and administrative expenk addition, the Company recorded $47 millibnan-cash compensation in the first t
of 1999 for expenses recognized under SFAS Nordia8d to grants of stock options and warrantsram $11 million in 1998. As the
Company continues to implement the Business Plmel and administrative costs are expected tineanto increase significantly.

Write-off of In-Process Research and DevelopmenitéAdff of in-process research and developmer&3sf million in 1998 was the portion
of the purchase price allocated to the telephone
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network-to-Internet Protocol network bridge teclogy acquired by the Company in the XCOM transactind was estimated through formal
valuation. In accordance with generally acceptemanting principles, the $30 million was taken asadeductible charge against earning
the second quarter of 1998.

EBITDA. EBITDA decreased from $7 million in 1998 $§170) million in 1999. The primary reason for tfecrease between periods is the
significant increase in general and administragixpenses, described above, incurred in connectitinte implementation of the Business
Plan.

Interest Income. Interest income increased subatigrfrom $71 million in 1998 to $107 million inAB9 primarily as a function of the
Company's increasing average cash, cash equivaedtsarketable securities balances. The averatebedance increased from
approximately $2.6 billion during the first half 8998 to approximately $4.2 billion during the firalf of 1999. Pending utilization of the
cash equivalents and marketable securities in im@ieing the Business Plan, the Company intendsviest the funds primarily in
government and governmental agency securities.imhéstment strategy will provide lower yields dw funds, but is expected to reduce the
risk to principal in the short term prior to usitige funds in implementing the Business Plan.

Interest Expense, Net. Interest expense, net isece®58 million to $98 million in 1999 due to trempletion of the offering of $2 billion
aggregate principal amount of 9.125% Senior Notes 2008 in April, 1998 and $834 million aggregategpal amount at maturity of
10.5% Senior Discount Notes Due 2008 in the fogutarter of 1998. The amortization of the relatebit desuance costs also contributed tc
increased interest expense in 1999. The Comparitatizapd $31 million and $1 million of interest exse on network construction and
business support systems in the first half of 1899 1998, respectively.

Gain on Equity Investee Stock Transactions. Gaieauity investee stock transactions increased 1d $dillion during the first half of 1999.
RCN issued stock in a public offering and for certsansactions which diluted the Company's owrierehRCN from 41% at December 31,
1998 to 35% at June 30, 1999. The increase in timep@ny's proportionate share of RCN's net assetsemult of these transactions resulted
in a pretax gain of $111 million from subsidiary stock safer the Company in the first half of 1999. Then@pany recognized $21 million
gains for similar stock transactions of RCN in finst half of 1998.

Other Expense, Net. Other expense, net decreag@ap million in 1999 from $(47) million in 199&ther expense consists of the
Company's share of losses incurred by the Compaguity method investees, primarily RCN. RCN isliiming significant costs in
developing its business plan including the acqoisé of several Internet service providers. The @Gany recorded $53 million of equity
losses attributable to RCN in the first half of 898s compared to $53 million in the first halfl®98. The Company also sold 1.2 million
shares of Burlington Resources common stock, lieguh a pre-tax gain of $17 million for the Compgan 1999. Equity earnings of
Commonwealth Telephone Enterprises, Inc. and gairthe disposition of other assets were not indiaily significant in the first half of
1999 or 1998.

Income Tax Benefit. Income tax benefit in 1999 eliff from the statutory rate of 35% primarily dudosses incurred by the Company's
international subsidiaries which cannot be incluthethe consolidated U.S. federal return, nondeablecgoodwill amortization expense and
state income taxes. The income tax benefit in X886rs from the statutory rate in 1998 primarilyedto the $30 million nondeductible write-
off of the research and development costs acqiiréte XCOM acquisition.

Discontinued Operations. Discontinued operatiochithes the one-time gain of $608 million recognimedn the distribution of the
Construction Group to former Class C stockholder$/arch 31, 1998. Also included in discontinuedragiens is the gain, net of tax, of $:
million from the Company's sale of its energy assetMidAmerican on January 2, 1998.
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1998 vs. 1997

In 1998 the Company's Board of Directors change@L®'s fiscal year end from the last Saturday @c@&nber to a calendar year end. The
additional five days in the 1998 fiscal year arfterted in the period ended December 31, 1998.dtere 52 weeks in fiscal years 1997 and
1996.

Revenue. Revenue for the years ended Decembe®38&,ahd December 27, 1997 is summarized as fol{fowsillions):

1998 1997
Communications and Information Services............ ... $144 $ 95
Coal MiNING....ccooiiiiiiiie e 228 222
Other i, 20 15

$392 $332

Communications and Information Services revenueeamed 52% in 1998. The Internet Protocol busigessrated revenues of
approximately $24 million in 1998, of which $22 hah is attributable to the acquisition of XCOM. pyximately 87% of XCOM's revenue
is attributable to reciprocal compensation agredseith Bell Atlantic. These agreements requiredbmpany originating a call to
compensate the company terminating the call. Thé R&s been considering whether local carriers hligaied to pay compensation to each
other for the transport and termination of call$rti@rnet service providers when a local call ecpld from an end user of one carrier to an
Internet service provider served by the competingll exchange carrier. Recently, the FCC determtin&tit had no rule addressing inter-
carrier compensation for these calls. In the absenha federal rule, the FCC determined that itldbowt be unreasonable for a state
commission, in some circumstances, to require paywfecompensation for these calls. The FCC alkased for comment alternative fed
rules to govern compensation for these calls irfuhgre. If state commissions, the FCC or the cdddtermine that integarrier compensatic
does not apply, carriers, including us, may be lenbrecover their costs or will be compensated significantly lower rate and may be
required to refund amounts previously receivedl B#antic has notified the Company that it will escrowing all amounts due the Company
under the reciprocal compensation agreementsthetissue is resolved. An unfavorable resolutiothisf matter may have a material adverse
effect on the Company's communications revenues.

The computer outsourcing business experiencedfigigni revenue growth in 1998. The inclusion ofith year of revenue from customers
which began service in 1997 and an increase imrevérom the existing customer base, resulted2f increase in outsourcing revenue.
The systems integration business experienced ai2di%ase in revenue in 1998. This increase is pifynattributable to new acquisitions a
a strong demand for Year 2000 renovation durinditeesix months of 1998 and other systems reesgging services.

Revenue from coal mines increased slightly in 19g8increase in alternate source coal sales to Camarealth was partially offset by the
expiration of a long-term contract also with Commealth. In 1998 the Company and Commonwealth antetidgr contract to allow
Commonwealth to accelerate delivery of coal. Thermaed contract requires Commonwealth to take dgliokits year 2001 coal
commitments in 1998, 1999 and 2000. Of the 2001nsitments, 50% was taken in 1998 and 25% will betaik both 1999 and 2000. The
expiration of the long-term contract was partiaffset by contracts with new customers in 1998ulfrent market conditions continue, the
Company will experience a significant decline irmlcevenue and earnings over the next several ysaiglivery requirements under long-
term contracts decline as these long-term conttzg to expire.
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Other revenue is primarily attributable to CPT@ twner operator of the SR91 tollroad in southeatif@nia. Revenues increased in 1998
primarily due to higher traffic counts and increasetoll rates.

Cost of Revenue. Operating expenses increased 2266H163 million in 1997 to $199 million in 1998imiarily due to expenses incurred in
connection with the Business Plan to expand thenwonications and information services businessesrading expenses related to
communications and information services revenued®B were $98 million up from $62 million in 1997osts attributable to the XCOM and
GeoNet acquisitions as well as costs associatddthet Frontier lease are responsible for an $1llomiincrease in operating expenses.
Operating expenses for the computer outsourcingsgsigms integration business increased $5 méih$20 million in 1998, respectively.
The increase in the computer outsourcing operatkpgnses is primarily attributable to the startapemses associated with the second data
center in Tempe, Arizona. Higher than expectedscfustYear 2000 work resulted in the significardrigase in systems integration operating
expenses in 1998. The Company also incurred expeagefocus its efforts away from Year 2000 sasito systems and software
reengineering for Internet Protocol related appilices. Operating expenses related to coal miningewensistent with the prior year.

Depreciation and Amortization Expense. Depreciatiod amortization expense has increased $46 mflimn $20 million in 1997. The
primary reason for this increase is the $910 mmilldd capital expenditures in 1998, of which appnaaiely $481 million was placed in service
in 1998. The majority of the assets placed in serare associated with 15 gateway sites constréictéde expansion of the communications
business. Also contributing to the increase wagl#preciation and amortization on equipment purethdsr computer outsourcing contracts,
assets acquired through business acquisitionsdB &8d the amortization of goodwill related to #hasquisitions. Depreciation and
amortization will continue to increase in 1999 dditional facilities are placed in service.

Selling, General and Administrative Expenses. 8gllgeneral and administrative expenses increaa2@l illion to $332 million in 1998.
This increase of 213% from 1997 is primarily atttdible to the implementation of the Business Rtasiuding additional communications
and information services personnel. The total nunebeommunications and information services emeésyat December 31, 1998 was
approximately 2,200 as compared to approximatél9d at December 27, 1997. Cash compensation intlmdexpense increased from $14
million in 1997 to $51 million in 1998. In additip$39 million of non-cash stock based compensatiqrense was recorded in 1998, of which
$24 million was related to the Company's Outperf&tack Option program introduced in the second tguaf 1998. These costs are
accounted for in accordance with SFAS No. 123.dasibnal fees increased $74 million in 1998 pritmdor legal costs associated with
obtaining licenses, agreements and technical fi@siland other development costs associated vettirsd to offer services in U.S. cities. Also
included in professional fees is third party sofevand associated development costs incurred ielo@wng integrated business support
systems. These expenses were recorded in accordéhdde AICPA Statement of Position 98-1, "Accting for the Costs of Computer
Software Developed or Obtained for Internal Usdfiolw specifically identifies those costs that skidog expensed or capitalized for intern
developed software. Selling, general and admirtisg@xpenses are expected to increase significanfuture periods as the Company
continues to implement the Business Plan.

Write-off of In-process Research and Developmenit@Adff of in process research and development$@&smillion in 1998. On April 23,
1998 the Company completed the acquisition of XC@Mrivately held company that developed certammanents necessary for the
Company to develop an interface between its IntdPnatocol based network and the existing publitcved telephone network.
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The Company accounted for this transaction, vaatekl 54 million, as a purchase. Of the total puseharice, $115 million was originally
allocated to acquired in-process research and oewednt, and was taken as a nondeductible charggrmings in the second quarter of 1998.
In October 1998, the SEC issued new guidelinegdbring acquired research and development whiclappéed retroactively. Consequently,
the Company has reduced the charge by $85 millibich also increases goodwill by a correspondingam Goodwill associated with the
XCOM transaction is being amortized over a 5 yeaiqul.

The Company believes that its resulting chargeéguired research and development conforms toE@sSexpressed guideline and
methodologies. However, no assurances can be giaethe SEC will not require additional adjustnsent

EBITDA. EBITDA, as defined by the Company, consist®arnings (losses) before interest, income tad@gsreciation, amortization, non-
cash operating expenses (including stock-based ensapion and in process research and developmarged) and other non-operating
income or expenses. The Company excludes non-caspansation due to its adoption of the expensegréton provisions of SFAS No.
123. EBITDA decreased from $84 million in 1997 $4.00) million in 1998 primarily due to the signdict increase in general and
administrative expenses, described above, incimrednnection with the implementation of the CompaiBusiness Plan. EBITDA is
commonly used in the communications industry tdy@meacompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods. See "Cons@ii&tatements of Cash Flows."

Interest Income. Interest income increased sigifily in 1998 to $173 million from $33 million iMA7 as the Company's cash, cash
equivalents and marketable securities balancesased to $3.7 billion at December 31, 1998 fronb®nélion at December 27, 1997 as a
result of the two debt offerings and the proceedsfthe sale of its energy business. Pending atitn of the cash equivalents and market
securities in implementing the Business Plan, thmgany intends to continue investing the funds arilyin government and governmental
agency securities. This investment strategy wilate lower yields on the funds, but is expectetketiuce the risk to principal in the short
term prior to using the funds in implementing thesBiess Plan.

Interest Expense, Net. Interest expense, net isedesignificantly from $15 million in 1997 to $184llion in 1998 due to the completion of
the offering of $2 hillion aggregate principal ambof 9 1/8% Senior Notes Due 2008 issued on A8jl1998 and $834 million aggregate
principal amount at maturity of 10 1/2% Senior Dignt Notes Due 2008 issued on December 2, 1998aiftugtization of a portion of the
$79 million of debt issuance costs associated thighSenior Notes and Senior Discount Notes alse#ased interest expense in 1998. The
Company capitalized $15 million of interest expeaseetwork construction and business support systievelopment projects in 1998.

Equity Losses in Unconsolidated Subsidiaries. Bgoi#ses in unconsolidated subsidiaries increas&d32 million in 1998 primarily due to
the equity losses attributable to RCN. RCN is #rgest single source, facilities based provideramfimunications services to the residential
markets primarily in the Northeast and the largegtonal Internet service provider in the NortheR<EN is also incurring significant costs in
developing its business plan including the acqois# of several Internet service providers. RCbssés increased from $52 million in 199
$205 million in 1998. The Company's proportiondtare of these losses, including goodwill amort@ativas $92 million and $26 million in
1998 and 1997, respectively. In 1998, the Compéauted to discontinue its funding of Gateway Oppoity Fund, LP, or Gateway, which
provided venture capital to developing businestEbs.Company recorded losses of $28 million andréilfon in 1998 and 1997,
respectively, to reflect Level 3's equity in losséshe underlying businesses of Gateway. Also
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included in equity losses are equity earnings ah@wnwealth Telephone Enterprises, Inc., a Penngidyaublic utility providing telephone
services, and equity losses of Cable Michigan pdats sale in 1998, a cable television operatdhe State of Michigan.

Gain on Equity Investee Stock Transactions. Gaieduity investee stock transactions was $62 milioh998. During 1998, RCN issued
stock in a public offering and for certain acquisis. These transactions decreased the Compangérsinp in RCN from 48% in 1997 to
41% in 1998, but increased its proportionate shaRCN's net assets. The Company recorded a prgaiaxof approximately $62 million to
reflect this increase in value.

Gains on Sale of Assets. Gains on sale of assatsased significantly in 1998 due to the sale dil€Michigan to Avalon Cable of Michige
Inc. in November 1998. The Company recognized a gaapproximately $90 million from the cash fooat transaction. Also included in
gains on the disposal of assets are $8 million&inrhillion of gains on the disposal of propertyamtiand equipment in 1998 and 1997
respectively, and $9 million of gains on the sdlenarketable securities in both periods.

Income Tax (Provision) Benefit. Income tax (prooisi benefit differs from the expected statutore raft 35% primarily due to the
nondeductible writesff of the in process research and developmensaikicated in the XCOM transaction, losses inallngthe Company
international subsidiaries which cannot be incluthethe consolidated U.S. federal income tax reaurd state income taxes. In 1997 the
effective rate was less than the expected statuseyprimarily due to prior year tax adjustmeptstially offset by the effect of nondeducti
compensation expense associated with the convers$itre information services option and SAR plamthe Level 3 Stock Plan.

Discontinued Operations. Discontinued operatiochithes the one-time gain of $608 million recognimedn the distribution of the
Construction Group to former Class C stockholder$/arch 31, 1998. Also included in discontinuedmagiens is the gain, net of tax, of $:
million from the Company's sale of its energy as$etMidAmerican on January 2, 1998.

Financial Condition--June 30, 1999

The Company's working capital increased $291 mmltiaring 1999 from $3.5 billion at December 31, 899 $3.8 billion at June 30, 1999
primarily due to the $1.5 billion equity offeringmpleted in March 1999, offset by capital expendisufor the communications network.

Cash (used in) provided by continuing operatiorgsdased from $(62) million in 1998 to $159 millizn1999 primarily due to the changes in
components of working capital and an increaseter@st income. Interest income increased in 1999rasult of the proceeds received from
the Senior Notes, Senior Discount Notes and theeM&B99 equity offering. The increase in cash mlediby interest income was partially
offset by the decrease in cash provided by operafior the semi-annual payment of interest on #r@d® Notes. Interest payments on the
Senior Discount Notes are deferred until 2004. Agréase in the costs paid to implement the BusiRkEssalso reduced cash provided by
continuing operations.

Investing activities include the purchase of $3lBoln of marketable securities offset by the saasl maturities of securities of $2.8 billion.
The Company also incurred costs of $1.2 billiondapital expenditures, primarily for the expandaognmunications business. In addition,
the Company realized $11 million of proceeds frbm sale of property, plant and equipment.

Financing sources in the first six months of 1968sisted primarily of the net proceeds of $1.5dillfrom the issuance of 28,750,000 shares
of Common Stock, and the exercise of the Compastgtk options for $13 million. The Company alsoaiédong-term debt of $4 million
during the first half of 1999.
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Liquidity and Capital Resources

Since late 1997, the Company has substantiallgaszd the emphasis it places on and the resowreeted to its communications and
information services business. The Company has et the implementation of a plan to become {éitfastbased provider (that is, a
provider that owns or leases a substantial podfdhe property, plant and equipment necessaryduige its services) of a broad range of
integrated communications services. To reach théd, ghe Company is expanding substantially thénmss of its subsidiary, PKSIS to cre:
through a combination of construction, purchaselaasing of facilities and other assets, an advériogernational facilities based
communications network. The Company is designiagétwork based on Internet Protocol technologyrdler to leverage the efficiencies of
this technology to provide lower cost communicagiservices.

The development of the Business Plan will requigaificant capital expenditures, a substantial jporof which will be incurred before any
significant related revenues from the Business Biarexpected to be realized. These expenditgsttter with the associated early opere
expenses, will result in substantial negative ojiegacash flow and substantial net operating logsethe Company for the foreseeable futi
Although the Company believes that its cost estimand build-out schedule are reasonable, thelaxinstruction costs or the timing of the
expenditures may deviate from current estimates. Gompany estimates that its capital expendituresmnnection with the Business Plan
will approximate $2.5 billion in 1999. The Companglrrent liquidity and the cost sharing agreemétiit INTERNEXT should be sufficient
to fund the currently committed portions of the Biess Plan.

The Company currently estimates that the implentiemtaf the Business Plan, as currently contemg|aiéll require between $9 and $11
billion over the 10 year period of the BusinessPlehe Company's ability to implement the Busirelssy and meet its projected growth is
dependent upon its ability to secure substantiditadal financing in the future. The Company exgseo meet its additional capital needs
with the proceeds from credit facilities and otherrowings, including the proposed secured crexdiilify, and sales or issuance of additional
equity securities or additional debt securitiese Bnl/8% senior notes and the 10 1/2% senior digamtes were issued under indentures
which permit the Company and its subsidiaries tmiirsubstantial amounts of debt. Assuming the ioffeof the notes is completed, the
Company will have approximately $1.250 billion eksrities available for future issuances undet'timversal" shelf registration statement
of which the accompanying prospectus is a part.

Certain Level 3 subsidiaries propose to enteran$d.375 billion senior secured credit facilitytthas been underwritten by a syndicate of
banks and other financial institutions. The créafiility will consist of a $450 million tranche Atm loan facility, a $275 million tranche B
term loan facility, and a $650 million revolvingedit facility. The revolving credit facility and ¢itranche A term loan facility mature eight
years after the date of the proposed credit agregrard the tranche B term loan facility matureslanuary 15, 200t

Level 3 expects that its subsidiaries will borro#7$ million under these facilities at the closirfigh® proposed secured credit facility. The
proposed secured credit facility is currently imgel syndication and is subject to customary d@d for a transaction of this type,
including completion of definitive documentationdaimalization of terms and conditions. Level 3 egfs to close the proposed secured ¢
facility by the end of September 1999. Neitherdlusing of the proposed secured credit facility thar closing of this offering of notes is
conditioned upon the closing of the other transacti

All obligations under the revolving credit facilityill be secured by substantially all of the assétsevel 3 and, subject to certain exceptions,
its wholly owned domestic subsidiaries (other tt@borrower under the term loan facilities). Saskets will also secure a portion of the
term loan
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facilities in an amount equal to $100 million plusth certain exceptions, the undrawn amount ofréwelving credit facility. Additionally, a
obligations under the term loan facilities will becured by the equipment that is purchased witiptbeeeds of the term loan facilities and
lease rentals derived from the lease of such eqnptoe the Company's operating subsidiaries. Thagamy and, subject to certain
exceptions, all its domestic subsidiaries (othantthe borrower under the term loan facilities) gilarantee all obligations under the
revolving credit facility. The Company and, subjertertain exceptions, all its domestic subsiégxwill guarantee all obligations under the
term loan facilities. See "Description of Other éhtedness of Level 3--Proposed Secured Creditifydtil

In addition, the Company may sell or dispose of#xg businesses or investments to fund portionke@Business Plan. The Company may
also sell or lease fiber optic capacity, or actests conduits. The Company may not be successimoducing sufficient cash flow, raising
sufficient debt or equity capital on terms thatill consider acceptable, or selling or leasingfiloptic capacity or access to its conduits. In
addition, proceeds from dispositions of the Comfmagsets may not reflect the assets' intrinsigev&turther, expenses may exceed the
Company's estimates and the financing needed mhigher than estimated. Failure to generate sefiiciunds may require the Company to
delay or abandon some of its future expansion peweditures, which could have a material adversecetin the implementation of the
Business Plan.

The Company may not be able to obtain such finaniéiand when it is needed and if available, suchrfcing may not be on terms
acceptable to the Company. If the Company is un@abddbtain additional financing when needed, it rhayrequired to scale back significar
its Business Plan and, depending upon cash flom ft® existing businesses, reduce the scope pfdtss and operations.

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

Year 2000--June 30, 1999

General. The Company's wholly owned subsidiary dl&Communications, LLC, is a new company thamislementing new technologies
to provide Internet Protocol technology-based comications services to its customers. The Companyaldapted a strategy to select
technology vendors and suppliers that provide petedihat are represented by such vendors and supdi be Year 2000 compliant. In
negotiating its vendor and supplier contracts,Gbenpany secures Year 2000 warranties that addressdar 2000 compliance of the
applicable product(s). As part of the Company'srY2890 compliance program, plans will be put infcp to test these products to confirm
they are Year 2000 ready.

PKS Systems Integration LLC, or PKS Systems, wigchsubsidiary of PKSIS, provides a wide varidtinformation technology services to
its customers. In fiscal year 1998, approximatély5of the revenue generated by PKS Systems relatgajects involving Year 2000
assessment and renovation services performed bySyKi®ms for its customers. These contracts géneeguire PKS Systems to identify
date affected fields in certain application softsvaf its customers and, in many cases, PKS Systedertakes efforts to remediate those date
affected fields so that Year 2000 data may be msm@d Thus, Year 2000 issues affect many of thécesrPKS Systems provides to its
customers. This exposes PKS Systems to potersia that may include problems with services pravioe PKS Systems to its customers
and the potential for claims arising under PKS &yt customer contracts. PKS Systems attemptatcactually limit its exposure to

liability for Year 2000 compliance issues. Howewbese contractual limitations may not be effective
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Outlined below is additional information with regpéo the Year 2000 compliance programs that airgheursued by Level 3
Communications, LLC and PKSIS.

Level 3 Communications, LLC. Level 3 CommunicatiobisC uses software and related technologies througits business that may be
affected by the date change in the Year 2000. ihkility of systems to appropriately recognize Ytear 2000 could result in a disruption of
Level 3 Communications, LLC operations. Level 3 @aumications, LLC has one main line of business:

delivery of communications services to commerdi@nts over fiber optic cable. The delivery of Seevwill be over Level 3
Communications, LLC owned cable when the networstwiction is complete. In the interim, servicel§ né delivered over both owned and
leased lines.

Level 3 Communications, LLC faces three primary iY2@00 issues with respect to its business. Riestel 3 Communications, LLC must
assess the readiness of its systems that areedduaiprovide its customer's communications sesviSecond, Level 3 Communications, LLC
must evaluate the Year 2000 readiness of its iatdrasiness support systems. Third, Level 3 Comaatioins, LLC must also verify the
readiness of the providers of the leased lineseatiyr in use or that will be used in the future.

Level 3 Communications, LLC has designated a faiketYear 2000 director in addition to establishéngrogram office staffed in part by
experienced Year 2000 consultants. Level 3 Comnatioits, LLC is progressing through a comprehengiegram to evaluate and address
the effect of the Year 2000 on its internal bussn&gpport systems, and the service delivery systéhesplans' focus upon Year 2000 issues
consists of the following phases:

(I) Assessment--Awareness, commitment, and evaluathich includes a detailed inventory of systems services that the Year 2000 may
impact.

(I Detailed Plan--Establishment of priorities védopment of specific action steps and allocatibresources to address the issues as outline
in Phase I.

(1) Implementation--Completion of the necessaharges as delineated in Phase Il.

(IV) Verification--Determining whether the converas implemented in Phase IIl have resolved the ‘2680 problem so that date related
calculations will function properly, both as indival units and on an integrated basis. This wilintnate in an end-to-end system test to
ensure that the customer services being deliverécebel 3 Communications, LLC will function propgrdnd that all support services
necessary to business operations will be Year 206gpliant.

(V) Contingency Plans--Establishment of alternaplens should any of the services or suppliersltbael 3 Communications, LLC requires
to do business fail to be Year 2000 ready.

With respect to its Year 2000 plans, Level 3 cuiiyelnas activities underway in each of the five gdmabove. The current stage of activities
varies based upon the type of component, systedipmoustomer service at issue.

Business Functions Operational Effect Current Status

Customer Delivery Systems Inability to Deliver Cus tomer Services Phases | to Phase V*
Internal Business Support Failures of Internal Sup port Services Phase | to Phase V*
Systems and Customer Billing

* Level 3 anticipates this range of activity to tione through 1999 as it adds new equipment andcgsrwhile building its infrastructure.
Additionally, the upgrading of service deliveryaligh its proprietary systems will require that dedivery systems go through verification
with each new innovation.
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The expenses associated with this project by Levabmmunications, LLC, as well as the related pideaffect on Level 3 Communicatior
LLC's earnings, are not expected to have a mateffiatt on the future operating results or finahcandition of Level 3 Communications,

LLC. There can be no assurance, however, that &a& X000 problem, and any loss incurred by anyousts of Level 3 as a result of the
Year 2000 problem, will not have a material adveffect on Level 3 Communications, LLC's finanaahdition and results of operations.

Level 3 Communications, LLC has significant relaships and dependencies with regard to systemgahdology provided and supported
by third party vendors and service providers. Irtipalar, the customer delivery systems for the oamications business of Level 3
Communications, LLC are dependent upon third pasibo provide telecommunication services whileittistructure continues to be built.
As part of its Year 2000 program, Level 3 Commutidees, LLC has sought to obtain formal Year 200pbance representation from
vendors who provide products and services to L8v@bmmunications, LLC. The vendor compliance prededeing performed concurren
with the Company's ongoing Year 2000 validationvites. This compliance process consists of oligjinformation from disclosures made
publicly available on company websites, reviewiasf tplans and results made available from supphbeid following up with letters and
phone calls to any vendors who have not made siolmation available to Level 3 Communications, La€yet.

Because of the aforementioned reliance placedichplarty vendors, Level 3 Communications, LLC'8mate of costs to be incurred could
change substantially should one or more of the @enlde unable to timely deliver Year 2000 compliamuducts. Level 3 Communications,
LLC does not own the proprietary hardware technplagthird party software source code utilizedtmnbusiness and therefore, Level 3
Communications, LLC cannot actually renovate thellvare or third party software identified as havifear 2000 support issues. The
standard components supplied by vendors for thimes delivery systems have been tested in labgratitings and certified as to their
compliance.

With respect to the contingency plans for Level@thunications, LLC, such plans generally fall ink@ categories. Concerning the
customer delivery systems of Level 3 Communicatidh€s, Level 3 Communications, LLC has certain nedant and backup facilities, such
as onsite generators. With respect to systems obtairwed third party vendors, contingency plans are tigexl by Level 3 Communicatior
LLC on a case by case basis where deemed appmapriat

PKSIS. PKSIS and its subsidiaries use softwareraeladed technologies throughout its business tleat Ine affected by the date change in the
Year 2000. The inability of systems to appropriatelcognize the Year 2000 could result in a disampof PKSIS operations. PKSIS has two
main lines of business: computer outsourcing aistesys integration. The computer outsourcing busiremanaged by PKS Computer
Services LLC, or PKSCS. The systems integrationasaged by PKS Systems Integration LLC, or PKSSI.

PKSCS generally faces two primary Year 2000 issuitisrespect to its business. First, PKSCS musluata the Year 2000 readiness of its
internal support systems. Second, PKSCS must aaedsf necessary, upgrade the operating systamehwKSCS provides for its
outsourcing customers. PKSCS outsourcing custoarersesponsible for their own application code rdiatén.

PKSCS established a corporate-wide Year 2000 pnogndl 997, which in relation to other business @ct§ and objectives has been assigned
a high priority, including the designation of alftime year 2000 director. PKSCS is progressing thinoaicomprehensive program to evall
and address the effect of the Year 2000 on itsriateperations and support systems, and the dpgststems which PKSCS is responsible
for providing to its outsourcing customers. Duéfte nature of
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its business, PKSCS has developed and is admingt@pproximately twenty separate Year 2000 prqpants. Approximately eighteen of
these plans are devoted to the specific operayisigss software upgrades to be undertaken by PK&GS outsourcing customers
according to software vendor specifications. Theaiging plans focus upon Year 2000 issues relat@KSCS internal support systems.
PKSCS is utilizing both internal and external reses in implementing these plans. These PKSCS glamsrally consist of the following
phases:

(I) Assessment--Awareness, commitment, and evaluatvhich includes a detailed inventory of systemd services that the Year 2000 may
impact.

(I) Detailed Plan--Establishment of priorities vééopment of specific action steps and allocatibresources to address the issues as outlinet
in Phase I.

(11 Implementation--Completion of the necessanaiges per vendor specifications, (that is, rephace or retirement) as outlined in Phase
Il.

(IV) Verification--With respect to PKSCS' interralpport systems, determining whether the convessimplemented in Phase IIl have
resolved the Year 2000 problem so that date relzémlilations will function properly, both as indtiual units and on an integrated basis.

(V) Completion--The final rollout of componentsarén operational unit.

With respect to its Year 2000 plans, PKSCS curyemdls activities underway in each of Phases Ibufh V. The current stage of activities
varies based upon the type of component, systedipmoustomer service at issue. Some PKSCS cussdmaee delayed or postponed
operating system upgrades to be performed by PK&CGEresult of the customer's delay in its appticatode remediation schedule.

PKSSI generally faces two primary Year 2000 isswigls respect to its business. First, PKSSI provigegde variety of information
technology services to its customers which coulgpially expose PKSIS to contractual liability féear 2000 related risks if services are
performed in a timely or satisfactory manner. Sec&®KSSI must evaluate and, if necessary, upgradeptace its internal business support
systems which may have date dependencies. PKS8Vbglthe primary internal systems affected byvthar 2000 issue which could have an
impact on its business are desktop and networkwseland software. PKSSI previously completed &ary2000 assessment of desktop
hardware and software, and, based on vendor repiadiems, determined that material upgrades oamephents were not required. PKSIS is
continuing to validate these findings and currepthns to do so throughout the remainder of 198%$ is also in the process of
communicating with its vendors to assess its serard communications hardware for Year 2000 readine

In fiscal year 1998, approximately 57% of the raxvegenerated by PKSSI related to projects involegr 2000 assessment and renovation
services performed by PKSSI for its customers. Thasreduction from 80% in 1997. Some of thesearaais require PKSSI to identify date
affected fields in certain application softwardtefcustomers and, in many cases, PKSSI underedk@ss to remediate those date-affected
fields so that Year 2000 data may be processeds, ¥ear 2000 issues affect certain services PK&®ghes to its customers. This exposes
PKSSI to potential risks that may include problewith services provided by PKSSI to its customers thre potential for claims arising under
PKSSI's customer contracts. In some cases PKSSidmasctual warranties which could require PK@Sberform Year 2000 related servic
after the year 2000. PKSSI attempts to contractuiafiit its exposure to liability for Year 2000 cqimance issues. However, there can be no
assurance as to the effectiveness of such conatdhitations.
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The following chart describes the status of PKSK&r 2000 program with respect to computer outsngrservices and systems integration
services.

Business Functions Current Areas of Focus Operat ional Impact Current Status
Computer Large & Mid-Range CPU Inabil ity to continue  Mid Phase Il to
Outsourcing OEM Software critic al processing Phase V
Service OS Systems of cus tomer's

Network Equipment system s

Support Facilities

Internal Support Systems Failur es of critical Mid Phase Il to

& Business Processes  Intern al Support Services Phase V
Systems Internal Support Systems Failur es of critical ~ Assessment of
Integration & Business Processes  Intern al Support Services desktop hardware
Services and software has

been completed and
is being validated.
Assessment of
services and
communications
hardware is
expected to be
completed by the
end of the third
quarter of 1999.

PKSIS has significant relationships and dependeneith regard to systems and technology providetsapported by third party vendors
and service providers. In particular, the compatesourcing business of PKSCS is dependent upuoh larties who provide
telecommunication services, electrical utilitieslanainframe and midrange hardware and softwareigeos. As part of its Year 2000
program, PKSIS has sought to obtain formal Yeai028fimpliance representation from vendors who pepidducts and services to PKSIS.
The vendor compliance process is being performeduoently with PKSIS' ongoing Year 2000 remediatiativities. PKSCS is also
working with its outsourcing customers to inforneith of certain dependencies which exist which mégcaPKSIS' Year 2000 efforts and
certain critical actions which PKSIS believes mustundertaken by the customer in order to allow IBKS implement its Year 2000 efforts
concerning the operating software system provideBKSCS for its customers.

To date, PKSCS has received written responses dpproximately 40% of the vendors from whom it hagght Year 2000 compliance
statements. With respect to those key third pagtyders and suppliers who have failed to responditing, PKSIS is following up directly
with such vendors and suppliers and obtaining médion from other sources, such as disclosures mallécly available on company
websites.

Because of this reliance on third party vendorsSFEX estimate of costs to be incurred could chaoadpstantially should one or more of the
vendors be unable to timely deliver Year 2000 céamplproducts. PKSCS does not own the proprietarghliare technology or third party
software
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source code utilized in its business and therefk&CS cannot actually renovate the hardware twaoéd identified as having Year 2000
support issues.

The expenses associated with PKSIS' Year 2000teffs well as the related potential effect on BX8arnings, are not expected to have a
material effect on the future operating resultfimancial condition of Level

3. There can be no assurance, however, that the2088 problem, and any loss incurred by any custerof PKSIS as a result of the Year
2000 problem, will not have a material adverseaféa Level 3's financial condition and result©pérations.

With respect to the contingency plans for PKSC8hqlans generally fall into two categories: in@rsupport and operating systems.
Concerning the internal support systems of PKS&SCS has certain redundant and backup facilitiesh &s on-site generators, water
supply and pumps. PKSCS has undertaken continggang with respect to these internal systems bfppamg due diligence with the
vendors of these systems in order to investigager#ar 2000 compliance status of these systemssunidsystems are tested on a monthly
basis. With respect to the operating systems obdafirom third party vendors and maintained by PK$@3ts outsourcing customers,
contingency plans are developed by PKSCS and #fomers on a case by case basis as requestedatedtand paid for by PKSCS'
customers. However, there is no contingency plathie failure of operating system software to prbpkandle Year 2000 date processing. If
the operating system software provided to PKSI$hby party vendors fails at the PKSCS data cestgch vendor supplied software is
expected to fail everywhere and no immediate wookiiad could be supplied by PKSCS. In the event edgerthardware supplied by PKSCS
for its outsourcing customer fails, some custorhenge contracted for contingency plans through tesascovery arrangements with a third
party which supplies disaster recovery services.

Costs of Year 2000 Issues. Level 3 currently exptrtncur approximately $12.5 million of costsaiggregate, through the end of 1999. T
costs primarily arise from direct costs of LevadBployees verifying equipment and software as 2680 ready. However, Level 3 does not
separately track the internal employee costs iecuior its Year 2000 projects. Level 3 does trdtknaterial costs incurred for its Year 2000
projects as well as all costs incurred by the Y2680 program office. Level 3 has estimated the tme effort expended by its employees on
Year 2000 projects based on an analysis of Yead pofject plans.

PKSIS incurred approximately $4.2 million of cogismplement its Year 2000 program through 1998, @anrently expects to incur an
additional approximately $3.6 million of costs iggaegate, through the end of 1999. These costsaphynarise from direct costs of PKSCS
employees working on upgrades per vendor spedifitabf operating system software for PKSCS outsagrcustomers and the cost of
vendor supplied operating systems software upgradeédhe cost of additional hardware. However, FK&es not separately track the
internal costs incurred for its Year 2000 projextsl does not track the cost and time its emplogpend on Year 2000 projects. PKSCS has
estimated the time and effort expended by its epgae on Year 2000 projects based on an analy¥isaif 2000 project plans. Labor costs
PKSCS' Year 2000 projects were estimated to be®ilibn for 1998 and are estimated to be approxétya$l million dollars for 1999
through September 1999, when such projects aremtlyrscheduled for completion. These labor coslisnecessarily increase if such
projects take longer to complete. Costs for sofenggrades, additional equipment costs and aystrm for PKSCS' Year 2000 projects
were estimated to be $2.1 million for 1998 andemtimated to be $2.5 million for 1999. Such costsret available for PKSSI but are not
believed to be material. Year 2000 costs for PK88Ibelieved to be substantially less than PKS@S@us primarily on the cost of
evaluating and, if necessary, upgrading networkdesktop hardware and software. The costs incloyedRlKSSI for performing Year 2000
services for its customers are included within PKS&icing for such services.
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Risks Associated with Year 2000 Issues. Due tatmaplexity of the issues presented by the Year 21226 change and the proposed
solutions, and the interdependence of externalmesupport services, it is difficult to assess vétty degree of accuracy the future effect of a
failure in any one aspect or combination of aspettee Company's Year 2000 activities. The Compaanynot provide assurance that actual
results will not differ from management's estimatae to the complexity of upgrading the systemsrafated technologies surrounding the
Year 2000 issue.

Failure by the Company to complete its Year 20aviies in a timely or complete manner, within @stimate of projected costs, or failure
third parties, such as financial institutions aalhted networks, software providers, local teleghoompanies, long distance providers and
electricity providers among others, to correctitisgstems, with which the Company's systems intarect, could have a material effect on
Company's future results of operations and findpmaition. Other factors which might cause a matelifference from management's
estimate would include, but not be limited to, #vailability and cost of personnel with appropriskéls and abilities to locate and upgrade
relevant computer systems and similar uncertaingiesvell as the related effects on the Comparleolear 2000 problem on the econom
general, or on the Company's business partnersusidmers in particular.

Market Risk--June 30, 1999

Level 3 is subject to market risks arising frommdpas in interest rates, equity prices and foreiginange rates. The Company's exposure to
and policies regarding interest rate risk has hanged significantly from December 31, 1998.

Level 3 continues to hold positions in certain ficlpltraded entities, primarily Commonwealth Telepke and RCN. The Company accounts
for these two investments using the equity metfid@. market value of these investments is $1.50biliis of June 30, 1999, which is
significantly higher than their carrying value (62 million. The Company does not currently haanplto dispose of these investments,
however, if any such transaction occurred, theevahiceived for the investments would be affectethbymarket value of the underlying st
at the time of any such transaction. A 20% decréatee price of Commonwealth Telephone and RCMksteould result in approximately a
$308 million decrease in fair value of these inmesits. The Company does not currently utilize fei@nnstruments to minimize its expos
to price fluctuations in equity securities.

The Company's Business Plan includes developinganstructing networks in Europe and Asia. As fel80, 1999, the Company has
invested significant amounts of capital in Europd will continue to expand its presence in Europe Asia in the second half of 1999. To
date, the Company has not utilized financial insienats to minimize its exposure to foreign currefiggtuations. The Company will continue
to analyze risk management strategies to redueggfocurrency exchange risk in the future.

The change in equity security prices is based qothnetical movements and is not necessarily intlieaf the actual results that may occur.
Future earnings and losses will be affected byaadhuctuations in interest rates, equity priced &reign currency rates.
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INDUSTRY OVERVIEW
History and Industry Development

Telecommunications Industry. Prior to its courtenetl breakup in 1984 (the "Divestiture"), AT&T latg monopolized the
telecommunications services in the United States ¢lvough technological developments had beguratcerit economically possible for
companies (primarily entrepreneurial enterprisegampete for segments of the communications bsisine

The present structure of the U.S. telecommunicatioarket is largely the result of the Divestituks.part of the Divestiture, seven local
exchange holding companies were created to offgicgs in geographically defined areas called LATAlse RBOCs were separated from
the long distance provider, AT&T, resulting in ttreation of two distinct market segments: localhextge and long distance. The Divestiture
provided for direct, open competition in the lorigtance segment.

The Divestiture did not provide for competitiontire local exchange market. However, several fag@nged to promote competition in the
local exchange market, including: (i) customer ge&ir an alternative to the RBOCS, also referoeds the ILECS; (ii) technological advan
in the transmission of data and video requiringagecapacity and reliability than ILEC networksrevable to accommodate; (iii) a monop
position and rate of return-based pricing structnéch provided little incentive for the ILECs tpgrade their networks; and (iv) the
significant fees, called "access charges," thaj liistance carriers were required to pay to thed& o access the ILECs' networks.

The first competitors in the local exchange mar#esignated as CAPs by the FCC, were establishi imid1980s. Most of the early CA
were entrepreneurial enterprises that operatedeldhrietworks in the central business districts afamcities in the United States where the
highest concentration of voice and data traffifoisnd. Since most states prohibited competitioridoal switched services, early CAP
services primarily consisted of providing dedicat@aswitched connections to long distance caraaslarge businesses. These connections
allowed high-volume users to avoid the relativalyhhprices charged by ILECs for dedicated, unswitcbonnections.

As CAPs proliferated during the latter part of 880s, certain federal and state regulators isauedys which favored competition and
promised to open local markets to new entrantss@elings allowed CAPs to offer a number of newises, including, in certain states, a
broad range of local exchange services, includiegllswitched services. Companies providing a coatlin of CAP and switched local
services are sometimes referred to as CLECs. Thisgmpetitive trend continued with the passagtefTelecommunications Act of 1996
(the "Telecom Act"), which provided a legal frametwdor introducing competition to local telecommeaaiions services throughout the
United States.

Over the last three years, several significantsiations have been announced representing cortsmtiad the U.S. telecom industry. Among
the ILECs, Bell Atlantic and NYNEX merged in Augu€97, Pacific Telesis Group and SBC Communicatioasged in April 1997, SBC
Communications and Ameritech have proposed a manptGTE and Bell Atlantic have proposed a mergang distance providers have
sought to enhance their positions in local marketsugh transactions such as AT&T's acquisitiomeeport Communications Group and of
Tele-Communications, Inc., WorldCom's mergers \WtRS and Brooks Fiber Properties and Qwest's prapasguisition of US West. They
have also sought to otherwise improve their corntipetpositions, through transactions such as WastdS merger with MCI.

Many international markets resemble that of thetéthBtates prior to the Divestiture. In many caiestrtraditional telecommunications
services have been provided through a monopolyigeoy
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frequently controlled by the national governmenthsas a Post, Telegraph and Telephone Compangcémt years, there has been a trend
toward liberalization of many of these marketstipatarly in Europe. Led by the introduction of cpatition in the United Kingdom, the
European Union mandated open competition as ofaigrli®98. Similar trends are emerging, albeit nsboaly, in Asia.

Internet Industry. The Internet is a global coliectof interconnected computer networks that alloassimercial organizations, educational
institutions, government agencies and individualsdmmunicate electronically, access and sharenr#ton and conduct business. The
Internet originated with the ARPAnet, a restrictedwork that was created in 1969 by the UnitedeSt&tepartment of Defense Advanced
Research Projects Agency to provide efficient alidiole long distance data communications amongligparate computer systems used by
government-funded researchers and academic orgianizalhe networks that comprise the Internetcaraected in a variety of ways,
including by the public switched telephone netwanki by high speed, dedicated leased lines. Comiatinns on the Internet are enabled by
Internet Protocol, an inter-networking standard greables communication across the Internet regssdif the hardware and software used.

Over time, as businesses have begun to utilizeigitatransfer and, more recently, intranet andranet services, commercial usage has
become a major component of Internet traffic. I894,%he U.S. government effectively ceased direfethding any part of the Internet
backbone. In the mid-1990s, contemporaneous wilintrease in commercial usage of the Interne¢vatgpe of provider called an ISP
became more prevalent. ISPs offer access, e- cuailpmized content and other specialized servicdgeoducts aimed at allowing both
commercial and residential customers to obtainrin&gion from, transmit information to, and utilimesources available on the Internet.

ISPs generally operate networks composed of detidates leased from ILECs, CLECs and ISPs usiteyhet Protocol based switching and
routing equipment and server-based applicationdatabases. Customers are connected to the ISP'®y{acilities obtained by the
customer or the ISP from either ILECs or CLECs tigto a dedicated access line or the placement ioaite switched local telephone call to
the ISP.

Internet Protocol Communications Technology. Traeetwo widely used switching technologies in catisedeployed communications
networks: circuit- switching systems and packetisiing systems. Circuit-switch based communicateEystems establish a dedicated
channel for each communication (such as a telepbalhéor voice or fax), maintain the channel fhetduration of the call, and disconnect
channel at the conclusion of the call. Packet-$wlitased communications systems format the infoonat be transmitted, such as e-mail,
voice, fax and data into a series of shorter digiassages called "packets." Each packet condistportion of the complete message plus
addressing information to identify the destinatiord return address.

Packet-switch based systems offer several advastage circuit-switch based systems, particuldrly ability to commingle packets from
several communications sources together simultatgonto a single channel. For most communicatipasgiicularly those with bursts of
information followed by periods of "silence," thiility to commingle packets provides for superietwork utilization and efficiency,
resulting in more information being transmittedotigh a given communication channel. There are, kieweertain disadvantages to packet-
switch based systems as currently implemented.dRaisicreasing demands for data, in part driveritgyInternet traffic volumes, are
straining capacity and contributing to latency &ys)) and interruptions in communications transroissi

On June 23, 1999 Level 3 announced a minimum fear,\$250 million strategic agreement with Luceetfinologies to purchase Lucent
systems, including software switches or "softswéth The minimum purchase commitment is subjecettain conditions and has the
potential to grow to $1 billion over five years.
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Under this nonexclusive agreement, Lucent will jievLevel 3 its Lucent Technologies Softswitchpéware switch for Internet Protocol
networks that is intended to combine the reliabgihd features that customers expect from the pghlitched telephone network with the
cost effectiveness and flexibility of Internet Rrodl technology. With the Lucent Softswitch, Le@edxpects to provide a full range of
Internet Protocol based communications service#aiin quality and ease of use to services oniticathl circuit voice networks. In additio
the companies also agreed to collaborate on f@ninancements of softswitches and gateway produstispport next-generation broadband
services for business and consumers that will coenbigh-quality voice and video communications witternet-style web data services.

Telecommunications Services Market

Overview of U.S. Market. The traditional U.S. marfa telecommunications services can be divided ihree basic sectors: long distance
services, local exchange services and Internesasmvices. In 1998, it is estimated that locaharge services accounted for revenues of
$96.8 billion, long distance services generateémees of $110.5 billion and Internet access revetntaled $8.3 billion. Revenues for both
local exchange and long distance services inclutguats charged by long distance carriers and sulks#y paid to ILECs (or, where
applicable, CLECSs) for long distance access.

Long Distance Services. A long distance telephatlecan be envisioned as consisting of three setgn8iarting with the originating
customer, the call travels along an ILEC or CLE@waek to a long distance carrier's POP. At the P call is combined with other calls
and sent along a long distance network to a POfRetong distance carrier's network near where#lewill terminate. The call is then sent
from this POP along an ILEC or CLEC network to theminating customer. Long distance carriers prewadly the connection between the
two local networks, and pay access charges to fBGwiginating and terminating calls.

The following diagram is a simplified illustratiaf a typical long distance call:
[CHART APPEARS HERE]

Local Exchange Services. A local call is one theginot require the services of a long distancgecan general, the local exchange carrier
connects end user customers within a LATA and piswides the local portion of most long distancksca
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The following diagram is a simplified illustratiaf a typical local call:
[CHART APPEARS HERE]

Internet Service. Internet services are generatlyiged in at least two distinct segments. A laealwork connection is required from the ISP
customer to the ISP's local facilities. For larggmmunication-intensive users and for content plend, these connections are typically
unswitched, dedicated connections provided by ILBOSLECS, either as independent service providersy some cases, by a company
which is both a CLEC and an ISP. For residentidl small/medium business users, these connectiergeserally PSTN connections
obtained on a dial-up access basis as a local egehalephone call. Once a local connection is niadee ISP's local facilities, information
can be transmitted and obtained over a packet{sadttnternet Protocol data network, which may csinsdi segments provided by many
interconnected networks operated by a number of.1SRis collection of interconnected networks makeshe Internet. A key feature of
Internet architecture and packet-switching is thaingle dedicated channel between communicationsis never established, which
distinguishes Internet-based services from the RSTN

The following diagram is a simplified illustratiaf a typical Internet access service:
[CHART APPEARS HERE]

Overview of International Market. The traditionaarket for telecommunications services outside eflinited States can also be divided into
three basic sectors: long distance services, Badiange services and Internet access servicé89B) it is estimated that local exchange
services accounted for revenues of $124.6 billmg distance services generated revenues of $b88dh and Internet services revenues
totaled $7.1 billion.

S-46



Internet Protocol Network and Interconnection. TQmmpany designed the Level 3 network to be optichfpe Internet Protocol based
communications, rather than circuit-switch basemrmminications such as that utilized by the PSTN. fétevork was designed with the goal
of providing the Company with the ability to adétgtfacilities, hardware and software to futurehtealogy developments in packet-switch
based communications systems.

There are many Internet Protocol networks currentlyperation. While generally adequate for daaagmission needs, these networks us
are not configured to provide the voice qualityl#me communications requirements of a traditioeréphone call. With current technolo
this quality can only be achieved by providing astantial cushion of communications capacity. Idi&oh, existing voice-over Internet
Protocol services generally require either custechignd-user equipment or the dialing of "accesssbar the following of other similar
special procedures to initiate a call. There ase abncerns about the reliability and security>a$ting Internet Protocol voice networks.

The Company has developed its Internet Protocaevservices so that customers will not be requieatial access codes or follow other
special procedures to initiate a call. The Compamy other technology providers have developedyandre commercially testing, softswit
technology to enable the transmission of traff@anskessly between a router-based Internet Protatelark and the circuit-based PSTN.
When commercially deployed, this technology wilbpide the Level 3 network with the same ubiquitytted PSTN. Specifically, this
technology will provide Level 3 with (1) the abjlito originate PSTN telephone traffic from an ILEGWwitch (when the origination point is
not on the Level 3 network), (2) route the trafiicer the Level 3 network and (3) deliver the tia#ither (a) directly to its destination (if the
destination is on the Level 3 network) or (b) toimerconnection point where the traffic is tramsfe back to the PSTN (the routing of traffic
to this interconnection point will be determinedé&d on a least-cost routing criteria). Level 3 exp#o be able to obtain the benefits of
packetswitch based communications protocols on its nekywhile allowing its customers to use their exigtequipment, telephone numkt
and dialing procedures, without additional accestes, for routing the call to the Level 3 netwdrkvel 3 believes that by building its own
network with significant excess capacity, expanlitgand the latest technological advances in nekvad@sign and equipment and having the
ability to route calls over the PSTN in the evehs@rvice disruptions, the other significant issassociated with Internet Protocol voice
transmission (quality, latency, reliability and ggty) will have been satisfactorily addressed. Tmmpany began commercially testing its
Internet Protocol long distance voice and fax tnaission services in the second quarter of 1998sltesting, the Company is evaluating the
scalability of the softswitch technology and theemsary business support systems required to cariaigtaunch its Internet Protocol long
distance voice and fax services. The Company dmetetre developing similar technology for locakbecand fax transmissions. The
Company currently anticipates that it will begimuoercial testing of Internet Protocol local voiceldax transmission services in the first
half of 2000. See "Risk Factors--A failure to conmaigly deploy satisfactory voice or fax technoldgy Internet Protocol networks could
adversely affect our business."

On November 16, 1998, Level 3 and Bell CommunicetiBesearch Inc. announced the merger of theiecéisp specifications for a new
protocol designed to bridge between the currestititbased PSTN and emerging Internet Protocoldasévorks. The merged specification,
called the Media Gateway Control Protocol, or MG@presents a combination of the Internet ProtBeslice Control, or IPDC,
specification developed by a consortium formed bydl 3 and made up of leading communications hamelaad software companies, and
the Simple Gateway Control protocol, developed bt Bommunications Research and Cisco SystemsMKBEP specification is available
without a fee to service providers and hardwaresaftivare vendors interested in implementing thieir networks and equipment.

The significance of MGCP is that when implementadlill provide customers with a seamless intercatioe between traditional PSTN and
the newer Internet Protocol technology networksdl& believes that this integration will enablesitumers to benefit from the lower cost of
Internet
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Protocol network services, including voice and faithout modifying existing telephone and fax eqngnt or dialing access codes. Level 3
plans to use MGCP in the development of its owmvoek.

On May 13, 1999, a group of leading telecommuniceticompanies announced the formation of the latemmal Softswitch Consortium, or
the "Consortium." Level 3 was one of the foundingmibers of this Consortium. The purpose of the degdion is to promote open standards
and protocols and new application developmenttferdistributed set of hardware and software platfothat are referred to as softswitches
and can seamlessly interconnect the PSTN withrimétion and applications currently available onlgiothe Internet. The Consortium is the
first group to focus exclusively on interconnectlmetween Internet Protocol networks and the PSTN,i@promoting worldwide
compatibility and interoperability of these netwsrhe Consortium's charter also calls for it tbaaca catalyst in stimulating independent
software vendors to develop value-added serviagesdiwice providers and network users of Intermetdeol networks.
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BUSINESS

Level 3 engages in the communications, informasiervices and coal mining businesses through owipeo$loperating subsidiaries and
substantial equity positions in public companiedate 1997, the Company announced the Businesst®lacrease substantially its
information services business and to expand thgerahservices it offers by building an advancatgrinational facilities based
communications network based on Internet Protaadirology.

History

The Company was incorporated as Peter Kiewit Soms'jn Delaware in 1941 to continue a constructiosiness founded in Omaha,
Nebraska in 1884. In subsequent years, the Comipaagted a portion of the cash flow generated gdnstruction activities in a variety
other businesses. The Company entered the coahgninisiness in 1943, the telecommunications busifemsisting of MFS and, more
recently, an investment in C-TEC Corporation asasitccessors RCN, Commonwealth Telephone and Gatiégan, Inc. ) in 1988, the
information services business in 1990 and therwteére energy business, through an investment ohA¥herican, in 1991. Level 3 also has
made investments in several development-stage nemtu

In the last three years, the Company has distribtatéts stockholders a portion of its telecommatimns business, split off its construction
business and sold its investments in the altereamnergy sector. In 1995, the Company distributetti¢ holders of Class D Stock all of its
shares of MFS. In the seven years from 1988 to ,1®@5Company invested approximately $500 millioMiFS; at the time of the distributi
to stockholders in 1995, the Company's holdingd s had a market value of approximately $1.75dailliin December 1996, MFS was
purchased by WorldCom in a transaction valued at3hillion.

In December 1997, the Company's stockholderseditifie decision of the Board to effect the spiiftseparating the Construction Group. A
result of the split-off, which was completed on ktaB1, 1998, the Company no longer owns any intémebe Construction Group. In
conjunction with the split-off, the Company changschame to "Level 3 Communications, Inc.," anel @onstruction Group changed its
name to "Peter Kiewit Sons', Inc."

In January 1998, the Company completed the salidémerican of its energy investments, consistimgnarily of a 24% equity interest in
MidAmerican. The Company received proceeds of apprately $1.16 billion from this sale, and as aufesecognized an after-tax gain of
approximately $324 million in 1998.

On November 6, 1998, Avalon Cable of Michigan, laecquired all the outstanding stock of Cable MielnigLevel 3 received approximately
$129 million in cash for its interest in Cable Migan and recognized a pre-tax gain of approxim&key million.

Business Plan

Since late 1997, the Company has substantiallgaszd the emphasis it places on and the resowreeted to its communications and
information services business. Since that timeQbmpany has become a facilities based providat {gha provider that owns or leases a
substantial portion of the plant, property and pment necessary to provide its services) of a braage of integrated communications
services. The Company has expanded substantiallyukiness of its subsidiary PKSIS and is creathmgugh a combination of construction,
purchase and leasing of facilities and other asaatadvanced, international, facilities based camimations network. The Company desig
the Level 3 network based on Internet Protocolriettigy in order to leverage the efficiencies o§ttachnology to provide lower cost
communications services.
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Market and Technology Opportunity. The Companydwas that, as technology advances, a comprehenasige of both consumer and
business communications and information servicdseiprovided over networks utilizing Internet Rycol technology. These services will
include traditional voice services and fax trangiois, as well as other data services such as kttagtess and virtual private networks. The
Company believes this shift has begun, and oves should accelerate, for the following reasons:

. Efficiency. As a packet-switched technology, intt Protocol technology generally uses networlacayp more efficiently than the
traditional circuit-switched PSTN. This is becagapacity in a packet switched network is shared/&en end points only when they are
communicating at any given time, whereas in cirsuiitched networks, capacity is reserved betweenpeimts communicating even when no
information is actually being transmitted. Therefaservices including voice, e-mail and file traamsfan be provided for lower cost over a
network using Internet Protocol technology.

. Open Protocol. Internet Protocol technology i®pan protocol (a non- proprietary standard) whiltbws for market driven development of
new services and applications for Internet Protoetivorks. In contrast, the PSTN is based on petgmy protocols, which are governed and
maintained by international standards bodies tteaganerally controlled by government-affiliatedites and slower to accept change.

. Improving Technologies. The Company and othemetbgy companies have developed solutions to adgreoblems associated with
certain Internet Protocol based applications tisatthe public Internet. For example, typical vawer Internet Protocol solutions are
characterized by cumbersome two-stage dialing reménts, latency (delay through the network whieh eegatively affect timing sensitive
communications such as voice and fax), quality@mterns about adequate security and reliabiligyel 3's Internet Protocol voice
technology, now being commercially tested, providegamless interconnection with the PSTN usingwidth architecture.

. Open Architecture. The open architecture of L&distributed network enables new competitiomagnsuppliers for the individual
components of the Internet Protocol voice switchiggtem. The Company believes that this competéimongst vendors will enable more
rapid improvement in the price/performance ratiinovidual network components and thereby lowewmoek cost.

Level 3's Strategy. The Company is seeking to alipit on the benefits of Internet Protocol techgglby pursuing the Business Plan. Key
elements of the Company's strategy include:

. Become the Low Cost Provider of Communicationwi8es. Our network is designed to provide highliggaommunications services at a
lower cost. For example, the Level 3 network isigeionstructed using multiple conduits to allow @@mpany to cost-effectively deploy
future generations of optical networking componemtd thereby expand capacity and reduce unit dostésldition, the Company's strategy is
to maximize the use of open, non-proprietary iegt in the design of its network software andwward. This approach is intended to
provide Level 3 with the ability to purchase thesnecost-effective network equipment from multipEndors. New technologies such as
packet- switching will also enhance the efficiesad our network.

. Combine Latest Generations of Fiber and Electsorin order to achieve unit cost reductions fansmission capacity, Level 3 has designed
its network with multiple conduits to deploy sucsige generations of fiber to exploit improvememtsransmission electronics. Optimizing
transmission electronics to exploit specific getiers of fiber optic technology currently provideansmission capacity on the new fiber n
cost effectively than deploying new electronicgpoavious generations of fiber.
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. Offer a Comprehensive Range of Communicationsi&es. The Company provides a comprehensive rahgenomunications services over
the Level 3 network, including private line, coltioa, Internet access and managed modem. The Caniganrrently commercially testing
voice and fax transmission services. We are alfariof dark fiber along our local and intercity wetks on a long term lease basis.

. Provide Seamless Interconnection to the PSTN.Gdrapany and other technology providers have deeelpand we are currently
commercially testing, technology to allow seamiessrconnection of the Level 3 network with the RSfor long distance voice and fax
transmissions. The Company and others are develguinilar technology for local voice and fax tranission services. A seamless
interconnection will allow customers to use Levall8ternet Protocol based services without modgyéxisting telephone and fax equipment
or existing dialing procedures (that is, withows tieed to dial access codes or follow other sirsii@cial procedures). The Company's
managed modem service currently uses softswitdint#ogy to seamlessly interconnect to the PSTN.

. Accelerate Market Rolbut. To support the launch of its services and ligvea customer base in advance of completing thstoaction of it:
network, Level 3 has begun offering services in23. cities and in London, Paris, Amsterdam anchiftat over a combination of leased
local and intercity facilities. Over time, thesaded networks will be displaced by networks that@ompany is constructing.

. Expand Target Market Opportunities. The CompadigBibution strategy is to utilize a direct salesce focused on communications
intensive and web centric businesses. These bgsin@sclude ISPs, application service providerstertt providers, systems integrators, next
generation carriers, web-hosting companies, stregumiedia companies and Internet Protocol basedgstqroviders. Providing continually
declining bandwidth costs to these companiestiseatore of the Company's market enabling strategy.

. Develop Advanced Business Support Systems. Thep@noy is developing a substantial, scalable andenalbled business support system
infrastructure specifically designed to enable@uenpany to offer services efficiently to its tamgtustomers. The Company believes that
this system will reduce its operating costs, gtgecustomers direct control over some of the sesvibey buy from the Company and allow
Company to grow rapidly without redesigning theh@ecture of its business support system.

. Leverage Existing Information Services CapaletitiThe Company is expanding its existing cap#&slin computer network systems
integration, consulting, outsourcing and softwaengineering, with particular emphasis on the crsioe of legacy software systems to
systems that are compatible with Internet Protoetivorks and web browser access.

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

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

. Experienced Management Team. Level 3 has assdrabtenagement team that it believes is well sudéchplement the Business Plan.
Most of Level 3's senior management was involvel@ading the development and marketing of telecomioations products and in
designing, constructing and managing intercity,royailitan and international networks.

. A More Readily Upgradable Network Infrastructurevel 3's network design takes advantage of rdo@otvations, incorporating many of
the features that are not present in
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older communication networks, and provides Leviégibility to take advantage of future developneeahd innovations. Level 3 has
designed the transmission network to optimize sileats of fiber and electronics simultaneously sggstem to deliver the lowest unit cost to
its customers. As fiber and transmission electréedtinology changes, Level 3 expects to realize umatwcost improvements by deploying
the latest fiber and transmission electronics teldgy in available empty or spare conduit in thdtiple conduit Level 3 network. The
Company believes that the spare conduit desigheoEével 3 network will enable Level 3 to effedistdeployment more quickly and at low
cost than other carriers.

. Integrated End-to-End Network Platform. LevelSlmtegy is to deploy network infrastructure injonanetropolitan areas and to link these
networks with significant intercity networks in NbrAmerica and Europe. The Company believes thairttegration of its local and intercity
networks will expand the scope and reach of ithieheustomer coverage, and facilitate the unifoeplayment of technological innovations
as the Company manages its future upgrade paths.

. Systems Integration Capabilities. The Companieibes that its ability to offer computer outsougcend systems integration services,
particularly services relating to allowing a custota legacy systems to be accessed with web breywsilrprovide additional opportunities
for selling the Company's products and services.

The Level 3 Network

An important element of the Business Plan is theeigment of the Level 3 network, an advanced ivatonal, facilities based
communications network optimized for Internet Poolidechnology. Today, the Company is primarilyeoiifig its communications services
using local and intercity facilities that are led$em third parties. This enables the Companyfterservices during the construction of its
own facilities. Over time, the portion of the Comga network that is owned by the Company will @ase and the portion of the facilities
leased will decrease. Over the next two to thregsyghe Company's network is expected to encompass

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

. leased or owned local networks in 56 North Arratimarkets;

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

. leased or owned local networks in 23 EuropeanRauific Rim markets; and

. transoceanic capacity, including a 1.28 Tbhpss@tantic cable system.

See "Risk Factors--Difficulties in constructing awetwork could increase its estimated costs aralyded scheduled completion.”
Intercity Networks. The Company's nearly 16,00Cerfitber optic intercity network in North Americallw¢onsist of the following:

. Rights-of-way ("ROW") from a number of third pas including railroads, highway commissions arilities. The Company has procured
these rights from sources that maximize the sgcant quality of the Company's installed networke TCompany has secured 100% of the
ROW required for the planned North American intigrcietwork. It has obtained these rights pursuasigreements with railroads, state and
local departments of transportation, utilities,gbipe companies and others.

. Multiple conduits connecting local networks irpagximately 200 North American cities. In 56 of sieccities, the Company expects to have
local networks. In general, Level 3 will installogips of 10 to 12 conduits in its intercity netwofke Company believes that the availability
of spare conduit will allow it to deploy future tewlogical innovations in optical networking compats as well as providing Level 3 with
the flexibility to offer conduit to other entities.
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. Initial installation of optical fiber strands dgssed to accommodate dense wave division multiplgxiansmission technology. This fiber
allows deployment of equipment which transmits algron 32 or more individual wavelengths of light ptrand, thereby significantly
increasing the capacity of the Company's netwdgkixe to older networks which generally use ogtfdzer strands that transmit fewer
wavelengths of light per strand. In addition, thentpany believes that the installation of neweragbtiibers will allow a combination of
greater wavelengths of light per strand, higheitaigransmission speeds and greater spacing efanktelectronics. The Company also
believes that each new generation of optical filsdirallow increases in the performance of thegeeass of the fiber and will result in lower
unit costs.

. High speed SONET transmission equipment emplogaifghealing protection switching and designedhigh quality and reliable
transmission.

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

To support the launch of its services in the tigndrter of 1998, the Company leased intercity dap&om two providers, connecting the fi
21 Level 3 North American markets. This leased cipavill be displaced over time by Level 3's NoAmerican intercity network.

On July 20, 1998, Level 3 entered into a networkstaction cost-sharing agreement with INTERNEXT(, a subsidiary of NEXTLINK
Communications, Inc. The agreement, which is vakte®i700 million, calls for INTERNEXT to acquireethight to use 24 fibers and certain
associated facilities installed along the entingtemf Level 3's North American intercity networkthe United States. INTERNEXT will pay
Level 3 as segments of the intercity network amameted which will reduce the overall cost of ttework to the Company. The network as
provided to INTERNEXT will not include the necesgatectronics that allow the fiber to carry commuations transmissions. Also, under
terms of the agreement, INTERNEXT has the rigtariadditional conduit for its exclusive use andhare costs and capacity in certain
future fiber cable installations in Level 3 conduit
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The following diagram depicts the currently planidatth American intercity network when fully constted:
[MAP]

The North American intercity network is expected®scompleted during the first quarter of 2001. Ibgment of the North American
intercity network will be accomplished through sitaneous construction efforts in multiple locatipngth different portions being complet
at different times. As of August 1, 1999, the Comphad completed 3,375 route miles of the intenaéiwork and had an additional
approximately 7,000 route miles under construction.

In Europe, the Company is deploying an approxingadel 50 mile fiber optic intercity network with afeteristics similar to those of the
North American intercity network. As in North Ameai, the Company will provide initial service in Bpe over a leased line and dark fi
network that will be displaced over time by thesigity network owned by the Company. In the Pad®im, the Company currently intends
provide service over a leased line intercity netnamd long term leases of submarine cable capacity.

On April 29, 1999, Level 3 announced that it hahfized contracts relating to construction of Ringf its European network in France,
Belgium, the Netherlands, Germany and the Unitetgom. Ring 1, which is approximately 2,000 miled| connect Paris, Frankfurt,
Amsterdam, Brussels and London. The network is egoketo be ready for service by September 2000 Riis part of the approximate 4,750
mile intercity network that will ultimately conneatminimum of 13 local city networks in Europe. §European network will be linked to t
Level 3 North American intercity network by the le# transatlantic 1.28 Tbps cable system curranttjer development, also expected to
be ready for service by September 2000.

On July 26, 1999, the Company also announced tvpoitant developments of its European network buitth agreements with Eurotunnel
and Alcatel. Eurotunnel will install and supply le#\8 with multiple cross-Channel cables betweerlthited Kingdom and France through
the high-security service tunnel. The first of tneables will be completed by the first quarte@D0. Subsequent cables will be installed to
upgrade and expand the network as and when requinetien new fiber technology becomes availableatdl will provide Level 3 with a
cross-Channel undersea cable link between the dKitggdom and Belgium. Alcatel will design, devel@nd install an undersea cable to
link the Level 3 network between the United Kingdand Belgium. The cable system is already undeeldpment and will be complete by
the end of 1999.
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In addition, on May 4, 1999, Level 3 and Colt TelecGroup plc announced an agreement to share foodte construction of European
networks. The agreement calls for Level 3 to skarestruction costs of Colt's planned 1,600 milericity German network linking Berlin,
Cologne, Dusseldorf, Frankfurt, Hamburg, Munich &tdttgart. In return, Colt will share constructiowsts of Ring 1 of Level 3's planned
European network.

The Company has entered into transoceanic capagigements that will link Level 3's North Americ&uropean and Pacific Rim intercity
networks. One agreement provides for Level 3'dqpation in the construction of an undersea calktem that will connect Japan and the
United States by mid-year 2000. The remaining ageses relate to the Company's transatlantic capaditese agreements are in addition to
the Company's 1.28 Thps transatlantic cable system.

Local Market Infrastructure. The Company's locailfbes include fiber optic networks, in a SONERg configuration, connecting Level 3's
intercity network gateway sites to ILEC and CLEQ®itcal offices, long distance carrier POPs, builgdihgusing communication-intensive end
users and Internet peering and transit facilities.

The Company has secured approximately 2.7 millgprase feet of space for its gateway facilities 2&ugust 1999 and has completed the
buildout of approximately 1.2 million square feétlis space. The Company's gateway facilitiesbaiag designed to house local sales staff,
operational staff, the Company's transmission atethet Protocol routing/switching facilities amtnical space to accommodate colocation
of equipment by high-volume Level 3 customers, saEhSPs, in an environmentally controlled, sesiteewith direct access to the Level 3
network through dual, fault tolerant connectionse TCompany has gateway facilities, which vary aesin New York City, Washington,

D.C., Philadelphia, Atlanta, Boston, Dallas, HoustGhicago, Detroit, Denver, Seattle, San Fran¢iSem Jose, Los Angeles, San Diego,
Manchester, New Hampshire, Providence, Jersey Cihginnati, Stamford and St. Louis. The Compangfisring private line, colocation
services, Internet access and managed modemgattéeay sites in these cities. The availabilityhafse services varies by location.

As of August 1, 1999, local network development waderway in 22 U.S. cities. Also as of August 499, the total number of U.S. cities
with operational facilities based local metropalitgetworks was 14.

As of August 1, 1999, the Company had 144 apprévE@ colocation applications in 28 cities and coeipt construction in 126 of these
central offices. As of August 1, 1999, the Comphay entered into interconnection agreements wit®88 covering 28 cities.

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

The launches of services in London and Frankfuibfied the Company's acquisitions of BusinessNatitad, a leading UK ISP, in January
1999 and miknet Internet Based Services GmbH,dirlgaGerman ISP, in September 1998. In additioduime 1999, the Company comple
the construction of its metropolitan network in @igy of London. The Company launched its interoadil gateway in London in January
1999 and Paris, Amsterdam and Frankfurt in Jun®.1BBe 75,000 square foot office and operationsitiat London is the hub of Europei
operations
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and houses the operational center and network eeuip along with additional space for expansion @idcation services. In addition, in
July 1999, Level 3 acquired a building with an diddial approximately 263,000 square feet of spacetve as colocation technical space in
London. The Company is currently offering serviceand among London, Paris, Amsterdam and Frankfurt

Communications and Information Services

In connection with the Business Plan, the Comparsubstantially increasing the emphasis it placesnal the resources devoted to its
communications and information services businels. Gompany is building on the strengths of itsrimfation services business and the
benefits of the Level 3 network to offer a broadga of other services to business and other end.use

As the Business Plan is being implemented, the Goms offering a comprehensive range of commuitinatservices, including the
following:

. Private Line and Special Access. Private line gpretial access services are established as amantrhysical connection between locat
for the exclusive use of the customer. The Compauffering the following types of special accers @rivate line services:

. Private Line. This type of link is a dedicateakliconnecting two end-user locations for voice daa applications, including ISPs.

. Carrier-toCarrier Special Access. This type of link conneetsiers (long distance providers, wireless pronddd.ECs and CLECS) to oth
carriers.

. End-user to Long Distance Provider Special Accébis type of link connects an end-user, suchlasge business, with the local POP of its
chosen long distance provider.

The Company is currently offering its local spe@iatess and private line services with availalalesimission speeds from T1 to OC3 and
0OC48 and its long distance services will be offeatdpeeds from T1 to OC3 and OC48. The Compaimjtially marketing its special access
and private line services to ISPs, resellers andiumeto large corporate customers.

. Colocation. The Company is offering its custonserd other service providers the ability to lodar communications and networking
equipment at Level 3's gateway sites in a safesandre technical operating environment. The denfamithese colocation services has
increased as companies expand into geographic iaredsch they do not have appropriate space drtieal personnel to support their
equipment and operations. At its operational cdlooasites, the Company is offering customers ACfa@ver, optional UPS power,
emergency back-up generator power, HVAC, fire grtid@ and security. Level 3 is also offering higipeed, reliable connectivity to the Le

3 leased network and other networks, including bathl and wide area networks, the PSTN and Intefiifeese sites are being monitored and
maintained 24 hours a day, seven days a week.

Level 3 is offering customers, including ISPs, tipportunity to colocate their web-server compustrthe Company's larger gateway sites,
enabling them to take advantage of the marketingtotner service, internal company information neksd'intranets") and other benefits
offered by such web presence. By colocating its-aaver in a Level 3 facility, a customer has th#itg to deploy a high-quality, high-
reliability Internet presence without investing itapin data center space, multiple high-speed eotions or other capital intensive
infrastructure. Although the customer is respormsibl maintaining the content and performances$drver, the Company's technicians will
be available to monitor basic server operation. Chenpany will also offer redundant infrastructuomsisting of multiple routers and
connections to Internet backbones and is alsoinffénternet Protocol services such as e-mail, fe@ds and domain name services.
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. Internet Access. The Company is offering Inteawtess to business customers, other carrierssirsl These services include high-capacity
Internet connections ranging from T1 to OC3 trassion speeds. The Company has peering arrangemigmigpproximately 60 domestic
ISPs and approximately 30 international ISPs amdiigently purchasing transit from two major ISPs.

. Managed Modem. The Company is offering to its@uers an outsourced, turn-key infrastructure gmufor the management of dial up
access to either the public Internet or a corpatata network that may include access to the puiérnet (“Managed Modem"). This serv

is the first offered by the Company that uses goft technology to seamlessly interconnect toRBE'N. While ISPs are provided a fully
managed dial-up network infrastructure for accegbé¢ public Internet, corporate customers thatipase Managed Modem services receive
connectivity for remote users to support data apfibbns such as telecommuting, e-mail retrievad, @ient/server applications. For Managed
Modem customers, Level 3 arranges for the provisfdocal network coverage, dedicated local teleghoumbers (which the Managed
Modem customer distributes to its customers incte®e of an ISP or to its employees in the casecoforate customer), racks and modems
as well as dedicated connectivity from the custésrlecation to the Level 3 gateway facility. Ledehlso provides monitoring of this
infrastructure 24 hours a day, seven days a wegkr®viding a turn- key infrastructure modem salatiLevel 3 believes that this product
allows its customers to save both capital and dipgraosts.

. Voice and Fax. Level 3 began commercial testinigsdnternet Protocol long distance voice and $axvice using softswitch technology in
the first quarter of 1999. Level 3 intends to iniwoe local, long distance and international InteRretocol based voice and fax services that
are accessed using existing telephone and fax m@mipand existing dialing procedures. The Compapgets that these services will be
offered at a quality level equal to that of the RST

. Special Services. The Company is offering darkrfialong its local and intercity networks on aglderm lease basis. A customer can obtain
dark fiber in any combination of three ways: (1grsent by segment, (2) full ring or (3) the entievel 3 network. Level 3 offers colocation
space in its gateway and intercity retransmissimilifies to these customers for the placemenheif transmission electronics. Although
Level 3 will not be responsible for the managentérihe customer's transmission electronics, Levsl@®ntemplating providing installation
and maintenance services for this equipment o #ofeservice basis.

Level 3 currently offers, through its subsidiary $I&, computer operations outsourcing and systetagration services to customers located
throughout the United States as well as abroad Cldmapany's systems integration services help cistdefine, develop and implement
cost-effective information services. The computgisourcing services offered by the Company incluekvorking and computing services
necessary for older mainframe-based systems andrredient/server-based systems. The Company previsi@utsourcing services to clients
that want to focus their resources on core bus@sesather than expend capital and incur overhesis ¢o operate their own computing
environments. PKSIS believes that it is able tbzatiits expertise and experience, as well as dipgrafficiencies, to provide its outsourcing
customers with levels of service equal to or bdttan those achievable by the customers themseliéle at the same time reducing the
customers' cost for such services. This servipaigcularly useful for those customers moving froltler computing platforms to more
modern client/server networks.

PKSIS offers reengineering services that allow canigs to convert older legacy software systemsdadem networked computing systems,
with a focus on reengineering software to enalderosoftware application and data repositoriestadressed by web browsers over the
Internet or
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over private or limited access Internet ProtoctWoeks. Through its Suite 2000SM line of servideKSIS provides customers with a multi-
phased service for converting programs and apitaiso that date-related information is accurgpedcessed and stored before and after the
year 2000. PKSIS also provides customers with ab@oation of workbench tools and methodologies tiravide a complete strategy 1
converting mainframe-based application systemdi¢atéserver architecture, while at the same timsueing Year 2000 compliance. See

"Risk Factors--Our Year 2000 compliance efforts maysucceed, and PKS Systems Integration LLC naag Kiability from its Year 2000
customer projects."

Distribution Strategy

Level 3's distribution strategy is to utilize aetit sales force focused on communications interesideweb centric businesses. These
businesses include ISPs, application service pepgjccontent providers, systems integrators, neméation carriers, wetesting companie:
streaming media companies and Internet Protoc@dst®rage providers. Level 3 believes that thesgpanies are the most significant
drivers of bandwidth demand. The past distinctioetsveen retail and wholesale have been blurredes® tcommunications intensive and
centric businesses purchase Level 3 services, @dé to our services and then remarket the serticesd-users. Bandwidth constitutes a
significant portion of these companies' cost stmectind their needs for bandwidth in many casegramging at an exponential rate. Provid
continually declining bandwidth costs to these camigs is at the core of Level 3's market enabliragegy.

Level 3 expects that approximately 80% of its saldisbe to web centric companies that package camipations services into value added
services and directly sell into the residential Bodiness markets. The remaining approximately 20%evel 3's sales will be to other carri
and corporations that are communications interaindehave high growth in communications and inforomaservices consumption. Level 3
has segmented its sales organization into fourraiario implement this distribution strategy. Thess#ude a Carrier Sales Group, an
ISP/Web Centric Sales Group, an Enterprise Salesfizand a Value Added Partner Group.

Business Support System

In order to pursue its sales and distribution sgigs, the Company is developing a set of intedratéware applications designed to autor
the Company's operational processes. Through thelajament of a robust, scalable business suppstesy the Company believes that it has
the opportunity to develop a competitive advantagdative to traditional telecommunications compan@hereas traditional
telecommunications companies operate extensiveyegasiness support systems with compartmentadirelitectures that limit their ability

to scale rapidly and introduce enhanced servicddeatures, the Company has developed a businppsrsisystem architecture intended to
maximize both reliability and scalability. See "RBactors--Our Business Plan requires the develapofeeffective business support systems
to implement customer orders and to provide arlddrilservices."

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

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

. phased completion of software releases designatiow the Company to test functionality on arnr@mental basis;

. "web-enabled" applications so that on-line actesdl order entry, network operations, billingidacustomer care functions is available to all
authorized users, including Level 3's customersraadllers;
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. use of a three-tiered, client/server architectoat is designed to separate data and applicamusis expected to enable continued
improvement of software functionality at minimumsgoand

. maximum use of pre-developed or "shrink wrappaapilications, which will interface to Level 3's ergrise resource planning suites.

The first three releases of the business suppstésyhave been delivered and contain functionagessary to support the set of services
presently offered. See "--Communications and Inftiam Services."

Interconnection and Peering

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

As of August 1, 1999, the Company had enterediimtezconnection agreements covering 28 cities. Tmpany may be required to
negotiate new or renegotiate existing interconnectigreements as Level 3 expands its operationigriant and additional markets in the
future.

Peering agreements between the Company and ISRe@essary in order for the Company to exchandféctreith those ISPs without having
to pay transit costs. The Company has peering geraents with approximately 60 domestic ISPs andceqapately 30 international ISPs a

is currently purchasing transit from two major ISIPBe basis on which the large national ISPs malezipg available or impose settlement
charges is evolving as the provision of Interneeas and related services has expanded. Recartipanies that have previously offered
peering have cut back or eliminated peering ratatiips and are establishing new, more restrictiieri@a for peering. In order to maintain
certain of its peering relationships, Level 3 vaidlve to meet these more restrictive criteria. $aek'Factors--Burdensome peering and transit
arrangements result in higher costs."

Employee Recruiting and Retention

As of June 30, 1999, Level 3 had 2,237 employed#isdrcommunications portion of its business and IBKfd approximately 945
employees, for a total of 3,182 employees. The Gompelieves that its ability to implement the Biesis Plan will depend in large part ot
ability to attract and retain substantial numbéradulitional qualified employees. In order to attrand retain highly qualified employees, the
Company believes that it is important to provigea(ivork environment that encourages each indivittuperform to his or her potential, (ii;
work environment that facilitates cooperation tosgashared goals and (iii) a compensation prograsigded to attract the kinds of
individuals the Company seeks and to align emplgyiaterests with the Company's. The Company bedi¢kie Business Plan and its
relocation to new facilities in the Denver metrdfaoi area help provide such a work environmenthwéspect to compensation programs,
while the Company believes financial rewards alareenot sufficient to attract and retain qualifeedployees, the Company believes a
properly designed compensation program is a negessmponent of employee recruitment and retentfiotthis regard the Company's
philosophy is to pay annual cash compensation wiifithe Company's annual goals are met, is modiragteater than the cash compense
paid by competitors. The Company's non-cash bepefgrams (including medical and health insuratifeeinsurance, disability insurance,
etc.) are designed to be comparable to those dffeydts competitors. See "Risk Factors--We mayigble to hire and retain sufficient
qualified personnel; the loss of any of our keyoenive officers could adversely affect us."
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The Company believes that the qualified candidite=eks place particular emphasis on equity-baseglterm incentive ("LTI") programs.
The Company currently has two complementary progrdinthe equity-based "Shareworks" program, wihielps ensure that all employees
have an ownership interest in the Company andraseugaged to invest risk capital in the Compangsks and (ii) an innovative Outperform
Stock Option ("OSO") program applicable to the Camgs employees. The Shareworks program currendiples employees to contribute
up to 7% of their compensation toward the purcludisestricted common stock. If an employee remaimgployed by the Company for three
years from the date of purchase, the shares vatl ared be matched by the Company with a grant efgaal number of shares of its comn
stock. The Shareworks program also provides thiéjest to satisfactory Company performance, the @aong's employees will be eligible
annually for grants by the Company of its restdatemmon stock of up to 3% of the employees' corsation, which shares will vest three
years from the employee's initial grant d:

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

The OSO program was designed by the Company sdadhsibckholders receive a market related returtheir investment before OSO
holders receive any return on their options. Then@any believes that the OSO program aligns direntiployees' and stockholders' interests
by basing stock option value on the Company'stgitih outperform the market in general, as meashyetthe S&P 500 Index. The value
received for options under the OSO plan is basea fmnmula involving a multiplier related to how ofuour common stock outperforms the
S&P 500 Index. Participants in the OSO program ator@alize any value from options unless our comstonk price outperforms the S&P
500 Index. To the extent that our common stock erfigpms the S&P 500, the value of OSOs to an ogtmder may exceed the value of
NQSOs.

Subsequent to the split-off of the Construction@prérom its other businesses, the Company adoptedstognition provisions of SFAS No.
123. Under SFAS No. 123, the fair value of an O8©domputed in accordance with accepted optioratialumodels) on the date of grant is
amortized over the vesting period of the OSO. Huegnition provisions of SFAS No. 123 are appliemspectively upon adoption. As a
result, they are applied to all stock awards gririehe year of adoption and are not applied taraw granted in previous years unless those
awards are modified or settled in cash after adapf the recognition provisions. While the Compéiag not yet determined the total effect
of adopting the recognition provisions of SFAS NIa3, the adoption resulted in non-cash chargepédoations in 1998 of approximately $39
million and will result in OSO program non-cash ifes to operations for future periods that the Camypbelieves will also be material. The
amount of the non-cash charge will be dependemnt apmumber of factors, including the number of @mgigranted and the fair value
estimated at the time of grant.

Competition

The communications and information services inguisthighly competitive. Many of the Company's ¢ixig and potential competitors in the
communications and information services industiyehfnancial, personnel, marketing and other resemsignificantly greater than those of
the Company, as well as other competitive advastagguding existing customer bases. Increasedatiolagion and strategic alliances in the
industry resulting from the Telecom Act, the openaf the U.S. market to foreign carriers, techn@abadvances and further deregulation
could give rise to significant new competitorstie Company.
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In the special access and private line servicegehathe Company's primary competitors are IXCEQs and CLECs. Most of these
competitors have a significant base of customers/fmm they are currently providing colocation seeg. Due to the high costs to CLECs of
switching colocation sites, the Company may hagerapetitive disadvantage relative to these congrstifThe market for the colocation of
web-servers is extremely competitive. In this mariklee Company competes with ISPs and many otheisiding IXCs, companies that
provide only web hosting/Internet Protocol cologatservices and a number of companies in the canmdustry.

For voice and fax services, the Company will coragetmarily with national and regional network piders. There are currently three
principal facilities- based long distance fiberioptetworks (AT&T, Sprint and MCI WORLDCOM), as Wels numerous ILEC and CLEC
networks. Others, including Qwest, IXC and Willigrase building additional networks that employ atbed technology similar to that of the
Level 3 Network and offer significantly more capggdb the marketplace. The additional capacity th@xpected to become available in the
next several years may cause significant decréagke prices for services. The ability of the Ca@mp to compete effectively in this market
will depend upon its ability to maintain high quglservices at prices equal to or below those adhlyy its competitors. Interexchange
Carriers and certain CLECs with excess fiber ogttiands may be competitors in the dark fiber bissinen the long distance market, the
Company's primary competitors will include AT&T, M@/ ORLDCOM and Sprint, all of whom have extensiwperience in the long
distance market. In addition, the Telecom Act wilbw the RBOCs and others to enter the long déstanarket. These providers are also
competitors in the provision of internet accesdotral markets the Company will compete with ILE®&l CLECs, many of whom have
extensive experience in the local market. WhileGoenpany believes that Internet Protocol technoleilyprove to be a viable technology
for the transmission of voice and fax serviceshetogy is not yet in place that will enable then@many to provide voice and fax services at
an acceptable level of quality. The Company maybeatble to develop or acquire such technology."Resx Factors--A failure to
commercially deploy satisfactory voice or fax testugy for Internet Protocol networks could adveysa#fect our business."

The communications and information services inguistisubject to rapid and significant changes ahitwlogy. For instance, recent
technological advances permit substantial incremstansmission capacity of both new and exisfibgr, and the introduction of new
products or emergence of new technologies may eetheccost or increase the supply of certain sesvéimilar to those which the Company
plans on providing. Accordingly, in the future tBempany's most significant competitors may be netraats to the communications and
information services industry, which are not buetby an installed base of outmoded equipment.

Regulation

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

Federal Regulation

The FCC regulates interstate and internationatt@emunications services. The FCC imposes extemsg@ations on common carriers such
as ILECs that have some degree of market powerFO@imposes less regulation on common carrietsouitmarket power, such as the
Company. The FCC permits these nondominant catagusovide domestic interstate services (includonyg distance and access services)
without prior authorization; but it requires carsdo receive an authorization to construct andatpeelecommunications facilities, and to
provide or resell telecommunications services, betwthe United States and international points.Jémpany has obtained FCC
authorization to provide international servicesadiacilities and resale basis. The Company hag fddffs for its interstate and international
long distance services with the FCC.
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Under the Telecom Act, any entity, including catglievision companies, and electric and gas uslitieay enter any telecommunications
market, subject to reasonable state regulatioafety quality and consumer protection. Becausddmpntation of the Telecom Act is subj
to numerous federal and state policy rulemaking@edings and judicial review, there is still unaety as to what impact it will have on the
Company. The Telecom Act is intended to increasepsdition. The Telecom Act opens the local servivesket by requiring ILECs to
permit interconnection to their networks and esshlohg ILEC obligations with respect to:

. Reciprocal Compensation. Requires all ILECs ahBCs to complete calls originated by competingieasrunder reciprocal arrangement
prices based on a reasonable approximation ofrimeméal cost or through mutual exchange of traffitheut explicit payment.

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

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

. Unbundled Access. Requires all ILECs to providadiscriminatory access to unbundled network elém@ncluding certain network
facilities, equipment, features, functions, andatalities) at any technically feasible point wittihreir networks, on nondiscriminatory terms
and at prices based on cost (which may includesoreble profit).

. Number Portability. Requires all ILECs and CLEG®ermit, to the extent technically feasible, ssgfrtelecommunications services to
retain existing telephone numbers without impairhwrguality, reliability or convenience when switng from one telecommunications
carrier to another.

. Dialing Parity. Requires all ILECs and CLECs toyide "1+" equal access to competing providerel@phone exchange service and toll
service, and to provide nondiscriminatory accedslephone numbers, operator services, directaigtasce, and directory listing, with no
unreasonable dialing delays.

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

ILECs are required to negotiate in good faith va#tiriers requesting any or all of the above arreraggs. If the negotiating carriers cannot
reach agreement within a prescribed time, eithefarzamay request binding arbitration of the digulissues by the state regulatory
commission. Where an agreement has not been redtii#tks remain subject to interconnection obligasi@stablished by the FCC and state
telecommunications regulatory commissions.

In August 1996, the FCC released a decision (theeftonnection Decision") establishing rules impdetng the above-listed requirements
and providing guidelines for review of interconnentagreements by state public utility commissidrtse United States Court of Appeals for
the Eighth Circuit (the "Eighth Circuit") vacatedrtain portions of the Interconnection Decision.fanuary 25, 1999, the Supreme Court
reversed the Eighth Circuit with respect to the FJ@risdiction to issue regulations governing langerconnection pricing (including
regulations governing reciprocal compensation). $hpreme Court also found that the FCC had authtaripromulgate a "pick and choose"
rule and upheld most of the FCC's rules governaugss to unbundled network elements. The Suprerog,®mwever, remanded to the FCC
the standard by which the FCC identified the neknmements that must be made available on an uhédihbasis.
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The Eighth Circuit decisions and their recent reakby the Supreme Court continue to cause unagrtabout the rules governing the prici
terms and conditions of interconnection agreemdiiits.Supreme Court's action in particular may negoi trigger the renegotiation of
existing agreements. Although state public utitt®mmissions have continued to conduct arbitratiand to implement and enforce
interconnection agreements during the pendendyeoEtghth Circuit proceedings, the Supreme Corgtent ruling and further proceedings
on remand (either at the Eighth Circuit or the F@G@) affect the scope of state commissions' authtiriconduct such proceedings or to
implement or enforce interconnection agreementsyould also result in new or additional rulesggdromulgated by the FCC. Given the
general uncertainty surrounding the effect of tighth Circuit decisions and the recent decisiothefSupreme Court reversing them, the
Company may not be able to continue to obtain &orea interconnection terms that are acceptabiediothat are consistent with its business
plans.

The Telecom Act also codifies the ILECs' equal as@nd nondiscrimination obligations and preemqtsrisistent state regulation. The
Telecom Act contains special provisions that mogifgvious court decrees that prevented RBOCs frawigting long distance services and
engaging in telecommunications equipment manufauihese provisions permit a RBOC to enter timg ldistance market in its traditional
service area if it satisfies several procedural sutibtantive requirements, including obtaining FEp@roval upon a showing that the RBOC
has entered into interconnection agreements (algrsome circumstances, has offered to enter ulo agreements) in those states in which
it seeks long distance relief, the interconnectigreements satisfy a 14-point "checklist" of contpetrequirements, and the FCC is satisfied
that the RBOC's entry into long distance markeis the public interest. To date, several petitibpdRBOCs for such entry have been denied
by the FCC, and none have been granted. The Tel&cbpermitted the RBOCs to enter the out-of-redmmg distance market immediately
upon its enactment.

In October 1996, the FCC adopted an order in whieliminated the requirement that non-dominantieas such as the Company maintain
tariffs on file with the FCC for domestic interstatervices. This order applies to all non-dominatetrstate carriers, including AT&T. The
order does not apply to the RBOCs or other locaharge providers. The FCC order was issued pursoauthority granted to the FCC in
the Telecom Act to "forbear” from regulating anjetmmmunications services provider if the FCC detees that the public interest will be
served. On February 13, 1997, the United Statest@béppeals for the District of Columbia Circigtayed the implementation of the FCC
order pending its review of the order on the me@isrrently, that temporary stay remains in effect.

If the stay is lifted and the FCC order becomesati¥e, telecommunications carriers such as thegaomwill no longer be able to rely on
filing of tariffs with the FCC as a means of prawigl notice to customers of prices, terms and camthton which they offer their interstate
services. The obligation to provide non-discrimamgf just and reasonable prices remains unchangeerthe Communications Act of 1934.
While tariffs provided a means of providing notifeprices, terms and conditions, the Company irgegndely primarily on its sales force and
direct marketing to provide such information todtsstomers.

The Company's costs of providing long distanceisesy as well as its revenues from providing I@galices, will both be affected by
changes in the "access charge" rates imposed b@dlda long distance carriers for origination arrdhieation of calls over local facilities.
The FCC has made major changes in the interstatsacharge structure. In a December 24, 1996,dhdeFCC removed restrictions on
ILECs' ability to lower access prices and relaxealregulation of new switched access servicesasettmarkets where there are other
providers of access services. On August 5, 199¢ @@ adopted an order granting price cap LECs iaahdik pricing flexibility, implementing
certain access charge reforms and seeking commemthers. The order provides certain immediateleggry relief to price cap carriers and
sets a framework of "triggers" to provide
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those companies with greater pricing flexibilityset interstate access rates as competition irese@ile order also initiated a rulemaking to
determine whether the FCC should regulate the aademges of CLECSs. If this increased pricing iy is not effectively monitored by
federal regulators, it could have a material adveffect on the Company's ability to price its intate access services competitively. A May
16, 1999 order substantially increased the amabtatdLECs subject to the FCC's price cap rulesi¢gpcap LECs") recover through mont|
flat-rate charges and substantially decreasedtfuaiats that these LECs recover through traffic is@agper-minute) access charges. Sev
parties appealed the May 16th order. On Augusi298, the Eighth Circuit upheld the FCC's accessgehreform rules.

Beginning in June 1997, every RBOC advised CLE@sttiey did not consider calls in the same lochincparea from their customers to
CLEC customers, who are ISPs, to be local callgeuotite interconnection agreements between the REXDE&she CLECs. The RBOCs claim
that these calls are exchange access calls fohvelxichange access charges would be owed. The RB@i@®d, however, that the FCC
exempted these calls from access charges so tltatnmpensation is owed to the CLECs for transpomwing terminating such calls. As a
result, the RBOCs threatened to withhold, and imyr@ases did withhold, reciprocal compensatiorttiertransport and termination of such
calls. To date, thirty-three state commissions hraled on this issue in the context of state corsmisarbitration proceedings or enforcement
proceedings. In thirty- one states, to date, takestommission has determined that reciprocal casgi®n is owed for such calls. Several of
these cases are presently on appeal. Reviewingsdoave upheld the state commissions in six desiendered to date on appeal. Appeals
from these decisions are pending in the Fifth, Nantd the U.S. Circuit Courts of Appeal. The Seleitcuit upheld the lllinois Commerce
Commission decision on June 18, 1999. On Februart 299, the FCC issued a Declaratory Ruling orishee of inter-carrier compensation
for calls bound to ISPs. The FCC ruled that thésaake largely jurisdictionally interstate call@thocal calls. The FCC, however, determined
that this issue was not dispositive of whetherristarier compensation is owed. The FCC noted abauraf factors which would allow the
state commissions to leave their decisions requittie payment of compensation undisturbed. The @ompannot predict the effect of the
FCC's ruling on existing state decisions, or thie@me of pending appeals or of additional pendimgps. The FCC also issued proposed rules
to address inter- carrier compensation in the &utur

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

In December 1996, the FCC initiated a Notice olingregarding whether to impose regulations ockarges upon providers of Internet
access and information services (the "Internet NdlKe Internet NOI sought public comment upon \uketo impose or continue to foreb:
from regulation of Internet and other packet-swéttimetwork service providers. The Internet NOI #fmadly identifies Internet telephony as
a subject for FCC consideration. On April 10, 19®&, FCC issued a Report to Congress on its impiéatien of the universal service
provisions of the Telecom Act. In that Report, B@C stated, among other things, that the provisfdransmission capacity to ISPs
constitutes the provision of telecommunications @ntherefore, subject to common carrier regutetiarhe FCC indicated that it would
reexamine its policy of not requiring an ISP to trifmute to the universal service mechanisms wher 3 provides its own transmission
facilities and engages in data transport over tlfiasiéities in order to provide an information siee. Any such contribution by a facilities
based ISP would be related to the ISP's provisidheounderlying telecommunications services. i Report, the FCC also indicated that it
would examine the
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guestion of whether certain forms of "phone-to-ghonternet Protocol telephony" are information g&s or telecommunications services. It
noted that the FCC did not have an adequate rexowchich to make any definitive pronouncementshat issue at this time, but that the
record the FCC had reviewed suggests that cexainsf of phone-to-phone Internet Protocol telephapyyear to have similar functionality to
non-nternet Protocol telecommunications services acll the characteristics that would render thenrinégion services. If the FCC were
determine that certain Internet Protocol telephseryices are subject to FCC regulations as teleaorimations services, the FCC noted it
may find it reasonable that the ISPs pay accesgebhand make universal service contributions aimtd non-Internet Protocol based
telecommunications service providers. The FCC atted that other forms of Internet Protocol telephappear to be information services.
The Company cannot predict the outcome of theseepidings or other FCC proceedings that may effiscCompany's operations or impose
additional requirements, regulations or chargesithe Company's provision of Internet access sesvic

On May 8, 1997, the FCC issued an order establishisignificantly expanded federal universal sergobsidy regime. For example, the F
established new universal service funds to sugpttommunications and information services prayitiequalifying schools and libraries
(with an annual cap of $2.25 billion) and to rumehlth care providers (with an annual cap of $400om). The FCC also expanded the
federal subsidies for local exchange telephonec\provided to low-income consumers. Providelisiteirstate telecommunications service,
such as the Company, as well as certain otheiemtihust pay for these programs. The Companyibation to these universal service
funds will be based on its telecommunications sereind-user revenues. The extent to which the Coygaervices are viewed as
telecommunications services or as information seviwill impact the amount of the Company's contidns, if any. As indicated in the
preceding paragraph, that issue has not been sssdBurrently, the FCC assesses such paymentedrasiis of a provider's revenue for the
previous year. The Company is currently unableutangjfy the amount of subsidy payments that it Wélrequired to make and the effect that
these required payments will have on its financ@addition because of uncertainties concerning itee & the universal fund and uncertainties
concerning the classification of its services.Ha May 8th order, the FCC also announced thatllisaon revise its rules for subsidizing
service provided to consumers in high cost arehghwmay result in further substantial increaseth@overall cost of the subsidy program.
Several parties appealed the May 8th order. Thh Eiircuit Court of Appeals recently upheld the FidGnost respects, but rejected the
FCC's effort to base contributions on intrastate iaternational revenues. The FCC's universal semprogram may also be altered as a result
of the agency's reconsideration of its policieshpfuture Congressional action.

State Regulation

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

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

State regulatory agencies have jurisdiction whemgany facilities and services are used to provitiastate services. A portion of the
Company's traffic may be classified as intrastatitherefore subject to state regulation. The Camgxpects that it will offer more
intrastate services (including intrastate switchexvices) as its business and product lines expaddtate regulations are modified to allow
increased local services competition. To provideastate services, the Company generally mustmhbtaertificate of public convenience and
necessity from the state regulatory agency and towith state requirements for telecommunicatiotities, including state tariffing
requirements. The Company currently is authorinegrtvide telecommunications services in all fétptes and the District of Columbia,
other than Alaska and Oklahoma.
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The Company has pending applications for authéoifyrovide telecommunications services in Alaskeé @klahoma.
Local Regulation

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

Canadian Regulation

The Canadian Radio-Television and Telecommunicatommission (the "CRTC") generally regulates Idiggance telecommunications
services in Canada. Regulatory developments oegpdist several years have terminated the hist@iopolies of the regional telephone
companies, bringing significant competition to timdustry for both domestic and international latistance services, but also lessening
regulation of domestic long distance companieselRs, which, as well as facilities-based carfiasv have interconnection rights, but
which are not obligated to file tariffs, may notyprovide transborder services to the U.S. bylhiesgthe services provided by the regional
companies and other entities but also may reselénvices of the monopoly international carrieleglobe Canada ("Teleglobe™), including
offering international switched services provisidrmwer leased lines. Although the CRTC formerlytrieted the practice of "switched
hubbing" over leased lines through intermediatentdes to a third country, the CRTC recently liftidis restriction. The Teleglobe monopoly
on international services and submarine cable tendghts terminated as of October 1, 1998, althaig provision of Canadian international
facilities based services remains restricted tand@igan carriers” with majority ownership by CanadiaOwnership of non-international
facilities are limited to Canadian carriers but @@mpany can own international submarine cabledignin Canada. The Company cannot,
under current or foreseen law, enter the Canadmkehas a provider of facilities-based domestivises. Pending proceedings address
issues such as the scope of contribution chargesbfto the telephone companies to offset sontleeofapital and operating costs of
interconnection as well as deregulation of the Idisgance services of the incumbent regional talaptcompanies.

While competition is now emerging in other Canadi&lacommunications market segments, the Compdligvbs that the regional
companies continue to retain a substantial majofityre local and calling card markets. Beginnimd/fiay 1997, the CRTC released a number
of decisions opening to competition the Canadiaalltelecommunications services market, which demsswere made applicable in the
territories of all Stentor member companies ex&gskTel (although Saskatchewan has subsequemtyealllocal service competition in that
province). As a result, networks operated by CLE@y now be interconnected with the networks ofitheCs. Facilities based CLECs are
subject to the same majority Canadian ownershima@en carrier” requirements as facilities-based Idistance carriers. CLECs have the
same status as ILECs, but they do not have univeesace or customer tariff-filing obligations. ECs are subject to certain consumer
protection safeguards and other CRTC regulatorysiylet requirements. CLECs must file interconnectariffs for services to interexchange
service providers and wireless service provideestdn ILEC services must be provided to CLECs mmiabundled basis and subject to
mandatory pricing, including central office codssgbscriber listings, and local loops in small urbad rural areas. For a five-year period,
certain other important CLEC services must be gledion an unbundled basis at mandated prices. |[LEkish, unlike CLECs, remained
fully regulated, will not be subject to rate ofuet regulation for an initial four-year period beging May 1, 1997, but their services must not
be priced below cost. Interexchange contributioynpents are now pooled and distributed among ILE@sGLECs according to a formula
based on their respective proportions of
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residential lines, with no explicit contributionyzeble from local business exchange or directorgmeres. CLECs must pay an annual
telecommunications fee based on their proportictotai CLEC operating revenues. All bundled andumdbed local services (including
residential lines and other bulk services) may mewesold, but ILECs need not provide these ses\izeesellers at wholesale prices.
Transmission facilities-based local and long distacarriers (but not resellers) are entitled tocale equipment in ILEC central offices
pursuant to terms and conditions of tariffs andrcérrier agreements. Certain local competitiondssare still to be resolved. The CRTC has
ruled that resellers cannot be classified as CLE@4 thus are not entitled to CLEC interconnectesms and conditions.

The Company's Other Businesses

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

C-TEC Companies

On September 30, 1997, C-TEC completed a tax-&steucturing, which divided C-TEC into three puld@mpanies (the "C-TEC
Companies"): C-TEC, which changed its name to Conwalth Telephone, RCN and Cable Michigan. The Gomis interests in the C-
TEC Companies are held through a holding compdmy/"€-TEC Holding Company"). The Company owns 9@he common stock of the
C-TEC Holding Company, and preferred stock of th€EZ Holding Company with a liquidation value ofpapximately $482 million as of
June 30, 1999. The remaining 10% of the commorksibthe C-TEC Holding Company is held by DavidMCourt, a director of the
Company who was formerly the Chairman of C-TECthkm event of a liquidation of the C-TEC Holding Qmany, the Company would first
receive the liquidation value of the preferred ktdkny excess of the value of the C-TEC Holding @amy above the liquidation value of the
preferred stock would be split according to the exship of the common stock.

Commonwealth Telephone. Commonwealth Telephoné’snmsylvania public utility providing local telegpie service to a 19-county, 5,191
square mile service territory in Pennsylvania. Cammealth Telephone services approximately 287,081 mccess lines. Commonwealth
Telephone also provides network access and longrtis services to IXCs. Commonwealth Telephonesgbes customer base is diverse in
size as well as industry, with very little concextibn. A subsidiary, Commonwealth Communicatiors provides telecommunications
engineering and technical services to large cotpangents, hospitals and universities in the neadtern United States. Another subsidiary,
Commonwealth Long Distance operates principalliémnsylvania, providing switched services and eesbbeveral types of services, using
the networks of several long distance providera @rholesale basis. As of June 30, 1999, the C-TBIdiry Company owned approximately
48.2% of the outstanding common stock of Commontliekdlephone.

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

RCN. RCN is a full service provider of local, lodggtance, Internet and cable television servicaaaly to residential users in densely
populated areas in the Northeast. RCN operatecaspetitive telecommunications service provideNew York City and Boston. RCN al
owns cable television operations in New York, Nensdy and Pennsylvania; a 40% interest in
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Megacable, S.A. de C.V., Mexico's second largdsiectelevision operator; and has long distanceatjmers (other than the operations in
certain areas of Pennsylvania). RCN is developth@aced fiber optic networks to provide a wide mnfjtelecommunications services,
including local and long distance telephone, vigeamgramming and data services (including high spegstnet access), primarily to
residential customers in selected markets in theddoto Washington, D.C. and San Francisco to SagdXxorridors. During the first quarter
of 1998, RCN acquired Ultranet Communications, bnd Erols Internet, Inc., two ISPs with operationthe Boston to Washington, D.C.
corridor. As of June 30, 1999, the C-TEC Holdingr@any owned approximately 35.1% of the outstandmmgmon stock of RCN.

Cable Michigan. Cable Michigan was a cable telewvisiperator in the State of Michigan which, as eE@mber 31, 1997, served
approximately 204,000 subscribers including apprately 39,400 subscribers served by Mercom. Cledtprimarily around the Michigan
communities of Grand Rapids, Traverse City, Lapeel Monroe (Mercom), Cable Michigan's systems sangtal of approximately 400
municipalities in suburban markets and small tov@s.June 4, 1998, Cable Michigan announced thretdtagreed to be acquired by Avalon
Cable. Level 3 received approximately $129 milliorcash when the transaction closed on Novemb&®$3.

Coal Mining

The Company is engaged in coal mining throughutsgliary, KCP, Inc. ("KCP"). KCP has a 50% int¢lieshree mines, which are operated
by a subsidiary of Peter Kiewit Sons', Inc. ("Nelt3®). Decker Coal Company ("Decker") is a joint e with Western Minerals, Inc., a
subsidiary of The RTZ Corporation PLC. Black Bufteal Company ("Black Butte") is a joint venture lwBitter Creek Coal Company, a
subsidiary of Union Pacific Resources Group InclmfaCreek Mining Company ("Walnut Creek") is a gead partnership with Phillips Ca
Company, a subsidiary of Phillips Petroleum Compdiye Decker mine is located in southeastern Majttre Black Butte mine is in
southwestern Wyoming, and the Walnut Creek mine éast-central Texas. The coal mines use theairfaning method. For a discussion
of certain risks associated with the coal miningibess, see "Risk Factors-- Environmental liab#itirom our historical operations could be
material,” "--Significant future declines in casbw from coal operations" and "-- Potential liathds and claims arising from our coal
operations could be significant.”

The coal produced from the KCP mines is sold pripéw electric utilities, which burn coal in ordes produce steam to generate electricity.
Approximately 89% of sales are made under long-tawniracts, and the remainder are made on thetspdtet. Approximately 77%, 79%
and 80% of KCP's revenues in 1998, 1997 and 1@3pectively, were derived from long-term contragith Commonwealth Edison
Company (with Decker and Black Butte) and The Detdison Company (with Decker). The primary cuséorof Walnut Creek is the
Texas-New Mexico Power Company ("TNP"). KCP alse bther sales commitments, including those withr&iPacific, Idaho Power,
Solvay Minerals, Pacific Power & Light, Minnesotavier, and Mississippi Power, that provide for tleéivibry of approximately 13 million
tons through 2005. The level of cash flows gendrateaecent periods by the Company's coal operatigiti not continue after the year 2000
because the delivery requirements under the Con'gangrent long-term contracts decline significantl

Under a mine management agreement, KCP pays adgarysif New PKS an annual fee equal to 30% of sGRljusted operating income.
The fee for the six months ended June 30, 199%d&/4snillion.

The coal industry is highly competitive. KCP comgsehot only with other domestic and foreign coaldiers, some of whom are larger and
have greater capital resources than KCP, but atboalternative methods of generating electricitgl alternative energy sources. In 1997,
KCP's production represented 1.4% of total U.Sl pozduction. Demand for KCP's coal is affected by
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economic, political and regulatory factors. Forrapée, recent "clean air" laws may stimulate demi@andow sulfur coal. KCP's western coal
reserves generally have a low sulfur content (lleas one percent) and are currently useful priflgige fuel for coal-fired, steam-electric
generating units.

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

The Company is required to comply with various fadlestate and local laws and regulations concgrpiotection of the environment. KCP's
share of land reclamation expenses for the six hsoabhded June 30, 1999 was approximately $3 milk@P's share of accrued estimated
reclamation costs was $95 million at June 30, 199@. Company did not make significant capital exjiemes for environmental compliance
with respect to the coal business in 1998. The Gamelieves its compliance with environmental @ctibn and land restoration laws will
not affect its competitive position since its cortifoes in the mining industry are similarly affedtby such laws. However, failure to comply
with environmental protection and land restoratems, or actual reclamation costs in excess ofCtimpany's accruals, could have an
adverse effect on the Company's business, redudigenations, or financial condition.

SR91 Tollroad

The Company has invested $12.9 million for a 65Uitgdnterest and lent $6.2 million to Californiaivate Transportation Company L.P.
("CPTC"), which developed, financed, and currepghgrates the 91 Express Lanes, a ten mile, foerilairoad in Orange County, California
(the "SR91 Tollroad"). The fully automated highwages an electronic toll collection system and \@ei@ricing to adjust tolls to demand.
Capital costs at completion were $130 million, $idi0ion of which was funded with debt that was gofaranteed by Level 3. However,
certain defaults by Level 3 on its outstanding defat certain judgments against Level 3 can resudefault under this debt of CPTC.
Revenue collected over the 35-year franchise pesioded for operating expenses, debt repaymettpianiit distributions. The SR91
Tollroad opened in December 1995 and achieved tipgrareak-even in 1996. Approximately 93,100 custos have registered to use the
tollroad as of July 1999, and weekday volumes 8lpicexceed 22,300 vehicles per day during July9199
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Legal Proceedings

In August 1999, the Company was named as a defemd&chweizer vs. Level 3 Communications, Incaleta purported national class
action, filed in the District Court, County of Baldr, State of Colorado which involves the Companigtst to install its fiber optic cable
network in easements and right-of-ways crossingthimtiffs' land. In general, the Company obtaitigel rights to construct its network from
railroads, utilities, and others, and is installitegnetwork along the rights-of-way so granteaifiiffs in the purported class action assert that
they are the owners of lands over which the Comigdityer optic cable network passes, and thatalieads, utilities, and others who grar
the Company the right to construct and maintainétsvork did not have the legal ability to do sheTaction purports to be on behalf of a
national class of owners of land over which the @any's network passes or will pass. The complaieks damages on theories of trespass,
unjust enrichment and slander of title and propexsywell as punitive damages. Although the Compampt aware of any additional similar
claims, the Company may in the future receive ctaiimmd demands related to rights-of- way issuedasina the issues in the Schweizer
litigation that may be based on similar or diffaresgal theories. Although it is too early for tBempany to reach a conclusion as to the
ultimate outcome of this litigation, managemenidads that the Company has substantial defendée taims asserted in the Schweitzer
action (and any similar claims which may be nanmethe future), and intends to defend them vigorausl

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

Directors and Executive Officers

Set forth below is information as of Septemberd99about each director and each executive oftitdie Company. The executive officers
of the Company have been determined in accordaitbellve rules of the SEC.

Name Age
Walter Scott, Jr........ 68 Chairman of the Board
James Q. Crowe.......... 50 President, Chief Execu
R. Douglas Bradbury..... 48 Executive Vice Preside
Kevin J. O'Hara......... 38 Executive Vice Preside
Colin V.K. Williams..... 59 Executive Vice Preside
Ivan Barkhorn........... 48 Senior Vice President
Michael D. Jones........ 42 Senior Vice President
Thomas C. Stortz........ 48 Senior Vice President,

Philip B. Fletcher...... 66 Director
William L. Grewcock..... 73 Director

Richard R. Jaros........ 47 Director
Robert E. Julian........ 60 Director
David C. McCourt........ 42 Director

Kenneth E. Stinson...... 56 Director
Michael B. Yanney....... 65 Director

Other Management

Set forth below is information as of September 1
members of senior management of the Company.

Name Age
Jimmy D. Byrd........... 38 President and Chief Ex
Daniel P. Caruso........ 36 Senior Vice President
Donald H. Gips.......... 39 Senior Vice President
Joseph M. Howell, Ill... 53 Senior Vice President
Gail P. Smith........... 39 Senior Vice President
Thomas Sweeney.......... 38 Senior Vice President
Ronald J. Vidal......... 38 Senior Vice President
Sureel A. Choksi........ 26 Vice President and Tre

Position

tive Officer and Director

nt, Chief Financial Officer and Director
nt and Chief Operating Officer

nt

General Counsel and Secretary

, 1999 about the following

Position

ecutive Officer of PKSIS

asurer

Walter Scott, Jr. has been the Chairman of the oathe Company since September 1979, and a diretthe Company since April 1964.
Mr. Scott has been Chairman Emeritus of New PK8esthe split-off. Mr. Scott is also a director of\W PKS, Berkshire Hathaway Inc.,
Burlington Resources Inc., MidAmerican, ConAgra;.JrCommonwealth Telephone, RCN, U.S. Bancorp aalddnt Industries, Inc.

James Q. Crowe has been the President and Chietiase Officer of the Company since August 1994 ardirector of the Company since
June 1993. Mr. Crowe was President and Chief Exee@fficer of MFS from June 1993 to June 1997. Mirowe also served as Chairmal
the Board of WorldCom from January 1997 until JI@97, and as Chairman of the Board of MFS from 188@ugh 1996. Mr. Crowe is
presently a director of New PKS, Commonwealth Teteye, RCN and InaCom Communications, Inc.

R. Douglas Bradbury has been Executive Vice Presigied Chief Financial Officer of the Company sikagyust 1997, and a director of the
Company since March 1998. Mr. Bradbury served dsf@®inancial Officer of MFS from 1992 to 1996, $mrVice President of MFS from

1992 to 1995, and Executive Vice President of Mfé&nf1995 to 1996.



Kevin J. O'Hara has been Executive Vice PresidetiteoCompany since August 1997, and Chief Opagdifficer of the Company since
March 1998. Prior to that, Mr. O'Hara served asident and Chief Executive Officer of MFS GlobaltNerk Services, Inc. from 1995 to
1997, and as Senior Vice President of MFS and &asbf MFS Development, Inc. from October 1992 tmyust 1995. From 1990 to 1992,
he was a Vice President of MFS Telecom, Inc. ("ME&com").

Colin V.K. Williams has been Executive Vice Presitlef the Company since July 1998 and Presidehewél 3 International, Inc. since July
1998. Prior to joining the company, Mr. Williams ss@hairman of WorldCom International, Inc., wheeawas responsible for the
international communications business and the dpweént and operation of WorldCom's fiber networksreeas. In 1993 Mr. Williams
initiated and built the international operationd#S. Prior to joining MFS, Mr. Williams was Corgte Director, Business Development at
British Telecom from 1988 until 1992.

Ivan Barkhorn has been Senior Vice President afsSahd Marketing Operations at the Company sincge 1889. He was a founding partner
at Colorado Strategy Group from 1993 to 1999 apdriner at McKinsey & Company from 1982 to May 1993

Michael D. Jones has served as Senior Vice PrasatehChief Information Officer of the Company sridecember 1998. Prior to that, Mr.
Jones was Vice President and Chief Informationd®ffof Corporate Express, Inc. from May 1994 to Mag8.

Thomas C. Stortz has been Senior Vice Presidemei@keCounsel and Secretary of the Company sinpte8der 1998. Prior to that, he
served as Vice President and General Counsel ef Rawit Sons', Inc. and Kiewit Construction Grouipe. from April 1991 to September
1998. He has served as a director of Peter Kieans$ Inc., RCN, C-TEC, Kiewit Diversified Groupclrand CCL Industries, Inc.

Philip B. Fletcher has been a director of the Camymance February 1999. Mr. Fletcher was Chairnfah@Board of ConAgra, Inc. from
May 1993 until September 1998. Mr. Fletcher wase€Eixecutive Officer of ConAgra, Inc. from Septemk€92 to September 1997. Mr.
Fletcher is a director of ConAgra, Inc. and chamméits executive committee.

William L. Grewcock has been a director of the Camypsince January 1968. Prior to the split-off, Mrewcock was Vice Chairman of the
Company for more than five years. He is presentjrector of New PKS.

Richard R. Jaros has been a director of the Comgpiacg June 1993 and served as President of thg&uonirom 1996 to 1997. Mr. Jaros
served as Executive Vice President of the Compeomy 1993 to 1996 and Chief Financial Officer of @@mpany from 1995 to 1996. He
also served as President and Chief Operating @ifit€alEnergy from 1992 to 1993, and is preseattjirector of MidAmerican,
Commonwealth Telephone and RCN.

Robert E. Julian has been a director of the Comparoe March 31, 1998. Mr. Julian has also beerir@iaa of the Board of PKSIS since
1995. From 1992 to 1995 Mr. Julian served as Exezitice President and Chief Financial Officer loé tCompany.

David C. McCourt has been a director of the Compange March 31, 1998. Mr. McCourt has also seaghairman and Chief Executive
Officer of Commonwealth Telephone and RCN sinceo®et 1997. From 1993 to 1997 Mr. McCourt serve@laairman of the Board and
Chief Executive Officer of C-TEC.
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Kenneth E. Stinson has been a director of the Cagnpice January 1987. Mr. Stinson has been Chaiohthe Board and Chief Executive
Officer of New PKS since the Split-Off. Prior tcettsplit-Off, Mr. Stinson was Executive Vice President af tbompany for more than the |
five years. Mr. Stinson is also a director of Condygnc. and Valmont Industries, Inc.

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

Jimmy D. Byrd has been the President and Chief lkex Officer of PKSIS since March 1999. Mr. ByrésvPresident and General Manager
of the New South Wales Office of Corporate Expréss, and Chief Information Officer of CorporateEgss, Inc. Australia/New Zealand
from 1997 to 1999. From 1993 to 1997 he was Viasident and CIO for Temple-Inland, Inc., was a di@l Sales Manager for Visual
Information Technologies from 1990 to 1993 and aafdvisory Marketing Representative for IBM fro@®8P to 1990.

Daniel P. Caruso has been Senior Vice Presidemiydik Services of the Company since October 199ér Bo that, Mr. Caruso was Senior
Vice President, Local Service Delivery of WorldCérmm December 1992 to September 1997 and was a areshthe senior managemen
Ameritech from June 1986 to November 1992.

Donald H. Gips has been Senior Vice President, @atp Development of the Company since Novembe8.1Pfor to that, Mr. Gips served
in the White House as Chief Domestic Policy AdvisoWice President Gore from April 1997 to April9® Before working at the White
House, Mr. Gips was at the Federal Communicatiamsi@ission as the International Bureau Chief ané®ar of Strategic Policy from
January 1994 to April 1997. Prior to his governneetvice, Mr. Gips was a management consultantctindey and Company.

Joseph M. Howell, 11l has been Senior Vice Predid€nrporate Marketing of the Company since Octdl®97. Prior to that, Mr. Howell we
Senior Vice President of MFS/WorldCom from 1993.897.

Gail P. Smith has been Senior Vice President, hatgsnal Sales and Marketing of the Company sineeelinber 1998. Prior to that, Ms.
Smith was Vice President and General Manager ofdZam International Networks from November 1994wty 1997 and European
Marketing Director during the start-up phase of MR&rnational.

Thomas P. Sweeney has been Senior Vice Presidankeliihg of the Company since December 1997. Ruitiiat, Mr. Sweeney was Vice
President, Sales Operations of MFS Intelenet,(IMES Intelenet”) from 1995 to 1996, Senior Viceefident, Marketing of MFS Intelenet
from 1996 to 1997 and Senior Vice President, Bissingevelopment of MFS/WorldCom during 1997.

Ronald J. Vidal has been Senior Vice President, Memtures of the Company since October 1997. Ruitinat, Mr. Vidal was a Vice
President of MFS/WorldCom from September 1992 twBer 1997. Mr. Vidal joined the Company in constion project management in
July 1983.

Sureel A. Choksi has been Vice President and Treasfithe Company since January 1999. Prior th Ma Choksi was a Director of
Finance at the Company from 1997 to 1998, an Aaseait TeleSoft Management, LLC in 1997 and an ystalt Gleacher Natwest from
1995 to 1997.

The Board is divided into three classes, design@teds I, Class Il and Class Ill, each class ctingisas nearly as may be possible, of one-
third of the total number of directors constitutihg Board. The Class | Directors consist of Wealeott, Jr., James Q. Crowe and Philip B.
Fletcher; the
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Class Il Directors consist of William L. GrewcodRichard R. Jaros, Robert E. Julian and David C. Mo€ and the Class Il Directors
consist of R. Douglas Bradbury, Kenneth E. Stinsod Michael B. Yanney. There is one vacancy ambadXass | Directors. The term of
the Class | Directors will terminate on the datéhaf 2001 annual meeting of stockholders; the tdrthe Class Il Directors will terminate on
the date of the 2002 annual meeting of stockhojdard the term of the initial Class Il Directordlierminate on the date of the 2000 annual
meeting of stockholders. At each annual meetingtadkholders, successors to the class of direathose term expires at that annual meeting

will be elected for three-year terms. The Compaaffisers are elected annually to serve until eaatcessor is elected and qualified or until
his death, resignation or removal.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth certain informatiaith respect to the beneficial ownership of our aoon stock, as of August 31, 1999, by the
Company's directors, executive officers, and dinecand executive officers as a group, and the patgon known by the Company to
beneficially own more than 5% of the outstandinghomn stock.

Percent of common
Number of s hares of stock beneficially
Name common s tock owned

Walter Scott, Jr.(1)......... 34,980, 455 10.3%

James Q. Crowe(2)........ ... 11,039, 614 3.2
R. Douglas Bradbury(3)................. 2,705, 190 *
Kevin J. O'Hara(4)..........cccecvvnee 1,855, 160 *
Colin V.K. Williams.................... 426, 344 *
Philip B. Fletcher...........ccco..... 5, 000 *
William L. GrewcocK(5).......cceenn.. 11,525, 428 3.4
Richard R. Jaros(6).................... 3,497, 498 1.0
Robert E. Julian...........cccccec... 3,993, 580 1.2
David C. McCourt..........cccceeeen. 115, 000 *
Kenneth E. Stinson..................... 724, 728 *
Michael B. Yanney........cccccc........ 115, 620 *
Directors and Executive Officers as a

Group (16 persons)(7).....ccccccuvee.. 72,064, 077 21.2
Donald L. Sturm(8).........cccceeveee. 18,373, 750 5.9

* Less than 1%.

(1) Includes 99,700 shares of common stock helthbySuzanne Scott Irrevocable Trust as to which9dott shares voting and investment
powers.

(2) Includes 712,000 shares of common stock hel@Hs/EImwood Trust, of which Mr. Crowe is the sbeneficiary.

(3) Includes 400,000 shares of common stock suljeatsted non-qualified stock options.

(4) Includes 46,000 shares of common stock helldwin J. O'Hara Family LTD Partnership. Include® 200 shares of common stock
subject to vested non- qualified stock options.

(5) Includes 1,154,640 shares of common stock Igl@rewcock Family Limited Partnership. Included 2380 shares of common stock held
by the Bill & Berniece Grewcock Foundation as taahhMr. Grewcock shares voting and investment pewer

(6) Includes 370,000 shares of common stock helthéylaros Family Limited Partnership. Include$9,200 shares of common stock held
by Mr. Jaros and 730,000 shares of common stogestito options held by a grantor trust, of which Naros is the residual beneficiary. See
"Certain Transactions and Relationships."

(7) Includes 892,995 shares of common stock subjegtsted non-qualified stock options. (8) Mr.r8tls business address is 3033 East First
Avenue, Denver, Colorado 80206. Based solely onS¢irm's Schedule 13D dated May 5, 1998, adjusted $ubsequent stock dividend,
Mr. Sturm owns 15,610,310 shares of common stawt,has voting and investment power with respe2t6d3,440 shares held by trusts and
partnerships established for family members anéfigally owns 150,000 shares as a member of tlaecbof directors of the University of
Denver.
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CERTAIN TRANSACTIONS AND RELATIONSHIPS
Certain Relationships and Related Transactions
All share information has been adjusted to refileetCompany's 2-for-1 stock split, effected asoakstividend in August 1998.

In connection with his retention as Chief Executdféicer of the Company, Mr. Crowe entered intoesigagement agreement (the
"Engagement Agreement") with the Company. UndeiBhgagement Agreement, the Company acquired fronCvtiwe, Mr. Bradbury and
an additional individual, Broadband Capital Group,.C., a company formed to develop investment opputies, for a purchase price of
$68,523, the owners' cash investment in that cosnfaursuant to the Engagement Agreement, the Coyrgrzid 10,000,000 shares of the
Company's former Class D Diversified Group ConbéetExchangeable Common Stock, par value $.0625hzee (the "Class D Stock") to
Mr. Crowe and 2,500,000 shares of Class D StodkrtdBradbury, in each case at $5.425 per share EFlgggement Agreement also
provided that the Company would make availablestde, from time to time prior to the consummatiéthe Splitoff, to certain employees
the Company designated by Mr. Crowe in connectiiih the implementation of the Business Plan, uart@ggregate of 10,500,000 share
Class D Stock.

The Company entered into a separation agreememtMvitJaros, a director of the Company, in conmectvith the resignation of Mr. Jaros
an executive officer of the Company effective Jdy 1997. Under the separation agreement, the Qoyreeid Mr. Jaros $262,350 as an
executive bonus payment in 1998.

On July 1, 1998, the Company issued 187,706 sludiiescommon stock to Mr. Colin V.K. Williams, d&xecutive Vice President of the
Company, in connection with the Company's acqoisitf UltraLine (Bermuda) Limited, a company owrmdMr. Williams. The value of tf
transaction, based upon the trading price of itaroon stock on that date, was approximately $5 omilli

On June 18, 1998, Level 3 entered into a contribt Reter Kiewit Sons, Inc. for the construction_ef/el 3's nearly 16,000 mile North
American intercity network. Construction, whicheigspected to be completed during the first quart@081, will cost an estimated $2 billion.
As of June 30, 1999, Level 3 incurred costs unlisrdontract of approximately $429 million. In atiloh, Level 3 has retained PKS as the
general contractor for the construction of Level@mpus headquarters facility being built in tlity 6f Broomfield, Colorado. As of June :
1999, Level 3 incurred costs under this contractpgroximately $60 million.

In connection with the Split-off, Level 3 and PKftered into various agreements intended to implémenSplit-off, including a separation
agreement and a tax-sharing agreement.

Separation Agreement. Level 3 and PKS enteredairsigparation agreement (the "Separation Agreemeaditing to the allocation of certain
risks and responsibilities between PKS and Lewat& the Split-off and certain other matters. Beparation Agreement provides that each
of PKS and Level 3 will indemnify the other withspeect to the activities of its subsidiary busingssips, except as specifically provided
under other agreements between the companies.rége-indemnities are intended to allocate finan@aponsibility to PKS for liabilities
arising out of the construction businesses formeolyducted by Level 3, and to allocate to Levaharicial responsibility for liabilities arisir
out of the non-construction businesses conductdcebgl 3. The Separation Agreement also allocagdsden PKS and Level 3 certain
corporate-level risk exposures not readily alloeableither the construction businesses or thecooistruction businesses.

The Separation Agreement provides that each ofll®aad PKS will be granted access to certain @and information in the possessiol
the other company, and requires that each of
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Level 3 and PKS retain all such information ingtsssession for a period of ten years following3pét-off. Under the Separation Agreeme
each company is required to give the other compaioy notice of any intention to dispose of anytsidormation.

The Separation Agreement provides that, exceptreswise set forth therein or in any related agme@imcosts and expenses in connection
with the Split-off will be paid 82.5% by Level 3@i7.5% by PKS. On March 18, 1998, Level 3 and RKtered into an amendment to the
Separation Agreement that provides that PKS walrlseibstantially all of those expenses if the L&/Bbard determined to force conversion
of all outstanding Class R Stock of Level 3 on efdoe July 15, 1998 (a "Forced Conversion Detertiong).

The Level 3 Board made such a determination arahrdingly, substantially all of those expenses tlborne by PKS.

Tax Sharing Agreement. Level 3 and PKS have entatedh tax sharing agreement (the "Tax Sharinge@grent") that defines each
company's rights and obligations with respect fiicéancies and refunds of federal, state and atdres relating to operations for tax years
portions thereof) ending prior to the Split-off anih respect to certain tax attributes of Levelr@l PKS after the Split-off. Under the Tax
Sharing Agreement, with respect to periods (oripostthereof) ending on or before the Split-offyee3 and PKS generally will be
responsible for paying the taxes relating to sethrns (including any subsequent adjustments iaguttom the redetermination of such tax
liabilities by the applicable taxing authoritiebpat are allocable to the non-construction busiaesisthe construction business, respectively.

The Tax Sharing Agreement also provides that L8wid PKS will indemnify the other from certaineéaxand expenses that would be
assessed on PKS and Level 3, respectively, if phie- & were determined to be taxable, but solelyhe extent that such determination arose
out of the breach by Level 3 or PKS, respectivefycertain representations made to the InternakReg Service in connection with the
private letter ruling issued with respect to thditSgf. Under the Tax Sharing Agreement, if theliSpff were determined to be taxable for
any other reason, those taxes and certain othes ssociated with the Split-off (together, "SpfitTaxes") would be allocated 82.5% to
Level 3 and 17.5% to PKS. The Tax Sharing Agreentewever, provides that Split-off Taxes will béoahted one-half to each of Level 3
and PKS if a Forced Conversion Determination isendd a result of the Forced Conversion Determamatihe Split-off Taxes would be so
allocated. Finally, the Tax Sharing Agreement pilegi under certain circumstances, for certaindigigid damage payments from Level 3 to
PKS if the Split-off were determined to be taxallbjch are intended to compensate stockholderK&f iRdirectly for taxes assessed upon
them in that event. Those liquidated damage paysneoivever, are reduced because of the Forced &iorndetermination.

Mine Management Agreement. In 1992, PKS and Lewsit8red into a mine management agreement (thee"Memagement Agreement”)
pursuant to which a subsidiary of PKS, Kiewit MigiGroup Inc. ("KMG"), provides mine management agldted services for Level 3's coal
mining properties. In consideration of the provisaf such services, KMG receives a fee equal ytpeercent of the adjusted operating
income of the coal mining properties. The termhaf Mine Management Agreement expires on Janu&@1.

In connection with the Splibff, the Mine Management Agreement was amendedawige KMG with a right of offer in the event thiaével 3
were to determine to sell any or all of its coahimg properties. Under the right of offer, Levei8uld be required to offer to sell those
properties to KMG at the price that Level 3 woudebls to sell the properties to a third party. If KM@re to decline to purchase the properties
at that price, Level 3 would be free to sell thenatthird party for an amount greater than or etpuétat price. If Level 3 were to sell the
properties to a third party, thus terminating theé&Management Agreement, it would be requiredayp MG an amount equal to the
discounted present value to KMG of the Mine ManagienAgreement, determined, if necessary, by anaégadrprocess.
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DESCRIPTION OF OTHER INDEBTEDNESS OF LEVEL 3

The following is a description of Level 3's matéitalebtedness other than the notes. The followimgmaries of the existing issues of Level
3's senior notes are qualified in their entiretyr&fgrence to the indentures to which each issisewibr notes relates. Copies of these
indentures are available on request to Level 3.

Proposed Secured Credit Facility

Certain Level 3 subsidiaries propose to enteran$d.375 billion senior secured credit facilitytthas been underwritten by a syndicate of
banks and other financial institutions led by Ch&seurities, Inc., as sole manager and lead ara@gase Securities Inc., Goldman Sachs
Credit Partners L.P., J.P. Morgan Securities Ind. &alomon Smith Barney Inc., as co-syndicatiomegend The Chase Manhattan Bank, as
administrative agent. The credit facility will casisof a $450 million tranche A term loan faciligg $275 million tranche B term loan facility
and a $650 million revolving credit facility. Lev@lexpects that its subsidiaries will borrow $478iom under these facilities at the closing
the proposed secured credit facility. The propasamlired credit facility is currently in general digation and is subject to customary
conditions for a transaction of this type, incluglitompletion of definitive documentation and fizalion of terms and conditions. Level 3
expects to close the proposed secured credittiabifithe end of September 1999.

All obligations under the revolving credit facilityill be secured by substantially all the assetsenfel 3 and, subject to certain exceptions, its
wholly owned domestic subsidiaries (other thantiheower under the term loan facilities). Such tswéll also secure a portion of the term
loan facilities in an amount equal to $100 milliplos, with certain exceptions, the undrawn amoftithe revolving credit facility.

Additionally, all obligations under the term loaacflities will be secured by the equipment thatlschased with the proceeds of the term |
facilities and the lease rentals derived from #aesé of such equipment to the Company's operatimgjdiaries. Level 3 and, subject to certain
exceptions, all its domestic subsidiaries (othantthe borrower under the term loan facilities) gilarantee all obligations under the
revolving credit facility. Level 3 and, subjectdertain exceptions, all its domestic subsidiaridsguarantee all obligations under the term
loan facilities.

The revolving credit facility and the tranche Arteloan facility mature eight years after the détéhe proposed credit agreement, and the
tranche B term loan facility matures on January2UR8.

Amounts drawn under the revolving credit facilitydathe term loans will bear interest, at the optibthe Company, at the alternate base rate
or reserve-adjusted London Interbank Offered Rat@@R) plus, in each case, applicable margins bageh, in the case of the revolving
credit facility and the tranche A term loan fagilithe ratings established by Moody's and S&P Herttighest rated senior unsecured lterga
debt of Level 3. The applicable margins for theofeing credit facility and the tranche A term lofatility range from 50 to 175 basis points
over the alternate base rate and from 150 to 23 Ipaints over LIBOR and are fixed for the tran&hterm loan facility at 2.50% over the
alternate base rate and 3.50% over LIBOR.

Beginning on March 31, 2004, the revolving crediility provides for automatic and permanent quyrteeductions of the amount available
for borrowing under that facility, commencing at$15 million per quarter and increasing to approxeha$61 million per quarter. The
tranche A term loan facility amortizes in conseeafijuarterly payments beginning on March 31, 2@0Mmencing at $9 million per quarter
and increasing to $58.5 million per quarter. Tlethe B term loan facility amortizes with substlhtiall of the scheduled payments due in
equal amounts from March 31, 2007 to January 16820

The credit agreement will require that indebtedrmegstanding under the term loan facilities be peiith all of the net proceeds with respect
to certain asset sales and, beginning Decembe&0®B, with 50% of excess cash flow for each figesr.
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The credit agreement will contain customary negatievenants restricting and limiting the abilitylafvel 3, the borrowers and any other
restricted subsidiary to engage in certain acésitincluding but not limited to:

. limitations on indebtedness and the incurrendens,
. restrictions on sale lease-back transactionsalwfations, mergers, sale of assets, transactithsaffiliates and investments, and

. restrictions on issuance of preferred stock,ddimds and distributions on capital stock, and atireilar distributions, including distributions
to Level 3 by its subsidiaries.

The credit agreement will also require Level 3 gr@borrowers to comply with specific financial amgkrational tests and maintain financial
ratios, including a:

. minimum intercity route miles completed test;

. minimum markets with fiber networks test;

. minimum telecom revenue test;

. maximum total debt to contributed capital ratio;

. maximum total debt to total telecommunicationgereie ratio;

. maximum senior debt to gross property, plantesudipment ratio; and
. beginning December 31, 2004, maximum total del#BITDA.

The proposed secured credit facility will contairstomary events of default, including an eventafadlt upon certain changes of control of
Level 3 and certain defaults under other indebtsslih@ving an outstanding principal amount exceegtgmillion.

Neither the closing of the proposed secured cfadility nor the closing of this offering of notésconditioned upon the closing of the ot
transaction. Although Level 3 anticipates thatgheposed secured credit facility will be substdlytias described above, its final terms may
differ from this description.

9 1/8% Senior Notes Due 2008

On April 28, 1998, the Company issued $2 billioggate principal amount of 9 1/8% senior notes2088 under an indenture between
Level 3 and IBJ Schroder Bank & Trust Company, kkmown as 1BJ Whitehall Bank & Trust Company, astee. The 9 1/8% senior notes
are senior unsecured obligations of the Compangy Tank equally in right of payment with Level 38 1/2% senior discount notes and all
other existing and future senior unsecured indetgtssl of Level 3. The notes bear interest at aofe@el/8% per annum, payable semiannt
in arrears on May 1 and November 1.

Level 3 may redeem the 9 1/8% senior notes, in &vboln part, at any time on or after May 1, 2003. redemption occurs before May 1,
2006, Level 3 will pay a premium on the principai@unt of the 9 1/8% senior notes redeemed. Thimipira decreases annually from
approximately 4.5% for a redemption during the tweahonth period beginning on May 1, 2003 to apprately 1.5% for a redemption
during the twelve month period beginning on MayQ05.

In addition, at any time prior to May 1, 2001, Le8anay redeem up to 35% of the original aggregaitecipal amount of the 9 1/8% senior
notes with the net proceeds of specified publiprorate offerings of its common stock at a redeoptirice equal to 109.125% of the
principal amount of the notes redeemed, plus anguad and unpaid interest, if any. At least 65%hefaggregate principal amount of 9 1/8%
senior notes must remain outstanding after suefd@mption.

If an event treated as a change in control of L8watcurs, Level 3 will be obligated to offer torpliase all of the outstanding notes at a
purchase price of 101% of the principal amounts@locrued and unpaid interest, if any.

S-79



The indenture relating to the 9 1/8% senior notasgs restrictions on the ability of Level 3 andhgoof its subsidiaries to:
. incur additional indebtedness;

. pay dividends or make other restricted paymemdsteansfers;

. create liens;

. sell assets;

. issue or sell capital stock of some of its sulbsi€ls;

. enter into transactions, including transactioiits affiliates; and

. in the case of Level 3, consolidate, merge drssddstantially all of Level 3's assets.

The holders of the 9 1/8% senior notes may foroe=L8 to immediately repay the principal on the/8% senior notes, including interest to
the acceleration date, if certain defaults existarrother indebtedness having an outstanding paheimount of at least $25 million.

10 1/2% Senior Discount Notes Due 2008

On December 2, 1998, the Company issued $833.8llibnraggregate principal amount at maturity of1¥2% senior discount notes due
2008 under an indenture between Level 3 and IBX&Naill Bank & Trust Company, as trustee. The 104dé2nior discount notes are senior
unsecured obligations of the Company. They ranlaiigin right of payment with the 9 1/8% senior @@fnd all other existing and future
senior unsecured indebtedness of Level 3.

The issue price of the 10 1/2% senior discountswai@s approximately 60% of the principal amoumhaturity. The notes accrete at a rate of
10 1/2% per year, compounded semiannually, to 1608teir principal amount by December 1, 2003. Gasrest will not begin to accrue

on the 10 1/2% senior discount notes until Decenib@003, unless Level 3 elects to commence thesakon or after December 1, 2001.
After December 1, 2003, interest will accrue aate of 10 1/2% and will be payable semiannuallyjome 1 and December 1, beginning June
1, 2004.

Level 3 may redeem the 10 1/2% senior discountsnatevhole or in part, at any time on or after Baber 1, 2003. If a redemption occurs
before December 1, 2006, Level 3 will pay a premamthe accreted value of the 10 1/2% senior distoates redeemed. This premium
decreases annually from approximately 5.25% fad@mption during the twelve month period beginringdecember 1, 2003 to
approximately 1.75% for a redemption during theltemonth period beginning on December 1, 2005.

In addition, at any time prior to December 1, 200dvel 3 may redeem up to 35% of the original aggte principal amount at maturity of 1
10 1/2% senior discount notes with the net proceédpecified public or private offerings of itsmmmon stock at a redemption price equal to
110.5% of the accreted value of the notes redeeptgsl any accrued and unpaid interest. At least 668he aggregate principal amount at
maturity of the notes must remain outstanding afteuch redemption.

If an event treated as a change in control of L8watcurs, Level 3 will be obligated to offer torpliase all of the outstanding notes at a
purchase price of 101% of the accreted value, @tgsued and unpaid interest, if any.

The indenture relating to the 10 1/2% senior distowtes places certain restrictions on the actidhevel 3 and some of its subsidiaries
which are substantially similar to those contaiirethe indenture relating to the 9 1/8% senior saoléhe indenture also contains a provision
relating to the acceleration of the 10 1/2% sediscount notes that is substantially similar ta tt@ntained in the indenture relating to the 9
1/8% senior notes.
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DESCRIPTION OF NOTES

The notes will be issued under an indenture dadesf 21999, between Level 3 and IBJ Whitehall B&nkrust Company, as trustee, the fc

of which is filed as an exhibit to the registratstatement of which the accompanying prospectagiart, and a first supplemental indenture
dated as of , 1999 (collectively referred to hegerthe "notes indenture” or the "indenture"), leewlLevel 3 and the trustee. Wherever
particular defined terms of the notes indenturel@iding the notes) are referred to, such definedgere incorporated herein by reference
notes are referred to in the notes indenture asut8s"). The following summaries of certain pigiens of the notes indenture do not pur

to be complete and are subject to, and are gudiifi¢heir entirety by reference to, the detaileoMvsions of the notes and the notes indenture,
including the definitions therein of certain terms.

General

The notes will be unsecured, direct, general, dibated obligations of Level 3, will be limited $750,000,000 aggregate principal amount
(plus up to an additional $112,500,000 aggregateipal amount to cover over-allotments, if anyYlamill mature on, 2009. Payment in full
of the principal amount of the notes will be due, @09 at a price of 100% of the principal amdaheteof.

The notes will bear interest at the rate per anshawn on the front cover of this prospectus supplanrom , 1999 or from the most recent
Interest Payment Date to which interest has be&hgrarovided for, payable semi- annually on ahdaxch year, commencing , , until the
principal thereof is paid or made available forpayt, to the person in whose name the note isteggib at the close of business on the
preceding or, as the case may be.

The notes will be convertible into shares of commatmtk initially at the conversion rate stated lo@ front cover of this prospectus
supplement, subject to adjustment upon the occeerehcertain events described under "-- ConverBigits," at any time following the
initial issue date of the notes and before theectifshusiness on the Business Day immediately dierge 2009, unless previously
repurchased or unless Level 3 has caused the @oreights of holders of notes to expire, as dftbelow under "-- Expiration of
Conversion Rights."

The notes are subject to repurchase by Levell3eadption of the holders, as described below uftdBepurchase at Option of Holders Upon
a Change of Control."

The principal of, premium, if any, and interesttbe notes will be payable, and the notes may besdered for registration of transfer,
exchange and conversion, at the office or agentlyeofrustee in the Borough of Manhattan, The Gitiew York. In addition, payment of
interest may, at the option of Level 3, be madetmyck mailed to the address of the person entitiekto as it appears in the Security
Register. See "--Payment and Conversion." Paymeatssfers, exchanges and conversions relatingriefizial interests in notes issued in
book-entry form will be subject to the procedurppliecable to global notes described below.

Level 3 initially will appoint the trustee at itso€porate Trust Office as paying agent, transfenggegistrar and conversion agent for the
notes. In such capacities, the trustee will beorsible for, among other things, (1) maintainingeord of the aggregate holdings of notes
represented by the global note, as defined belod aacepting notes for exchange and registratiarantfer, (2) ensuring that payments of
principal, premium, if any, and interest receivgdte trustee from Level 3 in respect of the natesduly paid to DTC or its nominees, (3)
transmitting to Level 3 any notices from holdergha notes, (4) accepting conversion notices alatieie documents and transmitting the
relevant items to Level 3 and (5) delivering catifes for common stock issued upon conversioh@hbtes.
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Level 3 will cause each transfer agent to act@gstrar and will cause to be kept at the offitsuxh transfer agent a register in which,
subject to such reasonable regulations as it mescpbe, Level 3 will provide for registration oanhsfers of the notes. Level 3 may vary or
terminate the appointment of any paying agentsfearagent or conversion agent, or appoint additionother such agents or approve any
change in the office through which any such agets, @rovided that there shall at all times be ra@ied by Level 3, a paying agent, a
transfer agent and a conversion agent in the Bérofig/lanhattan, The City of New York. Level 3 withuse notice of any resignation,
termination or appointment of the trustee or anyimmaagent, transfer agent or conversion agentofiaahy change in the office through
which any such agent will act, to be provided ttdbos of the notes.

No service charge will be made for any registratibtransfer or exchange of notes, but Level 3 megyire payment of a sum sufficient
cover any tax or other governmental charge payiabtennection therewith.

Form, Denomination, Transfer, Exchange and Book-Eny Procedures

Notes will be issued only in fully registered formithout interest coupons, in minimum denominatioh$1,000 and integral multiples
excess thereof. Notes sold in the offering wilidmuied only against payment therefor in immediagelilable funds.

The notes initially will be represented by one arennotes in registered, global form, without ietgrcoupons (collectively, the "global not
or "global note"). The global notes will be depeditipon issuance with the trustee as custodia@ T@, in New York, New York, and
registered in the name of DTC or its nominee, ithezase for credit to an account of a direct oir@ud participant in DTC as described
below.

Transfers of beneficial interests in the globaksawill be subject to the applicable rules and edoces of DTC and its direct or indirect
participants, which may change from time to time.

Except as set forth below, the global notes matydresferred, in whole and not in part, only to &seothominee of DTC or to a successor of
DTC or its nominee. Beneficial interests in thelbglbnotes may not be exchanged for notes in azat#d form except in the limited
circumstances described below under "--Exchang@&ook-Entry Notes for Certificated Notes."

Exchanges of Book-Entry Notes for Certificated Notg

A beneficial interest in a global note may not Rehmnged for a note in certificated form unlessiTC (x) notifies Level 3 that it is

unwilling or unable to continue as Depositary foe global note or (y) has ceased to be a cleagegay registered under the Exchange Act
and in either case Level 3 thereupon fails to appmisuccessor Depositary within 90 days, (2) L8yelt its option, notifies the trustee in
writing that it elects to cause the issuance ofrthies in certificated form or (3) there shall haeeurred and be continuing an Event of
Default or any event which after notice or lapséirok or both would be an Event of Default withpest to the notes. In all cases, certificated
notes delivered in exchange for any global noteemeficial interests therein will be registeredhia names, and issued in any approved
denominations, requested by or on behalf of theoBiggry, in accordance with its customary proceslure

Certain Book-entry Procedures for Global Notes.

The descriptions of the operations and procedurBa € that follow are provided solely as a matteconvenience. These operations and
procedures are solely within the control of DTC ane subject to changes by them from time to tire®el 3 takes no responsibility for these
operations and procedures and urges investoratacdTC or its participants directly to discusese matters.
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DTC has advised Level 3 as follows: DTC is a limifrirpose trust company organized under the lawiseoBtate of New York, a member of
the Federal Reserve System, a "clearing corporatiithin the meaning of the Uniform Commercial Cated a "Clearing Agency" register
pursuant to the provisions of Section 17A of theliange Act. DTC was created to hold securitiestégparticipants ("participants") and
facilitate the clearance and settlement of seesritiansactions between participants through eleictbook-entry changes in accounts of its
participants, thereby eliminating the need for ptglstransfer and delivery of certificates. Pagaits include securities brokers and dealers,
banks, trust companies and clearing corporatiodswaay include certain other organizations. Centdiguch participants, or their
representatives, together with other entities, ®¥C. Indirect access to the DTC system is availéblether entities such as banks, brokers,
dealers and trust companies that clear throughaamtain a custodial relationship with a participaither directly or indirectly ("indirect
participants").

DTC has advised Level 3 that its current practigmn the issuance of a global note, is to crediif®internal system, the respective principal
amount of the individual beneficial interests reyareted by such global note to the accounts with Bffthe participants through which such
interests are to be held. Ownership of beneficitdrests in the global note will be shown on, dettansfer of that ownership will be effec
only through, records maintained by DTC or its noaais, with respect to interests of participantd,the records of participants and indirect
participants, with respect to interests of persather than participants.

As long as DTC, or its nominee, is the registereldér of a global note, DTC or such nominee, axtse may be, will be considered the sole
owner and holder of the notes represented by slottalgnote for all purposes under the indenturetardchotes. Except in the limited
circumstances described above under "--ExchangBsai-Entry Notes for Certificated Notes," ownefdeneficial interests in a global note
will not be entitled to have any portions of sudbbgl note registered in their names, will not reeer be entitled to receive physical deliv

of notes in definitive form and will not be considd the owners or holders of the global note, grraostes represented thereby, under the |
indenture or the notes. Accordingly, each personiogva beneficial interest in the global note nre$t on the procedures of DTC and, if s
person is not a participant, those of the partitiparough which such person owns its interestrier to exercise any rights of a holder under
the indenture or such note.

Investors may hold their interests in the globakendirectly through DTC, if they are participantssuch system, or indirectly through
organizations that are participants in such systdhinterests in a global note will be subjectth@ procedures and requirements of DTC.

The laws of some states require that certain psrake physical delivery in definitive form of seities that they own. Consequently, the
ability to transfer beneficial interests in a glbbate to such persons may be limited to that éx@acause DTC can act only on behalf of its
participants, which in turn act on behalf of indirparticipants and certain banks, the ability peason having beneficial interests in a global
note to pledge such interest to persons or enthigsdo not participate in the DTC system, or ptlige take actions in respect of such
interests, may be affected by the lack of a physeegificate evidencing such interests.

Cash payment of the principal of, interest onherrepurchase of the global note will be made t€DF its nominee, as the case may be, as
the registered owner of the global note by wiradfar of immediately available funds on each rai¢ymyment date. Neither Level 3, the
trustee nor any of their respective agents willehamy responsibility or liability for any aspecttbé records relating to or payments made on
account of beneficial ownership interests in a glatote including any delay by DTC or any participar indirect participant in identifying
the beneficial ownership interests, and Level 3thedrustee may conclusively rely on, and shalbtmtected in relying on, instructions from
DTC for all purposes.
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Level 3 expects that DTC or its nominee, upon pgoefi any cash payment of principal, interest @r purchase price in respect of a global
note representing any notes held by it or its nemjnvill immediately credit participants' accouwith payments in amounts proportionate to
their respective beneficial interests in the ppatiamount of such global note for such notes awglon the records of DTC or its nominee
(adjusted as necessary so that such payments deewaith respect of whole notes only), unless DTE treason to believe that it will not
receive payment on such payment date. Level 3eadpects that payments by participants to ownel®oéficial interests in such global note
held through such participants will be governedtanding instructions and customary practicess asw the case with securities held for the
accounts of customers registered in "street naBigch payments will be the responsibility of suchipgants.

Notice of the expiration of conversion rights vl sent to DTC or its nomine

Neither DTC nor its nominee will consent or votéhwiespect to the notes. Under its usual proced&E mails an omnibus proxy to t
issuer as soon as possible after the record dageoimnibus proxy assigns DTC's, or its nomineeissenting or voting rights to those
participants to whose accounts the notes are eckdit the record date identified in a listing dittto the omnibus proxy.

Interests in the global notes will trade in DTCant-Day Funds Settlement System, and secondareitteakling activity in such interests
will therefore settle in immediately available fumydubject in all cases to the rules and procedfrBI C and its participants. Transfers
between participants in DTC will be effected in @@ance with DTC's procedures, and will be sefileshme-day funds.

DTC has advised Level 3 that it will take any actpermitted to be taken by a holder of notes, iiclg the presentation of notes for exche
as described below and the conversion of noteg,airthe direction of one or more participants twoge account with DTC interests in the
global notes are credited and only in respect ofiqortion of the aggregate principal amount ofrthees as to which such participant or
participants has or have given such direction. H@ngf there is an Event of Default, as definetbte under the notes, DTC reserves the
right to exchange the global notes for notes itifazated form, and to distribute such notes tisticipants.

Although DTC has agreed to the foregoing procediresder to facilitate transfers of beneficial awship interests in the global note among
participants, it is under no obligation to perfoomcontinue to perform such procedures, and suobegiures may be discontinued at any time.

None of Level 3, the trustee nor any of their resipe agents will have any responsibility for therformance by DTC, its participants
indirect participants of their respective obligasaunder the rules and procedures governing itseatipes, including maintaining, supervising
or reviewing the records relating to, or paymenéslenon account of, beneficial ownership interastgobal notes.

Payment and Conversion

The principal of the notes will be payable in UdBllars, against surrender thereof at the Corparatst Office of the trustee in the Borough
of Manhattan, The City of New York, in U.S. currgruy dollar check or by transfer to a dollar acdomaintained by the holder with a bank
in New York City. Payment of interest on a note rbaymade by dollar check mailed to the addresseoperson entitled thereto as such
address shall appear in the Security Registetypmm written application by the holder to the SaguRegistrar setting forth instructions not
later than the relevant Record Date, by transferdollar account maintained by the holder witlaakbin the United States.
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Payments in respect of the principal of, and premiifi any, and interest on any global note regextaén the name of DTC or its nominee will
be payable by the trustee to DTC or its nomindesinapacity as the registered holder under thesnodenture. Under the terms of the notes
indenture, Level 3 and the trustee will treat teespns in whose names the notes, including theagtodtes, are registered as the owners
thereof for the purpose of receiving such paymantsfor any and all other purposes whatsoever. &prently, neither Level 3, the trustee
nor any agent of Level 3 or the trustee has orhelle any responsibility or liability for:

(1) any aspect of DTC's records or any particigamtindirect participant's records relating tgpayments made on account of beneficial
ownership interests in the global notes, or forntaning, supervising or reviewing any of DTC'saets or any participant's or indirect
participant's records relating to the beneficiahevship interests in the global notes, or

(2) any other matter relating to the actions aratfices of DTC or any of its participants or indirparticipants.

Any payment on a note due on any day that is iBiisiness Day need not be made on such day, bubmmade on the next succeeding
Business Day with the same force and effect asadaron such due date, and no interest shall acersach payment for the period from and
after such date. "Business Day," when used withaetsto any place of payment, place of conversicang other place, as the case may be,
means each Monday, Tuesday, Wednesday, Thursdayraday that is not a day on which banking insiitng in such place of payment,
place of conversion or other place, as the caselreagire authorized or obligated by law or exeeutikder to close.

Notes may be surrendered for conversion at the datp Trust Office of the trustee in the BorougiMainhattan, The City of New York.

the case of global notes, conversion will be effddity DTC upon notice from the holder of a benefimiterest in a global note in accordance
with its rules and procedures. Notes surrendereddoversion must be accompanied by a conversitinenand any payments in respect of
interest, as applicable, as described below und@phversion Rights."

All moneys (1) deposited with the trustee or anyipg agent or (2) then held by Level 3 in trustttoe payment of principal, premium, if ar
or interest on any notes which remain unclaimeti@end of two years after such payment has becmand payable will be repaid to
Level 3, and the holder of such note will therealitek only to Level 3 for payment thereof.

Conversion Rights

The holder of any note will have the right, at tiwdder's option, to convert any portion of the pifral amount of a note that is an integral
multiple of $1,000 into shares of common stockrgt @Bme following the original issue date of thet@®and prior to the close of business on
the Business Day immediately preceding the matdiate, unless previously repurchased or unlessl3elas caused the conversion rights of
holders to expire. See "--Repurchase at Optionalfléts Upon a Change of Control" and "--ExpiratidrConversion Rights." The notes may
be converted at a conversion rate equal to the ruoftshares per $1,000 principal amount of ndtesva on the front cover of this
prospectus supplement (the "Conversion Rate")estibp adjustment in certain events as describkhb& he right to convert a note
delivered for repurchase will terminate (1) at thase of business on the Business Day immediatelyegling the Repurchase Date, as del
below, for such note, unless Level 3 defaults ikimgathe payment due upon repurchase, and (2véL# has exercised its right in
accordance with the terms of the notes indentuoatrse the conversion right of holders to expinethe conversion expiration date.

The right of conversion attaching to any note mayekercised by the holder by delivering the notha@tCorporate Trust Office of the trustee
in the Borough of Manhattan, The City of New Yoakcompanied by a duly signed and completed noficeroversion, a copy of which may
be obtained
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from the trustee. The conversion date will be thiedn which the note and the duly signed and cetaglnotice of conversion are so
delivered. As promptly as practicable on or after tonversion date, Level 3 will issue and delteethe trustee a certificate or certificates for
the number of full shares of common stock issuaplen conversion, together with payment in lieurof &action of a share; such certificate
will be sent by the trustee to the Conversion Adentdelivery to the holder. Such shares of commsimick issuable upon conversion of the
notes, in accordance with the provisions of thesdidenture, will be fully paid and nonassessabtewill also rank pari passu with the ot
shares of the common stock outstanding from tinterte.

Holders that surrender notes for conversion onte it is not an Interest Payment Date are ndtezhto receive any interest for the period
from the next preceding Interest Payment Date éaltite of conversion, except as described beloweder, holders of notes on a Regular
Record Date, including notes surrendered for caiwrrafter the Regular Record Date, will receiveititerest payable on such notes on the
next succeeding Interest Payment Date. Accordiragly,note surrendered for conversion during thegdrom the close of business on a
Regular Record Date to the opening of businest®méxt succeeding Interest Payment Date mustdmrganied by payment of an amount
equal to the interest payable on such Interest BayDate on the principal amount of notes beingeswered for conversion; provided,
however, that no such payment will be required upp@nconversion of any note, or portion thereddt ik eligible to be delivered for
repurchase if, as a result, the right to converhswte would terminate during the period betweerhdRegular Record Date and the close of
business on the next succeeding Interest Paymeat Da

No other payment or adjustment for interest, orafiay dividends in respect of common stock, willhiiede upon conversion. Holders
common stock issued upon conversion will not béledtto receive any dividends payable to holdérsoonmon stock as of any record date
before the close of business on the conversion Natéractional shares will be issued upon conwergiut, in lieu thereof, an appropriate
amount will be paid in cash by Level 3 based onmtiagket price of the common stock at the closeusfriess on the date of conversion.

A holder delivering a note for conversion will iz required to pay any taxes or duties in respiettteoissue or delivery of common stock on
conversion. However, Level 3 shall not be requieday any tax or duty that may be payable in refspiany transfer involved in the issue
delivery of the common stock in a name other thwat of the holder of the note. Certificates repnéisg shares of common stock will not be
issued or delivered unless the person requestictyisaue has paid to Level 3 the amount of any sachr duty or has established to the
satisfaction of Level 3 that such tax or duty hasrbpaid.

The Conversion Rate is subject to adjustment itaceevents, including without duplication:
(a) dividends, and other distributions, payableammon stock on shares of stock of Level 3,

(b) the issuance to all holders of common stockigiits, options or warrants entitling them to sulisefor or purchase common stock (or
securities convertible into common stock) at Iésstthe then Current Market Price, as defined betdwuch common stock as of the record
date for holders entitled to receive such rightgioms or warrants,

(c) subdivisions, combinations and reclassificagiohcommon stock,

(d) distributions to all holders of common stockesfdences of indebtedness of Level 3, sharespifatatock, cash or assets, including
securities, but excluding those dividends, rigbggjons, warrants and distributions referred tolauses (a) and (b) above, dividends and
distributions paid exclusively in cash and disttibns upon mergers or consolidations to which thet succeeding paragraph applies,
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(e) distributions consisting exclusively of caskelading any cash portion of distributions refertedn (d) above, or cash distributed upon a
merger or consolidation to which the next succegg@ragraph applies, to all holders of common site@n aggregate amount that, combi
together with (1) other such all-cash distributiomsde within the preceding 12 months in respeutlo€h no adjustment has been made and
(2) any cash and the fair market value of othesi@ration payable in respect of any tender offelével 3 or any of its subsidiaries for
common stock concluded within the preceding 12 mm®im respect of which no adjustment has been negeeds 10% of Level 3's market
capitalization, being the product of the Currentrkéd Price per share of the common stock on therdedate for such distribution and the
number of shares of common stock then outstandind,

(f) the successful completion of a tender offer mby Level 3 or any of its subsidiaries for comnstock which involves an aggregate
consideration that, together with (1) any casha@thér consideration payable in a tender offer byell& or any of its subsidiaries for comn
stock expiring within the 12 months preceding tRgimation of such tender offer in respect of whithadjustment has been made and (2) the
aggregate amount of any such all-cash distributiefesred to in (e) above to all holders of comrstotk within the 12 months preceding the
expiration of such tender offer in respect of whichadjustments have been made, exceeds 10% off 'swvaearket capitalization on the
expiration of such tender offer.

The term "Current Market Price" of common stockday day means the last reported sale price, regidg on such day, or, if no sale takes
place on such day, the average of the reporteéchgldsd and asked prices on such day, regular iagither case as reported on the Nasdaq
National Market or, if the common stock is not qabbr admitted to trading on such quotation systemthe principal national securiti
exchange or quotation system on which the commmrkshay be listed or admitted to trading or quotedif not listed or admitted to trading
or quoted on any national securities exchange otagjion system, the average of the closing bidasketd prices of the common stock on the
over-the-counter market on the day in questiorepented by the National Quotation Bureau Incorpatabr similar generally accepted
reporting service, or, if not so available in smeanner, as furnished by any Nasdaq member firncteeldrom time to time by the board of
directors of Level 3 for that purpose, if not s@aidable in such manner, as otherwise determingpbad faith by the board of directors of
Level 3.

Level 3 reserves the right to make such increas#ei Conversion Rate in addition to those requinetie foregoing provisions as it consic
to be advisable in order that any event treated)foted States federal income tax purposes asideathigl of stock or stock rights will not be
taxable to the recipients. No adjustment of thev@osion Rate will be required to be made until¢beulative adjustments amount to 1.09
more of the Conversion Rate. Level 3 shall compntgadjustments to the Conversion Rate pursuahiggaragraph and will give notice to
the holders of any such adjustments.

In case of any consolidation or merger of Levelithwr into another person or any merger of anoffeeson into Level 3, other than a merger
which does not result in any reclassification, angion, exchange or cancelation of the common starclk the case of any sale or transfer of
all or substantially all of the assets of Leveé&ch note then outstanding will, without the coheénhe holder of any note, become
convertible only into the kind and amount of setiesi cash and other property receivable upon sankolidation, merger, sale or transfer by
a holder of the number of shares of common stoickvrhich such note was convertible immediately ptiereto, assuming such holder of
common stock failed to exercise any rights of é&cand that such note was then convertible.

Level 3 from time to time may increase the ConwrfRate by any amount for any period of at leasd@@s, in which case Level 3 shall give
at least 15 days' notice of such increase, if thar® of Directors has made a determination that sutrease would be in the best interests of
Level 3,

S-87



which determination shall be conclusive. No suaitéase shall be taken into account for purposegtefmining whether the closing price of
the common stock exceeds the Conversion Pricegfated below, by 105% in connection with an evehtalw otherwise would be a Change
of Control or for purposes of determining whether Current Market Price exceeds 140% in connegtittnan event which otherwise would
allow the Company to cause the conversion rightsotders of notes to expire.

If at any time Level 3 makes a distribution of pedy to its shareholders that would be taxablaitthshareholders as a dividend for United
States federal income tax purposes, e.g., distoibsibf evidences of indebtedness or assets ofl [3g\ait generally not stock dividends on
common stock or rights to subscribe for commonlstand, pursuant to the anti-dilution provisiongte# notes indenture, the number of
shares into which notes are convertible is increbasech increase may be deemed for United Stadesdieincome tax purposes to be the
payment of a taxable dividend to holders of noBe® "Certain United States Tax Considerations."

Subordination

The payment of the principal of, premium, if angdanterest on the notes, including amounts payablany repurchase, will be subordinated
in right of payment to the extent set forth in tiedes indenture to the prior full and final paymientash of all Senior Debt of Level 3. "Ser
Debt" means the principal of, and premium, if aaayd interest, including all interest accruing sugjosat to the commencement of any
bankruptcy or similar proceeding, whether or notadm for post-petition interest is allowable aslaim in any such proceeding, on, and all
fees and other amounts payable in connection thithfollowing, whether absolute or contingent, sedwr unsecured, due or to become due,
outstanding on the date of the notes indenturbaretfter created, incurred or assumed:

(a) indebtedness of Level 3 evidenced by a creddan agreement, note, bond, debenture or othiewiobligation,
(b) all obligations of Level 3 for money borrowed,

(c) all obligations of Level 3 evidenced by a notesimilar instrument given in connection with #equisition of any businesses, propertie
assets of any kind,

(d) obligations of Level 3 (1) as lessee underdsasquired to be capitalized on the balance stig¢be lessee under generally accepted
accounting principles and (2) as lessee under ¢glases for facilities, capital equipment or redadssets, whether or not capitalized, entered
into or leased for financing purposes,

(e) all obligations of Level 3 under interest ratel currency swaps, caps, floors, collars, hedgeeawents, forward contracts or similar
agreements or arrangements,

(f) all obligations of Level 3 with respect to lets of credit, bankers' acceptances and simildities, including reimbursement obligations
with respect to the foregoing,

(9) all obligations of Level 3 issued or assumethasdeferred purchase price of property or sesyibat excluding trade accounts payable
accrued liabilities arising in the ordinary coucfdusiness,

(h) all obligations of the type referred to in das (a) through (g) above of another person arthvédlends of another person, the payment of
which, in either case, Level 3 has assumed or gted, or for which Level 3 is responsible or le@ldirectly or indirectly, jointly or
severally, as obligor, guarantor or otherwise, biclv is secured by a lien on the property of Le3ednd

(i) renewals, extensions, modifications, replaceimeestatements and refundings of, or any indeleeslor obligation issued in exchange for,
any such indebtedness or obligation describedainses (a) through (h) of this paragraph;
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provided, however, that Senior Debt shall not idelthe notes or any such indebtedness or obligétiba terms of such indebtedness or
obligation, or the terms of the instrument underclthor pursuant to which it is issued expresshyjte that such indebtedness or obligation
is not superior in right of payment to the notes.

No payment in respect of the notes, whether onwadanf principal of or premium, if any, or interest, or repurchase of, the notes

otherwise (other than with the money, securitieproceeds held under any defeasance trust estadblistaccordance with the notes indenture
provided that the establishment of such defeastunstis permitted by the terms of all Senior Dehgly be made by Level 3 if (1) a defaul
the payment of principal, premium, if any, or irgst; including a default under any redemption purehase obligation, or other amounts \
respect to Senior Debt occurs or

(2) any other default occurs and is continuing wétbpect to Senior Debt that permits the holdexeethf to accelerate (with notice, lapse of
time or both) the maturity thereof. Payments onrtbies may and shall be resumed (a) in the caag@afment default, upon the date on
which such default is cured or waived and (b) m¢hse of a nonpayment default, the date on which sonpayment default is cured or
waived if the maturity of such Senior Debt haslme¢n accelerated.

In addition, upon any acceleration of the princigha¢ on the notes as a result of an Event of Defaydayment or distribution of assets of
Level 3 to creditors upon any dissolution, winding liquidation or reorganization, whether volugtar involuntary, marshaling of assets,
assignment for the benefit of creditors, or in bapkcy, insolvency, receivership or other similaogeedings, of Level 3, all principal,
premium, if any, interest and other amounts payablall Senior Debt must be paid in full in caslfobe the holders of the notes are entitled
to receive any payment (other than with the mosegurities or proceeds held under any defeasamstesstablished in accordance with the
notes indenture provided that the establishmentioh defeasance trust is permitted by the ternadl 8enior Debt). By reason of such
subordination, in the event of insolvency, creditof Level 3 who are holders of Senior Debt mayvec more, ratably, than the holders of
the notes, and such subordination may result @daation or elimination of payments to the holdzfrthe notes. As of June 30, 1999 Level 3
had approximately $2.531 billion of Senior Debtstahding. Assuming that on June 30, 1999 Leveld3damered into its proposed secured
credit facility and its subsidiaries had borrowdd$ million under that credit facility, Level 3 wiouhave had $3.006 billion of outstanding
Senior Debt, including $475 million of its subsidés' debt guaranteed by Level 3, and Level 3'sididries would have had $900 million in
additional borrowings available under that creddility guaranteed by Level 3 on a senior basis.

Substantially all of our operating assets are delectly by our subsidiaries. Holders of any preddrstock of any of our subsidiaries and
creditors of any of our subsidiaries, includingdeacreditors, have and will have claims relatingh®assets of that subsidiary that are senior
to the notes. As a result, the notes will be stmadly subordinated to all preferred stock, indelbess and other liabilities, including trade
payables and lease obligations, of Level 3's sidrsid and any right of Level 3 to receive any &sséits subsidiaries upon their liquidation
or reorganization, and the consequent right ohthlders of the notes to participate in those asagiidbe effectively subordinated to the
claims of that subsidiary's creditors, includinade creditors, except to the extent that Leveddfiis recognized as a creditor of such
subsidiary, in which case the claims of Level 3 ldatill be subordinate to any security interesthia assets of such subsidiary and any
indebtedness of such subsidiary senior to thatineldevel 3. The proposed secured credit facility be indebtedness of our subsidiaries,
will be structurally senior to the notes, and Wil secured by substantially all of the Companysstasand, subject to certain exceptions, the
assets of the Company's wholly owned domestic diggs. In addition, the proposed secured creditify will restrict the ability of Level
3's subsidiaries to pay dividends and make loadsaduwances to Level 3.

The notes indenture does not limit the ability evel 3 or any of its subsidiaries to incur indebtesk, including Senior Debt.
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Expiration of Conversion Rights

On or after , 2002, Level 3 may, at its option,smmthe conversion rights of holders of notes tarexpevel 3 may exercise this option only if
for at least 20 trading days within any period @fc®dnsecutive trading days, including the lastitradiay of such period, the Current Market
Price of common stock exceeded 140% of the ConweRiice, as defined below, subject to adjustmenertain circumstances. In order to
exercise its option to cause the conversion rightelders of notes to expire, Level 3 must isspeess release for publication on the Dow
Jones News Service (or a comparable news servic@uacing the conversion expiration date priohdpening of business on the second
trading day after any period in which the conditiothe preceding sentence has been met, but @veat prior to , 2002. The press release
shall announce the conversion expiration date aodge the current conversion price of the notes thie Current Market Price of the
common stock, in each case as of the close of éssian the trading day next preceding the datieeopitess release.

Notice of the expiration of conversion rights vl given by Level 3 by fir-class mail to the holders of the notes not moaa flour business
days after Level 3 issued the press release. Csioverights will terminate at the close of businesghe conversion expiration date which

will be a date selected by Level 3 not less than@0Omore than 60 days after the date on which IL@V&sues the press release announcing its
intention to terminate conversion rights of theasot

Repurchase at Option of Holders Upon a Change of Gdrol

If a Change of Control, as defined below, occuasheholder of notes shall have the right, at tHddvts option, to require Level 3 to
repurchase all of such holder's notes, or any @ouf the principal amount thereof that is eque$¢000 or an integral multiple of $1,000 in
excess thereof, on the date (the "Repurchase Diatg"}s no earlier than 30 nor later than 60 ddier the date of the Company Notice, as
defined below, at a price equal to 100% of thegipal amount of the notes to be repurchased, tegstfih interest accrued to the Repurct
Date (the "Repurchase Price").

Level 3 may, at its option, in lieu of paying thefgRirchase Price in cash, pay the Repurchase Rramyimon stock valued at 95% of the
average of the closing sales prices of the comrtawrk dor the five trading days immediately precegand including the third day prior to the
Repurchase Date; provided that payment may notdmierin common stock unless Level 3 satisfies ceganditions with respect thereto
prior to the Repurchase Date as provided in thesnioidenture.

Within 30 days after the occurrence of a Chang@amftrol, Level 3 is obligated to give to all holdef the notes notice, as provided in the
notes indenture (the "Company Notice"), of the oence of such Change of Control and of the re@sehight arising as a result thereof.
Level 3 must also deliver a copy of the Companyidéoto the trustee. To exercise the repurchasé, @gholder of notes must deliver on or
before the 30th day after the date of the Compaoiych written notice to the trustee of the holdeksrcise of such right, together with the
notes with respect to which the right is being ebezd.

A "Change of Control" at such time after the orairssuance of the notes means the occurrence dblowing events:

(1) if any "person” or group" (as such terms aredus Sections 13(d) and 14(d) of the Exchangeofeiny successor provisions to either of
the foregoing), including any group acting for fhepose of acquiring, holding, voting or disposaigecurities within the meaning of Rule
13d- 5(b)(1) under the Exchange Act, other than@reyor more of the Permitted Holders, as defireldva, becomes the "beneficial

owner" (as defined in Rule 1R&lunder the Exchange Act, except that a persornbeileemed to have "beneficial ownership” of adireh tha
any such person has the right to acquire, whethgr gght is exercisable immediately or only after
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the passage of time), directly or indirectly, of8%r more of the total voting power of the Votinp&k of Level 3; provided, however, that
the Permitted Holders are the "beneficial owneas'defined in Rule 13d-3 under the Exchange Aciggixthat a person will be deemed to
have "beneficial ownership" of all shares that angh person has the right to acquire, whether sgbhis exercisable immediately or only
after the passage of time), directly or indirecifythe aggregate of a lesser percentage of thévoting power of the Voting Stock of Level 3
than such other person or group (for purposesisfttause (1), such person or group shall be de¢mbédneficially own any voting stock o
corporation (the "specified corporation”) held myather corporation (the "parent corporation"Jatg as such person or group beneficially
owns, directly or indirectly, in the aggregate gority of the total voting power of the Voting Stoof such parent corporation); or

(2) the sale, transfer, assignment, lease, coneeyanother disposition, directly or indirectly, @f or substantially all the assets of Level 3
and its subsidiaries, considered as a whole (dkizer a disposition of such assets as an entiretyrtoally as an entirety to a wholly owned
subsidiary or one or more Permitted Holders) dhele occurred; or

(3) during any period of two consecutive yearsjvittlials who at the beginning of such period cdogtd the board of directors of Level 3
(together with any new directors whose electioapgointment by such board or whose nomination lfstion by the stockholders of Level 3
was approved by a vote of a majority of the diresthen still in office who were either directotstae beginning of such period or whose
election or nomination for election was previoustyapproved) cease for any reason to constitutgjarity of the board of directors of Level
3 then in office; or

(4) the stockholders of Level 3 shall have approsey plan of liquidation or dissolution of Level 3;

provided, however, that a Change of Control shaillbe deemed to have occurred if the closing gaies per share of the common stock for
any five trading days within the period of 10 cangéve trading days beginning immediately after ltiter of the Change of Control or the
public announcement of the Change of Control skapllal or exceed 105% of the Conversion Price ohdtes in effect on each such trading
day; provided further that if the Change of Contedults in the reclassification, conversion, exgaof outstanding shares of common stock
of Level 3, such 10 consecutive trading day pesioall be measured as ending immediately befor€t@ange of Control.

"Permitted Holders" means the members of Leveb&&d of directors on April 28, 1998 and their exdjve estates, spouses, ancestors, and
lineal descendants, the legal representativesybathe foregoing and the trustees of any bona fiidsts of which the foregoing are the sole
beneficiaries or the grantors, or any person ofttvitlhe foregoing "beneficially owns" (as definedinle 13d-3 under the Exchange Act) at
least 66 2/3% of the total voting power of the mgtstock of such person.

"Voting Stock" of any person means Capital Stockuth person which ordinarily has voting powertfar election of directors (or persons
performing similar functions) of such person, whegtht all times or only for so long as no seniasslof securities has such voting power by
reason of any contingency. "Capital Stock" of aryspn means any and all shares, interests, paitimi{s or other equivalents (however
designated) of corporate stock or equity partidques, including partnership interests, whether galinar limited, of such person and any ri¢
(other than debt securities convertible or exchahbgeinto any equity interest), warrants or optitmacquire an equity interest in such per
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Rule 13e-4 under the Exchange Act requires theedissation of certain information to security holslér the event of an issuer tender offer
and may apply in the event that the repurchasemnjcomes available to holders of the notes. L&wéll comply with this rule to the exte
applicable at that time.

Level 3 may, to the extent permitted by applicdale, at any time purchase notes in the open markiey tender at any price or by private
agreement. Any note so purchased by Level 3 mayetextent permitted by applicable law, be reidsaureresold or may, at Level 3's option,
be surrendered to the trustee for cancelation. #aigs surrendered as aforesaid may not be reissuedold and will be canceled promptly.

The foregoing provisions would not necessarily mffbolders of the notes protection in the evertighly leveraged or other transactions
involving Level 3 that may adversely affect holders

Level 3's ability to repurchase notes upon the oeage of a Change of Control is subject to impurmitations. Level 3 anticipates that the
occurrence of a Change of Control will constitutesaent of default under its proposed secured tfadility. Moreover, the occurrence of a
Change in Control could cause an event of defaxdet, or be prohibited or limited by, the termstfer Senior Debt of Level 3. As a result,

in each case, any repurchase of the notes woudénak waiver, be prohibited under the subordingtimvisions of the notes indenture until
the Senior Debt is paid in full. Level 3's obligatito purchase the notes under this covenantuwriless consents are obtained, require Level 3
to repay either prior to or concurrently with thetenrepurchase all Senior Debt then outstandinpwbald by its terms prohibit the note
repurchase, including both series of Level 3'stawgssenior notes and the proposed secured ciadiity.

Further, Level 3 may not have the financial resesr@nd may not be able to arrange financing, talmaRepurchase Price for all the notes
that might be delivered by holders of notes seetangxercise the repurchase right. Level 3's gtititrepurchase notes with cash may also be
limited by the terms of its subsidiaries' borrowargangements due to dividend or other restrictidhe proposed secured credit facility will
restrict the ability of Level 3's subsidiaries wyplividends and make loans and advances to LevelyBfailure by Level 3 to repurchase the
notes when required following a Change of Controuid result in an Event of Default under the nateenture whether or not such
repurchase is permitted by the subordination pirongsof the notes indenture. Any such default niawirn, cause a default under Senior
Debt of Level 3. See "--Subordination”.

Mergers and Sales of Assets by Level 3

Level 3 may not consolidate with or merge into attyer person or convey, transfer, sell or leaspritperties and assets substantially as an
entirety to any person, and Level 3 shall not peemy person to consolidate with or merge into L&ver convey, transfer, sell or lease such
person's properties and assets substantially estanty to Level 3, unless:

(a) the person formed by such consolidation or antwith which Level 3 is merged or the person tdch the properties and assets of Level 3
are so conveyed, transferred, sold or leased¢@smoration, limited liability company, partnershaptrust organized and existing under the
laws of the United States, any State thereof obDiilstrict of Columbia and, if other than Level Bad expressly assume the due and punctual
payment of the principal of and, premium, if angdanterest on the notes and the performance aftther covenants of Level 3 under the
notes indenture,

(b) immediately after giving effect to such trartsat, no Event of Default, and no event which, iaftetice or lapse of time or both, would
become an Event of Default, shall have occurredencontinuing, and

(c) an officer's certificate and legal opinion tilg to the conditions described in (a) and (b)va&bis delivered to the trustee.
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Events of Default
The following will be Events of Default under thetaes indenture:

(a) failure to pay principal of or premium, if argn any note when due, whether or not such paymgmbhibited by the subordination
provisions of the notes indenture,

(b) failure to pay any interest on any note whee, d@ontinuing for 30 days, whether or not such paynis prohibited by the subordination
provisions of the notes indenture,

(c) failure to pay when due the Repurchase Pri@ngfnotes required to be repurchased pursuahétprbvisions described under "--
Repurchase at Option of Holders Upon Change of i@tintvhether or not a Company Notice is prohibitgdthe subordination provisions of
the notes indenture,

(d) failure to perform or comply with provisionssieibed under "-- Mergers and Sales of Assets wel&"

(e) failure to perform any other covenant of Le¥éh the notes indenture, continuing for 60 daysrafritten notice to Level 3 by the trustee
or the holders of at least 25% in aggregate prai@mount of outstanding notes,

(f) failure to pay when due any indebtedness foneyoborrowed by Level 3 or any subsidiary in exadst25 million if such failure shall
have continued after the applicable grace periadstuall not have been cured or waived or the at@d@ of any indebtedness for money
borrowed by Level 3 or a subsidiary in excess & ggllion,

(g9) any judgment or judgments for the payment oheyin an aggregate amount in excess of $25 mithahshall be rendered against Level
3 or any subsidiary and that shall not be waivatisied or discharged for any period of 45 consigeuwdays during which a stay of
enforcement shall not be in effect, and

(h) certain events of bankruptcy, insolvency orgemization.

Subject to the provisions of the notes indentulatirey to the duties of the trustee in case an EgEDefault shall occur and be continuing,
the trustee will be under no obligation to exeraeg of its rights or powers under the notes indenat the request or direction of any of the
holders, unless such holders shall have offerédedrustee reasonable indemnity. Subject to suatigions for the indemnification of the
trustee, the holders of a majority in aggregateqjpial amount of the outstanding notes will haveright to direct the time, method and place
of conducting any proceeding for any remedy avéglad the trustee or exercising any trust or pogegrferred on the trustee.

If an Event of Default, other than an Event of Reéfapecified in clause

(h) above with respect to the Company, occurs amomtinuing, either the trustee or the holderatdéast 25% in principal amount of the
outstanding notes may accelerate the maturityl ofcdes; provided, however, that after such acaéitem, but before a judgment or decree
based on acceleration, the holders of a majoriggigregate principal amount of outstanding noteg, mmader certain circumstances as set
forth in the notes indenture, rescind and annuhsaceleration if all Events of Default, other thlha nonpayment of principal of the notes
which have become due solely by such declarati@toéleration, have been cured or waived as prdvidéhe notes indenture. If an Even
Default specified in clause (h) occurs and is aaritig with respect to the Company, then the prialoih, and accrued interest on, all of the
notes shall automatically become immediately dukayable without any declaration or other actrengart of the holders of the notes or
trustee. For information as to waiver of defaudts "--Modification and Waiver" below.
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No holder of any note will have any right to insté any proceeding with respect to the notes ingterdgr for any remedy thereunder, unl
such holder shall have previously given to thet&@svritten notice of a continuing Event of Defaard the holders of at least 25% in
aggregate principal amount of the outstanding nsit@dl have made written request, and offered regtsle indemnity, to the trustee to
institute such proceeding as trustee, and thecusttall not have received from the holders of @rityin aggregate principal amount of the
outstanding notes a direction inconsistent witthswgjuest and shall have failed to institute sucdkcgeding within 60 days. However, such
limitations do not apply to a suit instituted by@lder of a note for the enforcement of paymenhefprincipal of or premium, if any, or
interest on such note on or after the respectieedées expressed in such note or of the rightneert such note in accordance with the n
indenture.

Level 3 will be required to furnish to the trustaeually a statement as to the performance by L®weélcertain of its obligations under the
notes indenture and as to any default in such pegoce.

Modification and Waiver

Level 3 and the trustee may, at any time and fiiame to time, without notice to or consent of anydeos of notes, enter into one or more
indentures supplemental to the indenture

(a) to evidence the succession of another pershavel 3 and the assumption by such successoeafdiienants of Level 3 in the indenture
and the notes,

(b) to add to the covenants of Level 3, for thedi#of the holders or to surrender any right owpo conferred upon Level 3 by the indenture,
(c) to add any additional Events of Default,

(d) to provide for uncertificated notes in additiomnor in place of certificated notes,

(e) to evidence and provide for the acceptanc@pb@mtment under the indenture of a successoreyst

(f) to secure the notes,

(g9) to comply with the Trust Indenture Act or thecBrities Act,

(h) to add guarantees with respect to the notes, or

(i) to cure any ambiguity in the indenture, to eotror supplement any provision in the indenturégtvimay be inconsistent with any other
provision therein or to add any other provisionhariéspect to matters or questions arising undeintfenture; provided such actions shall not
adversely affect the interests of the holders inraaterial respect.

Other modifications and amendments of the notesrinde may be made, and certain past defaults bgl 3emay be waived, with the
consent of the holders of not less than a majamigggregate principal amount of the notes atithe butstanding. However, no such
modification or amendment may, without the consgrnihe holder of each outstanding note affectecethg

(a) change the stated maturity of the principabofany installment of interest on, any note,
(b) reduce the principal amount of, or the premiifrany, or interest on, any note,
(c) modify the provisions with respect to a expoatof conversion rights in a manner adverse tchiders,

(d) at any time after a Change of Control has aecymodify the provisions with respect to the repase right of the holders in a manner
adverse to the holders,

(e) change the place or currency of payment ofcral of, premium, if any, or interest on, any n@teluding any payment of the Repurch
Price in respect of such note),
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(f) impair the right to institute suit for the emé@ment of any payment on or with respect to artg,no

(g) except as otherwise permitted or contemplageprbvisions concerning consolidation, merger, @yance, transfer, sale or lease of all or
substantially all of the property and assets ofdl@y adversely affect the right of holders to camany of the notes other than as provided in
the notes indenture,

(h) modify the conversion or subordination provisian a manner adverse to the holders of the notes,
(i) reduce the above-stated percentage of outsignaites necessary to modify or amend the notestode,

(j) reduce the percentage of aggregate principalerinof outstanding notes necessary for waiveoaifiance with certain provisions of the
notes indenture or for waiver of certain defauts,

(k) reduce the percentage in aggregate principalamof outstanding notes required for the adopdiba resolution or the quorum requirec
any meeting of holders of notes at which a resofuis adopted. The quorum at any meeting callediapt a resolution will be persons
holding or representing a majority in aggregateg@pal amount of the notes at the time outstandimgy at any reconvened meeting adjoul
for lack of a quorum, 25% of such aggregate prialcgmount.

The holders of a majority in aggregate principabant of the outstanding notes may waive complidnckevel 3 with certain restrictive
provisions of the notes indenture by written congerby the adoption of a resolution at a meetifige holders of a majority in aggregate
principal amount of the outstanding notes also maiye any past default under the notes indentxee a default in the payment of
principal, premium, if any, or interest, by writteansent.

The notes indenture contains provisions for comgmieetings of holders of notes.
Notices

Notice to holders of the notes will be given by hiaithe addresses of such holders as they appélae iSecurity Register. Such notices
be deemed to have been given on the date of maifitige notice.

Notice of expiration of conversion rights will besgn at least once not less than 30 nor more tBaate§s prior to the conversion expirati
date, which notice shall be irrevocable, and wikafy the conversion expiration date.

Replacement of Notes

Notes that become mutilated, destroyed, stolensindill be replaced by Level 3 at the expenséefttolder upon delivery to the trustee
the mutilated notes or evidence of the loss, theftestruction thereof satisfactory to Level 3 #meltrustee. In the case of a lost, stolen or
destroyed note, indemnity satisfactory to the gestnd Level 3 may be required at the expenseedidider of such note before a replacer
note will be issued.

Payment of Stamp and Other Taxes

Level 3 shall pay all stamp and similar dutiesnf/, which may be imposed by the United Statesigipalitical subdivision thereof or taxing
authority thereof or therein with respect to tteuence of the notes. Level 3 will not be requiethbke any payment with respect to any ¢
tax, assessment or governmental charge imposedybgavernment or any political subdivision thereotaxing authority thereof or therein.
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Satisfaction and Discharge

The provisions in the indenture relating to defeasawill be applicable to the notes.

Governing Law

The notes indenture and the notes will be govebyegind construed in accordance with the laws ofSta¢e of New York.
The Trustee

The trustee for the holders of notes issued urdenotes indenture will be IBJ Whitehall Bank & $riCompany, which is also the trustee
both series of Level 3's existing senior notexdse an Event of Default shall occur, and shalbeatured, the trustee will be required to use
the degree of care of a prudent person in the adrafthis own affairs in the exercise of its powe3sgbject to such provisions, the trustee will
be under no obligation to exercise any of its ght powers under the notes indenture at the réqfi@sy of the holders of notes, unless they
shall have offered to the trustee reasonable ggarindemnity.

The notes indenture and the Trust Indenture Actainrimitations on the rights of the trustee, ddahe trustee become a creditor of Level 3,
to obtain payments of claims in certain cases oeatize on certain property received in respeetnyf such claim as security or otherwise.
Subject to the Trust Indenture Act, the trusteé alpermitted to engage in other transactions el 3 or any affiliate of Level 3;
provided, however, that if the trustee acquires@mflicting interest as described in the Trustemigire Act, it must eliminate such conflict or
resign.
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CERTAIN UNITED STATES TAX CONSIDERATIONS

The following is a summary of certain United Stdtegeral income tax considerations relating togheehase, ownership and disposition of
the notes and of common stock into which notes beagonverted. For purposes of this summary (1)rtteznal Revenue Code of 1986, as
amended, is referred to as "the Code" and (2)rttezrial Revenue Service is referred to as "the"IRS.

This summary:

. does not purport to be a complete analysis dhalpotential tax considerations that may be seleto holders in light of their particular
circumstances;

. is based on laws, rulings and decisions nowfiecéfall of which are subject to change, possiriya retroactive basis;

. deals only with holders that will hold notes arminmon stock into which notes may be convertedtapital assets" within the meaning of
Section 1221 of the Internal Revenue Code of 188&mended,;

. does not address tax considerations applicableséstors that may be subject to special tax r@esh as partnerships, banks, tax-exempt
organizations, insurance companies, dealers irriieswr currencies, or persons that will holdesoas a position in a hedging transaction,
"straddle,” or "conversion transaction" for tax pases, or persons deemed to sell notes or comrock shder the constructive sale
provisions of the Code; and

. discusses only the tax considerations applic@bike initial purchasers of the notes who purchliheeotes at their "issue price" as define
Section 1273 of the Code and does not discussiheonsiderations applicable to subsequent purcha$¢he notes.

The Company has not sought any ruling from the WRS respect to the statements made and the caaokiseached in the following
summary, and the IRS may not agree with the statesvaand conclusions expressed in this summarydditian, the IRS is not precluded
from adopting a contrary position. This summarygioet consider the effect of any applicable foregate, local, or other tax laws.

Investors considering the purchase of notes shmridult their own tax advisors with respect todpplication of the United States federal
income and estate tax laws to their particularasituns, as well as any tax consequences arisingruhd laws of any state, local or foreign
taxing jurisdiction or under any applicable tavatse

As used herein, the term "United States Holder"'maeabeneficial owner of a note or common stockithdor United States federal income
tax purposes,

. a citizen or resident, as defined in Section {@Paf the Code, of the United States,

. a corporation or other entity that is taxabl@a®rporation created or organized under the ldwiseoUnited States or any political
subdivision thereof,

. an estate the income of which is subject to fe&eral income taxation regardless of its source, o
. in general, a trust subject to the primary sugé of a United States court and the controlrd or more United States persons.
A "Foreign Holder" is a beneficial owner of notescommon stock that is not a United States Holder.
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United States Holders
Payment Of Interest

Interest on a note generally will be includabléhia income of a United States Holder as ordinacpnme at the time such interest is received
or accrued, in accordance with such United Statddet's regular method of accounting for United&tdederal income tax purposes.

Sale, Exchange Or Redemption Of A Note

Upon the sale, exchange or redemption of a ndimited States Holder generally will recognize calpgiain or loss equal to the difference
between

(1) the amount of cash proceeds and the fair markdat of any property received on the sale, exgbam redemption, except to the extent
such amount is attributable to accrued interesprtiously included in income, which is taxableoadinary income, and (2) such United
States Holder's adjusted tax basis in the notenided States Holder's adjusted tax basis in ageterally will equal the cost of the note to
such United States Holder plus the amount, if agluded in income on an adjustment to the coneersate of the notes, as described in "--
Adjustments to Conversion Rate" below.

For certain non-corporate taxpayers, includingvittlials, the rate of taxation of capital gains w#pend upon:
(1) the taxpayer's holding period in the capitaledswith preferential rates available for capgisdets held for more than 12 months, and
(2) the taxpayer's marginal tax rate for ordinaigoime.

The deductibility of capital losses is subjectimifations. United States Holders are urged to alirikeir own tax advisors with respect to the
rate of taxation of capital gains and the abil@ydeduct capital losses.

Adjustments to Conversion Rate

The conversion rate of the notes is subject tosdjant under certain circumstances, as describaéer UBescription of Notes--Conversion
Rights."

Section 305 of the Code and the Treasury Regukatasued thereunder may treat the holders of ttesras having received a constructive
distribution, resulting in dividend treatment (asdribed below) to the extent of the Company'secuirand/or accumulated earnings and
profits, if, and to the extent that, certain adjusits in the conversion rate (or certain other @@ie transactions) increase the proportionate
interest of a holder of notes in the fully dilutsaimmon stock (particularly an adjustment to refeetdxable dividend to holders of common
stock), whether or not such holder ever exercisesonversion privilege. Moreover, if there is adull adjustment to the conversion rate of
the notes to reflect a stock dividend or other évmreasing the proportionate interest of the brddf outstanding common stock in the
assets or earnings and profits of the Company, sheh increase in the proportionate interest ohthilders of the common stock may be
treated as a distribution to such holders, taxabla dividend (as described below) to the extetit@fCompany's current and/or accumulated
earnings and profits.

Conversion Of The Notes

A United States Holder generally will not recogn&® income, gain or loss upon conversion of a imttecommon stock except with respect
to cash received in lieu of a fractional shareahmon stock. A United States Holder's tax bastiénCommon Stock received on conversion
of a note will be the same as such United Statddefs adjusted tax basis in the note at the tifroversion, reduced by any basis allocable
to a fractional share interest, and the holdingogefior the common stock received on conversioh géherally include the holding period of
the note
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converted. However, to the extent that any comntocksreceived upon conversion is considered attaitle to accrued interest not previot
included in income by the United States Holdewiit be taxable as ordinary income, a United St&te&ler's tax basis in shares of common
stock considered attributable to accrued intereserally will equal the amount of such accruedraggeincluded in income, and the holding
period for such shares shall begin on the dat®@wfersion.

Cash received in lieu of a fractional share of camrstock upon conversion will be treated as a paynmeexchange for the fractional share
of common stock. Accordingly, the receipt of cashieu of a fractional share of common stock gelhewaill result in capital gain or loss,
measured by the difference between the cash ret&vehe fractional share and the United Statelsléfts adjusted tax basis in the fractional
share, and will be taxable as described below uhdgale of Common Stock".

Dividends

Distributions, if any, paid or deemed paid on tbenmon stock (or deemed distributions on the nadedeacribed above under "--Adjustments
to Conversion Rate") generally will be includabiehe income of a United States Holder as ordimaygme to the extent of the Company's
current or accumulated earnings and profits agmhéted for U.S. federal income tax purposes. Dinttiepaid to holders that are United
States corporations may qualify for the dividerstseived deduction. To the extent, if any, that &édhStates Holder receives distributions
shares of common stock that would otherwise carstiividends for United States federal incomepiasposes but that exceed the current
and accumulated earnings and profits of the Compsaugh distributions will be treated first as a +tarable return of capital, reducing the
holder's basis in the shares of common stock. A slistributions in excess of the holder's basihé shares of common stock generally
will be treated as capital gains realized on tlpaiition of common stock.

Sale Of Common Stock

Upon the sale or exchange of common stock, a USitates Holder generally will recognize capitaingadr losses equal to the difference
between (1) the amount of cash and the fair maskiele of any property received upon the sale ohamge and (2) such United States
Holder's adjusted tax basis in the common stockiéasribed above under "--Conversion of the Notes")

For certain non-corporate taxpayers (includingvittiials), the rate of taxation of capital gainsiwépend upon (1) the taxpayer's holding
period in the capital asset (with preferential saeailable for capital assets held for more tHambnths) and (2) the taxpayer's marginal tax
rate for ordinary income. The deductibility of capiosses is subject to limitations.

Foreign Holders
Stated Interest
Payments of interest on a note to a Foreign Haldiénot be subject to United States federal witldireg tax provided that:

(1) the holder does not actually or constructivalyn 10% or more of the total combined voting powfeall classes of stock of the Company
entitled to vote (treating, for such purpose, ntielsl by a holder as having been converted intoncomstock of the Company),

(2) the holder is not a controlled foreign corpamatthat is related to the Company through stockenship and

(3) either (A) the beneficial owner of the notedanpenalties of perjury, provides the Companyoagent with its name and address and
certifies that it is not a United States persofB)ra

S-99



securities clearing organization, bank, or otheaficial institution that holds customers' secgiiethe ordinary course of its trade or busi
(a "financial institution") certifies to the Compaaor its agent, under penalties of perjury, thathsa statement has been received from the
beneficial owner by it or another financial institun and furnishes to the Company or its agentpgy tbereof.

For purposes of this summary, we refer to this gptem from U.S. federal withholding tax as the "®alio Interest Exemption." Under
United States Treasury regulations, which genegatlyeffective for payments made after DecembeR@Q0, subject to certain transition
rules, the certification described in clause ()\webmay also be provided by a qualified intermadar behalf of one or more beneficial
owners or other intermediaries, provided that dotdrmediary has entered into a withholding agregmsath the IRS and certain other
conditions are met.

The gross amount of payments to a Foreign Holdértefest that does not qualify for the Portfointerest Exemption and that is not
effectively connected to a United States tradeusiriess will be subject to United States federgiiglding tax at the rate of 30%, unless a
United States income tax treaty applies to reduediminate withholding.

A Foreign Holder will generally be subject to taxthe same manner as a United States Holder vsgieot to payments of interest if such
payments are effectively connected with the condbiettrade or business by the Foreign Holder énUhited States and, if an applicable tax
treaty so provides, such gain is attributable toffice or other fixed place of business maintaiirethe United States by such holder. Such
effectively connected income received by a Foréigider which is a corporation may in certain cir@tamces be subject to an additional
"branch profits tax" at a 30% rate or, if appliaatad lower treaty rate.

Foreign Holders should consult their own tax adwwsegarding applicable income tax treaties, winiety provide different rules.

To claim the benefit of a tax treaty or to clainemption from withholding because the income isaiffely connected with a U.S. trade or
business, the Foreign Holder must provide a prgpeabcuted Form 1001 or 4224, as applicable, poithe payment of interest. These forms
must be periodically updated. United States Trgagulations, which generally are effective foyments made after December 31, 2000,
subject to certain transition rules, require Fanditplders or, under certain circumstances, a dedlifiitermediary to file a withholding
certificate with the Company's withholding agenbtiain the benefit of an applicable tax treatydimg for a lower rate of withholding tax.
Such certificate must contain, among other inforomatthe name and address of the Foreign Holder.

Sale, Exchange Or Redemption Of A Note

A Foreign Holder generally will not be subject toitéd States federal income tax or withholdingaaxgain realized on the sale or exchange
of notes unless (1) the holder is an individual wiras present in the United States for 183 daysaerduring the taxable year, and certain
other conditions are met,

(2) the gain is effectively connected with the coctdbf a trade or business of the holder in thedéhStates and, if an applicable tax treaty so
provides, such gain is attributable to an officetrer fixed place of business maintained in théddnStates by such holder or (3) the
Company is or has been a "United States real piopetding corporation” within a specified time juetf, as described below under "--Sale or
Exchange of Common Stock," and the holder ownsasrdwned (actually or constructively) more thandhe total value of the notes at
any time during the shorter of the five- year péniweceding the date of the disposition or the éitdcholding period (in which case the gain
will be treated as effectively connected incoméascribed in (2)). In the case of (2), such effedyi connected income received by a Foreign
Holder which is a corporation may in certain cir@iamces be subject to an additional "branch prteEikSat a 30% rate or, if applicable,
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a lower treaty rate. Additionally, in the case &Y, (t is possible that a Foreign Holder that all{i owns 5% or less of the total value of the
notes may subsequently be considered to own mareS% of the total value of the notes due to ofiedders' conversion of notes into
common stock. Regardless of whether a dispositi@mg note is taxable to the seller pursuant tarties regarding USRPHCs, the
withholding requirements of Section 1445 of the E€génerally will not be applicable to a purchadehe notes or a financial intermediary
involved in any such transaction.

Conversion of a Note

In general, no United States federal income tawititholding tax will be imposed upon the conversadra note into common stock by a
Foreign Holder except (1) to the extent the comstork is considered attributable to accrued interespreviously included in income,
which may be taxable under the rules set forttForéign Holders -- Stated Interest,” (2) with retfie the receipt of cash in lieu of fractional
shares by Foreign Holders upon conversion of a, froteach case where either the conditions degstiib€l) or (2) above under "Foreign
Holders -- Sale, Exchange or Redemption of a Nistsatisfied or (3) the Company is a United Stetes$ property holding corporation as
discussed below, the holder owns or has owneddligtor constructively) more than 5% of the valdate notes at any time during the
shorter of the five-year period preceding the dditeonversion or the holder's holding period, aadain other conditions apply. For purposes
of

(3), itis possible that a Foreign Holder thatiaily owns 5% or less of the total value of theg®imay subsequently be considered to own
more than 5% of the total value of the notes dustlier holders' conversion of notes into commonlstRegardless of whether a conversion
of any note is taxable to the seller pursuant ¢éorthes regarding USRPHCs, the withholding requéets of

Section 1445 of the Code generally will not be agaile to the Company or a financial intermediayoived in any such transaction.

Sale Or Exchange Of Common Stock

A Foreign Holder will generally not be subject toitéd States federal income tax or withholdingadaxhe sale or exchange of common s
unless either of the conditions described in (1(2prabove under "Foreign Holders -- Sale, Exchangeedemption of a note" is satisfied or
the Company is or has been a United States repépyoholding corporation, or a "USRPHC," for UnitBtates federal income tax purposes
at any time within the shorter of the five yearipémpreceding such disposition or such Foreign Eiédholding period. The Company
believes that, based upon its current Business Rlaray be or it may become a USRPHC. In genéralCompany will be treated as a
USRPHC if the fair market value of its U.S. reabjperty interests equals or exceeds 50% of the fatainarket value of its U.S. and nahS.
real property and its other assets used or heddiade or business. If the Company is, or become§§RPHC, so long as the common stock
continues to be regularly traded on an establiskeedrities market within the meaning of

Section 897(c)(3) of the Code, only a Foreign Holdkeo holds or held directly, indirectly or congttively, at any time during the shorter of
the five-year period preceding the date of dispasior the holder's holding period, more than 5%hefcommon stock will be subject to U.S.
federal income tax on the disposition of the commsimtk. For purposes of the ownership test desti@lbeve, a Foreign Holder of notes will
be considered as constructively owning the comntacksnto which such notes are convertible. Regasibf whether a disposition of
common stock is taxable to the seller pursuartéatiles regarding USRPHCs, the withholding requoéets of Section 1445 of the Code
generally will not be applicable to a purchasethef common stock or a financial intermediary ineolin any such transaction.

Dividends

Distributions by the Company with respect to thenowon stock that are treated as dividends paid emed paid (including a deemed
distribution on the notes or common stock as deedrabove under "United States Holders-- AdjustexenConversion Price") to a Foreign
Holder,
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excluding dividends that are effectively conneatgith the conduct of a trade or business in the éthBtates by such Holder which are tax

as described below, will be subject to United Stééeleral withholding tax at a 30% rate, or lowaemprovided under any applicable income
tax treaty. Except to the extent that an applictédlereaty otherwise provides, a Foreign Holddl bé subject to tax in the same manner as a
United States Holder on dividends paid or deemédithat are effectively connected with the condafch trade or business in the United
States by the Foreign Holder. If such Foreign Holde foreign corporation, it may in certain cingstances also be subject to a United States
"branch profits tax" on such effectively conneciiecbme at a 30% rate or such lower rate as mapéeified by an applicable income tax
treaty. Even though such effectively connectedddimds are subject to income tax, and may be suljélse branch profits tax, they will not

be subject to U.S. withholding tax if the Foreigaltter delivers IRS Form 4224 to the payor.

Under current United States Treasury Regulationgjehds paid to an address in a foreign counteypmesumed to be paid to a resident of
that country, unless the payer has knowledge tadhérary, for purposes of the withholding discusabove, and under the current
interpretation of United States Treasury Regulatidor purposes of determining the applicabilityadfix treaty rate. Under United States
Treasury Regulations which generally are effectirepayments made after December 31, 2000, sutgjexdrtain transition rules, however, a
Foreign Holder of common stock who wishes to cldimbenefit of an applicable treaty rate would dmuired to satisfy applicable
certification requirements. In addition, under emtrUnited States Treasury Regulations, in the cohsemmon stock held by a foreign
partnership, or other fiscally transparent entjtibe certification requirement would generallydpplied to the partners of the partnership and
the partnership would be required to provide ceriafiormation, including a United States taxpaytmitification number. The Treasury
Regulations also provide look-through rules forgéepartnerships.

Death Of A Foreign Holder

A note held by an individual who is not a citizerresident of the United States at the time of @all not be includable in the decedent's
gross estate for United States estate tax purpps®sded that such holder or beneficial ownerrlid at the time of death actually or
constructively own 10% or more of the combined vgtpower of all classes of stock of the Companitledtto vote, and provided that, at the
time of death, payments with respect to such nateldvnot have been effectively connected with theduct by such Foreign Holder of a
trade or business within the United States.

Common stock actually or beneficially held, othwart through a foreign corporation, by an individwhb is not a citizen or resident of the
United States at the time of his or her death revipusly transferred subject to certain retairights or powers, will be subject to United
States federal estate tax unless otherwise provigeh applicable estate tax treaty.

Information Reporting And Backup Withholding

In general, information reporting requirements &piply to payments of principal, premium, if anggdanterest on a note, dividends on
common stock, and payments of the proceeds ofaleeo$ a note or common stock to certain non-caf@nited States Holders, and a 31%
backup withholding tax may apply to such paymettéf United States Holder (1) fails to furnish ertify his correct taxpayer identification
number to the payer in the manner required, (Bptdied by the IRS that he has failed to repostrpants of interest or dividends property or
(3) under certain circumstances, fails to certifgtthe has not been notified by the IRS that Isaligect to backup withholding for failure to
report interest or dividend payments.

Information reporting requirements will apply toyp@ents of interest or dividends to Foreign Holdehere such interest or dividends are
subject to withholding or are exempt from Unitedt8¢ withholding tax pursuant to a tax treaty, bem such interest is exempt from United
States tax
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under the Portfolio Interest Exemption. Copieshafse information returns may also be made availatder the provisions of a specific tre
or agreement to the tax authorities of the couintryhich the Foreign Holder resides.

Treasury Regulations provide that backup withhadind information reporting will not apply to paymte of principal on the notes by the
Company to a Foreign Holder if the Foreign Holdertifies as to its status as a Foreign Holder updealties of perjury or otherwise
establishes an exemption (provided that neitheCin@pany nor its paying agent has actual knowl¢dgethe holder is a United States
person or that the conditions of any other exempai@ not, in fact, satisfied.)

The payment of the proceeds from the dispositionodés or common stock to or through the UnitedeStaffice of any broker, United States
or foreign, will be subject to information repogdiand possible backup withholding unless the oweeifies as to its noknited States statt
under penalty of perjury or otherwise establishesx»emption, provided that the broker does not leveal knowledge that the holder is a
United States person or that the conditions ofathgr exemption are not, in fact, satisfied. Thenpent of the proceeds from the disposition
of a note or common stock to or through a non-Wn8eates office of a non-United States brokerighabt a United States related person will
not be subject to information reporting or backuthholding. For this purpose, a "United Statestezlgperson” is:

(1) a "controlled foreign corporation” for Unitedaes federal income tax purposes or

(2) a foreign person 50% or more of whose grossrrefrom all sources for the three-year period maaliith the close of its taxable year
preceding the payment, or for such part of theguktthat the broker has been in existence, is défiwen activities that are effectively
connected with the conduct of a United States toadrisiness.

In the case of the payment of proceeds from thgodition of notes or common stock to or througloa-nited States office of a broker that
is either a United States person or a United Statated person, Treasury Regulations require inédion reporting on the payment unless
broker has documentary evidence in its files thatdwner is a Foreign Holder and the broker halsnoeviedge to the contrary.

Any amounts withheld under the backup withholdinkps will be allowed as a refund or a credit agasush holder's United States federal
income tax liability provided the required inforrmat is furnished to the IRS.

United States Treasury Regulations, which geneeallyeffective for payments made after DecembeRBQ0, subject to certain transition
rules, will generally expand the circumstances umdech information reporting and backup withholglimay apply. Holders of notes should
consult their tax advisors regarding the applicatibthe information and reporting and backup watlling rules, including such Treasury
regulations.

The preceding discussion of certain United Stagdsrfal income tax consequences is for generalnrgton only and is not tax advice.
Accordingly, holders of the notes should consudirtiown tax advisors as to particular tax consegegiio them or purchasing, holding and
disposing of the notes and the common stock, ifetuthe applicability and effect of any state, loaaforeign tax laws, and of any proposed
changes in applicable law.
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UNDERWRITING

Level 3 and the underwriters for the offering narbetbw have entered into an underwriting agreemdht respect to the notes being offer
Subject to certain conditions, each underwriterdeagrally agreed to purchase the number of notisated in the following table.

Principal Amount of
Underwriters Notes

Goldman, Sachs & CO......cccceevevvereereennen. . $
Salomon Smith Barney Inc
Chase Securities INC........cccoeevveieeiiinnen.
Credit Suisse First Boston Corporation.............
J.P. Morgan Securities INC........ccccvvvveeeenn..
Morgan Stanley & Co. Incorporated..................

If the underwriters sell more notes than the tptaicipal amount set forth in the table above,uhderwriters have an option to buy up to an
additional $112,500,000 principal amount of notesif Level 3 to cover such sales. They may exetbigeoption for 30 days. If any notes
purchased pursuant to this option, the underwritéisseverally purchase notes in approximately shene proportion as set forth in the table
above.

Notes sold by the underwriters to the public wiitially be offered at the initial price to pubket forth on the cover of this prospec
supplement. Any notes sold by the underwriteretusties dealers may be sold at a discount fommirttial price to public of up to % of the
principal amount of the notes. Any such securitiealers may resell any shares purchased from terwniters to certain other brokers or
dealers at a discount from the initial price to lpubf up to % of the principal amount of the notdsall the notes are not sold at the initial
price to public, the representatives may changeftesing price and the other selling terms.

The notes are a new issue of securities with rabéished trading market. Level 3 has been advigdatid underwriters that the underwriters
intend to make a market in the notes but are nligatied to do so and may discontinue market makirany time without notice. No
assurance can be given as to the liquidity of théing market for the notes.

Level 3 has agreed that, for a period of 90 daysifthe date of this prospectus supplement, itvat| without the prior written consent of the
underwriters, offer, sell, contract to sell, issaenounce the offering or issuance of, registarsedo be registered or announce the registr

or intended registration of, in any case for itmaecount, any shares of common stock of Levai@uding any such shares beneficially or
indirectly owned or controlled by Level 3, or arecarities convertible into or exchangeable for cammtock, except for: (1) up to 2,000,000
shares of common stock issued in connection witjuiadions, provided that this limit may be excegdehe purchaser of such shares agrees
to be bound for any remaining portion of the 90-tlalpck-out” period, (2) common stock issued purgda any employee benefit plan, stock
ownership or stock option plan or dividend reinwestit plan in effect on the date hereof, or optigrated pursuant to any such plan in ef
on the date hereof, provided that such options @alna exercised for any remaining portion of thed8§ "black-out" period, (3) common
stock issued in connection with the inclusion ofiéle3's common stock in any Major Market Indexda$ined in the underwriting
agreement), (4) maintaining the effectiveness gfragistration statement in place on the date lieneotherwise permitted to be filed under
this paragraph, (5) common stock issued in conoeetith the exercise of warrants outstanding ordte hereof, (6) common stock issued
to prospective employees in connection with sucpleyees being hired by Level 3 and (7) the notesa@mmon stock issued upon the
conversion of the notes. The underwriters, in thele discretion, may release any of the secumstikgect to these "black-out" agreements at
any time without notice.
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In connection with the offering, the underwriteraynpurchase and sell notes in the open market.eTin@ssactions may include short sales,
stabilizing transactions and purchases to coveitipns created by short sales. Short sales invitigesale by the underwriters of a greater
number of notes than they are required to purchehe offering. Stabilizing transactions consiftertain bids or purchases made for the
purpose of preventing or retarding a decline inrttagket price of the notes while the offering ipnogress.

The underwriters also may impose a penalty bids Dlecurs when a particular underwriter repays éautiderwriters a portion of the
underwriting discount received by it because tipeasentatives have repurchased notes sold by gndaccount of such underwriter in
stabilizing or short covering transactions.

These activities by the underwriters may stabilirajntain or otherwise affect the market pricehaf hotes. As a result, the price of the notes
may be higher than the price that otherwise migldtén the open market. If these activities armotenced, they may be discontinued by the
underwriters at any time. These transactions magffeeted in the over-the-counter market or othsewi

Level 3 estimates that its share of the total egpef this offering, excluding underwriting discégsiand commissions, will be approximately
$1.5 million.

The representatives have performed certain invedthenking and advisory services for Level 3 framet to time for which they have
received customary fees and expenses. The repaéiseatmay, from time to time, engage in transastiwith and perform services for Level
3 in the ordinary course of their business. Affdimof the underwriters are lenders and agentsrredel 3's proposed secured credit facility.

Level 3 has agreed to indemnify the several und@gragainst certain liabilities, including liakigs under the Securities Act of 1933.
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LEGAL MATTERS

The validity of the notes offered through this pestus supplement will be passed upon for the Casnpg Willkie Farr & Gallagher, New
York, New York. Certain legal matters relating listoffering will be passed upon for the underwstey Cravath, Swaine & Moore, New
York, New York.

EXPERTS

The consolidated financial statements of Level &gn@mnications, Inc. as of December 31, 1998 andhi®ear then ended, included in this
prospectus supplement have been audited by Arthdesen LLP, independent public accountants, dsdtedl in their report with respect
thereto, and are included herein in reliance uperauthority of said firm as experts in giving saggort.

The consolidated balance sheet of Level 3 Commtiaits Inc. as of December 27, 1997, and the mtlsti@tements of earnings, cash flows,
comprehensive income, and changes in stockholelguity for each of the two years in the period ehBecember 27, 1997 included in this
prospectus supplement, as well as the consolidetieshce sheets of RCN Corporation and Subsidiased December 31, 1997 and 1998
the related statements of operations, cash flomrepeehensive income, and changes in stockholdgugtyefor each of the three years in the
period ended December 31, 1998, incorporated eyente in this prospectus supplement, have be&mdagt or incorporated herein in
reliance on the reports of PricewaterhouseCoopkelRs Independent accountants, given on the authofitlgat firm as experts in accounting
and auditing.
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GLOSSARY OF TERMS

ACCESS....oevevevrnreienes Telecommunications se
carriers to use local
and/or terminate long

access charges.............. The fees paid by long
originating and termi
LECs' local networks.

backbone................... A centralized high-sp
smaller, independent
of a transmission net
branch off the throug

CAP....eiiiiiiiieee Competitive Access Pr
customers with an alt
company for local tra
access telecommunicat

Ccapacity.......cccoeeuveen. The information carry
facility.
Carrier.....cccoouvecnnnne A provider of communi

fiber, wire or radio.

Central Office.............. Telephone company fac
joined to switching e
subscribers to each o

CLEC.....ccooivvieeeenn. Competitive Local Exc
competes with LECs in

colocation.................. Colocation refers to
telecommunication car
premises to facilitat
respective switching/

common carrier.............. A government-defined
telecommunications se
public on a non-discr

[1o] o [V]] A pipe, usually made
protects buried cable

dark fiber.................. Fiber optic strands t
transmission equipmen

dedicated lines............. Telecommunications li
customers.

dialing parity.............. The ability of a comp

to provide telecommun
that customers have t
without the use of an
telecommunications to
customers' designatio

equal access................ The basis upon which
are able to obtain ac
Carriers' (PIC) long
dialing "1", thus eli
digits and an authori

facilities based carriers... Carriers that own and
equipment.
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rvices that permit long distance
exchange facilities to originate
distance service.

distance carriers to LECs for
nating long distance calls on the

eed network that interconnects
networks. It is the through-portion
work, as opposed to spurs which
h-portions.

ovider. A company that provides its
ernative to the local exchange
nsport of private line and special
ions services.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

(unaudited)
Three Months Six Months
Ended June 30, Ended June 30,
1999 199 8 1999 1998
(dollars in milli ons, except share data)
Revenue..........ccceeeuennee $ 106 $ 103 $ 208 $ 190
Costs and Expenses:
Cost of revenue.............. 81 49 143 91
Depreciation and
amortization................ 51 10 92 16
Selling, general and
administrative expenses..... 157 55 282 103
Write-off of in-process
research & development...... - 30 - 30
Total costs and expenses... 289 144 517 240
Loss from Operations........... (183) (41) (309) (50)
Other Income (Expense):
Interest income.............. 57 45 107 71
Interest expense, net ....... (45) (36) (98) (40)
Gain on equity investee stock
transactions ............... 111 21 111 21
Other, net.........c.coc... (@) (25) (30) 47)
Total other income......... 116 5 90 5
Loss Before Income Taxes and
Discontinued Operations ...... (67) (36) (219) (45)
Income Tax Benefit .... . 23 2 70 5

Loss from Continuing
Operations...........cc.ueee. (44) (34) (149) (40)
Discontinued Operations:
Gain on split-off of
Construction Group.......... -- -- -- 608
Gain on disposition of energy
business, net of income tax

expense of $175............. - - - 324
Earnings from discontinued
operations.................. - - - 932

Net Earnings (LOSS) ........... $ (44)% (B4)$ (1499 892

Earnings (Loss) Per Share
(Basic and Diluted):

Continuing operations........ $ (13)% ((11)$ (45 % (19
Discontinued operations...... $ - 3 - $ - % 314
Net earnings (loss).......... $ (13)$% ((11)$ (45 % 3.00

Net earnings (loss),
excluding gain on split-off
of Construction Group....... $ (13)% ((11)$ (45 % 0.96

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

CONSOLIDATED CONDENSED BALANCE SHEETS

(unaudited)
June 30, December 31,
1999 1998
(dollars in millions,
except share data)
Assets
Current Assets
Cash and cash equivalents.........ccccceeeweeee. L $ 795 $ 842
Marketable securities............ . 3,383 2,863
Restricted securities....... . 34 32
Accounts receivable, net.........ccocvvveeeee. L 111 57
Income taxes receivable........ccccccveeeeeeee. L 89 54
[ 1 = 42 29
Total Current ASSetS.....cvvvveeeeeeeeeieeieieeeees 4,454 3,877
Property, Plant and Equipment, net..........c...... . .. 2,185 1,061
INVESIMENtS. v 387 323
Other Assets, Netu....eeeveveeeeeeiiiiiiiieeee 324 264
$7,350 $5,525
Liabilities and Stockholders' Equity
Current Liabilities:
Accounts payable.......ccccoocveniieiiieeneees $ 478 $ 276
Current portion of long-term debt.................. . 6 5
Accrued payroll and employee benefits............ . ... 39 16
Accrued interest........cccoeevvvnveveeinnne. L 33 33
Deferred revenue........cccoocvvvveveveneeee. L 56 1
[ 1 = 44 39
Total Current Liabilities.............ccccceeeeeee. L 656 370
Long-Term Debt, less current portion................ ... 2,667 2,641
Deferred Income Taxes L 57 86
Accrued Reclamation COStS.....cccocvvvvvvveveeeee. L 95 96

Other LiabilitieS......cccoovcvvveiiiiiieeeeeeee L 266 167
Commitments and Contingencies
Stockholders' Equity:
Preferred stock, $.01 par value, authorized 10,00 0,000
shares; no shares outstanding in 1999 and 1998.. ... - -
Common Stock:
Common Stock, $.01 par value, authorized

1,500,000,000 shares; 339,616,599 shares outst anding

in 1999 and 307,874,706 outstanding in 1998... ... 3 3

Class R, $.01 par value, authorized 8,500,000 s hares;

no shares outstanding in 1999 and 1998........ ... -- -
Additional paid-in capital............cccceeeeee.. L 2,372 765
Accumulated other comprehensive (loss) income.... ... (10) 4
Retained earnings.......cccccvvcvveevvicceees L 1,244 1,393

Total Stockholders' Equity.........ccoccvvvvveeee L 3,609 2,165

See accompanying notes to consolidated condensaucial statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
(unaudited)

Six Months Ended June
30,

(dollars in millions)
Cash flows from continuing operations:
Net cash provided by (used in) continuing
OPErations........ceeeveeerveeevreeeieeene, ..$ 159 % (62
Cash flows from investing activities:
Proceeds from sales and maturities of marketable

SECUNMEIES. ..eeeei e e 2,769 2,484
Purchases of marketable securities............... ... (3,275) (4,713)
INVEStMENLS.......vvviiiiiiiiiieeeeeeeeeceee 3) (22)
Proceeds from sale of property, plant and equipme nt
and other investments 11 26
Capital expenditures....... (1,215) (144)
Other......oooiviiiiiei e 1 -
Net cash used in investing activities.......... . (,712)  (2,369)
Cash flows from financing activities:
Payments on long-term debt including current
POITION. ..ot (4) (5)
Issuance of long-term debt....................... 1 1,937
Issuances of common stocK...........ccccceevueee 1,496 21
Proceeds from exercise of stock options.......... 13 7
Exchange of Class C Stock for Common Stock, net.. - 122
Net cash provided by financing activities...... 1,506 2,082
Cash flows from discontinued operations:
Proceeds from sale of energy operations, net of
income tax payments of $96 million.............. - 1,063
Net cash provided by discontinued operations... -- 1,063
Net change in cash and cash equivalents............ (47) 714
Cash and cash equivalents at beginning of year..... 842 87
Cash and cash equivalents at end of period......... ..$ 795 % 801

The activities of the Construction & Mining GroupJe been removed from the consolidated condenatshrstnts of cash flows in 1998. The
Construction Group had cash flows of ($62) millfonthe three months ended March 31, 1998.

See accompanying notes to consolidated condensaucfal statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

For the six months ended June 30, 1999

(unaudited)
Accumulated
Additional Other
Common Paid-in C omprehensive Retained
Stock Capital | ncome (Loss) Earnings Total
(dolla rs in millions)
Balance at December 31, 1998.. $3 $ 765 $ 4 $1,393 $2,165
Common Stock:
Issuances, net.............. - 1,503 -- - 1,503
Stock options exercised..... - 13 - - 13
Stock option grants......... -- 49 -- -- 49
Income tax benefit from
exercise of options........ - 42 - - 42
Net LOSS......ccceeeviuvnenn. - - (149) (149)
Other Comprehensive Loss...... - -- (14) - (19
Balance at June 30, 1999...... $3  $2,372 $(10)  $1,244 $3,609

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

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)

(unaudited)

Three Mont
June

Net (Loss) Earnings.................... $ (44
Other Comprehensive (Loss) Income
Before Tax:

Foreign currency translation

adjustments..........cccceeeeenee. (6)

Unrealized holding (loss) gain

arising during period............... 1

Reclassification adjustment for

losses (gains) included in net

earnings (l0SS).....cccceevvveeenn. (14)
Other Comprehensive (Loss) Before Tax.. (19)
Income Tax Benefit Related to Iltems of
Other Comprehensive (LOSS)............ 7

TaXES oo (12)

See accompanying notes to consolidated condensaucfal statements.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
1. Basis of Presentation

The consolidated condensed balance sheet of Le@ehBnunications, Inc. and subsidiaries ("Level B8the "Company"), at December 31,
1998 has been condensed from the Company's alwditedce sheet as of that date. All other finarat@lements contained herein are
unaudited and, in the opinion of management, coratiadjustments (consisting only of normal remgraccruals) necessary for a fair
presentation of financial position, results of @iiems and cash flows for the periods presented.démpany's accounting policies and ce
other disclosures are set forth in the notes tetimsolidated financial statements contained hdogithe year ended December 31, 1998.
These financial statements should be read in cotipmwith the Company's audited consolidated fai@nstatements and notes thereto. The
preparation of the consolidated condensed finastééments in conformity with generally acceptecbanting principles requires
management to make estimates and assumptiondfizttthae reported amount of assets and liabilitiésclosure of contingent assets and
liabilities and the reported amount of revenue exgenses during the reported period. Actual resolitd differ from these estimates.

The Company has embarked on a plan to becomelii¢aebased provider (that is, a provider that ewan leases a substantial portion of the
property, plant and equipment necessary to pratsdgervices) of a broad range of integrated comaoations services in the United States,
Europe and Asia. To reach this goal, the Compaexpgnding substantially the business of its PK8rination Services, Inc. subsidiary and
creating, through a combination of constructiorrchase and leasing of facilities and other asaetiternational, end-to-end, facilitibasec
communications network (the "Business Plan"). Then@any is building the network based on Internetdiol technology in order to
leverage the efficiencies of this technology tovidle lower cost communications services.

In 1997, the Company agreed to sell its energytassdidAmerican Energy Holding Company, Inc. (#lCalEnergy Company, Inc.)
("MidAmerican") and to separate the constructioprations ("Construction Group") from the Company. January 2, 1998, the Company
completed the sale of its energy assets to MidAcaariOn March 31, 1998, the Company completedgliecff of the Construction Group
stockholders that held Class C Stock. Thereforeréisults of operations of both businesses have dlassified as discontinued operations on
the consolidated condensed statements of operdtiod998.

On May 1, 1998, the Company's Board of Directo@mngfed Level 3's fiscal year end from the last Satyiin December to a calendar year
end. The additional four days for the period endinge 30, 1998, were not material to the overalilte of operations and cash flows.

The results of operations for the six months enliewe 30, 1999, are not necessarily indicative ®fésults expected for the full year.

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

2. Reorganization--Discontinued Construction Openat

Prior to March 31, 1998, the Company had a twosctapital structure. The Company's Class C Stdtdcted the performance of the
Construction Group and the Class D Stock refletiiecberformance of the other businesses, includamgmunications, information services
and coal mining. In 1997 the Board of Directord e¥el 3 approved a proposal for the separatiomef t
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)

Construction Group from the other operations of@oenpany through a split-off of the Constructioro@ (the "Split-off"). In December
1997, the Company's stockholders approved the-&pleénd on March 5, 1998 the Company receivediagudrom the Internal Revenue
Service that stated the Split-off would be tax-fre&).S. stockholders. The Split-off was effected\arch 31, 1998. As a result of the Split-
off, the Company no longer owns any interest inGloastruction Group. Accordingly, the separaterfiial statements and management's
discussion and analysis of financial condition eeslilts of operations of Peter Kiewit Sons', Ifmdd be obtained to review the results of
operations of the Construction Group for the thremths ended March 31, 1998.

On March 31, 1998, the Company reflected the falue of the Construction Group as a distributiotheClass C stockholders because the
distribution was considered non-pro rata as contpréhe Company's previous two-class capital ssteicture. The Company recognized a
gain of $608 million within discontinued operatioesgjual to the difference between the carryingealithe Construction Group and its fair
value in accordance with Financial Accounting Stadd Board Emerging Issues Task Force Issue 98e¢ounting for Reorganizations
Involving a Non-Pro Rata Split-off of Certain Nonnetary Assets to Owners". No taxes were providethizngain due to the tax-free nature
of the Split-off.

In connection with the Splivdf, the Class D Stock became the common stocke®EL3 Communications, Inc. ("Common Stock"), ahdrdy
thereafter, began trading on the Nasdaq Nationak&fan April 1, 1998, under the symbol "LVLT".

3. Discontinued Energy Operations

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

4. Earnings (Loss) Per Share

Basic earnings (loss) per share have been compsied the weighted average number of shares dedaof period. The Company had a loss
from continuing operations for the three and sixithgeriods ended June 30, 1999 and 1998. Therefwr®1,868,537 options and warrants
outstanding at June 30, 1999 and 19,718,014 optindsvarrants outstanding at June 30, 1998 havkeast included in the computation of
diluted earnings (loss) per share because thetirgsgbmputation would have been anti-dilutive.

Effective August 10, 1998, the Company issued &divd of one share of Level 3 Common Stock for esdare of Level 3 Common Stock
outstanding. All share information and per shate thave been restated to reflect the stock dividend
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)

The following details the earnings (loss) per stealeulations for Level 3 Common Stock:

Three Months Six Months
Ended J une 30, Ended June 30,
1999 1998 1999 1998
Loss From Continuing Operations (in
MIllioNS)....ccociiiiiiiiiiee $ (44 )$ (34)$ (149)$ (40)
Discontinued Operations:
Gain on Split-off of Construction Group.. - -- -- 608
Earnings from Discontinued Energy
OperationsS........cccceeevvveeeennines - - - 324
Net earnings (10SS)...........ccu..... $ (44 )$ (34)% (149)$ 892

Total Number of Weighted Average Shares
Outstanding Used to Compute Basic and
Diluted Earnings Per Share (in

thousands).........cccoevvveniennnnne 339,266 301,786 327,840 296,986
Earnings (Loss) Per Share (Basic and

Diluted):

Continuing operations.................... . )$ ((11)$ (45) % (.114)

Discontinued operations $ - % - $314

Net earnings (10SS)........cccccevveenn. . )$ ((11) $ (.45)$ 3.00

Net earnings (loss), excluding gain on
Split-off of Construction Group......... $ (113 )$ (11)$ (45)% .96

5. Acquisitions

On January 5, 1999, Level 3 acquired BusinessNet(LBusinessNet"), a leading London-based Inteseetice provider in a largely stock-
for-stock transaction valued at $12 million andaated for as a purchase. After completion of ceadjustments, the Company agreed to
issue approximately 400,000 shares of Common Stodkpaid $1 million in cash in exchange for altte# issued and outstanding shares of
BusinessNet's capital stock. Of the approximatély,d00 shares Level 3 agreed to issue in connegdithrthe acquisition, approximately
150,000 shares of Level 3 Common Stock have besigptl to Level 3 to secure certain indemnificatibhigations of the former
BusinessNet stockholders. The pledge of these shadleerminate in approximately 18 months frone hcquisition date, unless otherwise

extended pursuant to the terms of the acquisitipreament. Liabilities exceeded assets acquiredgaadwill of $16 million was recognized
from the transaction which is being amortized dixer years.

On April 23, 1998, the Company acquired XCOM Tedbgi@s, Inc. ("XCOM"), a privately held company theas developed technology
which the Company believes will provide certain keynponents necessary for the Company to develapteniace between its Internet
Protocol based network and the existing publicavét telephone network. The Company issued appedglgn5.3 million shares of Level 3

Common Stock and 0.7 million options and warraotsurchase Level 3 Common Stock in exchange fahalktock, options and warrants of
XCOM.

The Company accounted for this transaction, vaatell 54 million, as a purchase. Of the total puseharice, $115 million was originally
allocated to in-process research and developmehivas taken as a nondeductible charge to earninipe isecond quarter of 1998. The
purchase price exceeded the fair value of the seita acquired by $30 million which was recognasdoodwill.

In October 1998, the Securities and Exchange Cogiomg"SEC") issued new guidelines for valuing acegiresearch and development
which are applied retroactively. The Company b&lgev
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)

its accounting for the acquisition was made in atance with generally accepted accounting prinsipled established appraisal practices at
the time of the acquisition. However, due to tlgngicance of the charge relative to the total eabd the acquisition, the Company reviewed
the facts with the SEC. Consequently, using theseevguidelines and assumptions, the Company reldheecharge for in-process research
and development from $115 to $30 million, and iasedl the related goodwill by $85 million. The goddassociated with the XCOM
transaction is being amortized over a five yeaigaerThe results for the three and six months erded 30, 1998 have been restated to
reflect the reduced charge for in-process reseamdrdevelopment and increased amortization expense.

The Company believes that its resulting chargeéguired research and development conforms toE@EsSexpressed guidelines and
methodologies. However, no assurances can be thaethe SEC will not require additional adjustnsent

The cumulative operating results of BusinessNetOXCand other 1998 acquisitions were not significqahdtive to the Company's 1999 and
1998 results.

For the Company's acquisitions, the excess purgbvaseover the fair market value of the underlyasgets was allocated to goodwill and
other intangible assets and property based updimimary estimates of fair value. The final purcégsice allocation for XCOM did not vary
significantly from preliminary estimates. The Compaloes not believe that the final purchase priloeation will vary significantly from the
preliminary estimates for the entities acquire@mfune 30, 1998.

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

The Company is currently constructing its commuiiidces network. Costs associated directly with theampleted network and interest
expense incurred during construction are capitdlizEsed on the weighted average accumulated cotistrexpenditures and the interest
rates related to borrowings associated with thetroation. Certain gateway facilities, local netk®and operating equipment have been
placed in service during 1999. These assets ang ldeipreciated over their useful lives, primardpnging from 3-20 years. As other segments
of the network are placed in service, the assdtdwidepreciated over their useful lives.

The Company is currently developing business supystems required for its Business Plan. The patefirect costs of software, materials
and services, payroll and payroll related expefaesmployees directly associated with the progeat interest costs incurred when
developing the business support systems are dapdalUpon completion of the projects, the totats®f the business support systems are
amortized over their useful lives of 3 years.

For the six months ended June 30, 1999, the Comipaagted $1,118 million in its communications Imess, including $429 million on the
U.S. intercity network, $207 million on internatelmetworks, $85 million on transoceanic netwonkd §284 million on gateway facilities
and local networks.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)

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

Accumulated Book
Cost Depreciation Value
(dollars in millions)
June 30, 1999
Land and Mineral Properties................cc.....
Facility and Leasehold Improvements:

$ 35 $(11) $ 24

CommMUNICALIONS......ocuvieeeiiiiee e 114 2) 112
Information Services.............ocevevvinnnne 26 2) 24
Coal Mining......cccccvveviiiiiieiieeeeeeeeene 18  (15) 3
CPTC.iiiie e 91 (8) 83
Operating Equipment:
CommUNICAtIONS.......vvveeeieeeeeeeieiiieiee 294  (43) 251
58 (34) 24
176 (155) 21
17 (6) 11
79 4 75
90 (26) 64
75 (15) 60
1,433 - 1,433

$2506 $(321) $2,185

December 31, 1998

Land and Mineral Properties...............cc....... $ 32 $(11) $ 21
Facility and Leasehold Improvements:
CommUNICAtIONS......cvveieeieeeeeerieieiieiee 80 Q) 79
Information Services...........ccccovvieeennee 24 2) 22

Coal Mining.......c.ceeeeiiiiiieeiiieeeeee 18  (15) 3
CPTC. e 91 (5) 86
Operating Equipment:
ComMUNICALIONS......ocuvieeeiiiiee e 245  (18) 227
Information Services... 53 (30) 23
................. 180 (155) 25
17 4) 13
46 1) 45
67 (10) 57
72 2 70
390 - 390
$1,315 $(254) $1,061
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)
7. Investments

The Company holds significant equity positionsvio fpublicly traded companies; RCN Corporation ("RTCahd Commonwealth Telephone
Enterprises, Inc. ("Commonwealth Telephone"). REM facilities-based provider of communicationyisess to the residential market
primarily in the northeastern United States andf@alia. RCN provides local and long distance pharable television and Internet services
in several markets; including Boston, New York, Wagton, D.C., and California's San Francisco to Baego corridor.

Commonwealth Telephone holds Commonwealth Telepmmepany, an incumbent local exchange carrier d¢ipgran various rural
Pennsylvania markets, and CTSI, Inc., a competitieal exchange carrier which commenced operaiind997.

On June 30, 1999, Level 3 owned approximately 36#48% of the outstanding shares of RCN and Comraatilwv Telephone, respective
and accounts for each entity using the equity nmbtiibe market value of the Company's investmettiértiwo entities was $1,109 million ¢
$431 million, respectively, on June 30, 1999.

The Company recognizes gains from the sale, isguand repurchase of stock by its subsidiaries godyemethod investees in its statement
of operations. During 1999, RCN issued stock iuhblip offering and for certain transactions whichutbd the Company's ownership of RCN
from 41% at December 31, 1998 to 35% at June 39.1Phe increase in the Company's proportionateestfaRCN's net assets as a result of
these transactions resulted in a pre-tax gain b $iillion for the Company in the second quartet 9. The Company also recognized a
gain of $21 million in the second quarter of 198kted to stock transactions of RCN.

The following is summarized financial informatiohRCN and Commonwealth Telephone for the threesidhonths ended June 30, 1999
and 1998, and as of June 30, 1999 and Decemb&®98&,(in millions):

Three Months Ended Six Months Ended
June 30, June 30,
1999 1998 1999 1998
Operations
RCN Corporation:
Revenue.........ccoceeeeeenveeen. $ 67% 50 $ 134 $ 90
Net loss available to common
shareholders...................... (68) (49) (136) (117)
Level 3's share:
Net 10SS......cceeviiiieeienne (25) (22) (52) (53)
Goodwill amortization............ Q) -- @ -
Equity in net loss............. $ (26)% 22)$ (53)$ (53)
Commonwealth Telephone Enterprises:
Revenue...........ccccceevveennnn. $ 63 % 56 $ 124 $ 109
Net income available to common
shareholders..................... 6 5 11 9
Level 3's share:

Net income............ceeeneee 3 2 5 4
Goodwill amortizatio --

Equity in net income........... $ 3% 2% 4% 3
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)

Commonwealth
RCN Telephone
Corporation Enterprises

Financial Position

Current asSetS.......couvveeeeeiireeeeeeiineeenns $1,837 $1,093$ 78% 79
Other assets......ccocvvveeviiiieeeeeeeeeeeeees 1,023 815 387 354
Total assetS......ccccvveeeeeeiiiiiiiiiiiieens 2,860 1,908 465 433
Current liabilities. 174 178 85 85
Other liabilities........ 1,741 1,282 245 223
Minority interest.........ccccovveeieniiineenne 103 77 - -
Preferred stocK...........coooeiiiiiiiienennnnn. 244 - - -
Total liabilities and preferred stock............ 2,262 1,537 330 308
Common EqUItY.......ccceeeevieeiieecieeee, $ 598% 371% 135% 125
Level 3's share:
Equity in net assets........ccccoeeeeiieennnen. $ 214% 150% 65% 60
GOoOAWill...eeeiiiiee e 28 34 55 56

$242% 184% 120% 116

Investments at June 30, 1999 and December 31,dl988nclude $23 million for the Company's investiria the Pavilion Towers office
buildings in Aurora, Colorado.

8. Other Assets, net

At June 30, 1999 and December 31, 1998 other assesisted of the following:

1999 1998
(in
millions)
Goodwill:
XCOM, net of accumulated amortization of $26 and $ 86 $100
GeoNet, net of accumulated amortization of $3 and 18 20

BusinessNet, net of accumulated amortizatonof$ ~ 2and $-......... 14 -

Other, net of accumulated amortization of $4 and 16 19
Prepaid Network Assets.........ccccevviieeeeennnee 77 --
Deferred Debt Issuance Costs... 63 67
Deferred Development and Financing Costs........... 15 15
Unrecovered Mine Development Costs................. 15 15

7 9

6 6

7 13
.................. $324 $264

9. Long-Term Debt
9.125% Senior Notes

On April 28, 1998, the Company received $1.94 dmillof net proceeds from an offering of $2 billiaggeegate principal amount 9.125%
Senior Notes Due 2008 ("Senior Notes"). Interesth@nnotes accrues at 9.125% per year and is pagalbWiay 1 and November 1 each year
in cash.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)
Debt issuance costs of $65 million were capitalized are being amortized as interest expense bedetm of the Senior Notes.
10.5% Senior Discount Notes

On December 2, 1998, the Company sold $834 milliggregate principal amount at maturity of 10.5%i@eDiscount Notes Due 2008
("Senior Discount Notes"). The sales proceeds 60%5illion, excluding debt issuance costs, weremed as long-term debt. Interest on
Senior Discount Notes accretes at a rate of 10.88&pnum, compounded semiannually, to an aggregaigipal amount of $834 million by
December 1, 2003. Cash interest will not accrutherSenior Discount Notes prior to December 1, 2008/ever, the Company may elect to
commence the accrual of cash interest on all audgtg Senior Discount Notes on or after Decemb@00,1. Accrued interest expense for
six months ended June 30, 1999 on the Senior Disddotes of $27 million was added to long-term debt

Debt issuance costs of $14 million have been diggthand are being amortized as interest expevsetbe term of the Senior Discount
Notes.

The Company capitalized $20 and $31 million ofiest expense and amortized debt issuance costisd-étanetwork construction and
business systems development projects for the #mdeix months ended June 30, 1999 and $1 milliothe three and six months ended
June 30, 1998.

10. Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compenaset{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiondasputed in accordance with accepted option viamahodels) on the date of grant is
amortized over the vesting periods of the optidie recognition provisions of SFAS No. 123 are egapprospectively upon adoption. As a
result, the recognition provisions are appliedltstack awards granted in the year of adoption amdnot applied to awards granted in
previous years unless those awards are modifisdttded in cash after adoption of the recognitimwisions. Although the recognition of the
value of the stock awards results in compensatigrafessional expenses in an entity's financetieshents, the expense differs from other
compensation and professional expenses in that ttemges will not be settled in cash, but rathenerally, through issuance of common
stock.

The Company believes that the adoption of SFASI28.will result in material non-cash charges torafiens in 1999 and thereafter. The
amount of the non-cash charges will be dependemt ammumber of factors, including the number ohtgand the fair value of each grant
estimated at the time of its award.

Nonqualified Stock Options and Warrants

The Company granted 55,100 nonqualified stock optigith a fair value of $1 million ("NQSQ") to engylees during the six months ended
June 30, 1999. The expense recognized for the tméeaix months ended June 30, 1999 for NQSOs andmts outstanding at June 30, 1

in accordance with SFAS No. 123 was $4 million &&dnillion, respectively. In addition to the expenscognized, the Company capitalized
$- and $1 million of non-cash compensation coststfe three and six months ended June 30, 199%ctsgely, related to NQSOs and
warrants for employees directly involved in the stoaction of the Internet Protocol network and deeelopment of the business support
systems. The Company recognized $4 million and Biéomof expense for the three and six months endiene 30, 1998 for NQSOs and
warrants granted during the six months ended Jan&998.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)
Outperform Stock Option Plan

In April 1998, the Company adopted an outperforatisioption ("OSQO") program that was designed sottieCompany's stockholders
would receive a market return on their investmegfibte OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management's and stockinglld@erests by basing stock option value on thm@any's ability to outperform the
market in general, as measured by the Standardo&P@FS&P") 500 Index. Participants in the OSOgueon do not realize any value from
awards unless the Common Stock price outperformS&P 500 Index. When the stock price gain is gretitan the corresponding gain on
the S&P 500 Index, the value received for awardteuthe OSO plan is based on a formula involvimgudtiplier related to the level by whi
the Common Stock outperforms the S&P 500 IndexthEoextent that the Common Stock outperforms the S80, the value of OSOs to a
holder may exceed the value of non- qualified stmutions.

OSO grants are made quarterly to participants eyeglon the date of the grant. Each award vestgualejuarterly installments over two
years and has a fc-year life. Each award typically has a two-year atorium on exercising from the date of grant. Assult, once a
participant is 100% vested in the grant, the twaryeoratorium expires. Therefore, each grant haxarcise window of two years.

The fair value recognized under SFAS No. 123 fer1}525,702 OSOs granted to employees and consuftarservices performed for the
months ended June 30, 1999 was $96 million. Thegaomrecognized $25 million and $39 million of canpation expense for the three
and six months ended June 30, 1999 for OSOs gramtE2b9 and 1998. In addition to the expense reizegl, $2 million and $3 million of
non-cash compensation was capitalized for the threesnghonths ended June 30, 1999 for employeesthinesolved in the construction |
the Internet Protocol network and development afitess support systems. The Company recognizedI&nof expense for the three and
six months ended June 30, 1998 for OSOs outstaradidgne 30, 1998.

Shareworks and Restricted Stock

The Company recorded $2 million and $4 million ohrcash compensation expense for the three anmda@iths ended June 30, 1999 related
to the Shareworks and restricted stock programptadan the third quarter of 1998.

11. Stockholders' Equity

On March 9, 1999 the Company closed the offering8750,000 shares of its Common Stock throughnaemwritten public offering. The
net proceeds from the offering of approximately5$dillion after underwriting discounts and offeriagpenses will be used for working
capital, capital expenditures, acquisitions aneiotgeneral corporate purposes in connection wélirttplementation of the Company's
Business Plan.

12. Industry Data

In 1998, the Company adopted SFAS No. 131 "Discsabout Segments of an Enterprise and Relatedhafion”. SFAS No. 131
establishes standards for reporting informatioruélbperating segments in annual financial statesn@mtl requires selected information ak
operating segments in interim financial reportsiéssto stockholders. Operating segments are compopéan enterprise for which separate
financial information is available and which is Biated regularly by the Company's chief operatiagision maker, or decision making gra
in deciding how to allocate resources and assefsrpmnce. Operating segments are managed sepaaatkrepresent strategic business
units that offer different products and serve défe markets.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)

The Company's reportable segments include: commatioits and information services (including commatians, computer outsourcing and
systems integration segments), and coal miningeQihimarily includes California Private Transptida Company L.P. ("CPTC"), a
privately owned tollroad in southern Californiapéy investments and other corporate assets andiead not attributable to a specific
segment.

Industry data for the Company's discontinued coiesizn and energy operations are not included.

EBITDA, as defined by the Company, consists of e@% (loss) before interest, income taxes, deptiecigamortization, non-cash operating
expenses (including stock-based compensation aptbtess research and development charges) andnmth@perating income or expense.
The Company excludes non- cash compensation dteadoption of the expense recognition provisiohSFAS No. 123. EBITDA is
commonly used in the communications industry tdym@acompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods.

The information presented in the table below inekithformation for the three and six month periedded June 30, 1999 and 1998 for all
income statement and cash flow information preseatel as of June 30, 1999 and December 31, 1998l foalance sheet information
presented.

Communications & Informati on Services
Computer Systems Coal
Communications Outsourcing Integration Mining Other Total
(dollar s in millions)
1999
Three Months Ended June
30, 1999
Revenue................. $ 18 $18 $17 $47 $ 6 $ 106
EBITDA......ccccvveee (99) 3 - 19 (26) (103)
Capital Expenditures.... 744 2 1 -- 61 808
Depreciation and
Amortization........... 35 2 2 1 11 51
Six Months Ended June
30, 1999
Revenue................. $ 33 $34 $32 $98 $ 11 $ 208
EBITDA......cceeveeee (167) 7 3) 39 (46) (170)
Capital Expenditures.... 1,118 5 1 -- 91 1,215
Depreciation and
Amortization........... 60 4 3 2 23 92
1998
Three Months Ended June
30, 1998
Revenue................. $ 6 $15 $15 $62$ 5 % 103
EBITDA......cccceveee (29) 4 ?3) 26 10 8
Capital Expenditures.... 97 4 1 1 23 126
Depreciation and
Amortization........... 5 2 -- 2 1 10
Six Months Ended June
30, 1998
Revenue................. $ 6 $30 $29 $115$ 10 $ 190
EBITDA.....ccceeveeee (29) 8 ?3) 46 (15 7
Capital Expenditures.... 107 9 3 1 24 144
Depreciation and
Amortization........... 5 4 1 3 3 16
Identifiable Assets
June 30, 1999......... $2,292 $57 $48  $348 $4,605 $7,350
December 31, 1998..... 1,072 59 42 362 3,990 5,525
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S--(Continued)

The following information provides a reconciliatiohEBITDA to loss from continuing operations ftwetthree and six months ended June

1999 and 1998:

Three Months

Ended Six Months Ended

June 30 June 30,
1999 1998 1999 1998
( in millions)

EBITDA. ...t $ (103) $ 8% (1700$ 7
Depreciation and Amortization

EXPense.....cccoccvvveveeeeinninnnns (51) (10) (92) (16)
Non-Cash Compensation Expense......... (29) 9) @47 @11
Write-off of In-Process Research and

Development.........cccocveeeennnee - (30) - (30)

Loss from Operations................ (183) (41) (309) (50)

5

Other Income.................. . 116 5 90

Income Tax Benefit 23 2 70 5

(348 (149 % (40)

13. Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstii@ Company in 1999 and 1998. These
projects include the intercity network, local loagp®d gateway sites, the Company's new corporatighesters in Colorado and a new data
center in Tempe, Arizona. Kiewit provided approxieta $490 million and $8 million of constructionrsies related to these projects in the
first half of 1999 and 1998, respectively.

In 1999, the Company entered into an agreementR@N whereby RCN will lease cross country capagity_evel 3's nationwide network.
Revenue attributable to this agreement was less$hanillion for the six months ended June 30, 19990 in 1999, the Company and RCN
announced that it had reached joint constructioreagents in several RCN markets, through whictctimepanies will share the cost of
constructing their respective fiber optic networks.

Level 3 also receives certain mine managementcsfrom Kiewit. The expense for these services$vamillion and $14 million for the
three and six months ended June 30, 1999, respictind $9 million and $17 million for the threedasix months ended June 30, 1998,
respectively, and is recorded in selling, genendl administrative expenses.

14. Other Matters

Prior to the Split-off, as of January 1 of eachrydalders of Class C Stock had the right to con@aiss C Stock into Class D Stock, subject
to certain conditions. In January 1998, holder€laks C Stock converted 2.3 million shares, witademption value of $122 million, into 21
million shares of Class D Stock (now known as Comi8tock).

The Company is involved in various lawsuits, claensl regulatory proceedings incidental to its besin Management believes that any
resulting liability for legal proceedings beyonéatiprovided should not materially affect the Comypafinancial position, future results of
operations or future cash flows.

Level 3 filed with the Securities and Exchange Cassion a "universal” shelf registration statementering up to $3.5 billion of common
stock, preferred stock, debt securities and degogsgthares that became effective February 17, 198%March 9, 1999 the Company sold
28.75 million shares, or $1.5 billion of the $3iBibn available under the "universal" shelf regaton statement, through a public offering.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors and Stockholders of Le&/€lommunications, Inc.:

We have audited the consolidated balance sheet\afl[3 Communications, Inc. and subsidiaries (a®ate corporation) as of December
1998 and the related consolidated statements nirggy;, cash flows, changes in stockholders' equity comprehensive income for the year
then ended. These consolidated financial statenaeatthe responsibility of the Company's managen@unt responsibility is to express an
opinion on these financial statements based omuodit.

We conducted our audit in accordance with generadbepted auditing standards. Those standardsedtyat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of Level 3
Communications, Inc. and subsidiaries as of Dece®bge1998 and the consolidated results of thedrajons and their cash flows for the
year then ended in conformity with generally acedmccounting principle

/'s/ Arthur Andersen LLP

Arthur Andersen LLP

Denver, Col orado
March 29, 1999
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

The Board of Directors and Stockholders
Level 3 Communications, Inc. and Subsidiaries
(formerly, Peter Kiewit Sons', Inc.)

We have audited the consolidated balance sheed\a|[3 Communications, Inc. and Subsidiaries (folyn®eter Kiewit Sons', Inc.) as of
December 27, 1997 and the related consolidateeinstatts of earnings, cash flows, changes in stodkhsllequity and comprehensive incc
for each of the two years in the period ended Déegrd7, 1997. These financial statements are gporesibility of the Company's
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referealove present fairly, in all material respedts, ¢onsolidated financial position of Level 3
Communications, Inc. and Subsidiaries as of Dece®bgel997 and the consolidated results of thegrajions and their cash flows for each
of the two years in the period ended December 297 In conformity with generally accepted accougfiminciples.

/'s/ Pricewat erhouseCoopers, LLP

Coopers & Lybrand L.L.P.

Oraha, Nebraska
March 30, 1998
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF EARNINGS

For the three years ended December 31, 1998

REVENUE........eiiiiiiiiiiiiii
Cost and Expenses:
Operating expenses.................
Depreciation and amortization
General and administrative expenses..............
Write-off of in process research and development.

Total costs and expenses............ccceveees

Earnings (Loss) from Operations
Other Income (Expense):
Interest iNCOmMe.........cccccceiiiiiiiinens
Interest expense, Net.........ccccevevevvrennne
Equity losses in unconsolidated subsidiaries.....
Gain on equity investee stock transactions.......
Gain on sale of assets
Other, net

Total other income (expense)...................
Earnings (Loss) Before Income Taxes and Discontinue

OPerationsS........cuueeeeiiieeees e e
Income Tax Benefit (Provision).....................

Income (Loss) from Continuing Operations...........
Discontinued Operations:
Gain on Split-off of Construction Group..........
Construction operations net of income tax expense
($107) and (B72)..eecveereeeierreenernenes
Gain on disposition of energy business net of inc
tax expense of ($175)......ccccccvevviiiennnn.
Energy, net of income tax benefit (expense) of $1

Net EarningS......ccceeveeeeeeeenienciiiinieneenns
Earnings (Loss) Per Share of Level 3 Common Stock
(Basic and Diluted):
Continuing operations............cccveveevee...
Discontinued operations excluding construction
OPErationsS.........coeevveeeeiiiiiieeee e

Net earnings excluding construction operations...

Net earnings excluding gain on Split-off of
Construction Group

See accompanying notes to consolidated financssients.
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1998 1997 1996
(dollars in
millions, except
per share data)
...... $ 392 $332 $652

...... (199) (163) (268)

...... (66) (20) (124)
...... (332) (106) (173)

...... 62 - -
...... 107 10 10
...... 4 7 2
...... 82 (8) 20

d

...... (153) 35 107
...... 48 (3)
...... (128) 83 104
...... 608 -- -

of

...... -- 155 108
ome

...... 324 - -
and
...... - 10 9
...... 932 165 117

...... $(43)$.33 $.45

...... $3.09 $.04 $.03

...... $266 $.37 $.48

...... $ .64 $.37 $.48




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31, 1998 and December 27, 1997

Assets

Current Assets:
Cash and cash equivalents..............c.c.......
Marketable securities..
Restricted securities....
Receivables, net..........ccccccvvvivvvenennnnn.
Investment in discontinued operations--energy....
Income taxes receivable..............c...........

Total Current ASSets..........ccccveeeeeiniieeenn.

Net Property, Plant and Equipment..................
INVESIMENTS....ovviiieiiiieiiiiees

Investments in Discontinued Operations--Constructio
Other Assets, Net........ccccevvivieeeriiineeenne

Liabilities and Stockholders' Equity

Current Liabilities:
Accounts payable..........ccccccevevinienennnn.
Current portion of long-term debt................
Accrued reclamation and other mining costs.......
Accrued interest.............
Deferred income taxes...

Total Current Liabilities.............ccccoeuueee.
Long-Term Debt, less current portion.
Deferred Income Taxes........ccocvvvevrivnneenne
Accrued Reclamation CoStS.........ccccoccvvveeene
Other Liabilities..........ccocveriiiiieiinnns
Commitments and Contingencies
Stockholders' Equity:
Preferred stock, $.01 par value, authorized 10,000
in 1998, 250,000 shares in 1997: no shares outsta
and 1997......ocooviiiiieie e
Common stock:
Common stock, $.01 par value in 1998 and $.0625
1997, authorized 500,000,000 shares: 307,874,70
in 1998 and 271,034,280 outstanding in 1997....
Class B, no shares outstanding in 1997..........
Class C, 10,132,343 shares outstanding in 1997..
Class R, $.01 par value, authorized 8,500,000 sh
shares outstanding in 1998 and 1997............
Additional paid-in capital........................
Accumulated other comprehensive income (loss).....
Retained earnings.........cccoccovveeeiiiieeenne

Total Stockholders' Equity............cccvvvvene.

See accompanying notes to consolidated financ#tsients.
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1998 1997
(dollars in
millions)

$ 848 87
. 2,863 678
26 22
57 42
-~ 643

............. 3,877 1,494

. 1,061 184

323 383
- 652

,000 shares
nding in 1998
par value in
6 outstanding
3 8
- 1
765 427
4 (5
1,393 1,799
............. 2,165 2,230



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the three years ended December 31, 1998

1998 1997 1996

(dollars in
millions)
Cash Flows from Operating Activities:
Net EarningS....ccoocveveeviieeiieeieeeeeee $ 804 $248 $221
Less: Income from Discontinued Operations........ ... (932) (165) (117)
Income (loss) from continuing operations.......... ... (128) 83 104
Adjustments to reconcile income (loss) from
continuing operations to net cash provided by
continuing operations:
Write-off in process research and development ... 30 - -
Equity losses, net.......cccccvvvvveeeen. L 132 43 9
Depreciation and amortization................ ... 66 20 124
Amortization of discounts on marketable
SECUMEIES..cceevevvviiiieeeeeeeeee 24) - -
Amortization of debt issuances costs......... .. 3 - -
Gain on sale of property, plant and equipment and
other assets......ccccccovvvvvevnccoeeees L (17) (10) (10)
Gain on equity investee's stock transactions. ... 62) -- -
Gain on sale of Cable Michigan................. ... 90) -- -
Compensation expense attributable to stock
AWATAS. ..ot 39 21 -
Federal income tax refunds........ccoeeeee.. . L 46 146 --
Deferred income taxes.........ccccovvvveeeeee. L (50) (103) (68)
Accrued interest on marketable securities.... ... @9 - -
Change in working capital items:
Receivables......cccccccoevvvvvvvcvccceee L @ 9O @
Other current assets........coeevvveeeee L (10) (@) 6
Payables.................. —“— 239 (3 9
Other liabilities........cccooeveevvceeee. L 39 (5 13
Other. oo 3) - 3
Net Cash Provided by Continuing Operations........ ... 170 182 189
Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketable
SECUNMIES . .ovvvee i 3,214 167 378
Purchases of marketable securities............... .~ ... (5,334) (452) (311)
Purchases of restricted securities........cc..... .. 2 2 @
Capital expenditureS.......cccceveveeeeeeeveeeeee L (910) (26) (117)
Investments and acquisitions, net of cash acquire d... (67) (42) (59)
Proceeds from sale of property, plant and equipme nt,
and other investments........ccccccovvceeeee. L 27 1 14
Proceeds from sale of Cable Michigan.............. ... 129 - -
Other..ciiieeeee L - 3 (8)
Net Cash Used in Investing Activities............... ... $(2,943) $(351) $(105)

See accompanying notes to consolidated financ#tsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS--(Continued)

For the three years ended December 31, 1998

The activities of the Construction Group have besnoved from the consolidated statements of castsflThe Construction Group had cash
flows of ($62) million, $59 million and $79 milliofor the three months ended March 31, 1998, (the ofthe Split-off) and fiscal 1997 and

1996, respectively.

Cash Flows from Financing Activities:

Long-term debt borrowings, net of issuance costs.
Payments on long-term debt, including current por
Issuances of common StocK...........ccccceenueee
Exchange of Class C Stock for Class D Stock, net.
Stock options exercised.........cccccceveeeenn.
Issuances of subsidiaries' stock..
Repurchases of common stock...
Dividends paid...........cccocvvviriiienennennn.

Net Cash Provided by (Used in) Financing Activities

Cash Flows from Discontinued Operations:
Proceeds from sale of discontinued energy operati
net of income tax payments of $192 million......
Discontinued energy operations...................
Investments in discontinued energy operations....

Net Cash Provided by (Used in) Discontinued Operati
Cash and Cash Equivalents of C-TEC at the Beginning

Net Change in Cash and Cash Equivalents............
Cash and Cash Equivalents at Beginning of Year.....

Cash and Cash Equivalents at End of Year...........

Supplemental Disclosure of Cash Flow Information:
Income taxes paid.........ccceecveeeeiiinnnnn.
Interest paid.........ccccvvvevieeiireneennnnnn.
Noncash Investing and Financing Activities:
Issuances of stock for acquisitions:
XCOM Technologies, InC. .......ccceeeevunnnne.
GeoNet Communications, InC. ...................

Conversion of MidAmerican convertible debentures
€ommonN StOCK...........ccoeeviviiiiiiiiiieees

See accompanying notes to consolidated financ#tsients.

F-23

tion.

1998 1997 1996

(dollars in
millions)

$2,426 $ 17 $ 38
. (12) (2) (60)
21 117 -
122 72 20

761 (60) (216)
87 147 363

$ 848 $ 87 $147

$ 246 $ 62 $ 55

104 13 38
$ 154 $-- $--
19 - -
10 - -
$-- $-- $ 66



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
For the three years ended December 31, 1998

Accumulated

Class B&C Additiona | Other
Common Common Paid-in Comprehensive Retained
Stock Stock Capital Income (Loss) Earnings Total
(dollars in millions)

Balance at December 30,

1995. . $1 $1 %210 $11 $1,384 $1,607
Common Stock:

Issuances.............. - -- - -- -- --
Repurchases... - - Q) - (100 (11
Dividends (a).......... - - - - 12) (@12
Class C Stock:

Issuances.............. - - 27 -- - 27
Repurchases............ - - 1) - 4) 5)
Dividends (a).......... - - - - (13) (13)
Net Earnings............ - - -- -- 221 221
Other Comprehensive

Income................. -- - - 5 -- 5
Balance at December 28,

1996.....cccivunnnnnnn 1 1 235 16 1,566 1,819
Common Stock:

Issuances.............. - -- 117 -- -- 117
Stock options

exercised............. - - 21 -- - 21
Stock dividend......... - 7 ©) - - --
Stock option grants.... - -- 27 - - 27
Class C Stock:

Issuances.............. - - 33 -- - 33
Repurchases... - - - - ) 2)
Dividends (b).......... - - - - (13) (13)
Conversion of

debentures............ - - 1 -- - 1
Net Earnings - - - - 248 248
Other Comprehensive

LOSS..cccvvriirenns - - - (21) -- (21)
Balance at December 27,

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

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

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

value to $.01......... - (8) 8 - - -
Stock dividend......... - 1 (2) - - --
Stock plan grants...... - - 44 - - 44
Income tax benefit from

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

Issuance and forced

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

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

debentures............ - - 10 - - 10
Net Earnings..... - - -- -- 804 804

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

Construction & Mining

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

1998......cccvvene $-- $3 $765 $4 $1,393 $2,165

(@) Includes $.70 and $.05 per share for dividemd€lass C and Common Stock, respectively, decliaré896 but paid in January 1997.

(b) Includes $.80 per share for dividends on Casteclared in 1997 but paid in January 1¢



See accompanying notes to consolidated financ#tsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

For the three years ended December 31, 1998

Net EarningS.......ceeeveveeeeeesieniiiiiiieneenns

Other Comprehensive Income Before Tax:
Foreign currency translation adjustments.........
Unrealized holding gains (losses) arising during
Reclassification adjustment for gains included in
CAIMNINGS....uvveiereeiieeeeeeeeeee i s

Other Comprehensive Income (Loss), Before Tax......
Income Tax Benefit (Expense) Related to Unrealized
Gains (LOSSES).....ccovcuvvvveriiieieeieeeeeeeennn

Other Comprehensive Income (Loss) Net of Taxes.....

Comprehensive INnCOMe.............coeeevvvvvinnnnns

See accompanying notes to consolidated financ#tsients.
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1998 1997 1996

(dollars in
millions)
......... $804 $248 $221

......... 1

=~ (1)
period... (2) (23) 12
net
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Reorganization--Discontinued Construction Ofiers

In October 1996, the Board of Directors (the "Bdaaf Level 3 Communications, Inc. ("Level 3" oretHiCompany"), directed managemer
the Company to pursue a listing of the Companys€£D Diversified Group Convertible Exchangeablen@mn Stock, par value $.0625 per
share (the "Class D Stock"), as a way to addresaicéssues created by the Company's then twssdapital stock structure and the need to
attract and retain the best management for the @oyp businesses. During the course of its exanmat the consequences of a listing of
the Class D Stock, management concluded thatiaglief the Class D Stock would not adequately asklteese issues, and instead began to
study a separation of the construction operatit@sr{struction Group") from the other businessethefCompany (the "Diversified Group"),
thereby forming two independent companies. At imetthe performance of the Diversified Group weftected by the Class D Stock. The
performance of the Construction Group was reflebiethe Company's Class C Construction & Mining @rd&estricted Redeemable
Convertible Exchangeable Common Stock, par val0é2k per share (the "Class C Stock"). At the raguleeting of the Board on July 23,
1997, management submitted to the Board for coreida a proposal for the separation of the Corsitn Group and the Diversified Group
through a split-off of the Construction Group (t8plit- off"). At a special meeting on August 14997, the Board approved the Split- off.

The separation of the Construction Group and theiBified Group was contingent upon a number ofi@é@ns, including the favorable
ratification by a majority of the holders of bottetCompany's Class C and the Class D Stock, ané¢k@t by the Company of an Internal
Revenue Service ruling or other assurance acceptalthe Board that the separation would be tasiveJ.S. stockholders. On December 8,
1997, the holders of Class C Stock and Class DkStpproved the Split-off and on March 5, 1998, @lmnpany received a favorable private
letter ruling from the Internal Revenue Servicee Bplit- off was effected on March 31, 1998. Inmection with the Split-off, (i) the
Company exchanged each outstanding share of Cl&ssdk for one share of Common Stock of PKS Holsliigc. ("New PKS"), the
Company formed to hold the Construction Group, kicl eight-tenths of a share of the Company's Gka€snvertible Common Stock, par
value $.01 per share (the "Class R Stock"), wash#d to replace certain conversion features ilCtaes C Stock which would terminate
upon the Split-off (i) New PKS was renamed "Pé&@wit Sons', Inc." (iii) the Company was renamé@vel 3 Communications, Inc.", and
(iv) the Class D Stock was designated as commark spar value $.01 per share (the "Common Stode)a result of the Split-off, the
Company no longer owns any interest in New PKS$erGonstruction Group. Accordingly, the separatarftial statements and
management's discussion and analysis of finaneiadition and results of operations of Peter Kig®ans', Inc. should be obtained to review
the financial position of the Construction Grouppd®ecember 27, 1997, and the results of operationthe two years ended December 27,
1997.

On March 31, 1998, the Company reflected the falue of the Construction Group as a distributiotheClass C stockholders because the
distribution was considered non-pro rata as contpréhe Company's previous two-class capital sshekcture. The Company recognized, a
gain of $608 million within discontinued operatioesjual to the difference between the carryingealithe Construction Group and its fair
value in accordance with Financial Accounting Stadd Board Emerging Issues Task Force Issue 98e¢ounting for Reorganizations
Involving a Non-Pro Rata Split-off of Certain Nonnetary Assets to Owners". No taxes were providethisgain due to the tax-free nature
of the Split-off.

In connection with the Split-off, Level 3 and therGtruction Group entered into various agreemertisiding a Separation Agreement, a Tax
Sharing Agreement and an amended Mine ManagemeaeeAgent.

The Separation Agreement, as amended, providebdallocation of certain risks and responsibsititween Level 3 and the Construction
Group and for crosBxdemnifications that are intended to allocateriirial responsibility to the Construction Group fiabilities arising out o
the construction business and to allocate to L8¥alancial responsibility for liabilities arisingut of the non-construction businesses.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

The Separation Agreement also allocates certajpocate-level risk exposures not readily allocableither the construction business or the
non- construction businesses.

Under the Tax Sharing Agreement, with respect taogs, or portions thereof, ending on or before $ipét-off, Level 3 and the Construction
Group generally will be responsible for paying taeges relating to such returns, including any sqbeat adjustments resulting from the
redetermination of such tax liabilities by the agglble taxing authorities, that are allocable ® tloneonstruction businesses and construc
businesses, respectively. The Tax Sharing Agreeaisotprovides that Level 3 and the Constructioou@rwill indemnify the other from
certain taxes and expenses that would be asséthedSplitoff were determined to be taxable, but solely dktent that such determinat
arose out of the breach by Level 3 or the Consbmdsroup, respectively, of certain representatimasle to the Internal Revenue Service in
connection with the private letter ruling issuedhaiespect to the Split- off. If the Split-off wdstermined to be taxable for any other reason,
those taxes would be allocated equally to Leval@the Construction Group. Finally, under certainwmstances, Level 3 would make
certain liquidated damage payments to the Constru@roup if the Split-off was determined to beahbe, in order to indirectly compensate
Class C stockholders for taxes assessed upon thématievent.

In connection with the Split-off, the Mine Managamégreement, pursuant to which the Constructioauprprovides mine management and
related services to Level 3's coal mining operajovas amended to provide the Construction Grotip aviight of offer in the event that
Level 3 were to determine to sell any or all ofdt&l mining properties. Under the right of offeevel 3 would be required to offer to sell
those properties to the Construction Group. IfG@loastruction Group were to decline to purchaseptbeerties at that price, Level 3 would be
free to sell them to a third party for an amourager than or equal to that price. If Level 3 wiersell the properties to a third party, thus
terminating the Mine Management Agreement, it wdaddrequired to pay the Construction Group an amegual to the discounted present
value of the Mine Management Agreement determiiiggicessary, by an appraisal process.

Following the Split-off, the Company's common stbelgan trading on The Nasdaq National Market orl ApA 998, under the symbol
"LVLT". In connection with the Split-off, the corsiction business was renamed "Peter Kiewit Sons., ind the Class D Stock became the
common stock of Level 3 Communications, Inc. ("CoamStock™). Summarized financial information foetBonstruction Group is
presented below; however, the separate financtdrsients of Peter Kiewit Sons', Inc. should beinbthto review the financial position of
the Construction Group as of December 27, 199 tlamdesults of operations for each of the two yeaded December 27, 1997.

The following is summarized financial informatiofithe Construction Group:

Operations
1997 1996
(in millions)
REVENUE.....ooiiiiiiiiiiic e $2,764 $2,303
Net Earnings....ccccovviiieiiniiiiiceiices e 155 108
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

Financial Position

1997
(in millions)
CUITENt ASSEES..cvievie e v, $1,057
Other ASSetS.....cccocveviiiieieicieeeeeeee s 284
Total @SSetS...cccvvevviiiiiiiiiieeeeeee 1,341
Current Liabilities........ccoocvvvvcicenneeeee 579
Other LiabilitieS.......cccovcvvveeiiiieeeeeee 99
Minority INnterest.....ccccvvviveeieiiieeeees e 11
Total liabilities......cccocevvciieiiiceeeee. 689
NEt ASSELS...ccvviieiieiie e i, $ 652
The following details the earnings per share calbohs for Class C Stock:
Class C Stock 1997 1996
Net Income Available to Common Shareholders (in mil lions).... $ 155% 108
Add: Interest Expense, Net of Tax Effect Associated with
Convertible Debentures..........ccccvvveeveveeees L 1 -
Net Income for Diluted Shares........cccceeceeeeee. L $ 156$ 108
Total Number of Weighted Average Shares Outstanding Used to
Compute Basic Earnings per Share (in thousands)... ... 9,728 10,656
Additional Dilutive Shares Assuming Conversion of C onvertible
Debentures......cccoocvveeiiiciiieiiiieeeeeee 441 437
Total Number of Shares Used to Compute Diluted Earn ings Per
Shar€...ocoiiiiiii e 10,169 11,093
Net Income
Basic earnings per share..........ccoccceeeeeeee. $15.99 $10.13
Diluted earnings per share.........ccocceeeeeeee. $15.35% 9.76

* Interest expense attributable to convertible déties was less than $1 million in 1996.

The Company's certificate of incorporation gavelsholders the right to exchange their Class C Stocklass D Stock under a set
conversion formula. That right was eliminated assalt of the Split-off. To replace that conversi@ht, Class C stockholders received 6.5
million shares of a new Class R Stock in JanuaB81%hich was convertible into Common Stock in adeace with terms ratified by
stockholders in December 1997. The Company reflieict¢he equity accounts the exchange of the caimeright and issuance of the Class
R Stock at its fair value of $92 million at the elaf the Split-off.

On May 1, 1998, the Board of Directors of Level @@nunications, Inc. determined to force conversiball shares of the Company's Class
R Stock into shares of Common Stock, effective NMiay1998. The Class R Stock was converted into Com&tock in accordance with the
formula set forth in the certificate of incorpomatiof the Company. The formula provided for a cosiam ratio equal to $25, divided by the
average of the midpoints between the high and kEessprices for Common Stock on each of the fiftieading days during the period
beginning April 9, 1998 and ending April 30, 1998e average for that period was $32.14, adjustethéostock dividend issued August 10,
1998.

Accordingly, each holder of Class R Stock receivét¥8 of a share of Common Stock for each sha@asfs R Stock held. In total 6.5
million shares of Class R Stock were converted fiomillion shares of Common Stock. The valuehef €Class R Stock at the time of the
forced conversion was $25 times the 6.5 millionrebautstanding, or $164 million. The Company redzed the additional $72 million of
value upon conversion of the Class R Stock to Com8tock in the equity
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

accounts. As a result of the forced conversiortageadjustments were made to the cost sharingisk@llocation provisions of the
Separation Agreement and Tax Sharing Agreementdeetihe Company and Peter Kiewit Sons', Inc. tlemewexecuted in connection with
the Split-off. The effect of these adjustments teaeduce certain Split-off costs and risks alledab the Company.

The Company has embarked on a plan to becomelii¢aebased provider (that is, a provider that ewan leases a substantial portion of the
plant, property and equipment necessary to pratsdgervices) of a broad range of integrated comaations services in the United States,
Europe and Asia. To reach this goal, the Compaagto expand substantially the business of its Pik8mation Services, Inc. subsidiary
and to create, through a combination of constraciimrchase and leasing of facilities and otheetasan international, end-to-end, facilities-
based communications network (the "Business PIaii§.Company is designing the network based omratd rotocol technology in ordet
leverage the efficiencies of this technology tovidte lower cost communications services.

(2) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include ttomants of Level 3 Communications, Inc. and subsiés in which it has control, which are
engaged in enterprises primarily related to comeations and information services, and coal minkiffy-percent-owned mining joint
ventures are consolidated on a pro rata basisstments in other companies in which the Companycéses significant influence over
operating and financial policies are accountedijothe equity method. All significant intercompaagcounts and transactions have been
eliminated.

In 1997, the Company agreed to sell its energytassdlidAmerican Energy Holding Company (f/k/a Eaérgy Company, Inc.)
("MidAmerican") and to split- off the Constructi@roup. Therefore, the assets and liabilities, asdlts of operations, of these businesses
have been classified as discontinued operatiorieenonsolidated balance sheet, statements ofngaraind cash flows. (See notes 1 and 3)

In 1997, C-TEC Corporation ("C-TEC") announced titboard of directors had approved the plannsttueturing of C-TEC into three
publicly traded companies. The transaction was#ffe September 30, 1997. As a result of the resiring plan, the Company owned less
than 50% of the outstanding shares and votingsigheach entity, and therefore has accountedafoh entity using the equity method as of
the beginning of 1997. In accordance with generatigepted accounting principles, C-TEC's finangaaition, results of operations and cash
flows are consolidated in the 1996 financial staets.

Communications and Information Services Revenue

Information services revenue is primarily deriveahfi the computer outsourcing business and thersgsitegration business. Level 3
provides outsourcing service, typically throughtecacts ranging from 3-5 years, to firms that detréocus their resources on their core
businesses. Under these contracts, Level 3 recagnéxenue in the month the service is provided. shistems integration business helps
customers define, develop and implement cost-éffeatformation systems. Revenue from these sesveecognized on a time and
materials basis or percentage of completion bageding on the extent of the services provided.

Revenue from communications services is recognizeudthly as the services are provided. Amountsdilieadvance of the service month
are recorded as deferred revenue, however thatrarigonot material.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

Concentration of credit risk with respect to acdsueceivable are limited due to the dispersiooustomer base among geographic areas anc
remedies provided by terms of contracts and sttute

As noted previously, the investments in the thmeenEr CTEC companies have been accounted for using théyegathod in 1998 and 19¢
Coal Sales Contracts

Level 3's coal is sold primarily under long-terrmtracts with electric utilities, which burn coalander to generate steam to produce
electricity. A substantial portion of Level 3's tsales were made under long-term contracts durg®$, 1997 and 1996. The remainder of
Level 3's sales are made on the spot market whiespare substantially lower than those in thgiterm contracts. As the long-term
contracts expire, a higher proportion of Levelszikes will occur on the spot market.

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

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

Level 3 and its mining ventures have entered iatdous agreements with its customers which stipudalivery and payment terms on the
of coal. Prior to 1993, one of the primary custosrseferred receipt of certain commitments by pwsittaundivided fractional interest in cc
reserves of Level 3 and the mining ventures. Utlteagreements, revenue was recognized when casteegived. The agreements with 1
customer were renegotiated in 1992. In accordariitetiae renegotiated agreements, there were ne shiaterest in coal reserves subseq
to January 1, 1993. Level 3 has delivered andlasbligation to deliver the coal reserves to tigt@mer in the future if the customer
exercises its option to take delivery of the ctfahe option is exercised, Level 3 presently intemo deliver coal from unaffiliated mines. In
the opinion of the management, Level 3 has suffici@al reserves to cover the above sales commitmen

Level 3's coal sales contracts are with severatriteutility and industrial companies. In the evémat these customers do not fulfill
contractual responsibilities, Level 3 would pursiue available legal remedies.

Depreciation and Amortization

Property, plant and equipment are recorded at Baegireciation and amortization for the majoritytteéd Company's property, plant and
equipment are computed on accelerated and strightrethods based on the following useful lives:

Facility and Leasehold Improvements.......ccc....... ... 35 - 40 years
Operating Equipment......cccccccevvveeeeeenneneee 3-7years
Network Construction Equipment..........ccoeeeee.. L 5 -7 years
Furniture and Office Equipment.........ccccccceeee.. L 3 -7 years
Other. i 2 - 10 years
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

Depletion of mineral properties is provided prinhadn an units-of- extraction basis determinedelation to coal committed under sales
contracts.

Software Development Costs

On March 4, 1998, the American Institute of CeetifiPublic Accountants ("AICPA") issued StatemenRosition 98-1, "Accounting for the
Costs of Computer Software Developed or Obtainedifternal Use" ("SOP 98-1"). The effective datdri$ pronouncement is for fiscal
years beginning after December 15, 1998, howekerCompany has elected to account for internahvso#t development costs incurrec
developing its integrated business support systerascordance with SOP 98-1 in 1998. The Compacggeized $27 million of expense for
the development of operating support systems i3 188t would have previously been capitalized piaoadoption of SOP 98-1.

Start-Up Costs

On April 3, 1998, the AICPA issued Statement ofiffas 98-5, "Reporting on the Costs of Start-Up idities”, ("SOP 985"), which provide:
guidance on the financial reporting for start-up anganization costs. It requires costs of star&ciivities and organization costs to be
expensed as incurred. SOP®& effective for financial statements for fisgakrs beginning after December 15, 1998, howekerCompan
elected to adopt SOP 98-5 in 1998. The adoptidh@® 98-5 did not result in a significant chargedmings in 1998.

Subsidiary and Investee Stock Activity

The Company recognizes gains and losses from tegissuance and repurchase of stock by its swrgdiand equity method investees in
statements of earnings.

Earnings Per Share

Basic earnings per share have been computed Usngdighted average number of shares during eaadp®iluted earnings per share is
computed by including stock options and other sgéearconsidered to be dilutive.

Intangible Assets

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

For intangibles originating from Internet Protooolother information services related acquisitidhe, Company is amortizing these assets
over a five year period. Intangibles attributalle@ther acquisitions and investments are amortized periods which do not exceed 40 years.

Long Lived Assets

The Company reviews the carrying amount of longdiassets for impairment whenever events or changisumstances indicate that the
carrying amount may not be recoverable. Measurewfeanty impairment would include a comparison dineated future operating cash
flows anticipated to be generated during the remgilife of the asset to the net carrying valu¢haf asset.
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Reserves for Reclamation

The Company follows the policy of providing an aarfor reclamation of mined properties, basedhanestimated total cost of restoration of
such properties to meet compliance with laws gawngratrip mining, by applying per-ton reclamatiates to coal mined. These reclamation

rates are determined using the remaining estinratddmation costs and tons of coal committed usdks contracts. The Company reviews
its reclamation cost estimates annually and revfseseclamation rates on a prospective basiseesssary.

Income Taxes

Deferred income taxes are provided for the tempyadidferences between the financial reporting andliases of the Company's assets and
liabilities using enacted tax rates in effect foe yyear in which the differences are expectedverse.

Comprehensive Income

In June 1997, the Financial Accounting Standardsr8¢'FASB") issued Statement of Financial AccoogtStandards ("SFAS") No. 130,
"Reporting Comprehensive Income", which requires tihanges in comprehensive income be shown maadial statement that is displayed
with the same prominence as other financial statesn&@he Company has adopted this statement in 4998 Company has unrealized g
and losses on marketable securities classifieda@table for sale and has operations in foreigmtaoeis and restated 1997 and 1996 to pre
information on a comparable basis.

Foreign Currencies

Generally, local currencies of foreign subsidiades the functional currencies for financial rep@tpurposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue and expenses are translated usiraga\exchange rates prevailing during the
year. Gains or losses resulting from currency tedios) are recorded as a component of accumuldtest oomprehensive income (loss;
stockholders' equity and in the statements of cetmgsive income.

Stock Dividend

Effective August 10, 1998 and December 26, 199 Gbmpany issued dividends of one and four shegspectively, of Common Stock
(previously Class D Stock) for each share of L&v€ommon Stock outstanding. All share informatiod ger share data have been restated
to reflect these stock dividends.

Use of Estimates

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

In 1997, the FASB issued SFAS No. 131, "Disclosatasut Segments of an Enterprise and Related l@fiont' ("SFAS No. 131"), which
changes the way public companies report informadioout segments. SFAS No. 131, which is basede@mtnagement approach to segment
reporting, includes requirements to report selesggiment information quarterly, and entity widecltisures about products and services,
major customers, and geographic data. The Compasipifovided the information required by SFAS Ndl &BNote 14.

Recently Issued Accounting Pronouncements

On June 15, 1998, the FASB issued SFAS No. 133;dieting for Derivative Instruments and Hedgingiities" ("SFAS No. 133"). SFAS
No. 133 is effective for fiscal years beginningeafiune 15, 1999 (January 1, 2000 for the Comp&#AS No. 133 requires that

derivative instruments be recorded on the balaheetsat the fair value. Changes in the fair valudeoivatives are recorded each period in
current earnings or other comprehensive incomegnitiipg on whether a derivative is designated asgba hedge transaction and, if it is, the
type of hedge transaction. The Company currentlgananinimal use of derivative instruments as defibg SFAS No. 133. If the Company
does not increase the utilization of these denrrgaitistruments by the effective date of SFAS N@, 1Be adoption of this standard is not
expected to have a significant effect on the Comisaresults of operations or its financial position

Fiscal Year

On May 1, 1998, the Company's Board of Directo@angfed Level 3's fiscal year end from the last Satyiin December to a calendar year
end. The results of operations for the additioned flays in the 1998 fiscal year are reflectechn@ompany's Form 1KR-for the period ende
December 31, 1998 and were not material to thealvesults of operations and cash flows. Thereevb& weeks in fiscal years 1997 and
1996.

Reclassifications
Certain prior year amounts have been reclassifiegbbform to the current year presentation.
(3) Discontinued Energy Operations

On January 2, 1998, the Company completed theo$itte energy assets to MidAmerican. These aseetsded approximately 20.2 million
shares of MidAmerican common stock (assuming tleeatse of 1 million options held by Level 3), Lex8% 30% interest in CE Electric and
Level 3's investments in international power prt§ea Indonesia and the Philippines ("Energy PrsjgcLevel 3 recognized an after-tax gain
on the disposition of $324 million and the aftex-fmoceeds of approximately $967 million from thensaction are being used in part to fund
the Business Plan. Results of operations for thiegehrough January 2, 1998 were not considerguif&géant and the gain on disposition was
calculated using the carrying amount of the enasgpets as of December 27, 1997.
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The following is summarized financial informaticor fdiscontinued energy operations for the fiscalrgeended December 27, 1997 and
December 28, 1996 and as of December 27, 1997:

Income from Discontinued Operations

1997 1996
(in millions)
Operations
Equity in:
MidAmerican earnings, Net........ccccceeeeeeeeee. e $ 16 $ 20
CE Electric earnings, Net......cccccceveveeeees L. 17 (2)
International energy projects earnings, net...... ... 5 (5
Investment Income from MidAmerican................. . L. - 5
Income Tax EXPeNSe.....cccocovvvieieeiiiieeeennee e, 9 9
Income from operations.......ccccccvveevevenee. L 29 9
MidAmerican Stock Transactions
Gain on Investee Stock Activity.....ccccceeeee. L 68 -
Income Tax EXPeNnSe....cccocvcvvvveveeeeeieiineeee s (24) -
Gain on MidAmerican stock activity............... ... 44 -
Extraordinary Loss--Windfall Tax
Level 3's Share from MidAmerican.........cccc...... . L. (39)
Level 3's Share from CE Electric.......cccccccceee.. L (58)
Income Tax Benefit.....coccoevvcvienicccees 34 -
Extraordinary 10SS......ccccoeveevevviviicicceeee (63)
Income from Discontinued Energy Operations........ ... $ 10%$ 9

In order to fund the purchase of Level 3's enespets, MidAmerican sold, in 1997 approximately Ifillion shares of its common stock
price of $37.875 per share. This sale reduced L&sawnership in MidAmerican to approximately 26% increased its proportionate share
of MidAmerican's equity. Level 3 recognized an eftex gain of approximately $44 million from MidAmean transactions in 1997.

of the difference between the value of Northerrckie, plc at the time of privatization and thelititls current value based on profits over a
period of up to four years. CE Electric recordedeammaordinary charge of approximately $194 millishen the tax was enacted in 1997. The
total impact to Level 3 directly through its invesnt in CE Electric and indirectly through its irgst in MidAmerican, was $63 million.

Investments in Discontinued Operations

1997
(in millions)

Investment in MidAmerican.........cccccvvveeeeee. e $ 337

Investment in CE ElectriC.....ccccovveveeeeeeee. s 135

Investment in International Energy Projects........ 186
Restricted SecuritieS.....cccccccvveeeeveeeeneeees e 2

Deferred Income Tax Liability........ccooceevveeeee. L 17)

Total oo e, $643
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The following is summarized financial informatiohMidAmerican, CE Electric, and the Energy Projects

Operations
1997 1996
(in millions)
Revenue
MIdAMErCaN.......cccvieeeiciiiie e e, $2,271 $576
CEEIECHC uuiiiiieieeeeeeeieeeciiieeee e, 1,564 37
Net Earnings (Loss)
MidAMEriCan......ccoovviiiieiiieieeeeeeee e $ (84)$ 92
CE EIECHC. v (136) --
Energy ProjectS.....cccccceeeeevveiicccceee 2 (12)
Financial Position at December 27, 1997
Energy
MidAm erican CE Electric Projects
(in millions)
Current ASSetS........coovveeeeeiiiieeeennn, $2 ,063  $ 419 $ 530
Other ASSetsS......ccccvvvevieieeeeeeennnnnns 5 ,435 2,519 811
Total assets.......cccceeeeeeeeeeiecnnnnns 7 ,488 2,938 1,341
Current Liabilities..........cccccceeeeenn. 1 ,440 1,166 172
Other Liabilities..........ccccvveeeenenn... 4 494 1,265 737
Minority Interest...........ccccvvveeveenns 134 56 --
Total liabilities.............ccccvvvenns 6 ,068 2,487 909
Net ASSELS......ccouveiieieeiieecvie e $1 420  $ 451 $ 432

(4) Earnings Per Share

The Company had a loss from continuing operationstfe year ended December 31, 1998, thereforpptemtial common shares related to
Company stock options and other dilutive securiti@ge been included in the computation of the ddwtarnings per share because the
resulting computation would be anti-dilutive. Fbettwo years ending December 27, 1997, potentililyive stock options are calculated in
accordance with the treasury stock method whictirass that proceeds from exercise of all optionsiaesl to repurchase common stock at
the average market value. The number of sharesmergafter the proceeds are exhausted represematentially dilutive effect of the
options.

The Company had 23,147,051 potentially dilutiveusigies outstanding that were not included in tbenputation of diluted earnings per sh
because to do so would have been anti-dilutivéhiferyear ended December 31, 1998.
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The following details the earnings (loss) per slealeulations for Level 3 Common Stock. A calcudatbf the earnings per share for the C
C Stock in 1996 and 1997 can be found in Notethéaconsolidated financial statements.

Year Ended

1998 1997 1996

Earnings (Loss) from Continuing Operations (in

MIllONS)....ccoviiiiieccie e, $ (128)$ 83% 104
Earnings from Discontinued Energy Operations...... 324 10 9
Gain on Separation of Construction Operations..... 608 -

Net Earnings Excluding Discontinued Construction
OPEerations..........cceevueeaiieeiieeeieaanns $ 804 $ 93% 113

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

Share (in thousands)..........cccceevuvieeenns 301,976 249,293 232,012
Additional Dilutive Stock Options................. - 1,079 622
Total Number of Shares used to Compute Dilutive
Earnings Per Share............cccocoeeennnnn. 301,976 250,372 232,634
Earnings (Loss) Per Share (Basic and Diluted):
Continuing operations................cco....... $ (43)$ 33% .45
Discontinued energy operations.................. $ 1.07$ .04% .03

Gain on split-off of discontinued construction
OPEratioNS........cceeeveeereeereeireeereennn. $ 2028 --% -

Net earnings excluding discontinued construction
OPErations.......cccccevveeevuieeiieeiieeenns $ 266 37% .48

Net earnings excluding gain on split-off of
construction operations........................ $ 643% 37% .48

(5) Acquisitions

On April 23, 1998, the Company acquired XCOM Tedbgs, Inc. ("XCOM"), a privately held company theas developed technology
which the Company believes will provide certain keynponents necessary for the Company to develapenface between its Internet
Protocol based network and the existing publicavét telephone network. The Company issued appedglygn5.3 million shares of Level 3
Common Stock and 0.7 million options and warraatsurchase Level 3 Common Stock in exchange fdhalktock, options and warrants of
XCOM.

The Company accounted for this transaction, vaatetl 54 million, as a purchase. Of the total puseharice, $115 million was originally
allocated to in-process research and developmehivas taken as a nondeductible charge to earninipeisecond quarter of 1998. The
purchase price exceeded the fair value of the sesta acquired by $30 million which was recognagdoodwill.

In October 1998, the Securities and Exchange Cogiomig"SEC") issued new guidelines for valuing dcepliresearch and development
which are applied retroactively. The Company belgeits accounting for the acquisition was madecocoedance with generally accepted
accounting principles and established appraisatioes at the time of the acquisition. However, tuthe significance of the charge relative
to the total value of the acquisition, the Compeawiewed the facts and assumptions with the SE@s€gquently, using the revised guideli
and assumptions,
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the Company reduced the charge for in-processnesaad development from $115 to $30 million, amctéased the related goodwill by $85
million. The goodwill associated with the XCOM teaction is being amortized over a five year period.

XCOM's in-process research and development valaengrised primarily of one project to develop ateiface between an Internet Protocol
based network and the existing public switchedctatemunications network. Remaining development &ffur this project include various
phases of design, development and testing. Theipaitd completion date for the project in progiesxpected to be over the next 12
months, at which time the Company expects to bggirerating the full economic benefits from the tedtbgy. Funding for this project is
expected to be obtained from internally generatenlces.

The value of the in-process research and developrapresents the estimated fair value based oradgksted cash flows related to the
incomplete project. At the date of acquisition, tlevelopment of this project had not yet reachetrtelogical feasibility and the research i
development ("R&D") in progress had no alternafiveire uses. Accordingly, these costs were expeased the acquisition date.

The Company used independent third-party appraiseassess and allocate the value to the in-praessarch and development. The value
assigned to the asset was determined, using tbenmepproach, by identifying significant researatjgrts for which technological feasibil
had not been established.

The nature of the efforts to develop the acquiredrocess technology into commercially viable priduand services principally relate to the
completion of all planning, designing, prototypimggh-volume verification, and testing activitidgmt are necessary to establish that the
proposed technologies meet their design specifieatincluding functional, technical, and econonecfgrmance requirements.

The value assigned to purchased in-process teajymalas determined by estimating the contributiothefpurchased in-process technology
to developing a commercially viable product, estingathe resulting net cash flows from the expegatiuct sales over a 15 year period,
discounting the net cash flows to their preseni@aising a risk-adjusted discount rate of 30%,ajdsting it for the estimated stage of
completion.

The Company believes that the foregoing assumptised in the forecasts were reasonable at thedirtiee acquisition. No assurance can be
given, however, that the underlying assumptionsl tieestimate expected project sales, developnuests or profitability, or the events
associated with such projects, will transpire dbredged. For these reasons, actual results mayfi@ary the projected results.

Management expects to continue their support sféffort and believes the Company has a reasochhlee of successfully completing the
R&D project. However, there is risk associated wiith completion of the project and there is no sste that it will meet with either
technological or commercial success. If the XCOMjget is not successful, the Company would notizeats investment in XCOM and
would be required to modify its business plan ibzat alternative technologies which may incredwse ¢ost of its network.

The Company believes that its resulting chargeéguired research and development conforms toE@sSexpressed guidelines and
methodologies. However, no assurances can be giaethe SEC will not require additional adjustnsent
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On September 30, 1998, Level 3 acquired GeoNet Qamuations, Inc. ("GeoNet"), a regional Internatvgge provider located in Northern
California. The Company issued approximately O.Biomi shares and options in exchange for GeoNapstal stock, which valued the
transaction at approximately $19 million. Acquitebilities exceeded assets, and goodwill of $2llioni was recognized from this
transaction which is being amortized over five gear

XCOM's and GeoNet's 1997 and 1998 operating reptilts to the acquisitions were not significanttele to the Company's results.

For the Company's acquisitions, the excess purgbvaseover the fair market value of the underlyasgets was allocated to goodwill and
other intangible assets and property based updimgmary estimates of fair value. The Company doesbelieve that the final purchase price
allocation will vary significantly from the prelimary estimates.

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

Cash equivalents generally consist of funds inekesténighly liquid instruments purchased with afgoral maturity of three months or less.
The securities are stated at cost, which approxsfair value.

Marketable and Restricted Securities

Level 3 has classified all marketable and restlistecurities as available-feale. Restricted securities primarily include irtweants in mutue
funds that are restricted to fund certain reclaomaliabilities of its coal mining ventures. The atimed cost of the securities used in
computing unrealized and realized gains and lass#stermined by specific identification. Fair vieduare estimated based on quoted market
prices for the securities on hand or for similareistments. Net unrealized holding gains and loasefcluded in accumulated other
comprehensive income within stockholders' equigt,af tax.

F-38



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

At December 31, 1998 and December 27, 1997 theta@adrcost, unrealized holding gains and lossed eatimated fair values of marketa

and restricted securities were as follows:

Unrea
Amortized Hold
Cost  Gai

1998

Marketable Securities:
U.S. Treasury securities......... $2,147 $
U.S. Government Agency
SECUNtIeS.....vcevvirrerenne
Equity securities
Other securities.................

Restricted Securities:
Wilmington Trust:
Intermediate term bond fund.... $ 13 $-
Equity fund.................... 10

1997
Marketable Securities:
Kiewit Mutual Fund:

Short-term government.......... $ 234 $-
Intermediate term bond......... 195
Tax exempt......cccceeeeennn. 154
EqQUItY....coooeieieiiiieee, 7
Equity securities................ 48
Other securities................. 20
$ 658 $

Restricted Securities:
Kiewit Mutual Fund:
Intermediate term bond......... $ 10 $-

lized Unrealized
ing Holding Fair
ns Losses Value

rs in millions)

8 $-- $2155

1 - 640
- (3 51
- 3 17

- $- % 10
S 12
- $- 0§ 22

For debt securities, amortized costs do not vagiicantly from principal amounts. Realized gaaml losses on sales of marketable and
equity securities were $10 million and $1 million1998, $9 million and $-million in 1997, and $3llimh and $- million in 1996,

respectively.
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At December 31, 1998, the contractual maturitiehefdebt securities are as follows:

Amortized Fair
Cost  Value

(dollars in
millions)
U.S. Treasury Securities:
Lessthan lyear.....cccovoiiivvascneneees $2,147 $ 2,155
U.S. Government Agency Securities:
Lessthan lyear.....ccccooovevvvvevvneneees $ 639 $ 640
Other Securities:
10+ YEAIS. oot $ 20% 17

Maturities for the equity and restricted securiti@se not been presented as they do not have le siagurity date.
Long-Term Debt
The fair value of long-term debt was estimated gishe Company's incremental borrowing rates fot débkimilar maturities.

The carrying amount and estimated fair values o€L8's financial instruments are as follows:

1 998 1997
Carryi ng Fair Carrying Fair
Amoun t Value Amount Value
(d ollars in millions)
Cash and Cash Equivalents (Note 6).......... $ 84 8 $ 848 $87 $87
Marketable Securities (Note 6).............. 2,86 3 2,863 678 678
Restricted Securities (Note 6).............. 2 6 26 22 22
Investment in C-TEC Entities (Note 8)....... 30 0 818 335 776

Investments in Discontinued Energy
Operations (Note 3).........ccccvvvvrenns --
Long-term Debt (Note 10)...........c.cveeee 2,64

(7) Property, Plant and Equipment

Construction in Progress

- 643 854
6 2,613 140 140

The Company is currently constructing its commuiiices network. Costs associated directly with theampleted network and interest
expense incurred during construction are capitdli@sed on the weighted average accumulated cotistrexpenditures and the interest
rates related to borrowings associated with thetroation. These costs are not yet being depretiatethe assets have not yet been placed ir
service. As segments of the network become opedtithe assets will be depreciated over theiruideks.

The Company is currently developing business sumystems required for its Business Plan. The patatirect costs of software, materials
and services, payroll and payroll related expefmesmployees directly associated with the proget interest costs incurred when
developing the business support systems are dapdalJpon completion of the projects, the totataf the business support systems will be

amortized over its useful life of 3 years.

F-40



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

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

Accumulated Book
Cost Depreciation Value

(dollars in millions)

1998
Land and Mineral Properties...............cc....... .$ 32 $(11) $ 21
Facility and Leasehold Improvements
CommMUNICALIONS......ocuvieeeiiiiee e . 80 (2) 79
Information Services.............ocevevvinnnne . 24 2) 22
Coal Mining......cccccvveviiiiiieiieeeeeeeeene .18 (15) 3
CPTC.iiiie e .91 (5) 86
Operating Equipment
CommUNICAtIONS.......vvveeeieeeeeeeieiiieiee . 245 (18) 227
Information Services.............oeeeevvvnnnne . 53 (30 23
Coal Mining.......ccueeeiiiiiieeeiiiieeees . 180 (155) 25
CPTC. i .17 (4) 13
Network Construction Equipment..................... . 46 Q) 45
Furniture and Office Equipment..................... . 67 (10 57
Other...ccoiiiiie e .32 2 30
Construction-in-Progress..........ccccccceevveeen. . 430 - 430
$1,315 $(254) $1,061
1997

.$ 15 $(11) $ 4

Land and Mineral Properties................cc.....
Facility and Leasehold Improvements

Communications

Operating Equipm
Communications

ent

12 "(2) 10
19  (15) 4
91 (4 87

42 (23) 19
190 (159) 31
17 (3 14
1 (5) 6
14 (6) 8

$ 412 $(228) $ 184

Depreciation expense was $48 million in 1998, $20an in 1997 and $124 million in 1996.

(8) Investments

In 1997, C-TEC announced that its Board of Dirextoad approved the planned restructuring of C-TiE€three publicly traded companies
effective September 30, 1997. Under the termseféistructuring C-TEC stockholders received stadké following companies:

Commonwealth Telephone Enterprises, Inc., ("Comneaitll Telephone") containing the local telephormugrand related engineering

business.
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RCN Corporation ("RCN") which consists of RCN Telet Services; C-TEC, existing cable systems in thgt@-Washington D.C. corridor;
and the investment in Megacable S.A. de C.V., dcaperator in Mexico. RCN Telecom Services is@vjater of packaged local and long
distance telephone, video and internet accesscesrprovided over fiber optic networks to residardustomers.

Cable Michigan, Inc. ("Cable Michigan") containitite cable television operation.

As a result of the restructuring, Level 3 owned l#®n 50% of each of the outstanding shares atiigviaghts of each entity, and therefore
began accounting for each entity using the equithmd as of the beginning of 1997.

The following is summarized financial informatiofitbe Company had C-TEC been accounted for utiizire equity method for the fiscal
year ended December 28, 1996. Fiscal years 1998%8idinclude +TEC accounted for utilizing the equity method amd presented here
for comparative purposes only.

1998 1997 1996

(dollars in
millions)

REVENUE......eiiiiiieiieeee e $392 $332 $285
Costs and Expenses:

Operating eXpensSesS.....eveeeeeeeeeieeeeeeee (199) (163) (125)

Depreciation and amortization.........ccccccceee. . L (66) (20) (18)

General and administrative expenses............... ... (332) (106) (86)
Write-off of in process research and development. ... 30) - -

Total costs and expenses........ccccoceeeeeeee L (627) (289) (229)

Earnings (Loss) from Operations...........ceeeeee.. L (235) 43 56
Other Income (Expense):

Interest income.....ccccoeeviciieeiiiieeeeeeee 173 33 36

Interest eXpense.......ccocvveeevicveeenneeee (132) (15) (5)

EQUity I0SSES...ccoiviviieeeeeeeee L (132) (43) (13)

Gain on investee stock transactions............. . ... 62 - -

Gain on disposal of assets........cccceeeveeeeeee. L 107 10 10

Other, Net.....ooeviiiiiiiieeeeeee 4 7 9

Total other income (expense)......ccocecveeeee L. 82 (8) 37

Earnings (Loss) before Income Taxes and Discontinue d
OperationS......cccovvvvvieiiiiiiieeeeeeeeeeeeee (153) 35 93
Income Tax Benefit......cccccvvvvvevvcves L 25 48 11
Income (Loss) from Continuing Operations........... ... (128) 83 104
Income from Discontinued Operations........cccoe... ... 932 165 117
Net EarningS....ccccovveveviiveniieeiieeseeeeee $804 $248 $221

On June 4, 1998, Cable Michigan announced th&dtsd of Directors had reached a definitive agredrtesell the company to Avalon
Cable of Michigan, Inc. for $40.50 per share iraatefor-stock transaction. Level 3 received appnately $129 million when the transaction
closed on November 6, 1998 and recognized a prggamxof approximately $90 million in the fourthayter. The $90 million gain was
calculated using the Company's carrying value &egtember 30, 1998, as Cable Michigan's resultgefations for the period October 1,
1998 through November 6, 1998 were not considdaggdficant relative to the Company's results.
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On September 25, 1998, Commonwealth Telephone aceduhat it was commencing a rights offering @fmillion shares of its common
stock. Under the terms of the offering, each stotddr received one right for every five shares ofrtthonwealth Telephone Common Stock
or Commonwealth Telephone Class B Common Stock Adld rights enabled the holder to purchase Comraatiiv Telephone Common
Stock at a subscription price of $21.25 per sHaaeh right also carried the right to oversubscabthe subscription price for the offered
shares not purchased pursuant to the initial esemi rights.

Level 3, which owned approximately 48% of Commonive@elephone prior to the rights offering, exeedsts 1.8 million rights it received
with respect to the shares it held for $38 milliss.a result of subscriptions made by other stoltdrs, Level 3 maintained its 48%
ownership interest in Commonwealth Telephone dffterights offering.

The following is summarized financial informatiofithe three entities created as a result of thEEC- restructuring for each of the three y«
ended December 31, 1998 and as of December 31,ar8PBecember 27, 1997 (in millions):

Operations
Year Ended
1998 1997 1996
Commonwealth Telephone Enterprises, Inc.:
REVENUE.....cviiiiiiiiieiie e $ 226 $197 $186
Net income available to common shareholders...... ... 8 20 20
Level 3's Share:
NetinComMe.....ccovvviiiiiiiiiie e 4 10 10
Goodwill amortization...........coovccvcceeeee. L 2 @ @
Equity in netincome........ccccoeocveveeeee. L $2%$9%9
RCN Corporation:
REVENUE....cviiieie i, $211 $127 $105
Net loss available to common shareholders........ ... (205) (52) (6)

Level 3's Share:
NEtIOSS..ccoiveeiicie e, (91) (26) (3)
1) - (3

Goodwill amortization........cccccoevvcvveeeenee (1) 3)
Equity in netlosS.....cccccevvvevvvveeceens $(92) $(26) $ (6)
Cable Michigan, Inc.*:
REVENUE.....cviiiiiiiiieie e $ 66 $81 $76
Net loss available to common shareholders........ ... 9 @ @
Level 3's Share*:
NEtIOSS. .o 4 2 @
Goodwill amortization...........coovcccccceeeee. L B @ &
Equity in netl0SS.....cccvvvevevcieacee $ (7)$(6)$(8)

* 1998 revenue and net loss amounts are througte®déer 30, 1998.
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Financial Position

Commonwealth Cable
Telephone RCN  Michigan,
Enterprises, Inc. Cor poration Inc.
1998 1997 199 8 1997 1997
Current Assets.............. $ 79% 71%$1,0 92% 703 $23
Other Assets................ 354 303 8 16 448 120
Total assets.............. 433 374 1,9 08 1,151 143
Current Liabilities......... 85 76 1 78 70 16
Other Liabilities........... 223 260 1,2 82 708 166
Minority Interest........... -- - 77 16 15
Total liabilities......... 308 336 1,5 37 794 197
Net assets
(liabilities).......... $ 125% 38% 3 71%$ 357 $(54)

Level 3's Share:
Equity in net assets

(labilities)............ $ 60% 18% 1 50$ 173 $(26)
GOOAWill..errvereee.... 56 57 34 41 72
$116$ 75% 1 84$ 214 $46

The Company recognizes gains from the sale, isguand repurchase of stock by its subsidiaries godyemethod investees in its stateme
of earnings. During 1998, RCN issued stock in dipwudifering and for certain acquisitions whichwutiéd the Company's ownership of RCN
from 48% at December 27, 1997 to 41% at Decembet 8. The increase in the Company's proportiosiadee of RCN's net assets as a
result of these transactions resulted in a pregganx of $62 million for the Company in 1998.

The market value of the Company's investment in @omvealth Telephone and RCN on December 31, 1988 3852 million, and $466
million, respectively, based on the closing stodkeof each company on December 31, 1998.

Investments also include $23 million for the Comygainvestment in an office building in Aurora, Gmdo.
(9) Other Assets

At December 31, 1998 and December 27, 1997 otlsetsisonsisted of the following:

1998 1997
(in
millions)
Goodwill:
XCOM, net of accumulated amortization of $15..... ... $ 100 $--
GeoNet, net of accumulated amortization of $1.... ... 20 --
Other, net of accumulated amortization of $1..... ... 21 -
Deferred Debt Issuance COStS.......cccccvvvvveeee s 67 --
Deferred Development and Financing Costs............ .. 15 21
Unrecovered Mine Development CoStS.......cccccceeee. i 15 16
LEASES. oot s 9 11
Timberlands.......cccoovvvviiiiiiee. 6 7
(1 T 11 11
Total other assets......ccccceeevvvveeeeeeveeees e $ 264 $ 66
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Goodwill amortization expense, excluding amortizatexpense attributable to equity method investgas,$18 million in 1998 and $- in
1997 and 1996.

(10) Long-Term Debt

At December 31, 1998 and December 27, 1997, lomg-tkebt was as follows:

1998 1997
(dollars in
millions)
Senior Notes
(9.125% due 2008)......ccccvvvieviiiiieeinieeee e, $2,000 $--
Senior Discount Notes
(10.5% due 2008)......ccevviriieeiiiiiaeeeeeee e 504 --
CPTC Long-term Debt (with recourse only to CPTC):
Bank Note
(7.6% due 2008)......c.ceeeeiiiiiiiaiiiiiieeeeee e 64 65
Institutional Notes
(9.45% due 2017)..ccevveeiiiiieiiiieeeeeeeee 35 35
OCTA Debt
(9.0% due 2004)......oovveiiiiiiiieiiieieeeeee e 9 8
Subordinated Debt
(9.3-9.5% NO MAtUrity)....ccoouveeveveeeeeeenes . 8 6
116 114
Other:
Pavilion Towers Debt (8.4% due 2007).....ccccc.... v 15 15
Capitalized Leases.......cccccoeevvvvevccenceee . 8 6
Other. i e 3 5
26 26
Less current portion........cocveeevcveeeenneeees e, 2,646 140
5) G
$2,641 $137

9.125% Senior Notes

On April 28, 1998, the Company received $1.94 dillof net proceeds from an offering of $2 billiaygeegate principal amount 9.125%
Senior Notes Due 2008 ("Senior Notes"). Interesth@nnotes accrues at 9.125% per annum and wilblable in cash semiannually in
arrears.

The Senior Notes are subject to redemption at piero of the Company, in whole or in part, at ainyet or from time to time on or after May
1, 2003, plus accrued and unpaid interest ther@dimetredemption date, if redeemed during the tevatenths beginning May 1, of the years
indicated below:

Year Redemption Price
2003, 104.563%
2004 103.042%
2005, 101.521%
2006 and thereafter......cccccooveevicveeeenaeees L 100.000%
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In addition, at any time or from time to time priorMay 1, 2001, the Company may redeem up to 3b&beooriginal aggregate principal
amount of the Senior Notes at a redemption priceleip 109.125% of the principal amount of the Sehlotes so redeemed, plus accrued
and unpaid interest thereon to the redemption déie.Senior Notes are senior, unsecured obligatbttse Company, ranking pari passu v
all existing and future senior unsecured indebtsslind the Company. The Senior Notes contain cecanenants, which among other things,
limit consolidated debt, dividend payments, andseations with affiliates. The Company is usingrnképroceeds of the Senior Notes
offering in connection with the implementation tff Business Plan to increase substantially itsimé&ion services business and to expani
range of services it offers by building an advandeigrnational, facilities-based communicationsnoek based on Internet Protocol
technology.

Debt issuance costs of $65 million were capitaliaed are being amortized over the term of the $évives.
10.5% Senior Discount Notes

On December 2, 1998, the Company sold $834 mipiamcipal amount of 10.5% Senior Discount Notes 2088 ("Senior Discount Notes
The sales proceeds of $500 million, excluding dehiance costs, were recorded as long term debtest on Senior Discount Notes will
accrete at a rate of 10.5% per annum, compoundeissually, to an aggregate principal amount of4588llion by December 1, 2003. Ca
interest will not accrue on the Senior Discountégqgprior to December 1, 2003; however, the Compaay elect to commence the accrual of
cash interest on all outstanding Senior Discourteblon or after December 1, 2001, in which casetitgtanding principal amount at
maturity of each Senior Discount Note will on theated commencement date be reduced to the acer@iss of the Senior Discount Note as
of that date and cash interest shall be payabteatrNote on June 1 and December 1 thereafter. Gomoimg June 1, 2004, interest on the
Senior Discount Notes will accrue at the rate ab¥per annum and will be payable in cash semidhninaarrears.

The Senior Discount Notes will be subject to redeéompat the option of the Company, in whole or artpat any time or from time to time on
or after December 1, 2003 at the following redemptirices (expressed as percentages of accreteel) yalis accrued and unpaid interest
thereon to the redemption date, if redeemed duhiegwelve months beginning December 1, of thes/gaticated below:

Year Redemption Price
2003, 105.25%
2004 103.50%
2005, 101.75%
2006 and thereafter .........coceveevvcvveveneeeee L 100.00%

In addition, at any time or from time to time priorDecember 1, 2001, the Company may redeem 8p%oof the original aggregate
principal amount at maturity of the Notes at a raggon price equal to 110.50% of the accreted vafube notes so redeemed, plus accrued
and unpaid interest thereon to the redemption déese notes are senior unsecured obligationsedCtmpany, ranking pari passu with all
existing and future senior unsecured indebtedneteedCompany. The Senior Discount Notes contaitagecovenants which, among other
things, restrict the Company's ability to incur #éiddial debt, make certain restricted payments, gigigends, enter into sale and leaseback
transactions, enter into transactions with afgtand sell assets or merge with another company

The net proceeds of $486 million are intended tad®d to accelerate the implementation of its BassirPlan, primarily the funding for the
increase in committed number of route miles of@oenpany's U.S. intercity network.
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Debt issuance costs of $14 million have been dap@thand are being amortized over the term ofS@rior Discount Notes.

The Company capitalized $15 million of interest empe and amortized debt issuance costs relatexti@rk construction and business
systems development projects for the year endeéreer 31, 1998.

CPTC:

In August 1996, California Private Transportatioon@pany, L.P. (“CPTC") converted its constructiaraficing note into a term note with a
consortium of banks ("Bank Note"). The intereseramn the Bank Note is based on LIBOR plus a varyétg with interest payable quarterly.
Upon completion of the SR91 toll road, CPTC enténéal an interest rate swap agreement with the gzartéees. The swap agreement expires
in January 2004 and fixes the interest rate orBtek Debt from 9.21% to 9.71% during the term &f $vap agreement.

The institutional notes are held by Connecticut &ehLife Insurance Company, a subsidiary of CIGBérporation and Lincoln National
Life Insurance Company. The note converted tora tean upon completion of the SR91 toll road.

Substantially all the assets of CPTC and the pegtequity interest in CPTC secure the term debt.

Orange County Transportation Authority ("OCTA") t8l$9 million of subordinated debt which is du&amying amounts through 2004.
Interest accrues at 9% and is payable quarterlinbery when CPTC generates sufficient cash flowsoieer operating expenses and other
debt requirements.

In July 1996, CPTC borrowed from the partners $Banito facilitate the completion of the projetit. 1998 and 1997, CPTC borrowed an
additional $2 million and $4 million, respectivefypm the partners in order to comply with equitgintenance provisions of the contracts
with the State of California and its lenders. Tlebtds generally subordinated to all other delEBT C. Interest on the subordinated debt

compounds annually at 9.3-9.5% and is payable asnlZPTC generates excess cash flows.

In 1996, CPTC capitalized $5 million of interesioptto completing construction of the SR91 tollroad

Other:

In June 1997, a mortgage loan was obtained fronmdyetitan Life. The Pavilion Towers building in Aana, Colorado collateralizes this de
Scheduled maturities of long-term debt are as##I@n millions): 1999-- $5; 2000--$6; 2001--$6;020-$9; 2003--$9 and $2,611 thereafter.
(11) Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compenaset{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiondasputed in accordance with accepted option viamahodels) on the date of grant is
amortized over the vesting periods of the optienadcordance with FASB Interpretation No. 28 "Aauiing for Stock Appreciation Rights
and Other Variable Stock Option or Award Plans"RE28"). The recognition provisions of SFAS No. 1&® applied prospectively upon
adoption. As a result, the recognition provisiores applied to all stock awards granted in the yéadoption and are not applied to awards
granted in previous years unless those awards adéied or settled in cash after adoption of theogmnition provisions.
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The Company believes that the fair value methoalcebunting more appropriately reflects the substarfiche transaction between an entity
that issues stock options, or other stock-basddimgnts, and its employees and consultants; shanientity has granted something of value
to an employee and consultants (the stock optiamtrar instrument) generally in return for theinioued employment and services. The
Company believes that the value of the instrumesmitgd to employees and consultants should be memmyin financial statements because
nonrecoghnition implies that either the instrumérasge no value or that they are free to employedscansultants, neither of which is an
accurate reflection of the substance of the traisacAlthough the recognition of the value of thetruments results in compensation or
professional expenses in an entity's financiakstants, the expense differs from other compensatidrprofessional expenses in that these
charges will not be settled in cash, but rathenegally, through issuance of common stock.

The Company believes that the adoption of SFASI28.will result in material non-cash charges torapens in 1999 and thereafter. The
amount of the non-cash charge will be dependent apmumber of factors, including the number of ¢gamd the fair value of each grant
estimated at the time of its award. On a pro fobasis, adopting SFAS No. 123 would not have hadtenal effect on the results of
operations for the years ended December 27, 199 Danember 28, 1996.

Non-qualified Stock Options and Warrants

In December 1997, stockholders approved amendnethe 1995 Level 3 Stock Plan ("the Plan™). Theeaded plan, among other things,
increases the number of shares reserved for issugran the exercise of stock based awards to 7@000increases the maximum numbe
options granted to any one participant to 10,00m,p0ovides for the acceleration of vesting in élvent of a change in control; allows for the
grant of stock based awards to directors of Levaah@ other persons providing services to Leveh8;alows for the grant of nonqualified
stock options ("NQSO") with an exercise price lgem the fair market value of Common Stock. In Deloer 1997, Level 3 converted both
option and stock appreciation rights plans of ssgiiary, to the Plan. This conversion resultechimissuance of 7.4 million options to
purchase Common Stock at $4.50 per share. Leva®@nized an expense and a corresponding incre&sglity as a result of the transact
The increase in equity and the conversion of tbeksappreciation rights liability to equity arelesfted as option activity in the Statement of
Changes in Stockholders' Equity. The options vest three or five years with a five or ten yeae lif

In addition to 7,466,247 NQSOs granted in 199898,836 warrants were granted to third parties tpuae shares of Common Stock at
exercise prices ranging from $18.50--$20.00 perestiehe warrants vest quarterly through June 30120

The expense recognized in accordance with SFASR®for NQSOs and warrants in 1998 was $6 milliod 5 million, respectively. In
addition to the expense recognized, the Companyatizpd $2 million of non-cash compensation castated to NQSOs for employees
directly involved in the construction of the IntetrProtocol network and the development of therimss support systems.

The fair value of NQSOs and warrants granted whsilzded using the Black- Scholes method with la fiise interest rate of 5.5% and
expected life of 75% of the total life of the NQS&w warrants. The Company used an expected wylatite of 25%, except for when the
minimum volatility of .001% was used by the Compamipr to becoming publicly traded in April 1998hé fair value of the NQSO and
warrants granted in 1998, in accordance with SFAS123 was $28 million.

The Company exchanged approximately 700,000 optadsl1 00,000 options, ranging in prices from $@dl®1.76 and primarily from $0.90
to $1.79 for the XCOM and GeoNet acquisitions, eetpely.
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Transactions involving stock options granted urtderNQSO plan are summarized as follows:

Weighted
Exercise Price Average
Shares Per Share Exercise Price

Balance December 30, 1995............. 2,680,000 $ 4.04 $4.04
Options granted..................... 1,790,000 495 4.95
Options cancelled.. ... (30,000) 404 4.04
Options exercised........ . -- -- --

Balance December 28, 1996............. 4,440,000 $4.04 --$4.95 $4.40
Options granted..... .. 14,990,930 $4.50--$5.42 $4.96
Options cancelled.. ..... (106,000) 495 495
Options exercised........ .... (4,636,930) 4.04-- 495 4.46

Balance December 27, 1997............. 14,688,000 $4.04--$5.42 $4.95
Options granted..................... 7,466,247 $0.12--$41.25 $8.67
Options cancelled................... (668,849) 0.12--34.69 5.52
Options exercised................... (2,506,079) 0.12--34.69 4.22

Balance December 31, 1998 .. 18,979,319 $0.12--$41.25 $6.50

Options exercisable
December 28, 1996................... 530,000 $ 4.04 $4.04
December 27, 1997... $4.04--$ 495 $4.35
December 31, 1998................... 5,456,640 $0.12--$41.25 $4.67

The weighted average remaining contractual lifettier18,979,319 options outstanding on Decembet 348 is 8.47 years.

Options Outstanding Options Exercisable
Weighted Weighte d
Number Average  Averag e Number  Weighted
Range of  Outstanding Remaining Exercis e Exercisable Average
Exercise as of Life Price asof  Exercise
Prices 12/31/98  (years) Outstand ing 12/31/98  Price
$0.12--$0.12 187,036 9.04 $0.12 39,558 $0.12
0.90-- 0.90 34,764  6.26 0.90 21,230 0.90
1.76-- 1.79 78,010 8.50 1.77 19,060 1.79
4.04-- 5.43 12,965,014 8.51 5.04 5,331,448 4.71
6.20-- 8.50 4,875,600 9.06 6.98 45,100 6.82
17.50-- 25.03 272,374 4.62 19.42 - -
26.80--39.13 500,521 4.48 31.37 244  34.69

40.38-- 41.25 66,000 4.62 40.59 -- --

18,979,319  8.47 $6.50 5,456,640 $4.67

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforatisioption ("OSQO") program that was designed sbttieCompany's stockholders
would receive a market return on their investmezioite OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management's and stockinglld@erests by basing stock option value on tam@any's ability to outperform the
market in general, as measured by the StandardogPo
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("S&P™) 500 Index. Participants in the OSO progrdomnot realize any value from awards unless the @omStock price outperforms the
S&P 500 Index. When the stock price gain is gretdian the corresponding gain on the S&P 500 Inthexyalue received for awards under
the OSO plan is based on a formula involving a ipligt related to the level by which the Common&toutperforms the S&P 500 Index.
the extent that the Common Stock outperforms the S&0, the value of OSOs to a holder may exceedale of non- qualified stock
options.

OSO grants are made quarterly to participants eyepglon the date of the grant. Each award vestgualegjuarterly installments over two
years and has a fc-year life. Each award has a two-year moratoriunexercising. Once a participant is 100% vestedtwlueyear
moratorium is lifted. Therefore, each grant hagxercise window of two years.

The fair value and expense recognized under SFASRBfor OSOs granted to employees and consultangervices performed in 1998
was $64 million and $24 million, respectively. lddition, $3 million was capitalized for employeearedtly involved in the construction of t
Internet Protocol network and development of bussreipport systems.

The fair value of the options granted was calcudldg applying the Black- Scholes method with an &8B expected dividend yield rate of
1.8% and an expected life of 2.5 years. The Compaery a blended volatility rate of 24% between3B#& 500 expected volatility rate of
16% and the Level 3 Common Stock expected volatitite of 25%. The expected correlation factor.dfWlas used to measure the moven
of Level 3 stock relative to the S&P 500.

Transactions involving stock awards granted in 1988er the OSO plan are summarized below:

Weighted
Average
Option Price Option
Shares Per Share  Price
Options granted............ccccceeveveennne 2,139,0 75 $29.78--$37.13 $34.28
Options cancelled.............cccccee..... (46,5 62) 29.78-- 37.13 35.53
Options exercised........cccccceeevvrrnne - - - -
Balance December 31, 1998................ 2,092,5 13 $29.78--$37.13 $34.25
Options vested but not exercisable as of
December 31, 1998..........ccoeeiirenne 2343 05 $29.78--$37.13 $34.85

The weighted average remaining contractual lifetlier2,092,513 outperform options outstanding oodbeber 31, 1998 is 3.6 years.
Restricted Stock

In 1998, 177,183 shares of restricted stock wesatgd to employees. The restricted stock sharegranted to employees at no cost. The
shares vest immediately; however, the employeereatected from selling these shares for 3 yehe. fair value of restricted stock of $6
million was calculated using the value of the Comr&dock the day prior to the grant. The expensegm®ized in 1998 under SFAS No. 123
for restricted stock grants was $3 million.

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

The Company's quarterly matching contribution i©gimed over 36 months. In 1998, the Company's higccontribution was $2 million
under the Match Plan. The compensation expensgmes in 1998 under this plan was less than $liamil

Grant Plan--The Grant Plan enables the Companyatat ghares of Common Stock to eligible employes®8 upon a percentage of that
employee's eligible salary up to a maximum of 3%vel 3 employees on December 31 of each year, whage 21 or older with a minimum
of 1,000 hours credited service are consideredb&igThe shares granted are valued at the faik@aalue as of the last business day of the
calendar year. All prior and future grants vest iediiately upon the employees' third anniversarpiiifg the Shareworks Plan.

The annual grant is expensed in the year of thetg&ompensation expense recorded for the Sharev@rént Plan for 1998 was
approximately $1 million. In addition to the compation expense recognized, the Company capitaizsdhan $1 million of non-cash
compensation costs related to the Shareworks Rdamsnployees directly involved in the constructfrthe Internet Protocol network and
the development of the business support systems.

401(k) Plan

The Company and its subsidiaries offer its qualiéenployees the opportunity to participate in argef contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code. Each employee wabkitp contribute, on a tax deferred
basis, a portion of annual earnings not to excd®ji®0 in 1998. The Company does not match emplogetibutions and therefore does
incur any expense related to the 401(k) plan.

(12) Income Taxes

An analysis of the income tax (provision) benefitibutable to earnings
(loss) from continuing operations before incomestafor the three years ended December 31, 1938\l

1998 1997 1996

(dollars in
millions)
Current:
US.federal...ccooooioiiiiiiiiieiiceeee $ (15) $ (54) $ (61)
FOr@igN. .. - - 4
SEALE..oovie e (10) (@) (®)

$25% 48 $ (3)
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The United States and foreign components of easnflogs) from continuing operations before incomess follows:

1998 1997 1996

(dollars in
millions)
United States.......cccceveveevveeeieeeieeeeeee . $(142) $ 35 $106
FOr@ign. ..o 11) - 1

A reconciliation of the actual income tax (provisjdoenefit and the tax computed by applying the. te8eral rate (35%) to the earnings (I«
from continuing operations, before income taxesdtierthree years ended December 31, 1998 follows:

1998 1997 1996

(dollars in

millions)
Computed Tax at Statutory Rate........cccceeeeeeee. Ll $53 $(12) $(37)
State Income TaxesS......ccocvevvviveeeniicieees @ @O (3
Write-off of In Process Research & Development..... ... 1) -- -
Coal Depletion......cccoovvvivciiiiiiiiiieeeeeeee 2 3 3
Goodwill Amortization.......ccccceevvcvveeveeeeee B) - (3
Tax Exempt Interest................ e - 2 2
Prior Year Tax Adjustments.......cccccccceveeeee. . - 62 44
Compensation Expense Attributable to Options....... ... - (M -
Taxes on Unutilized Losses of Foreign Operations... ... @4 - (@
Other. i @ 1

During the two years ended December 27, 1997, trepgany settled a number of disputed tax issueterkta prior years that have been
included in prior year tax adjustments.

The components of the net deferred tax liabiliteeghe years ended December 31, 1998 and Dece2ihd©97 were as follows:

1998 1997
(dollars
in millions)
Deferred Tax Liabilities:
Investments in securities........................ $ 2% 7
Investments in joint ventures................... 27 33
Asset bases--accumulated depreciation............ 83 53
Coal sales 32 41
Other. i 20 16
Total Deferred Tax Liabilities........cccccoeeeeee. 164 150
Deferred Tax Assets:
Compensation--and related benefits............... 35 25
Investment in subsidiaries....................... 14 8
Provision for estimated expenses................. 14 7
Foreign and general business tax credits......... - 3
Othel i, 13 9
Total Deferred Tax ASSetS.....ccovvvvvvveevenes . 76 52
Net Deferred Tax Liabilities.........ccooeeeeeeeeee. Ll $ 88% 98
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(13) Stockholders' Equity

Issuances of Common Stock, for sales, conversapt®mn exercises and acquisitions, and repurchatsesmmon shares for the three years
ended December 31, 1998 are shown below. Pridret&plit-off, the Company was obligated to repuseh@lass D shares from stockholders.
The Level 3 Stock Plan permits option holders taler shares to the Company to cover income taxe®dwption exercises.

December 30, 1995........vviiiiiiiiiiiies s 230,249,740
Shares ISSUE......uvvvveeveeeeeeiieiiiccieeee e, --
Shares Repurchased.........ccccccovvveeeneeee. (2,552,160)
Issuances for Class C Stock Conversions........... e 4,104,850

December 28, 1996........ccccvvveeevviiieeeeiieees i, 231,802,430
Shares ISSUEd......uvvvveeieeeeeeiieiiiecieeee e, 21,589,100
Shares Repurchased..........ccoovvvvvvveeeees (29,610)
Issuances for Class C Stock Conversions........... e 13,035,430
OptioN ACHIVILY.....ceveiiiiiiieiiiieeeeeeeee e 4,636,930

December 27, 1997.......cvvivviiiiiiiiieeees s 271,034,280
Shares ISSUBd.....uuvvvvveveieeieiiiiiiieeee e, 2,240,467
Shares Repurchased.........ccccccovvveeeneee. (30,506)
Issuances for Class C Stock Conversions........... e 20,934,244
Issuances for Class R Stock Conversions........... e 5,084,568
Option ACtIVItY ... e, 2,506,079
Shares Issued for Acquisitions........cccoeeeeee. L 6,105,574

December 31, 1998........ccovviiviiiiiiiiieees s 307,874,706

(14) Industry and Geographic Data

In the fourth quarter of 1998, the Company ado@EAS No. 131 "Disclosures about Segments of anrfnise and Related Information™.
SFAS No. 131 establishes standards for reportifagrimation about operating segments in annual firzustatements and requires selected
information about operating segments in interinaficial reports issued to stockholders. It alsobdistzes standards for disclosures about
products and services and geographic areas. QmesEgments are components of an enterprise fatvagiparate financial information is
available and which is evaluated regularly by tleen@any's chief operating decision maker, or degisiaking group, in deciding how to
allocate resources and assess performance. Ogesatiments are managed separately and represgagi&tihbusiness units that offer
different products and serve different markets.

The Company's reportable segments include: commatioits and information services (including commatians, computer outsourcing and
systems integration segments), and coal miningeQghimarily includes CPTC, the C- TEC investmeartd other corporate investments and
overhead not attributable to a specific segment.

Industry and geographic data for the Company'sodistued construction and energy operations aréncbided.

EBITDA, as defined by the Company, consists of e@% (loss) before interest, income taxes, deptiecigamortization, non-cash operating
expenses (including stock-based compensation and
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in-process research and development charges) badmin-operating income or expense. The Compatiy@ss non-cash compensation due
to its adoption of the expense recognition provisiof SFAS No. 123. EBITDA is commonly used in toenmunications industry to analyze
companies on the basis of operating performancé&€l BB is not intended to represent cash flow for gegiods.

In 1998, 1997, and 1996 Commonwealth Edison Compangal mining customer, accounted for 34%, 433d,28% of Level 3's revenues.

Industry segment financial information follows. @en prior year information has been reclassifeeddnform with the 1998 presentation.

Communications & Info
Computer
Communications Outsourcing

1998

Revenue................. $ 24 $63
EBITDA.....ccceeveeee (139) 14
Identifiable Assets..... 999 59
Capital Expenditures.... 818 25
Depreciation and

Amortization........... 37 8
1997

Revenue................. $-- $50
EBITDA.....ccceeveeee - 13
Identifiable Assets..... - 42
Capital Expenditures.... -- 9
Depreciation and

Amortization........... - 6
1996

Revenue................. $-- $41
EBITDA.....ccceeveeee - 12
Capital Expenditures.... -- 8
Depreciation and

Amortization........... - 5

rmation Services
Systems Coal
Integration ~ Mining Other Total

(dollars in millions)

$57 $228 $ 20 $ 392
(23) 92 (44) (100)
42 429 3,996 5,525
4 2 61 910
3 5 13 66
$ 45 $222 $ 15 $ 332
1 88 (18) 84
19 499 924 1,484
5 3 9 26
2 5 7 20
$1 $234 $ 376 $ 652
(5) 103 101 211
3 2 104 117
2 9 108 124
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The following table presents a geographic breakmutevenue, EBITDA, and identifiable assets:

Communications & Informati on Services
Computer Systems Coal
Communications Outsourcing Integration Mining Other Total
(do llars in millions)

1998
Revenue:
United States......... $ 23 $62 $56 $228 $ 20 $ 389
Other....cveee.... 1 1 1 -- -- 3

$ 24 $63 $57 $228 $ 20 $ 392
EBITDA:
United States......... $(128) $14 $(23) $92 $ (44) % (89)
Other................. (11) - - - - (11

$ (139) $14 $(23) $92 $ (44) $ (100)
Identifiable Assets:
United States......... $ 886 $ 59 $42  $429 $3,996 $5,412
Other................. 113 - - - - 113

$ 999 $59 $42  $429 $3,996 $5,525
1997
Revenue:
United States......... $ -- $50 $45 $222 $ 15 $ 332
Other................. -- - - - - -

$ -- $ 50 $45 $222 $ 15 $ 332
EBITDA:
United States......... $ - $13 $1 $88%(18)% 84
Other................. -- - - - - -

$ - $13 $1 $88%(18)% 84
Identifiable Assets:
United States......... $ -- $42 $19 $499 $ 924 $1,484
Other................. -- - - - - -

$ -- $42 $19 $499 $ 924 $1,484
1996
Revenue:
United States......... $ -- $41 $1 $234 $ 376 $ 652
Other................. -- - - - - -

$ - $41 $1 $234 $ 376 $ 652
EBITDA:
United States......... $ - $12 $(5) $103 $ 101 $ 211
Other................. -- - - - - -

$ -- $12 $(5) $103 $ 101 $ 211
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The following information provides a reconciliatiohEBITDA to income from continuing operations fiwe three years ended December 31,
1998:

1998 1997 1996

(in millions)

EBITDA ..ot $(100) $84 $211
Depreciation and Amortization Expense.............. (66) (20) (124)
Non-Cash Compensation EXpense............ccccuc.... (39) (22) --
Write-off of In Process Research and Development... 30 - --

Earnings (Loss) from Operations.................. (235) 43 87
Other Income (EXPense).......ccccvveveeeereeeennnn. 82 (8) 20
Income Tax Benefit (Provision)..................... 25 48 3)
Income (Loss) from Continuing Operations........... $(128) $83 $104

(15) Commitments and Contingencies

On March 23, 1998, the Company and Frontier Comoatiuins International, Inc. ("Frontier") enteretbilmn agreement ("Frontier
Agreement”) enabling the Company to lease for agesf up to five years approximately 8,300 milésetwork capacity on Frontier's new
13,000 mile fiber optic, Internet Protocol capafétwork, currently under construction. The leasetvork will initially connect 15 of the
larger cities across the United States. While mygiian aggregate minimum payment of $165 millieerats five-year term, the Frontier
Agreement does not impose monthly minimum conswngiquirements on the Company, allowing the Comparrder, alter or terminate
circuits as it deems appropriate. The Company m@zed $4 million of operating expenses in the sdduaif of 1998 as portions of the
network became operational.

On April 2, 1998, the Company announced it hadhred@ definitive agreement with Union Pacific Rald Company ("Union Pacific")
granting the Company rights-efay along Union Pacific's rail routes for constroictof the Company's North American intercity netkdr he
Company expects that the Union Pacific agreemdhsatisfy substantially all of its anticipated higof- way requirements west of the
Mississippi River and approximately 50% of the tigfiway requirements for its North American iniéyaetwork. The agreement provides
for initial fixed payments of up to $8 million torlibn Pacific upon execution of the agreement anoligihout the construction period, and
recurring payments in the form of cash, communicegicapacity, and other communications servicestas the number of conduits that are
operational and certain construction obligationthefCompany to provide fiber or conduit connedifor Union Pacific at the Company's
incremental cost of construction. In 1998, the Camprecorded $9 million of payments made underdbgigement in network construction-
in-progress.

On June 18, 1998, Level 3 selected Peter KiewisSdme. ("Kiewit") to build the majority of its rely 16,000 mile U.S. intercity
communications network. The overall cost of thggubis estimated at $2 billion. Construction of thetwork began in the third quarter of
1998 and is expected to be completed during tedirarter of 2001. The contract provides that Kievill be reimbursed for its costs relati
to all direct and indirect project level costsaldition, Kiewit will have the opportunity to eaan award fee that will be based on cost and
speed of construction, quality, safety and progneamagement. The award fee will be determined byl 8¢ assessment of Kiewit's
performance in each of these areas.

On June 23, 1998, the Company signed a master easagreement with Burlington Northern and Sant&&évay Company ("BNSF").
The agreement grants Level 3 right-of-way access to
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BNSF rail routes in as many as 28 states, overtwioiduild its network. Under the easement agre¢niewel 3 will make annual payments
to BNSF and provide communications capacity to BN8Hts internal requirements. The amount of thawal payments is dependent upon
the number of conduits installed, the number ofdeits with fiber, and the number of miles of cortdnstalled along BNSF's route.

On July 20, 1998, Level 3 entered into a netwomkstction cost-sharing agreement with INTERNEXT(, a subsidiary of NEXTLINK
Communications, Inc. valued at $700 million. Theeggnent provides for INTERNEXT to acquire the rightise conduits, fibers and certain
associated facilities installed along the entingtemf Level 3's nearly 16,000 mile intercity fibmgtic network in the United States.
INTERNEXT paid Level 3 $26 million in 1998 which waeferred and included in other liabilities aDetember 31, 1998 and will pay the
remaining balance as segments of the intercity otare completed. The Company will recognize ine@s the segments of the network
completed and accepted.

The network as provided to INTERNEXT will not inde the necessary electronics that allow the fib@atry communications transmissic
INTERNEXT will be restricted from selling or leagitiiber to unaffiliated companies for four yearidwing the date of the agreement. Also,
under the terms of the agreement, INTERNEXT hasitfte to an additional conduit for its exclusiveeuand to share costs and capacity in
certain future fiber cable installations in Levet@duits.

On August 3, 1998, Level 3 and a group of othebgldéelecommunications companies entered into aseagent to construct an undersea
cable system connecting Japan and the United Sigtesd-year 2000. The parties to this agreemeaniraresting in excess of $1 billion to
build the network, of which Level 3 expects to eintte approximately $130 million. Each party wilkve joint responsibility for the cost of
network oversight, maintenance and administraffidre Company has recorded $24 million of costs aatstwith this project in network
construction-in-progress at December 31, 1998.

On October 14, 1998, Level 3 announced it signedgreement with Global Crossing Ltd. ("Global") forans-oceanic capacity on Global
Crossing's fiber optic cable network. The agreepmamtering 25 years and valued at approximately\8$hdlion, will provide Level 3 with as-
needed dedicated capacity across the Atlantic Odedditionally, Level 3 will have the option of liging capacity on other segments of
Global's worldwide network. In 1998, the Compangoreled as network construction-in-progress, $3Hanibf costs associated with this
agreement.

On December 18, 1998 Level 3 announced an agreeminiXC Communications, Inc. ("IXC") to lease @agity on IXC's network. The
dedicated network will enhance the Company's ghititoffer a wide array of data and voice servioea greater number of customers in key
U.S. markets. The arrangement is unique in thatWilCreserve the network for the exclusive use.efel 3, which expects to begin running
traffic across the network beginning in Spring 1988e Company paid IXC $40 million under this agneat in 1998 and recorded this
amount in property, plant and equipment.

Operating Leases

The Company is leasing rights of way, communicatioapacity and premises under various operatirsggeahich, in addition to rental
payments, require payments for insurance, maintangmoperty taxes and other executory costs rbtatéhe lease. Certain leases provide
adjustments in lease cost based upon adjustmetits tbnsumer price index and increases in thddedid management costs. The lease
agreements have various expiration dates throug.20
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In addition to the items described above, futureimum payments for the next five years, under thre-cancelable operating leases with
initial or remaining terms of one year or more, sishof the following at December 31, 1998 (in ioilis):

1999 ——— e $35
2000 i e 34
2001 e e, 31
2002 e, 24
2003 i ———— e 24
Thereafter.....ooovvvveeeeeee e, 182
$330

Rent expense under lease agreements was $18 nnilli®08, $1 million in 1997 and $3 million in 1996
(16) Related Party Transactions

Peter Kiewit Sons', Inc. acted as the general aottdr on several projects for the Company in 199®se projects include the intercity
network, local loops and gateway sites, the Comigamsw corporate headquarters in Colorado and adagavcenter in Tempe, Arizona.
Kiewit provided approximately $130 million of consttion services related to these projects in 1998.

In 1999, the Company entered into an agreementR@N whereby RCN will lease cross country capagity_evel 3's nationwide network.
Also in 1999, the Company and RCN announced thHatdtreached joint construction agreements in abRREN markets, through which the
companies will share the cost of constructing thespective fiber optic networks.

Level 3 also receives certain mine managementcasfrom Peter Kiewit Sons', Inc. The expenseHes¢ services was $34 million for 19
$32 million for 1997, and $37 million for 1996, aisrecorded in general and administrative experides revenue earned by Peter Kiewit
Sons', Inc. in 1997 and 1996 is included in discared operations.

(17) Other Matters

Prior to the Split-off, as of January 1 of eachrybalders of Class C Stock had the right to con@aiss C Stock into Class D Stock, subject
to certain conditions. In January 1998, holder€laks C Stock converted 2.3 million shares, witademption value of $122 million, into 21
million shares of Class D Stock (now known as Comt8tock).

The Company is involved in various lawsuits, claensl regulatory proceedings incidental to its besin Management believes that any
resulting liability for legal proceedings beyondtiprovided should not materially affect the Compafinancial position, future results of
operations or future cash flows.

It is customary in Level 3's industries to use @asi financial instruments in the normal courseudibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Ziccordance with specified terms and
conditions. As of December 31, 1998, Level 3 hatanding letters of credit of approximately $22liom. The Company does not believe it
is practicable to estimate the fair value of thtels of credit and does not believe exposureds is likely.
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(18) Subsequent Events

On January 5, 1999 Level 3 acquired BusinessNeitédna leading London- based Internet service igdenn a largely stock-for-stock
transaction. The Company granted approximatelyG@ishares of Common Stock and paid $1 millioreishcin exchange for BusinessNet's
capital stock. The transaction was valued at apprately $18 million and will be accounted for apuachase.

Level 3 filed a "universal" shelf registration stiatent covering up to $3.5 billion of common stquieferred stock, debt securities and
depositary shares that became effective Februgr§9®. On March 9, 1999 the Company sold 28.78anishares through a primary

offering. The net proceeds from the offering of ryximately $1.5 billion will be used for working pial, capital expenditures, acquisitions
and other general corporate purposes in connegfithithe implementation of the Company's Busindas P

On February 25, 1999 the Board approved an inclieabe number of authorized shares outstanding 60 million to 1 billion. This is
subject to approval of the shareholders which mélivoted on at the Company's 1999 Annual Meeting.

(19) Unaudited Quarterly Financial Data

March June September December
1998 1997 1998 1997 1998 1997 1998 1997
(inm illions except per share data)
Revenue................. $ 87 $80% 103 $81 $106 $81 $96 $90
Earnings (Loss) from
Operations............. (9) 20 (41) 16 (52) 13 (133) (6)
Net Earnings (L0SS)..... 926 35 (34) 56 (49) (10) (39 167

Earnings (Loss) per
Share (Basic and
Diluted):
Continuing
Operations........... $(.02) $.06 $ (.11) $.06 $(.16) $.03 $(.13) $.18
Discontinued
Operations Excluding
Construction

Operations........... 3.19 .02 - .03 -- (.21) - .18
Net Earnings Excluding

Construction

Operations............. 3.17 .08 (.11) .09 (.16) (.18) (.13) .36

Net Earnings Excluding
Gains On Split-Off of
Construction Group..... 1.09 .08 (.11) .09 (.16) (.18) (.13) .36

Earnings (loss) per share was calculated for daeletmonth period on a stand-alone basis. As dt i@fsall the stock transactions, the sum of
the earnings (loss) per share for the four quadeesich year may not equal the earnings (loss¥ipene for the twelve month periods.

The earnings (loss) per share amounts above ase tifd.evel 3 Common Stock.

On January 2, 1998 the Company completed the §étkeenergy assets to MidAmerican, as discusseédbie 3, and recognized an after-tax
gain on the disposition of $324 million.

On March 31, 1998, as a result of the Split-offlesussed in Note 1, the Company recognized aaf&#608 million equal to the difference
between the carrying value of the Construction @rand its fair value in accordance with Financiatdunting Standards Board Emerging

Issues Task Force Issue 96-4. No taxes were prididehis gain due to the tax-free nature of thi-8ff. The Company reflected the fair
value of the Construction Group as a distributimithie Class C stockholders.
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As described in Note 5, the Company reduced itsgehor acquired inprocess research and development related toqtssigon of XCOM,
which was originally recorded in the second quasfer998, from $115 million to $30 million, and ie@ased the related goodwill $85 million.
The unaudited quarterly financial data above ré&dlétat revision as if it occurred in the secondrtgr of 1998. As a result, the amounts
presented above differ from those reported in tom@any's 1998 Forms 1Q-for the second and third quarters. Loss from atpars, net los
and losses per share as reported in the secontégiiarm 10-Q were $123 million, $116 million an@l 30 per share, respectively, a change
of $82 million, $82 million and $0.28 per sharespectively, from the information presented above tiuthe reduced charge for in-process
research and development and an increase in gda@alrtization. Loss from operations, net loss msdes per share as reported in the third
quarter Form 10-Q were $48 million, $45 million a#@l15 per share, respectively, a change of $4amjl4 million and $0.01 per share,
respectively, from the information presented abdwe to an increase in goodwill amortization.
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Prospectus
Level 3 Communications, Inc.

Debt Securities
Preferred Stock
Depositary Shares
Common Stock

We will provide specific terms of these securitsl their offering prices in supplements to thisspectus.

In the case of debt securities, these terms willithe, as applicable, the specific designationreggte principal amount, maturity, rate or
formula of interest, premium, terms for redemptibnthe case of shares of preferred stock, thesestwill include, as applicable, the specific
titte and stated value, any dividend, liquidatimdemption, conversion, voting and other rightshk case of depositary shares, these terms
will include the fractional share of preferred #t@epresented by each depositary share. In theofasemmon stock, these terms will include
the aggregate number of shares offered.

We may sell any combination of these securitiesn@ or more offerings up to a total dollar amour2500,000,000.

Our common stock is quoted on the Nasdaq Natioraak®t under the symbol LVLT. The closing price af common stock on the Nasdagq
National Market was $55.00 per share on Februanl389. None of the other securities are currgmilylicly traded

You should read this prospectus and any prospsciysiement carefully before you invest.

See "Risk Factors" on page 1 for a discussion dfarsathat you should consider before investinthé@se securities.

Neither the Securities and Exchange Commissiorangistate securities commission has approved appisved of these securities or pas
upon the adequacy or accuracy of this prospectog.répresentation to the contrary is a crimina¢offe.

The date of this prospectus is February 17, 1
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About This Prospectus

This prospectus is part of a registration statertteattwe filed with the SEC utilizing a shelf retgégion process. Under this shelf process, we
may, over the next two years, sell any combinadibtine securities described in this prospectusimma@r more offerings up to a total dollar
amount of $3,500,000,000 or the equivalent denorachim foreign currencies or units of two or maveeign currencies. This prospectus
provides you with a general description of the siéies we may offer. Each time we sell securitigs,will provide a prospectus supplement
that will contain specific information about thertes of that offering. The prospectus supplement elsy add, update or change information
contained in this prospectus. You should read Hoghprospectus and any prospectus supplementhergeith additional information
described under the heading "Where You Can FindeNtuformation."

Where You Can Find More Information

We file annual, quarterly and special reports, pretatements and other information with the SEQ. 8&IC filings are available to the public
over the Internet at the SEC's web site at httpaivsec.gov. You may also read and copy any documeriile at the SEC's public reference
room at 450 Fifth Street, N.W., Washington, D.C529. Please call the SEC at 1-800-SEC-0330 fohduiinformation on the public
reference room. Our SEC filings are also availabline offices of the Nasdaq National Market, insiWiagton, D.C.

The SEC allows us to incorporate by referencerfaination we file with them, which means that ves disclose important information to
you by referring you to those documents. The infition incorporated by reference is an important pathis prospectus, and informati
that we file later with the SEC will automaticalipdate and supersede this information. We incotpdrareference our documents listed
below and any future filings we make with the SE@er Sections 13(a), 13(c), 14, or 15(d) of theuBes Exchange Act until we sell all of
the securities.

. Annual report on Form 10-K/A for the fiscal yearded December 27, 1997
. Quarterly reports on Form 10-Q for the quarterdesl March 31, 1998, June 30, 1998 and Septemh&©98

. Current reports on Form 8-K, filed June 9, 198&ptember 1, 1998, October 1, 1998, October 5,,1988mber 2, 1998 and December 7,
1998 and on Form 8-K/A, filed April 30, 1998 andbFgary 17, 1999

. Registration statements on Forms 8-A/A filed MaBd, 1998 and June 10, 1998
You may request a copy of these filings at no dmstyriting or telephoning us at the following adsds:

Vice President, Investor Relations Level 3 Commations, Inc.
1450 Infinite Drive

Louisville, CO 80027

303-926-3000

You should rely only on the information incorpomtey reference or provided in this prospectus grospectus supplement. We have not
authorized anyone else to provide you with difféiaformation. We are not making an offer of theseurities in any state where the offer is
not permitted. You should not assume that the médion in this prospectus or any prospectus supghéms accurate as of any date other !
the date on the front of those documents.

Risk Factors

Before you invest in our securities, you shouldce@aly consider the risks involved. These riskdide, but are not limited to:
. the risks described in our current report on FBrKYA filed with the SEC on February 17, 1999, ehnis incorporated by reference in this
prospectus; and



. any risks that may be described in other filingsmake with the SEC or in the prospectus suppléretating to specific offerings of
securities.

The Company

We engage in the information services, communioatend coal mining businesses through ownershiperfating subsidiaries and
substantial equity positions in public companiedate 1997, we announced a business plan to isegbstantially our information services
business and to expand the range of services we #ffe are implementing our business plan by gidin advanced communications
network based on internet protocol technology.

Since late 1997, we have substantially increase@hphasis we place on and the resources devotenl tmmmunications and information
services business. We intend to become a facilitiesed provider of a broad range of integrated conications services. A facilities-based
provider is one that owns or leases a substartidign of the plant, property and equipment neagsaprovide its services. To reach this
goal, we plan to expand substantially the busioéssir subsidiary PKS Information Services, Inad &m create our communications network.
We will create this network through a combinatidrtenstruction, purchase and leasing of facilides other assets. We are designing our
network based on internet protocol technology theotto leverage the efficiencies of this technoltmprovide lower cost communications
services.

Our network will combine both local and long distametworks and will connect customers end-to-endss the U.S. and in Europe and
Asia. We expect to complete the U.S. intercity jporbf the network during the first quarter of 2001 the meantime, we have leased a
national network over which we began to offer seesiin the third quarter of 1998. We intend to dea full range of communications
services--including local, long distance, interoadl and internet services.

Our principal executive offices are located at 36aBham Street, Omaha, Nebraska 68131 and ouht@lepmumber is (402) 536-3677. We
are constructing a new headquarters outside of &e@olorado, which we expect to begin occupyingrauthe summer of 1999.

Ratio of Earnings to Fixed Charges and Preferred $ick Dividends
The ratio of earnings to fixed charges for eacthefperiods indicated is as follows:

Nine Months Ended
September 30, Fiscal Year Ended

1998 1997 1997 1996 1995 1994 1993

7.29 5.733.87 -- -- 20.94

For this ratio, earnings consist of earnings (I&&fpre income taxes, minority interest and disomd operations plus fixed charges
excluding capitalized interest. Fixed charges cirdfiinterest expensed and capitalized, plus tnégm of rent expense under operating
leases deemed by us to be representative of tegttfactor, plus, prior to September 30, 1998fepred stock dividends on preferred stock
of its former subsidiary, MFS Communications Compdnc. We had deficiencies of earnings to fixedrgfes of $106 million for the nine
months ended September 30, 1998, $32 million f@51&nd $42 million for 1994.

Application of Proceeds

Unless the applicable prospectus supplement sittieswise, the net proceeds from the sale of tfered securities will be used for working
capital, capital expenditures, acquisitions an&iotgeneral corporate purposes. Until we use thenogeeds in this manner, we may
temporarily use them to make short-term investmentsduce short-term borrowings.
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Description of Debt Securities

This section describes the general terms and pomé®f the debt securities. The applicable prospesupplement will describe the specific
terms of the debt securities offered through thaspectus supplement as well as any general tegstsitded in this section that will not apply
to those debt securities.

The debt securities will be our direct unsecurenkgal obligations and may include debentures, notmsds and/or other evidences of
indebtedness. The debt securities will be eitheioselebt securities or subordinated debt secarifibe debt securities will be issued under
one or more separate indentures between us and/higéhall Bank & Trust Company, as trustee. Sedlrt securities will be issued under a
senior indenture, and subordinated debt securitiébe issued under a subordinated indenture. Tregethe senior indentures and the
subordinated indentures are called indentures.

We have summarized selected provisions of the ides below. The summary is not complete. We hi&s@fded the forms of the indentu
as exhibits to the registration statement. You khoead the indentures for provisions that mayrbgdrtant to you before you buy any debt
securities.

General terms of debt securities

The debt securities issued under each indenturebmaégsued without limit as to aggregate princgrabunt, in one or more series. Each
indenture provides that there may be more thartroiséee under the indenture, each with respeabéoon more series of debt securities. Any
trustee under either indenture may resign or bevexh with respect to one or more series of dehirgés issued under that indenture, and a
successor trustee may be appointed to act witteces$p that series.

If two or more persons are acting as trustee vagipect to different series of debt securities dsiwreer the same indenture, each of those
trustees will be a trustee of a trust under thdéitiure separate and apart from the trust admiadtey any other trustee. In that case, except
as otherwise indicated in this prospectus, anypadgescribed in this prospectus to be taken byrttstee may be taken by each of those
trustees only with respect to the one or more safielebt securities for which it is trustee.

A prospectus supplement relating to a series of sleturities being offered will include specifiertes relating to the offering and that series.
These terms will contain some or all of the follogi

. the title of the debt securities;
. any limit on the aggregate principal amount &f thebt securities;
. the purchase price of the debt securities, esprkas a percentage of the principal amount;

. the date or dates on which the principal of amg@remium on the debt securities will be payalléhe method for determining the date or
dates;

. if the debt securities will bear interest, theemest rate or rates or the method by which thee gatates will be determined;

. if the debt securities will bear interest, théedar dates from which any interest will accrue ithterest payment dates on which any interest
will be payable, the record dates for those intgpagment dates and the basis upon which inteheditise calculated if other than that of a
day year of twelve 30-day months;

. the place or places where payments on the debtiges will be made and the debt securities magulorendered for registration of transfer
or exchange;



. if we will have the option to redeem all or argriion of the debt securities, the terms and camaitupon which the debt securities may be
redeemed;

. the terms and conditions of any sinking fund thieo similar provisions obligating us or permittiadiolder to require us to redeem or
purchase all or any portion of the debt securitigsr to final maturity;

. the currency or currencies in which the debt sées are denominated and payable if other thad dollars;

. whether the amount of any payments on the delbtrisies may be determined with reference to aexndormula or other method and the
manner in which such amounts are to be determined;

. any additions or changes to the events of defladfte respective indentures;

. any additions or changes with respect to theratbeenants in the respective indentures;

. the terms and conditions, if any, upon whichdbbt securities may be convertible into commonkstryqreferred stock;
. whether the debt securities will be issued intitesited or book-entry form;

. whether the debt securities will be in registesethearer form and, if in registered form, the @lamations of the debt securities if other than
$1,000 and multiples of $1,000;

. the applicability of the defeasance and covedafg¢gasance provisions of the applicable indenand;
. any other terms of the debt securities consistéhtthe provisions of the applicable indenture.

Debt securities may be issued under the indenag@siginal issue discount securities to be offemed sold at a substantial discount from
their stated principal amount. Special U.S. federame tax, accounting and other consideratioptiGgble to original issue discount
securities will be described in the applicable pexgus supplement.

Unless otherwise provided with respect to a serieebt securities, the debt securities will beiégsonly in registered form, without coupo
in denominations of $1,000 and multiples of $1,000.

Certificated securities

Except as otherwise stated in the applicable paigpesupplement, debt securities will not be issnaxkrtificated form. If, however, debt
securities are to be issued in certificated formservice charge will be made for any transfenamhange of any of those debt securities. We
may require payment of a sum sufficient to cover @x or other governmental charge payable in cotime with the transfer or exchange of
those debt securities.

Book-entry debt securities

The debt securities of a series may be issued @alendr in part in the form of one or more globatwéties that will be deposited with the
depositary identified in the applicable prospecugplement. Unless it is exchanged in whole orairt for debt securities in definitive form, a
global security may not be transferred. Howeveandfers of the whole security between the depgsitarthat global security and its nominee
or their respective successors are permitted.



Unless otherwise stated, The Depository Trust Campidew York, New York will act as depositary faadah series of global securities.
Beneficial interests in global securities will beosn on, and transfers of global securities wilktfiected only through, records maintained by
DTC and its participants.

DTC has provided the following information to usTOis a:

. limited-purpose trust company organized undeiNae York Banking Law;

. a banking organization within the meaning of e York Banking Law;

. a member of the U.S. Federal Reserve System;

. a clearing corporation within the meaning of Mew York Uniform Commercial Code; and

. a clearing agency registered under the provisidi&ection 17A of the Securities Exchange Act.

DTC holds securities that its direct participarepalsit with DTC. DTC also facilitates the settletn@mong direct participants of securities
transactions, in deposited securities through et computerized book- entry changes in the dlipacticipant's accounts. This eliminates
the need for physical movement of securities dedtiés. Direct participants include securities lerskand dealers, banks, trust companies,
clearing corporations and certain other organinati®@TC is owned by a number of its direct partiois and by the New York Stock
Exchange, Inc., the American Stock Exchange, Ind.the National Association of Securities Dealbrs, Access to DTC's book-entry
system is also available to indirect participanishsas securities brokers and dealers, banks asidcmmpanies that clear through or maintain
a custodial relationship with a direct participarie rules applicable to DTC and its direct andregat participants are on file with the SEC.

Principal and interest payments on global secgriggistered in the name of DTC's nominee will lm@enin immediately available funds to
DTC's nominee as the registered owner of the glsbalrities. We and the trustee will treat DTC'siimeee as the owner of the global
securities for all other purposes as well. Accagtlinwe, the trustee and any paying agent will hawelirect responsibility or liability to pay
amounts due on the global securities to ownergnéficial interests in the global securities. IDIEC's current practice, upon receipt of any
payment of principal or interest, to credit dirpatticipants' accounts on the payment date acaptditheir respective holdings of beneficial
interests in the global securities. These paymeiltbe the responsibility of the direct and inditgarticipants and not of DTC, the trustee or
us.

Debt securities represented by a global securitybwiexchangeable for debt securities in defimifiorm of like amount and terms in
authorized denominations only if:

. DTC notifies us that it is unwilling or unable ¢ontinue as depositary;

. DTC ceases to be a registered clearing agencg andcessor depositary is not appointed by usmb days; or

. we determine not to require all of the debt sitiesrof a series to be represented by a globairgga@nd notify the trustee of our decision.
Merger

We generally may consolidate with, or sell, leaseamvey all or substantially all of our assetsaiomerge with or into, any other corporation
if:

. we are the continuing corporation; or

. we are not the continuing corporation, the susmesorporation, expressly assumes all paymengdl dine debt securities and the
performance and observance of all the covenantsamditions of the applicable indenture; and
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. neither we nor the successor corporation is faudeimmediately after the transaction under thpli@able indenture.

Events of default, notice and waiver

Senior indenture. The senior indenture providesttimfollowing are events of default with resptcany series of senior debt securities:
. default for 30 days in the payment of any inteagsany debt security of that series;

. default in the payment of the principal of ormpiam, if any, on any debt security of that seriesamaturity;

. default in making a sinking fund payment requif@dany debt security of that series;

. default in the performance of any of our otherazmants in the senior indenture that continue$@odays after written notice, other than
default in a covenant included in the senior indensolely for the benefit of another series ofigedebt securities;

. the acceleration of the maturity of more than,$26,000 in the aggregate of any of our other itehiess, where that indebtedness is not
discharged or that acceleration is not rescindexhaoulled,;

. certain events of bankruptcy, insolvency or raoigation of us or our property; and
. any other event of default provided with respgec particular series of debt securities.

The senior trustee generally may withhold noticthtoholders of any series of debt securities gfadefault with respect to that series if it
considers the withholding to be in the interesthafse holders. However, the senior trustee mayvithhold notice of any default in the
payment of the principal of, or premium, if any,ioterest on any debt security of that series dhénpayment of any sinking fund installment
in respect of any debt security of that series.

If an event of default with respect to any seriesemior debt securities occurs and is continuting,senior trustee or the holders of not less
than 25% in principal amount of the outstandingtadeleurities of that series may declare the prada@mount of all of the debt securities of
that series immediately due and payable. Subjem¢iain conditions, the holders of a majority fmpipal amount of outstanding debt
securities of that series may rescind and anntilabeeleration. However, they may only do so ifeaknts of default, other than the non-
payment of accelerated principal or specified portf accelerated principal, with respect to delousities of that series have been cured or
waived.

Holders of a majority in principal amount of anyise of outstanding senior debt securities mayjestitbo some limitations, waive any past
default with respect to that series and the coresseps of the default. The prospectus supplemeatirrglto any series of senior debt secur
which are original issue discount securities wisdribe the particular provisions relating to aecsion of a portion of the principal amoun
those original issue discount securities upon twaiwence and continuation of an event of defaMithin 120 days after the close of each
fiscal year, we must file with the senior trustegtatement, signed by specified of our officeratisty whether those officers have knowledge
of any default under the senior indenture.

Except with respect to its duties in case of defdlaé senior trustee is not obligated to exeraisgeof its rights or powers at the request or
direction of any holders of any series of outstagdienior debt securities, unless those holders bfigred the senior trustee reasonable
security or indemnity. Subject to those indemntiima provisions and limitations contained in thaise indenture, the holders of a majority
principal amount of any series of the outstandialgtéecurities issued thereunder may direct anggeding for any remedy available to the
senior trustee, or the exercising of any of themdnustee's trusts or powers.
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Subordinated indenture. The subordinated indemroeides that the following are events of defauthwespect to any series of subordinated
debt securities:

. default for 30 days in the payment of any inteagsany debt security of that series;
. default in the payment of the principal of ormpiam, if any, on any debt security of that seriesamaturity;
. default in making a sinking fund payment requif@dany debt security of that series;

. any default in the performance of any of our ottevenants in the subordinated indenture thatiwoes for 60 days after written notice,
other than default in a covenant included in tHwosdinated indenture solely for the benefit of &eotseries of subordinated debt securities;

. the acceleration of more than $25,000,000, witereindebtedness is not discharged or that a@t&laris not rescinded or annulled;
. certain events relating to the bankruptcy, ineoby or reorganization of us or our property; and
. any other event of default provided with respgec particular series of debt securities.

The subordinated trustee generally may withholicedb the holders of any series of subordinatdat decurities of any default with respect
to that series if it considers the withholding ®ib the interest of the holders. However, the silibated trustee may not withhold notice of
any default in the payment of the principal of eempium, if any or interest on any debt securityhait series or in the payment of any sinking
fund installment in respect of any debt securityhat series.

If an event of default with respect to any seriesubordinated debt securities occurs and is cointf) the subordinated trustee or the holders
of not less than 25% in principal amount of thestariding debt securities of that series may deti@r@rincipal amount of all of the debt
securities of that series immediately due and pay&ubject to certain conditions, the holders ofaority in principal amount of outstandi
debt securities of that series may rescind andlahatiacceleration. However, they may only dofsdlievents of default with respect to debt
securities of that series have been cured or wakielitlers of a majority in principal amount of asgries of the outstanding subordinated
securities may, subject to some limitations, waing past default with respect to that series aadtimsequences of the default. The
prospectus supplement relating to any series ajrsliflated debt securities which are original isdiseount securities will describe the
particular provisions relating to acceleration gfaation of the principal amount of those origirssue discount securities upon the occurrence
and continuation of an event of default. Within &ys after the close of each fiscal year, we Hilestvith the subordinated trustee a
statement, signed by specified officers of usjregavhether such officers have knowledge of anydkifunder the subordinated indenture.

Except with respect to its duties in case of deéfalaé subordinated trustee is not obligated toaige any of its rights or powers at the request
or direction of any holders of any series of outdtag subordinated debt securities, unless thokketwhave offered the subordinated trustee
reasonable security or indemnity. Subject to thndemnification provisions and limitations containea the subordinated indenture, the
holders of a majority in principal amount of anyisse of the outstanding subordinated debt secanitiay direct any proceeding for any
remedy available to the subordinated trustee,@exercising of any of the subordinated trustea&tg or powers.

Modification of the indentures

Senior indenture. Modifications and amendmentéefsenior indenture may be made only, subjectritesexceptions, with the consent of
holders of a majority in aggregate principal amaafrdll outstanding debt securities under the geinidenture which are affected by the
modification or amendment.



However, the holder of each affected senior detursty must consent to any modification or amendnuoéithe senior indenture that:
. changes the stated maturity of the principabothe premium, if any, or any installment of irtstron, that debt security;
. reduces the principal amount of, or the ratenooant of interest on, or any premium payable ommggtion of, that debt security;

. reduces the amount of principal of an originalies discount security that would be due and paygibe declaration of acceleration of its
maturity or would be provable in bankruptcy;

. adversely affects any right of repayment of thkelér of that debt security;
. changes the place of payment where, or the acyrienwhich, any payment on that debt securityaggble;
. impairs the right to institute suit to enforceygmrayment on or with respect to that debt secuoiy;

. reduces the percentage of outstanding debt siesuof any series necessary to modify or amendéner indenture or to waive compliance
with some of its provisions or defaults and theingequences.

We and the senior trustee may amend the seniontadewithout the consent of the holders of anyaeattebt securities in certain limited
circumstances, such as:

. to evidence the succession of another entitystand the assumption by the successor of our cat@nantained in the senior indenture;
. to secure the securities; and

. to cure any ambiguity, to correct or supplemenyt grovision in the senior indenture which may mheonsistent with any other provision of
the senior indenture.

Subordinated indenture. Modifications and amendmgnthe subordinated indenture may be made oubjest to some exceptions, with the
consent of the holders of a majority in aggregaitecipal amount of all outstanding debt securitiesler the subordinated indenture which are
affected by the modification or amendment. Howetleg,holder of each affected subordinated debtrggenust consent to any modification
or amendment of the subordinated indenture that:

. changes the stated maturity of the principabothe premium, if any, or any installment of irggtron, that debt security;
. reduces the principal amount of, or the ratenooant of interest on, or any premium payable ommggtion of, that debt security;

. reduces the amount of principal of an originaliss discount security that would be due and paygide declaration of acceleration of its
maturity or would be provable in bankruptcy;

. adversely affects any right of the repaymenteftiolder of that debt security;
. changes the place of payment where, or the acyrienwhich, any payment on that debt securityaggble;
. impairs the right to institute suit to enforceygmrayment on or with respect to that debt security;

. reduces the percentage of outstanding debt siesuof any series necessary to modify or amenduberdinated indenture or to waive
compliance with some of its provisions or defaaltsl their consequences; or

. subordinates the indebtedness evidenced by #itsécurity to any of our indebtedness other Heamior indebtedness.
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We and the subordinated trustee also may amergbtiwdinated indenture without the consent of tiddrs of any subordinated securities
in certain limited circumstances, such as:

. to evidence the succession of another entitystand the assumption by the successor of our catenantained in the subordinated
indenture;

. to secure the securities; and

. to cure any ambiguity, to correct or supplemaenyt rovision in the subordinated indenture whiclyrba inconsistent with any other
provision of the subordinated indenture.

Defeasance and covenant defeasance

When we establish a series of debt securities, ey provide that that series is subject to the defieee and discharge provisions of the
applicable indenture. If those provisions are meujgicable, we may elect either:

. to defease and be discharged from, subject t@ dionitations, all of our obligations with respéectthose debt securities; or

. to be released from our obligations to complyhvgipecified covenants relating to those debt seesiias described in the applicable
prospectus supplement.

To effect that defeasance or covenant defeasamceust irrevocably deposit in trust with the rel@vaustee an amount in any combination
of funds or government obligations, which, throdlgé payment of principal and interest in accordamitie their terms, will provide money
sufficient to make payments on those debt secsréiel any mandatory sinking fund or analogous paysmen those debt securities.

On such a defeasance, we will not be released dtgations:

. to pay additional amounts, if any, upon the orenre of some events;
. to register the transfer or exchange of thosé sieturities;

. to replace some of those debt securities;

. to maintain an office relating to those debt sities;

. to hold moneys for payment in trust will not bheatharged.

To establish such a trust we must, among othegshideliver to the relevant trustee an opinionafrsel to the effect that the holders of tr
debt securities:

. will not recognize income, gain or loss for Uf&leral income tax purposes as a result of theadafece or covenant defeasance; and

. will be subject to U.S. federal income tax on $hene amounts, in the same manner and at the sagseas would have been the case if the
defeasance or covenant defeasance had not occlrtbe. case of defeasance, the opinion of counsst be based upon a ruling of the IRS
or a change in applicable U.S. federal incomedaxdccurring after the date of the applicable irden

Government obligations mean generally securitieghvare:

. direct obligations of the U.S. or of the govermtnehich issued the foreign currency in which tlebtdsecurities of a particular series are
payable, in each case, where the issuer has pléged faith and credit to pay the obligations;

. Obligations of an agency or instrumentality of th.S. or of the government which issued the foreigrrency in which the debt securities of
that series are payable, the payment of which é®nditionally guaranteed as a full faith and crediigation by the U.S. or that other
government.



In any case, the issuer of government obligati@mnot have the option to call or redeem the olitigat In addition, government obligations
include, subject to certain qualifications, a defoog receipt issued by a bank or trust compangussodian with respect to any government
obligation or a specific payment of interest orponcipal of any such government obligation helchy custodian for the account of a
depository receipt holder.

If we effect covenant defeasance with respect yodmit securities, the amount on deposit with éeviant trustee will be sufficient to pay
amounts due on the debt securities at the timkeif stated maturity. However, those debt secuariti@y become due and payable prior to
their stated maturity if there is an event of défauth respect to a covenant from which we havebeen released. In that event, the amount
on deposit may not be sufficient to pay all amouhts on the debt securities at the time of thelacation.

The applicable prospectus supplement may furtheeriee the provisions, if any, permitting defeagaaccovenant defeasance, including
modifications to the provisions described above.

Senior debt securities

Senior debt securities are to be issued undemEthersindenture. Each series of senior debt seesinitill constitute senior indebtedness and
will rank equally with each other series of serdebt securities and other senior indebtednessublbrdinated debt, including, but not limi
to, all subordinated securities, will be suborditkio the senior debt securities and other send®htedness.

Subordination of subordinated securities

Subordinated indenture. Payments on the subordirsateurities will be subordinated to our senioeintg@dness, whether outstanding on the
date of the subordinated indenture or incurred #fiet date. At September 30, 1998, after givingfprma effect to our issuance on Decer

2, 1998 of 10 1/2% senior discount notes due 260B8aggregate senior indebtedness was approxints2eb6,000,000. The applicable
prospectus supplement for each issuance of sulatedirsecurities will specify the aggregate amotiouo outstanding indebtedness as of the
most recent practicable date that would rank seniand equally with the offered subordinated séest

Ranking. No class of subordinated securities i®alibated to any other class of subordinated detirities. See "Subordination provisions"
below.

Subordination provisions. If any of certain spesdfievents occur, the holders of senior indebtedmeiss receive payment of the full amount
due on the senior indebtedness, or that paymerttimeusuly provided for, before we may make paymentthe subordinated securities.
These events are:

. any distribution of our assets upon our liquidatireorganization or other similar transactioneptdor a distribution in connection with a
merger or other transaction complying with the ctarg described above under "Merger";

. the occurrence and continuation of a paymentulteéa any senior indebtedness; or

. a declaration of the principal of any serieshaf subordinated securities, or, in the case ofr@igssue discount securities, the portion of the
principal amount specified under their terms, as d@lnd payable, that has not been rescinded andlethnu

However, if the event is the acceleration of amjeseof subordinated securities, only the holdéisenior indebtedness outstanding at the
of the acceleration of those subordinated secsritig in the case of original issue discount séesr that portion of the principal amount
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specified under their terms, must receive paymeétiieofull amount due on that senior indebtednessuch payment must be duly provided
for, before we make payments on the subordinatedtriies.

As a result of the subordination provisions, sormeus general creditors, including holders of semalebtedness, may recover more, ratably,
than the holders of the subordinated securitigeérevent of insolvency.

Definition of senior indebtedness

Senior indebtedness means the following indebtedoesbligations:

. the principal of and premium, if any, and unpaigrest on indebtedness for money borrowed;
. purchase money and similar obligations;

. Obligations under capital leases;

. guarantees, assumptions or purchase commitmeatmg to, or other transactions as a result dEwlwve are responsible for the payment
the indebtedness of others;

. renewals, extensions and refunding of that inetdiss;
. interest or obligations in respect of the inddhtss accruing after the commencement of any iarolvor bankruptcy proceedings; and
. Obligations associated with derivative products.

However, indebtedness or obligations are not sénd@btedness if the instrument by which we becobigated for that indebtedness or
those obligations expressly provides that thathiteliness or those obligations are junior in righdgayment to any other of our indebtedness
or obligations.

Convertible debt securities

Unless otherwise provided in the applicable prosmesupplement, the following provisions will appdydebt securities that will be
convertible into common stock or preferred stock.

Conversion. The holder of unredeemed convertible securities may, at any time during the perioec#jed in the applicable prospectus
supplement, convert those convertible debt seesritito shares of common stock or preferred sfble&.conversion price or rate for each
$1,000 principal amount of convertible debt se@sitvill be specified in the applicable prospectupplement. The holder of a convertible
debt security may convert a portion of the contégtdebt security which is $1,000 principal amoomany multiple of $1,000. In the case of
convertible debt securities called for redemptmomversion rights will expire at the close of besis on the date fixed for the redemption.
However, in the case of repayment at the opticth@fapplicable holder, conversion rights will tematie upon receipt of written notice of the
holder's exercise of that option.

In certain events, the conversion price or ratélv@lsubject to adjustment as specified in theiegple indenture. For debt securities
convertible into common stock, those events include

. the issuance of shares of common stock as aedfigid
. subdivisions and combinations of common stock;

. the issuance to all holders of common stockgifta or warrants entitling such holders for a mtnot exceeding 45 days to subscribe for or
purchase shares of common stock at a price pee &8 than its current per share market price; and
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. the distribution to all holders of common sto¢k o

(1) shares of our capital stock, other than comstook;

(2) evidences of our indebtedness or assets exgudish dividends or distributions paid from odaireed earnings; or
(3) subscription rights or warrants other than ¢hiferred to above.

No adjustment of the conversion price or rate balrequired in any of these cases unless an adjnstnould require a cumulative increas
decrease of at least 1% in that price or rate.tienrzal shares of common stock will not be issuedruponversion. In place of fractional sha
we will pay a cash adjustment. Unless otherwiseifipd in the applicable prospectus supplementyedible debt securities convertible into
common stock surrendered for conversion betweenesord date for an interest payment and the iblaterest payment date must be
accompanied by payment of an amount equal to tkeegist payment on the surrendered convertible sihirity. However, that payment does
not have to accompany convertible debt securitieerdered for conversion if those convertible deuiurities have been called for
redemption during that period.

The adjustment provisions for debt securities caibe into shares of preferred stock will be detired at the time of an issuance of debt
securities and will be described in the applicaistespectus supplement.

Description of Preferred Stock

This section describes the general terms and pomg&®of our preferred stock. The applicable prospesupplement will describe the specific
terms of the preferred stock offered through tliaspectus supplement as well as any general tegswitded in this section that will not
apply to those shares of preferred stock.

We have summarized certain selected terms of #feed stock in this section. The summary is notglete. You should read our restated
certificate of incorporation that is an exhibitdor annual report on Form 10-K and the certifiagtdesignation relating to the applicable
series of the preferred stock that we will filelwihe SEC for additional information before you tany preferred stock.

General

Our restated certificate of incorporation and DelesvGeneral Corporation Law give our board of doecthe authority, without further
stockholder action, to issue a maximum of 10,000 gltares of preferred stock. The board of diredtassthe authority to fix the following
terms with respect to shares of any series of pesfestock:

. the designation of the series;

. the number of shares to comprise the series;

. the dividend rate or rates payable with respethé¢ shares of the series;

. the redemption price or prices, if any, and #rens and conditions of any redemption;

. the voting rights;

. any sinking fund provisions for the redemptiorparchase of the shares of the series;

. the terms and conditions upon which the sharesamvertible or exchangeable, if they are conlvlerior exchangeable; and
. any other relative rights, preferences and lititites pertaining to the series.
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The preferred stock will have the rights descrilvethis section unless the applicable prospectpplsment provides otherwise. You should
read the prospectus supplement relating to thécpkat series of the preferred stock it offers$pecific terms, including:

. the designation, stated value and liquidatiorigremce of that series of the preferred stock aechumber of shares offered;
. the initial public offering price at which theasies will be issued,

. the dividend rate or rates or method of calcatabf dividends, the dividend periods, the datdates on which dividends will be payable
whether such dividends will be cumulative or nonalative and, if cumulative, the dates from whichidénds shall commence to cumulate;

. any redemption or sinking fund provisions;

. any conversion or exchange provisions;

. the procedures for any auction and remarketfrany, of that series of preferred stock;

. whether interests in that series of preferredkstaill be represented by our depositary shared; an

. any additional dividend, liquidation, redemptiemking fund and other rights, preferences, peiyds, limitations and restrictions of that
series of preferred stock.

When we issue shares of preferred stock againsagatyfor the shares, they will be fully paid anchassessable. This means that the full
purchase price for those shares will have beengraddhe holders of those shares will not be asdemsy additional monies for those shares.
Holders of preferred stock will have no preemptigits to subscribe for any additional securitiest tve may issue.

Because we are a holding company, our rights amdights of holders of our securities, including tiolders of preferred stock, to participate
in the distribution of assets of any subsidiaryefs upon its liquidation or recapitalization vk subject to the prior claims of its creditors
and preferred stockholders. We will not be struadtyrsubordinated to the extent we are a credititin vecognized claims against the
subsidiary or are a holder of preferred stock efghbsidiary.

Dividends

The holders of the preferred stock will be entitledeceive dividends, if declared by our boardlioéctors out of our assets that we can
legally use to pay dividends. The prospectus sup@ie relating to a particular series of preferratls will describe the dividend rates and
dates on which dividends will be payable. The ratay be fixed or variable or both. If the dividemde is variable, the applicable prospectus
supplement will describe the formula used for dateing the dividend rate for each dividend perid¢e will pay dividends to the holders of
record as they appear on our stock books on tleedetates fixed by our board of directors. The @aple prospectus supplement will spei
whether dividends will be paid in the form of cagleferred stock or common stock.

The applicable prospectus supplement will alsestdtether dividends on any series of preferredksaoe cumulative or noncumulative. If
our board of directors does not declare a divideahble on a dividend payment date on any noncuiwelseries of preferred stock, then the
holders of that series will not be entitled to iigee dividend for that dividend period. In thoseemstances, we will not be obligated to pay
the dividend accrued for that period, whether drdieidends on such preferred stock are declargzhimt on any future dividend payment
dates.

Our board of directors may not declare and payeind on any of our stock ranking, as to divideratgial with or junior to any series of
preferred stock unless full dividends on that serie
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have been declared and paid, or declared and isuiffimoney is set aside for payment. Until eithéirdividends are paid, or are declared and
payment is set aside, on preferred stock rankingleas to dividends, then:

. we will declare any dividends pro rata amongpteferred stock of each series and any prefermak sanking equal to the preferred stocl
to dividends; in other words, the dividends we dezper share on each series of such preferrekl wihdear the same relationship to each
other that the full accrued dividends per shareach such series of the preferred stock bear to @her;

. other than such pro rata dividends, we will netldre or pay any dividends or declare or makedistyibutions upon any security ranking
junior to or equal with the preferred stock asitadinds or upon liquidation, except dividends mtributions paid for with securities rankii
junior to the preferred stock as to dividends apdruliquidation; ant

. we will not redeem, purchase or otherwise acquirget aside money for a sinking fund for any siées ranking junior to or equal with the
preferred stock as to dividends or upon liquidat&nept by conversion into or exchange for stockguto the preferred stock as to dividends
and upon liquidation.

We will not owe any interest, or any money in latinterest, on any dividend payment(s) on anyeseoi the preferred stock which may be
past due.

Redemption

Preferred stock may be redeemable, in whole oarfy pt our option, and may be subject to mandateagmption through a sinking fund or
otherwise, as described in the applicable prospestipplement. Redeemed preferred stock will becntteorized but unissued shares of
preferred stock that we may issue in the future.

If a series of preferred stock is subject to mamgatedemption, the applicable prospectus supplémiinspecify the number of shares that
we will redeem each year and the redemption pliqeeferred stock is redeemed, we will pay allraed and unpaid dividends on those
shares to, but excluding, the redemption dateéhérchse of any noncumulative series of prefermeksaccrued and unpaid dividends will not
include any accumulation of dividends for prioridend periods. The applicable prospectus supplemiralso specify whether we will pay
the redemption price in cash or other propertyhéfredemption price for preferred stock of anyeseis payable only from the net proceed
the issuance of our capital stock, the terms df gheferred stock may provide for its automatic\a@nsion upon the occurrence of certain
events. These events include if no capital stoskideen issued or if the net proceeds from any igguare insufficient to pay in full the
aggregate redemption price then due.

If fewer than all of the outstanding shares of aagies of the preferred stock are to be redeemedyaard of directors will determine the
number of shares to be redeemed. We may redeeshdnes pro rata from the holders of record in priiggoto the number of shares held by
them, with adjustments to avoid redemption of iawl shares, or by lot in a manner determinedumboard of directors.

Even though the terms of a series of preferreckstuay permit redemption of shares of preferredistoavhole or in part, if any dividends,
including accumulated dividends, on that seriespast due:

. we will not redeem any preferred stock of thateseunless we simultaneously redeem all outstanstires of preferred stock of that series;
and

. we will not purchase or otherwise acquire anygired stock of that series.
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The prohibition discussed in the prior sentencénat prohibit us from purchasing or acquiring reéd stock of that series through a
purchase or exchange offer if we make the offethenrsame terms to all holders of that series.

Unless the applicable prospectus supplement spscaitherwise, we will give notice of a redemptigmimailing a notice to each record holder
of the shares to be redeemed, between 30 to 60pdimygo the date fixed for redemption. We will irthe notices to the holders' addresses as
they appear on our stock records. Each noticestéte:

. the redemption date;

. the number of shares and the series of the peefstock to be redeemed:;

. the redemption price;

. the place or places where holders can surrehderdrtificates for the preferred stock for payndrthe redemption price;
. that dividends on the shares to be redeemedteale to accrue on the redemption date; and

. the date when the holders' conversion righ@nyf, will terminate.

If we redeem fewer than all shares of any serigh@preferred stock held by any holder, we wilbaspecify the number of shares to be
redeemed from the holder in the notice.

If we have given notice of the redemption and hanawided the funds for the payment of the redenmpgidce, then beginning on the
redemption date:

. the dividends on the preferred stock called éatlemption will no longer accrue;
. such shares will no longer be considered outstgndnd
. the holders will no longer have any rights asldbolders except to receive the redemption price.

When the holders of these shares surrender thfaaes representing these shares, in accordaithelve notice, the redemption price
described above will be paid out of the funds wavjate. If fewer than all the shares representedryycertificate are redeemed, a new
certificate will be issued representing the unreaee shares without cost to the holder of thoseeshar

Conversion or exchange rights

The prospectus supplement relating to a seriesedéped stock that is convertible or exchangealilestate the terms on which shares of 1
series are convertible or exchangeable into comstmek, another series of preferred stock or dehiritées.

Rights upon liquidation

Unless the applicable prospectus supplement sttieswise, if we liquidate, dissolve or wind up dwsiness, the holders of shares of each
series of the preferred stock will be entitleddogive:

. liquidation distributions in the amount statedhie applicable prospectus supplement; and
. all accrued and unpaid dividends whether or aoted or declared.

We will pay these amounts to the holders of shafesch series of the preferred stock, and all artsoowing on any preferred stock ranking
equally with that series of preferred stock asduitlating distributions, out of our assets avdédor distribution to stockholders. These
payments will be made before any distribution islm#o holders of any securities ranking juniortie series of preferred stock upon
liquidation.
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If we liquidate, dissolve or wind up our business ¢he assets available for distribution to thelbod of the preferred stock of any series and
any other shares of our stock ranking equal witlh $ieries as to liquidating distributions are ifisiént to pay all amounts to which the
holders are entitled, then we will only make prardistributions to the holders of all shares ragleéqual as to liquidating distributions. This
means that the distributions we pay to these hslddt bear the same relationship to each othertti@full distributable amounts for which
these holders are respectively entitled upon ligtigeh of our business bear to each other.

After we pay the full amount of the liquidation tlibution to which the holders of a series of theferred stock are entitled, those holders
have no right or claim to any of our remaining #sse

Voting rights

Except as indicated below or in the applicable pestus supplement, or except as expressly regoyreghplicable law, the holders of
preferred stock will not be entitled to vote.

If we fail to pay dividends on any shares of preddrstock for six consecutive quarterly periods, liblders of those shares of preferred stock,
voting separately as a class with all other seriggeferred stock upon which the same voting edtave been conferred and are exercisable,
will be entitled to vote for the election of twoditional directors to the board of directors. Tiriay be done at a special meeting called by the
holders of record of at least 10% of those shaf@sederred stock or the next annual meeting oflgtolders and at each subsequent meeting
until:

. in the case of a series of preferred stock witimaative dividends, all dividends accumulated twat series of preferred stock for the past
dividend periods and the then current dividendqzehiave been fully paid or declared and a sumgefft for the payment of these dividends
has been set aside for payment; or

. in the case of a series of noncumulative prefiesteck, four consecutive quarterly dividends aat #eries of noncumulative preferred stock
have been fully paid or declared and a sum suffidier the payment of these dividends has beeasidé for payment.

In this case, the entire board of directors willifereased by two directors.

So long as any shares of preferred stock remastanding, unless we receive the consent of theeholof any outstanding series of preferred
stock as specified below, we will not:

. authorize, issue or increase the authorized atafuany capital stock ranking prior to the outstang series of preferred stock as to
dividends or liquidating distributions;

. reclassify any capital stock into any shares Witk kind of prior ranking;
. authorize or issue any obligation or securityt tepresents the right to purchase any capitakstgih this kind of prior ranking; or

. amend or alter the provisions of our restatetifmate of incorporation, so as to materially aadlersely affect any right, preference,
privilege or voting power of that series of preéatistock or the holders of that series of prefestedk.

This consent must be given by the holders of &t leo-thirds of each series of all outstandingemred stock described in the preceding
sentence, voting separately as a class. We wilbaeoequired to obtain this consent with respetiéoactions relating to changes to our
restated certificate of incorporation, howeveryé only:

. increase the amount of the authorized prefert@zkor any outstanding series of preferred stackny of our other capital stock; or
. create and issue another series of preferre#t stogny other capital stock; and
. in either case, this preferred stock ranks ewthl or junior to the outstanding preferred stosk@dividends and liquidating distributions.
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Description of Depositary Shares

This section describes the general terms and pomg®of shares of preferred stock represented pggitary shares. The applicable prospe
supplement will describe the specific terms ofdbeositary shares offered through that prospectpglement and any general terms outlined
in this section that will not apply to those depasi shares.

We have summarized in this section certain terndspaavisions of the deposit agreement, the depysitaares and the receipts representing
depositary shares. The summary is not complete.stiould read the forms of deposit agreement andsiteyy receipt that we have filed
with the SEC for additional information before yiouy any depositary shares that represent prefetoett of that series.

General

We may issue depositary receipts evidencing thesigpy shares. Each depositary share will reptesémaction of a share of preferred stc
Shares of preferred stock of each class or sexesented by depositary shares will be depositddna separate deposit agreement among
us, the preferred stock depositary and the holoffettse depositary receipts. Subject to the ternth@fdeposit agreement, each owner of a
depositary receipt will be entitled, in proportitnthe fraction of a share of preferred stock repmed by the depositary shares evidenced by
that depositary receipt, to all the rights and @reffices of the preferred stock represented by thepsesitary shares. Those rights include any
dividend, voting, conversion, redemption and ligidn rights. Immediately following our issuancelatelivery of the preferred stock to the
preferred stock depositary, we will cause the pretestock depositary to issue the depositary pte®@in our behalf.

Dividends and other distributions

The preferred stock depositary will distributedillidends or other cash distributions receivedespect of the preferred stock to the record
holders of depositary receipts in proportion tokienber of depositary receipts owned by those hslde

If there is a distribution other than in cash, pheferred stock depositary will distribute propéttseceives to the entitled record holders of
depositary receipts. However, if the preferredlsiepositary determines that it is not feasiblentike that distribution, the preferred stock
depositary may, with our approval, sell the propartd distribute the net proceeds from this satbedcholders of depositary shares.

Withdrawal of stock

If a holder of depositary receipts surrenders #ygogitary receipts at the corporate trust officthefpreferred stock depositary, the holder will
be entitled to receive the number of shares optkéerred stock and any money or other propertyessmted by those depositary shares.
However, the holder will not be entitled to receiliese shares and related assets if the relateditiey shares have previously been called
for redemption or converted or exchanged into osieeurities of our company. Holders of depositageipts will be entitled to receive whole
or fractional shares of the preferred stock onbidigs of the proportion of preferred stock represgby each depositary share specified in the
applicable prospectus supplement. Holders of stdrpeeferred stock received in exchange for deposshares will no longer be entitled to
receive depositary shares in exchange for sharpsetdrred stock. If the holder delivers depositageipts evidencing a number of deposi
shares that is more than the number of depositeses representing the number of shares of prefstoek to be withdrawn, the preferred
stock depositary will issue the holder a new depogireceipt evidencing this excess number of déggsshares at the same time.
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Redemption of depositary shares

Whenever we redeem shares of preferred stock lyetlebpreferred stock depositary, the preferredkstiepositary will redeem as of that
redemption date the number of depositary sharessepting shares of the preferred stock so rededrwdever, we must have paid in full
the redemption price of the preferred stock todsreemed plus any accrued and unpaid dividendseopréierred stock to the preferred stock
depositary.

The redemption price per depositary share will dpgakto the redemption price and any other amopetshare payable with respect to the
preferred stock. If fewer than all the depositdrgres are to be redeemed, the depositary shabesrémleemed will be selected by the
preferred stock depositary pro rata or by lot asthar equitable method. In each case, we will d@tex the method for selecting the
depositary shares.

After the date fixed for redemption, the depositsitares called for redemption will no longer bestariding. When the depositary shares are
no longer outstanding, all rights of the holdershaf related depositary receipts will cease, extteptight to receive money or other property
that the holders of the depositary receipts wetileh to receive upon such redemption. These paysnill be made when the holders
surrender their depositary receipts to the prefiesteck depositary.

Voting the preferred stock

Upon receipt of notice of any meeting at which ltloéders of the preferred stock are entitled to vtite preferred stock depositary will mail
information about the meeting contained in thegw®td the record holders of the depositary sha@esenting such preferred stock. Each
record holder of depositary shares on the recotelw#dl be entitled to instruct the preferred statgpositary as to how the preferred stock
underlying the holder's depositary shares will bted. The record date for the depositary sharddwithe same as the record date for the
preferred stock.

The preferred stock depositary will vote the amamfrreferred stock represented by the deposifaayes according to these instructions. We
will agree to take all reasonable action deemee@ssary by the preferred stock depositary in orlengble the preferred stock depositary to
vote the preferred stock in that manner. The prefestock depositary will not vote shares of prefgistock for which it does not receive
specific instructions from the holders of depogitstnares representing that preferred stock. Thiemes stock depositary will not be
responsible for any failure to carry out any votingtruction, or for the manner or effect of anyejas long as its action or inaction is in good
faith and does not result from its negligence difu¥imisconduct.

Exchange of preferred stock

Whenever we exchange all of the shares of prefestizk held by the preferred stock depositary &btdecurities or common stock, the
preferred stock depositary will exchange as of é€xahange date all depositary shares represeritiofjithe shares of the preferred stock
exchanged for debt securities or common stock. Weweave must have issued and deposited with themes stock depositary debt
securities or common stock for all of the sharethefpreferred stock to be exchanged.

The exchange rate per depositary share will beléguilhe exchange rate per share of preferred staakiplied by the fraction of a share of
preferred stock represented by one depositary splugall money and other property, if any, repreésd by such depositary shares, including
all accrued and unpaid dividends on the sharesaféped stock.
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Conversion of preferred stock

The depositary shares, as such, are not convegtitdechangeable into common stock or any of olerosecurities or property. Nevertheless,
the prospectus supplement relating to an offerfrdppositary shares may provide that the holdedepbsitary receipts may surrender their
depositary receipts to the preferred stock depgsitéith written instructions to the preferred staddpositary to instruct us to cause the
conversion or exchange of the preferred stock sgprted by these depositary shares. We have adyaeapion receipt of these instructions
and any related amounts payable we will causedfygasted conversion or exchange. If the depositaayes are to be converted or exchat

in part only, a new depositary receipt or receigtsbe issued for any depositary shares not tadreverted or exchanged.

Amendment and termination of the deposit agreement

The form of depositary receipt evidencing the déposshares and any provision of the deposit agezg may be amended by agreement
between us and the preferred stock depositary. Memvany amendment that materially and adversédysathe rights of the holders of
depositary shares or that would be materially ahaesely inconsistent with the rights granted ®hiblders of the related preferred stock
requires the approval of the holders of at leastttirds of the depositary shares then outstanding.

We may terminate the deposit agreement upon nethes 60 days' notice if holders of a majorityhef depository shares then outstanding
consent. If we terminate the deposit agreementptbferred stock depositary will deliver or makeaiable to each holder of depositary
receipts that surrenders the depositary receipisldts, the number of whole or fractional sharepreferred stock represented by the
depositary shares evidenced by these depositagiptec

In addition, the deposit agreement will automatjcerminate if:
. all outstanding depositary shares are redeenoedgected or exchanged; or

. there is a final distribution in respect of tledated preferred stock in connection with any liigion of our business and the distribution has
been distributed to the holders of the related ditégy receipts.

Charges of preferred stock depositary

We will pay all transfer and other taxes and gowegntal charges arising solely from the existendh@fdeposit agreement. In addition, we
will pay the fees and expenses of the preferrecksiepositary in connection with the performancéséiuties under the deposit agreement.
Holders of depositary receipts will pay transfed ather taxes and governmental charges and any aheges that are stated to be their
responsibility in the deposit agreement.

Resignation and removal of depositary

The preferred stock depositary may resign at ang ty delivering notice to us. We also may remdwepreferred stock depositary at any
time. Resignations or removals will take effect mploe appointment of a successor preferred stop&siary. This successor must be
appointed within 60 days after delivery of the netof resignation or removal and must be a bartkust company having its principal office
in the United States and having a combined cagitdlsurplus of at least $50,000,000.

Miscellaneous

The preferred stock depositary will forward to hevisl of depositary receipts any reports and commatioits that we send to the preferred
stock depositary with respect to the related pretestock.
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Neither we nor the preferred stock depositary ballliable if it is prevented or delayed, by laweoly circumstances beyond its contro
performing its obligations under the deposit agreemOur obligations and the preferred stock deposs obligations under the deposit
agreement will be limited to performance in gooithfand without negligence or willful misconducttbe duties described in the deposit
agreement. Neither we nor the preferred stock digpgswill be obligated to prosecute or defend &gal proceeding relating to any
depositary receipts, depositary shares or sharpeetdrred stock unless satisfactory indemnityrsished. We and the preferred stock
depositary may rely on written advice of counsehecountants, or information provided by persors@nting shares of preferred stock for
deposit, holders of depositary receipts or othesqes believed to be competent and authorizedgadrtformation and on documents believed
to be genuine.

If the preferred stock depositary receives configtlaims, requests or instructions from any hadde depositary receipts, on the one hand,
and us, on the other hand, the preferred stocksitapp will be entitled to act on the claims, resiseor instructions received from us.

Description of Common Stock

We may issue, either separately or together witlerasecurities, shares of our common stock. Undereastated certificate of incorporation,
we are authorized to issue up to 500,000,000 slodresr common stock. A prospectus supplementinglab an offering of common stock,
other securities convertible or exchangeable floexercisable into, common stock, will describe ielevant terms, including the number of
shares offered, any initial offering price, and ketuprice and dividend information, as well aspplicable, information on other related
securities. See "Description of Outstanding Caj8tack" below.

Description of Outstanding Capital Stock

We have summarized some of the terms and provisibasr outstanding capital stock in this sectibhe summary is not complete. We have
also filed our restated certificate of incorporatiour by-laws and the certificate of designatielating to the Series A preferred stock as
exhibits to our annual report on Form 10-K. Youwddaead our restated certificate of incorporatm our by-laws and the certificate of
designation relating to the Series A preferredistoc additional information before you purchasg afour capital stock.

As of January 1, 1999, our authorized capital steak 518,500,000 shares. Those shares consisted of:
. 500,000,000 shares of common stock, par valuk [$0 share;

. 10,000,000 shares of preferred stock, par valdie ger share; and

. 8,500,000 shares of Class R convertible commuarkspar value $.01 per share.

As of January 1, 1999 there were 307,868,632 slodieemmon stock, no shares of preferred stockrenshares of Class R convertible
common stock outstanding.

Common stock

Subject to the senior rights of preferred stockolihinay from time to time be outstanding, holders@fimon stock are entitled to receive
dividends declared by the board of directors odtintls legally available for their payment. Upoeatilution and liquidation of our business,
holders of
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common stock are entitled to a ratable share ohetinssets remaining after payment to the holufetiee preferred stock of the full
preferential amounts they are entitled to. All ¢artgling shares of common stock are fully paid aombssessable.

The holders of common stock are entitled to one yper share for the election of directors and bather matters submitted to a vote of
stockholders. Holders of common stock are notledtio cumulative voting for the election of dire. They are not entitled to preemptive
rights.

The transfer agent and registrar for the commockstNorwest Bank Minnesota, N.A.
Preferred stock

The preferred stock has priority over the commalstvith respect to dividends and to other distidns, including the distribution of assets
upon liquidation. The board of directors is authed to fix and determine the terms, limitations agldtive rights and preferences of the
preferred stock, to establish series of prefertedksand to fix and determine the variations asrgreeries. The board of directors without
stockholder approval could issue preferred stotk woting and conversion rights which could advisrséfect the voting power of the
holders of common stock. The board of directorsdesignated 500,000 shares of Series A juniorgipating preferred stock. Series A jun
participating preferred stock will be issued intardonsisting of one one-thousandth of a shareenéS A junior participating preferred stock.
Series A junior participating preferred stock isaparity with the common stock with respect tadabwds and to other distributions, includ
the distribution of assets on liquidation. Quasta@ividends per unit equal the amount of the quigrdividend paid per share of common
stock, when, as and if declared by the board efotlirs. The holders of units are entitled to orte yer unit, voting together with the comn
stock on all matters submitted to the stockhold&ssof the date of this prospectus, there are ristanding shares of preferred stock.

Anti-takeover provisions

We currently have provisions in our restated degte of incorporation and by-laws that could haweanti-takeover effect. The provisions in
the restated certificate of incorporation include:

. a classified board of directors;
. a prohibition on our stockholders taking actignaritten consent;
. the requirement that special meetings of stoaldrslbe called only by the board of directors erchairman of the board; and

. the requirement of the affirmative vote of atske@6-2/3% of our outstanding shares of stockleditiio vote thereon to adopt, repeal, alter,
amend or rescind our by-laws.

The by-laws contain specific procedural requireradat the nomination of directors and the introdtutof business by a stockholder of
record at an annual meeting of stockholders whaeh business is not specified in the notice of ingedr brought by or at the discretion of
the board of directors. In addition to these priovis, the board of directors has adopted a stodkinsl rights plan, under which rights were
distributed in a dividend. These rights entitle fiodder to acquire units of Series A junior papating preferred stock, which is exercisable
upon the occurrence of certain events, includirgatquisition by a person or group of a specified@ntage of the common stock.
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Plan of Distribution
We may sell the offered securities as follows:
. through agents;
. through underwriters;
. to dealers; or
. directly to one or more purchasers.
By agents

Offered securities may be sold through agents dagigl by us. Unless otherwise indicated in a prisgesupplement, the agents will use
their best efforts to solicit purchases for theigubof their appointment.

By underwriters

If underwriters are used in the sale, the offeiigties will be acquired by the underwriterstfoeir own account. The underwriters may
resell the securities in one or more transactimdiding negotiated transactions, at a fixed pubffering price or at varying prices
determined at the time of sale. The obligationthefunderwriters to purchase the securities wilktgiect to certain conditions. The
underwriters will be obligated to purchase all leeurities of the series offered if any of the siies are purchased. Any initial public
offering price and any discounts or concessiormnadtl or re-allowed or paid to dealers may be chafigen time to time.

To dealers

If a dealer is used in the sale, we will sell tiileied securities to the dealer, as principal. @ealer may then resell those securities to the
public at varying prices to be determined by thaleleat the time of resale.

Direct sales
We may also sell offered securities directly tditntional investors or others. In this case, ndemwvriters or agents would be involved.
Delayed delivery contracts

We may authorize underwriters, dealers and agerdslicit offers by certain institutional investdospurchase offered securities under
contracts providing for payment and delivery owitufe date specified in the prospectus supplenidrt.prospectus supplement will also
describe the public offering price for the secastand the commission payable for solicitatiorheke delayed delivery contracts. Delayed
delivery contracts will contain definite fixed pei@and quantity terms. The obligations of a purchasder these delayed delivery contracts
will be subject to only two conditions:

. that the institution's purchase of the securdiethe time of delivery of the securities is noilpbited under the law of any jurisdiction to
which the institution is subject; and

. that we shall have sold to the underwriters thal principal amount of the offered securitiessl¢he principal amount covered by the
delayed delivery contracts.
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General information

Underwriters, dealers, agents and direct purchdlatarticipate in the distribution of the offdreecurities may be underwriters as define
the Securities Act and any discounts or commissiloeg receive from us and any profit on the resékbe offered securities by them may be
treated as underwriting discounts and commissiodeiuthe Securities Act. Any underwriters, deateragents will be identified and their
compensation described in a prospectus supplement.

We may have agreements with the underwriters, dealed agents to indemnify them against certaiih l@bilities, including liabilities unde
the Securities Act, or to contribute with respecpayments which the underwriters, dealers or agealy be required to make.

Underwriters, dealers and agents may engage isacéinns with, or perform services for, us or aurssdiaries in the ordinary course of their
businesses.

The place and time of delivery of the offered séims will be described in the prospectus supplemen
Legal Matters

Willkie Farr & Gallagher will issue an opinion fas about the legality of the offered securitiesy Anderwriters will be advised about other
issues relating to any offering by their own legalinsel.

Experts

The following financial statement, incorporatedrbjerence in this registration statement, have learporated in this registration statement
in reliance on the reports of PricewaterhouseCaopkP, independent accountants, given on the aityhafrthat firm as experts in account
and auditing:

. the consolidated financial statements of Lev€loBhmunications, Inc. as of December 27, 1997 arckidéer 31, 1996 and for the three
years ended December 27, 19

. the consolidated financial statements of RCN G@ation and Subsidiaries as of December 31, 19671886 and for the three years ended
December 31, 1997;

. the financial statements of Kiewit ConstructiorM8ning Group, a business group of Peter Kiewit $olmc., as of December 27, 1997 and
December 31, 1996 and for the three years endedriteer 27, 1997; and

. the financial statements of Diversified Grouusiness group of Peter Kiewit Sons', Inc., aseddnber 27, 1997 and December 31, 1996
and for the three years ended December 27, 1997.
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[ARTWORK APPEARING ON INSIDE BACK COVER OF PROSPECT US SUPPLEMENT]
LEVEL 3 NETWORK

Level 3 Communications is building the first intational end-to-end communications network baseidedynon Internet Protocol (IP)
technology. To implement this new technology, Le¥@lans to have local networks in 56 cities actbesUnited States and 23 international
cities, all interconnected by intercity networks.

[MAP SHOWING LEVEL 3 NETWORK PLANNED OR IN DEVELOPM ENT]
UPGRADEABLE NETWORK
[PICTURES SHOWING INSTALLATION OF CONDUITS]
[DIAGRAM SHOWING MULTIPLE CONDUITS IN PLACE]

Level 3 is installing multiple conduits 42" belowognd in its continuously upgradeable network. Tetwelve 1 1/4" conduits are grouped
together. Fiber will initially be drawn through grdne of the conduits, leaving the others for fatexpansion as technology changes, to meet
customer demand and to provide Level 3 the fleybib offer conduit to others.

[LOGO OF LEVEL 3]



No dealer, salesperson or other person is autlibtizgive any information or to represent anythiig contained in this prospectus. You n
not rely on any unauthorized information or repréagons. This prospectus is an offer to sell adhlynotes offered hereby, but only under
circumstances and in jurisdictions where it is lavid do so. The information contained in this p@stus is current only as of its date.
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