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ITEM 1. BUSINESS

Peter Kiewit Sons', Inc. ("PKS" or the "Companys'oine of the largest construction contractors inttNAmerica and also owns information
services, telecommunications and coal mining bssiee® The Company pursues these activities throvugkubsidiaries, Kiewit Construction
Group Inc. ("KCG") and Level 3 Communications, |rformerly known as Kiewit Diversified Group In¢Lével 3"). The organizational
structure is shown by the following chart.

Class C Stock

Peter Kiewit Sons', Inc.

Kiewit Construction Group Inc.
Materials Operations
Construction Operations

Class D Stock

Level 3 Communications, Inc.

PKS Information Services, Inc. Level 3 CommunicasioLLC Kiewit Energy Group Inc.

Kiewit Coal Properties Inc. Cable Michigan, Inc.8% Commonwealth Telephone Enterprises, Inc. 48R4 Corporation 46.1%

The Company has two principal classes of commarkstolass C Construction & Mining Group RestricReldeemable Convertible
Exchangeable Common Stock, par value $.0625 pee gtiee "Class C stock") and Class D Diversified@r Convertible Exchangeable
Common Stock par value $.0625 per share (the Clagtsck"). The value of Class C stock is linkedite Company's construction and
materials operations (the "Construction Group")e Vhlue of Class D stock is linked to the operatiohLevel 3 (the "Diversified Group"),
under the terms of the Company's charter (see3tbrlow). All Class C shares and historically moktss D shares have been owned by
current and former employees of the Company anid fdmaily members. The Company was incorporateDétaware in 1941 to continue a
construction business founded in Omaha, Nebrask884. The Company entered the coal mining busiime$843 and the
telecommunications business in 1988. In 1995, th@@any distributed to its Class D stockholder®tits shares of MFS Communications
Company, Inc. ("MFS") (which was later acquiredWgrldCom, Inc.). Through subsidiaries, the Compawpns 48.5% of the common stock
of Cable Michigan, Inc., 48.4% of Commonwealth Pphlene Enterprises, Inc., formerly known as C-TECpOmtion ("C-TEC") and 46.1%
of RCN Corporation (collectively, the "C-TEC Comjest), the three companies that resulted from éls&ructuring of C-TEC, which was
completed in September 1997. RCN Corporation, Clllithigan, Inc. and Commonwealth Telephone Entsgsii Inc. are publicly traded
companies and more detailed information about e&them is contained in their separate Annual Réspam Form 10-K. Prior to January 2,
1998, the Company was also engaged in the alteenatiergy business through its ownership of 24%e¥oting stock of CalEnergy
Company, Inc. ("CalEnergy") and certain internagilotevelopment projects in conjunction with Calkgyer

On December 8, 1997, the Company's stockholdefedathe decision of the Company's Board of Dicest(the "PKS Board") to separate
business conducted by the Construction Group amtukiness conducted by the Diversified Group €ctilfely, the "Business Groups") into
two independent companies. In connection with dressammation of this transaction, the PKS Boardated a dividend of eight-tenths of
one share of the Company's newly created ClassmReCiible Common Stock, par value $.01 per shatéaé's R stock") with respect to each
outstanding share of Class C stock. The Class ¢k ssaconvertible in shares of Class D stock punst@a defined formula. In addition, the
Company has announced that effective March 31, ,116@8Company, through a resolution of the PKS Bosinall cause each outstand



share of Class C stock to be mandatorily exchafitped'Share Exchange") pursuant to provisions eRKS Restated Certificate of
Incorporation (the "PKS Certificate") for one oaistling share of Common Stock, par value $.01 paeslof PKS Holdings, Inc. ("PKS
Holdings"), a recently formed, direct, wholly ownsagbsidiary of PKS, to which the eight-tenths o @hare of Class R Stock would attach
(collectively, the "Transaction"). In connectiontivthe consummation of the Transaction, the Compedlighange its name to Level 3
Communications, Inc. and PKS Holdings, Inc. wilaoge its name to Peter Kiewit Sons', Inc. The Campes announced that the PKS
Board has approved in principle a plan to forcevession of all 6,538,231 shares of Class R Stodktanding. Due to certain provisions of
the Class R stock, conversion will not be forcedmiio May 1998, and the final decision to forcaegersion would be made at that time. The
decision may be made not to force conversionvifdte decided that conversion is not in the bestést of the then stockholders of the
Company.

The Transaction is intended to separate the Busi@esups into two independent companies. The PKBBbelieves that separation of the
Business Groups will (i) permit Level 3 to attracid retain the senior management and employeesdéednplement and develop Level 3's
expansion plan (which is discussed below), (i)l#a@&evel 3 to access the capital markets in omméund its expansion plan on more
advantageous terms than would be available to L®asl part of the Company,

(iii) enable Level 3 to pursue strategic investrsarid acquisitions, as part of the expansion plaich could be foreclosed to Level 3 as part
of the Company and (iv) allow the directors and aggament of each Business Group to focus theirtaiteand financial resources on that
Business Group's business. Except for the antmipeffect of the Transaction on the managementeo€onstruction business, the PKS Bc
does not believe that the Transaction will have @iwer significant effect on the construction besms

For purposes of this filing, the Company has figesdexhibits to this Form 10-K, Financial Statememts Other Information for each of the
Construction Group (Exhibit 99.A) and the Divems#iGroup or Level 3 (Exhibit 99.B). These exhilgignerally follow the format of Form
10-K and consist of separate financial statemenmtsdch Group and excerpts of other informatiomftbis Form 10-K pertaining to each
Business Group.

For 1997 results, the Company reports financiarimiation for four business segments: construciitiormation services;
telecommunications; and coal mining. Additionakfirtial information about these segments, includavgnue, operating earnings, equity
earnings, identifiable assets, capital expendituaed depreciation, depletion and amortizatiornwels as foreign operations information, is
contained in Note 13 to the Company's consolidfiteahcial statements.

KIEWIT CONSTRUCTION GROUP

CONSTRUCTION OPERATIONS

The construction business is conducted by operatihgidiaries of Kiewit Construction Group Inc. l{ectively, "KCG"). KCG and its joint
ventures perform construction services for a bmaade of public and private customers primarilyhie United States and Canada. New
contract awards during 1997 were distributed antbedollowing construction markets:

transportation (including highways, bridges, aitpprailroads, and mass transit) -- 62%, powert, leemling -- 18%, commercial buildings --
8%, water supply -- 2%, mining -- 2%, sewage andtdisposal -- 1% and other markets -- 7%.

KCG primarily performs its services as a generaiti@xtor. As a general contractor, KCG is respdaditr the overall direction and
management of construction projects and for corigneif each contract in accordance with terms, gland specifications. KCG plans and
schedules the projects, procures materials, hicgkers as needed, and awards subcontracts. KCGaljgrmequires performance and
payment bonds or other assurances of operatiopabddy and financial capacity from its subcontas.

Contract Types. KCG performs its construction wankler various types of contracts, including fixeidt or lump-sum price, guaranteed
maximum price, and cost-reimbursable contractsti@ots are either competitively bid and awardedegotiated. KCG's public contracts
generally provide for the payment of a fixed pricethe work performed. Profit on a fixed-price tawt is realized on the difference between
the contract price and the actual cost of consomcand the contractor bears the risk that it matybe able to perform all the work for the
specified amount. Construction contracts geneglhyide for progress payments as work is completéth, a retainage to be paid when
performance is substantially complete. Construatiomtracts frequently contain penalties or liquediatlamages for late completion and
infrequently provide bonuses for early completion.

Government Contracts. Public contracts accounted4®6 of the combined prices of contracts awardedd@G during 1997. Most of these
contracts were awarded by government and quaarnment units under fixed price contracts aftenpetitive bidding. Most public contra
are subject to termination at the election of tbeegnment. In the event of termination, the contmais entitled to receive the contract price
completed work and payment of termination relatest«

Backlog. At the end of 1997, KCG had backlog (apéted revenue from uncompleted contracts) of $8li@n, an increase from $2.3 billion
at the end of 1996. Of current backlog, approxitye®&.0 billion is not expected to be completedinigr1998. In 1997 KCG was low bidder
on 226 jobs with total contract prices of $3.5ibil, an average price of $15.3 million per job. feherere 19 new projects with contract prices
over $25 million, accounting for 76% of the sucdelskid volume.

Competition. A contractor's competitive positiorbesed primarily on its prices for constructionvésss and its reputation for quality,
timeliness, experience, and financial strength. ddrestruction industry is highly competitive andKa firms with dominant market power. In
1997 Engineering News Record, a construction tpadication, ranked KCG as the 9th largest U.Stremor in terms of 1996 revenue and
12th largest in terms of 1996 new contract awdtdanked KCG 1st in the transportation marketeimts of 1996 revenu



Joint Ventures. KCG frequently enters into joinbitgres to efficiently allocate expertise and resesramong the venturers and to spread
associated with particular projects. In most jei@ntures, if one venturer is financially unablé&ar its share of expenses, the other venturers
may be required to pay those costs. KCG prefeastas the sponsor of its joint ventures. The spogsnerally provides the project manager,
the majority of venturer-provided personnel, ancoanting and other administrative support servigée joint venture generally reimburses
the sponsor for such personnel and services ogatiated basis. The sponsor is generally allocatetjority of the venture's profits and
losses and usually has a controlling vote in jeamture decision making. In 1997 KCG derived 70%joint venture revenue from
sponsored joint ventures and 30% from non-spongoietiventures. KCG's share of joint venture rax@accounted for 28% of its 1997 total
revenue.

Demand. The volume and profitability of KCG's constion work depends to a significant extent ugmdeneral state of the economies of
the United States and Canada, and the volume & sm@ilable to contractors. Fluctuating demand eyelre typical of the industry, and such
cycles determine to a large extent the degreempetition for available projects. KCG's construntiperations could be adversely affected
by labor stoppages or shortages, adverse weathditioms, shortages of supplies, or government@bacThe volume of available
government work is affected by budgetary and malitconsiderations. A significant decrease in theant of new government contracts, for
whatever reasons, would have a material adverseteih KCG.

Locations. KCG structures its construction operetiaround 20 principal operating offices locatedulghout the U.S. and Canada, with
headquarters in Omaha, Nebraska. Through its dedieetl system of management, KCG has been algjeittily respond to changes in the
local markets. At the end of 1997, KCG had curpnjects in 33 states and 6 Canadian provinces. EISG participates in the construction
of geothermal power plants in the Philippines amtbhesia.

Properties. KCG has 20 district offices, of whighdre in owned facilities and 4 are leased. KCGowmeases numerous shops, equipment
yards, storage facilities, warehouses, and corgirumaterial quarries. Since construction projectsinherently temporary and locat-
specific, KCG owns approximately 950 portable afficshops, and transport trailers. KCG has a kegggment fleet, including

approximately 4,500 trucks, pickups, and automabéad 2,000 heavy construction vehicles, suchiadegs, scrapers, backhoes, and cranes.
MATERIALS OPERATIONS

Several KCG subsidiaries, primarily in Arizona adcegon, produce construction materials, includeady-mix concrete, asphalt, sand and
gravel. KCG also has quarrying operations in Newigle and Wyoming, which produce landscaping mateaad railroad ballast. Kiewit
Mining Group Inc. ("KMG"), a subsidiary of KCG, praes mine management services to Kiewit Coal Rtagselnc., a subsidiary of PKS.
KMG also owns a 48% interest in an underground ooak near Pelham, Alabama.

LEVEL 3 COMMUNICATIONS, INC.

Level 3 engages in the information services, tat@oonications, coal mining and energy businessesydiin ownership of operating
subsidiaries, joint venture investments and owrnprshsubstantial positions in public companiesvéle3 also holds smaller positions in a
number of development stage or startup ventures.

INFORMATION SERVICES

PKS Information Services, Inc. ("PKSIS") is a fsdlrvice information technology company that progidemputer operations outsourcing
systems integration services to customers locar@dighout the United States as well as abroadzldtl all computing environments from
mainframes to client/server platforms, PKSIS offarstom-tailored computer outsourcing services. IBKfiso provides network and systems
integration and network management services faouarcomputer platforms. In addition, PKSIS devs|dmplements and supports
applications software. Through its subsidiary NEAefty-One, Inc., PKSIS' strategy is to focus onstisg) its customers in "Web-enabling"
legacy software applications, that is, migratinghpater applications from closed computing and netwg environments to network
platforms using Transmission Control Protocol/IntgrProtocol ("TCP/IP") technology that are thecessed using Web browsers.

The computer outsourcing services offered by PKBISugh its subsidiary PKS Computer Services, imdude networking and computing
services necessary both for older mainframe-bagstidras and newer client/server-based systems. P@Si&des its outsourcing services to
clients that desire to focus their resources oe boisinesses, rather than expending capital andring overhead costs to operate their own
computing environment. PKSIS believes that it i db utilize its expertise and experience, as aglbperating efficiencies, to provide its
outsourcing customers with levels of service equalr better than those achievable by the custaself, while at the same time reducing the
customer's cost for such services. This servipaigcularly useful for those customers moving froltler computing platforms to more
modern client/server networks.

PKSIS' systems integration services help custonefine, develop and implement cost-effective infation services. In addition, through

PKS Systems Integration, Inc., PKSIS offers reeegiimg services that allow companies to converrelyacy software systems to modern
networked computing systems, with a focus on rae®ging software to enable older software appboasind data repositories to be accessec
by Hypertext Markup Language (HTML)-based brows&vgeb browsers") over the Internet or over privatdimited access TCP/IP

networks.

PKSIS, through its Suite 2000-SM line of serviga®yvides customers with a multi-phased servicefmverting programs and application so
that date-related information is accurately proedsnd stored before and after the year 2000. Ghrthe process of converting a customer's
legacy software for year 2000 compliance, PKSI&big to provide additional insight and advice tdHar strear-line and improve th



customer's information systems.

PKSIS has established a software engineeringtfaaitithe National Technology Park in Limerick,|éned, to undertake:
large scale development projects; system convessanmd code restructuring and software re-engingeRKSIS has also established
relationships with domestic and international parsrto provide such activities as well as estaivigshecently a joint venture in India.

PKSIS' subsidiary, LexiBridge Corporation of Shaelt€onnecticut, provides customers with a combamatif workbench tools and
methodology that provide a complete strategy faweoting mainframe-based application systems tntkerver architecture, while at the
same time ensuring year 2000 compliance.

In 1997, 93% of PKSIS' revenue was from externat@mers and the remainder was from affiliates.

Level 3 recently has determined to increase sutiaigrthe emphasis it places on and the resoulegsted to its information services
business, with a view to becoming a facilities-loageovider (that is, a provider of information sess that owns or leases a substantial
portion of the plant, property and equipment nemsst provide those services) of a broad rangatefjrated information services to
business (the "Expansion Plan"). Pursuant to thgmEsion Plan, Level 3 intends to expand substntialcurrent information services
business, through both the expansion of the busioeBKSIS and the creation, through a combinatforonstruction, purchase and leasin
facilities and other assets, of a substantiallifees-based communications network that utilize®inet Protocol or IP technology.

In order to grow and expand substantially the imfation services it provides, Level 3 has develapedmprehensive plan to construct,
purchase and lease local and backbone facilitiesssary to provide a wide range of communicatiengices over a network that uses
Internet Protocol based technology. These serumsde:

A number of business-oriented communications sesvitsing a combination of network facilities Le8elould construct, purchase and lease
from third parties, which services may include $&xvices that are transmitted in part over an teteProtocol network and are offered at a
lower price than public circuit-switched telephoregwork- based fax service and voice message gtarid forwarding that are transmitted in
part over the same Internet Protocol technologgdastwork; and

After construction, purchase and lease of locallzakbone facilities, a range of Internet accepsaas at varying capacity levels and, as
technology development allows, at specified lew¢iguality of service and security.

Level 3 believes that, over time, a substantial beinof businesses will convert existing computegligption systems (which run on
standalone or networked computing platforms utitiza wide variety of operating systems, applicaiand data repositories) to computer
systems that communicate using Internet Protoablasie accessed by users employing Web browsersl Behelieves that such a conversion
will occur for the following reasons:

Internet Protocol has become a de facto networkiagdard supported by numerous hardware and seftvesndors and, as such, provides a
common protocol for connecting computers utilizangide variety of operating systems;

Web browsers can provide a standardized interiadata

and applications and thus help to m inimize costs
of training personnel to access and use the se resources;
and

As a packet-switched technology, in many inst ances,
Internet Protocol utilizes network capacity more
efficiently than the circuit-switched publ ic telephone
network. Consequently, certain services provided ov er an
Internet Protocol network may be less costly than t he same
services provided over public switched telep hone network.

Level 3 further believes that businesses will prédecontract for assistance in making this conearsvith those vendors able to provide a full
range of services from initial consulting to Intetimaccess with requisite quality and security Igvel

Pursuant to the Expansion Plan, Level 3's stratétjpe to attempt to meet this customer need Bygrowing and expanding its existing
capabilities in computer network systems, consgltoutsourcing, and software reengineering, withigaar emphasis on conversion of
legacy software systems to systems that are cobigatith Internet Protocol networks and Web browssrcess; and (ii) creating a national
end-to-end Internet Protocol based network thraugbhmbination of construction, purchase and leasiragsets. Level 3 intends to optimize
its international network to provide Internet basechmunications services to businesses at lowarabhigh quality, and to design its
network, to the extent possible, to more readigfuide future technological upgrades than oldes flexible networks owned by competitors.

To implement its strategy, Level 3 has formulatédra term business plan that provides for the gweent of an end-to- end network
optimized for the Internet Protocol. Initially, Leh3 will offer its services over facilities, bolical and national, that are in part leased from
third parties to allow for the offering of servicaigring the construction of its own facilities. @\&ne, it is anticipated that the portion



Level 3's network that includes leased facilitié decrease and the portion of facilities that @édeen constructed, and are owned, by Le
will increase. Over the next 4 to 6 years, it if@pated that the Level 3 network will encompassal facilities in approximately 40 North
American markets, leased backbone facilities iragdmately 10 additional North American marketsiagional or intereity network coverin
approximately 15,000 miles, the establishment céldacilities in approximately 10 European andslalh markets and an inter-city network
covering approximately 2,000 miles across Eurogeel 3 intends to design and construct its ietgrnetwork using multiple conduits. Le

3 believes that the spare conduits will allow itleploy future technological innovations and expeayplacity without incurring significant
overbuild costs. The foregoing description of thevél 3 network and the Expansion Plan constitufiesveard-looking statement. The actual
configuration of the network, including the numlsémarkets served and the expanse of the intemeityworks will depend on a variety of
factors including Level 3's ability to: access nesk design fiber optic network backbone routesaett and retain qualified personnel; design,
develop and deploy enterprise support systemsatifillow Level 3 to build and operate a packeitstved network that interconnects with
the public switched network, install fiber optidotaand facilities; obtain rights-of-way, buildimgcess rights, unbundled loops and required
government authorizations, franchises and permitd;to negotiate interconnection and peering ageatm

The operations to be conducted as a result of tiparfision Plan will be subject to extensive federal state regulation. Federal laws and
Federal Communications Commission regulations afapigterstate telecommunications while state ratpul authorities exercise jurisdicti
over telecommunications both originating and teatiimg within a state. Generally, implementatioriha Expansion Plan will require
obtaining and maintaining certificates of authofitym regulatory bodies in most states where sesvare to be offered.

With respect to the Expansion Plan, Level 3 is diegosubstantially more management time and capgturces to its information services
business with a view to making the information g=gs business, over time, the principal businedswél 3. In that respect, the management
of Level 3 has been conducting a comprehensiveweuf the existing Level 3 businesses to deterrowe those businesses will complement
Level 3's focus on information services businesses result of the Expansion Plan. For examplemidmgagement of Level 3 negotiated the
sale of its energy interests (see "- CalEnergydwEbecause it believed that the ongoing ownerbhipevel 3 of an interest in an energy
businesses was not compatible with its focus onrfoemation services business, and because sal®sé assets provided a substantial
portion of the money necessary to fund the eadgest of the Expansion Plan.

In addition, the Construction Group and Level 3@rgently discussing a restructuring of the curreine management arrangement between
the two Business Groups. Level 3 also is revieviimignvolvement in a number of start-up and develept stage businesses and recently
completed the sale of its interest in United Infnasture Company ("UIC"). Level 3 is also currentligcussing with the Construction Group
the sale of Kiewit Investment Management Corpht€onstruction Group. Level 3 has no current ifenhowever, to sell, dispose or
otherwise alter its ownership interest in the C-T&@npanies.

C-TEC COMPANIES

On September 30, 1997, C-TEC completed a tax-&steucturing, which divided C-TEC into three puldampanies: CTEC, which change
its name to Commonwealth Telephone Enterprises,(I@ommonwealth Telephone"), RCN Corporation ("RTAhd Cable Michigan, Inc.
("Cable Michigan").

Businesses of the C-TEC Companies. Commonweal#éphehe owns the following businesses: Commonwé&albphone Company (the
rural local exchange carrier business); CommonWweadtmmunications (the communications engineerirgin®ass); the Pennsylvania
competitive local exchange carrier business; and ttistance operations in certain areas of PenasidvRCN owns the following
businesses: its competitive telecommunicationsiseswperations in New York City and Boston; itbleaelevision operations in New York,
New Jersey and Pennsylvania; its 40% interest igddable S.A. de C.V., Mexico's second largest cajpdzator; and its long distan
operations (other than the operations in certadasof Pennsylvania). Cable Michigan owns and ¢gei@able television systems in the State
of Michigan and owns a 62% interest in Mercom, lagqublicly held Michigan cable television operato

Ownership of the C-TEC Companies. In connectiomhie restructuring and as a result of the conwersf certain shares of C-TEC held by
Level 3, Level 3 now holds 13,320,485 shares of RGMmon stock, 3,330,119 shares of Cable Michigemnaon stock, and 8,880,322
shares of Commonwealth Telephone common stock. Swaokrship represents 48.5% of the outstanding comstock of Cable Michigan,
48.4% of the outstanding common stock of Commontlieedlephone and 46.1% of the outstanding commmeksif RCN.

Each of the shares of RCN common stock, Cable Iidarhcommon stock and Commonwealth Telephone Con8tawk is traded on the
National Association of Securities Dealers, Ind&ional Market (the "Nasdaq National Marke

In its filings with the Securities and Exchange Quission, the board of directors of C-TEC conclutteat the distributions were in the best
interests of the shareholders because the distitsuwill, among other things, (i) permit C-TECrtise financing to fund the development of
the RCN business on more advantageous economis tham the other alternatives available, (ii) ftatié possible future acquisitions and
joint venture investments by RCN and Cable Michigad possible future offerings by RCN, (iii) alldlhe management of each compan
focus attention and financial resources on itsgeipe business and permit each company to off@l@rees incentives that are more directly
linked to the performance of its respective businés) facilitate the ability of each company twy in both size and profitability, and (v)
permit investors and the financial markets to bettelerstand and evaluate C- TEC's various bussess

Accounting Method. Since the ownership by Levef &he equity and voting rights of each of RCN, @ablichigan and Commonwealth
Telephone at the end of 1997 was less than 50%rweherally accepted accounting principles, L8vases the equity method to account
its investments in each of these companies. Uraeeduity method, Level 3 reports its proportiorsitare of each of Commonwea



Telephone's, RCN's and Cable Michigan's earnings) though it has received no dividends from tremsapanies. Level 3 keeps track of the
carrying value of its investment in each of the ECTCompanies. "Carrying value" is the purchaseepoicthe investment, plus the investor's
proportionate share of the investee's earnings tlesamortized portion of goodwill, less any dends paid. Level 3 purchased its C-TEC
Companies shares at a premium over the book véline ainderlying net assets. This premium is baeimgrtized over a period of between 30
to 40 years. At December 27, 1997 the carryingevaluLevel 3's Commonwealth Telephone shares was#ifion, RCN shares was $214
million and Cable Michigan shares was $46 million.

Description of the C-TEC Companies. RCN is deveigmdvanced fiber optic networks to provide a walgge of telecommunications
services including local and long distance teleghedeo programming and data services (includigy Bpeed Internet access), primarily to
residential customers in selected markets in th&tddoto Washington, D.C. corridor. Cable Michigamicable television operator in the State
of Michigan which, as of December 31, 1997, semgproximately 204,000 subscribers. These figurelsidte the approximately 42,000
subscribers served by Mercom, a 62% owned subgidiaCable Michigan. Clustered primarily around tMehigan communities of Grand
Rapids, Traverse City, Lapeer and Monroe (Mercd@ahle Michigan's systems serve a total of approtéim@00 municipalities in suburban
markets and small towns. Commonwealth Telephonep@omis a Pennsylvania public utility providing &telephone service to a 19
county, 5,067 square mile service territory in Psthrania. The telephone company services approgi;n@69,000 main access lines. The
company also provides network access, long distaratbilling and collection services to interexaopa carriers. The telephone company's
business customer base is diverse in size as walbastry, with very little concentration. Commagaith Long Distance operates principally
in Pennsylvania, providing switched services asdileof several types of services, using the ndtsvof several long distance providers on a
wholesale basis. Commonwealth Communications Iraxiges telecommunications engineering and fagflithanagement services to large
corporate clients, hospitals and universities tghmut the Northeastern United States and sellglissnd maintains PBX systems in
Pennsylvania and New Jersey. In January 1995, C{lE€hased a 40% equity position in Megacable, btEgisecond largest cable
television operator, serving approximately 174,80Bscribers in 12 cities.

For more information on the business of each of RCable Michigan and Commonwealth Telephone, pleasdhe individual filings of
Annual Reports on Form 10-K for each of such congsaas filed with the Securities and Exchange Cosainin.

COAL MINING

Level 3 is engaged in coal mining through its sdiasy, Kiewit Coal Properties Inc. ("KCP"). KCP ha$0% interest in three mines, which
are operated by KCP. Decker Coal Company ("Decksmié)joint venture with Western Minerals, Incsubsidiary of The RTZ Corporation
PLC. Black Butte Coal Company ("Black Butte") i@t venture with Bitter Creek Coal Company, asidiary of Union Pacific Resources
Group Inc. Walnut Creek Mining Company (“Walnut €k® is a general partnership with Phillips Coah@xany, a subsidiary of Phillips
Petroleum Company. The Decker mine is located inh&astern Montana, the Black Butte mine is intswastern Wyoming, and the Walnut
Creek mine is in east-central Texas.

Production and Distribution. The coal mines usestiiéace mining method. During surface mining opens, topsoil is removed and stored
for later use in land reclamation. After removatafsoil, overburden in varying thicknesses ipgted from above coal seams. Stripping
operations are usually conducted by means of laaghmoving machines called draglines, or by fleetswtks, scrapers and power shov
The exposed coal is fractured by blasting andadédal into haul trucks or onto overland conveyorgrimsportation to processing and loac
facilities. Coal delivered by rail from Decker drigtes on the Burlington Northern Railroad. Codivéeed by rail from Black Butte originat
on the Union Pacific Railroad. Coal is also haulgdrucks from Black Butte to the nearby Jim Bridewer Plant. Coal is delivered by
trucks from Walnut Creek to the adjacent facilitidgshe Texas-New Mexico Power Company.

Customers. The coal produced from the KCP minesli primarily to electric utilities, which burn abin order to produce steam to generate
electricity. Approximately 89% of sales are maddamong-term contracts, and the remainder are mnadbe spot market. Approximately
79%, 80% and 80% of KCP's revenues in 1997, 19661885, respectively, were derived from long-teontcacts with Commonwealth
Edison Company (with Decker and Black Butte) ané Dietroit Edison Company (with Decker). The primemgtomer of Walnut Creek is
the Texas-New Mexico Power Company.

Contracts. Customers enter into long-term contrfactsoal primarily to secure a reliable sourcesgpply at a predictable price. KCP's major
long-term contracts have remaining terms rangiogff to 30 years. A majority of KCP's long-term tants provide for periodic price
adjustments. The price is typically adjusted thiotlie use of various indices for items such as nadde supplies, and labor. Other portion:
the price are adjusted for changes in productigegaroyalties, and changes in cost due to newsl&gin or regulation. In most cases, these
cost items are directly passed through to the aust@s incurred. In most cases the price is algsid based on the heating content of the
coal.

Decker has a sales contract with Detroit Edison gamy that provides for the delivery of a minimunB6éfmillion tons of low sulphur coal
during the period 1998 through 2005, with annugbrslents ranging from 5.2 million tons in 1998 t@ illion tons in 2005.

KCP and its mining ventures have entered into warigreements with Commonwealth Edison Companynfi@onwealth"), which stipulate
delivery and payment terms for the sale of coak @agreements as amended provide for delivery afi®n tons during the period 1998
through 2014, with annual shipments ranging froénillion tons to 13.1 million tons. These deliveiinclude 15 million tons of coal
reserves previously sold to Commonwealth. Since818% amended contract between Commonwealth saak Butte provides that
Commonwealth's delivery commitments will be sagidfinot with coal produced from the Black Butte epibut with coal purchased from
three unaffiliated mines in the Powder River BadilWyoming. The contract amendment allows Blackt8tb purchase alternate source ¢



at a price below its production costs, and to plasost savings through to Commonwealth while ta@iimg the profit margins available
under the original contract.

The contract between Walnut Creek and Texas-Newiddexower Company provides for delivery of betwd@rand 90 million tons of coal
during the period 1989 through 2027. The actuad fmovided will depend on the number of power uoitsstructed and operated by TNP.
The maximum amount KCP is expecting to ship in amg year is between 1.6 and 3.2 million tons.

KCP also has other sales commitments, includingehwuith Sierra Pacific, Idaho Power, Solvay Mingr&lacific Power & Light, Minnesota
Power, and Mississippi Power, that provide fordie&very of approximately 13 million tons througB(s.

Coal Production. Coal production began at the Dedack Butte, and Walnut Creek mines in 1972,9,%hd 1989, respectively. KCP's
share of coal mined in 1997 at the Decker, Blacke&Band Walnut Creek mines was 5.9, 1.0, and [@omtons, respectively.

Revenue. KCP's total revenue in 1997 was $222anillRevenue attributable to the Decker, Black But®l Walnut Creek entities was $114
million, $89 million, and $17 million, respectively

Under a 1992 mine management agreement, KCP pég<Gasubsidiary an annual fee equal to 30% of K@Bjasted operating income. The
fee in 1997 was $32 million.

Backlog. At the end of 1997, the backlog of coabéosold under KCP's long-term contracts was apmrately $1.4 billion, based on
December 1997 market prices. Of this amount, $2illBmis expected to be sold in 1998.

Reserves. At the end of 1997, KCP's share of asdigoal reserves at Decker, Black Butte, and Walneek was 111, 39, and 31 million
tons, respectively. Of these amounts, KCP's shateeacommitted reserves of Decker, Black Buttel Walnut Creek was 46, 2, and 23
million tons, respectively. Assigned reserves repne coal that can be mined using KCP's curreningripractices. Committed reserves
(excluding alternate source coal) represent KCRsimum contractual amounts. These coal reserveatgs represent total proved and
probable reserves.

Leases. The coal reserves and deposits of the mirdgld pursuant to leases with the federal gowent through the Bureau of Land
Management, with two state governments (Montanavdpdming), and with numerous private parties.

Competition. The coal industry is highly compe&tilKCP competes not only with other domestic ameifm coal suppliers, some of whom
are larger and have greater capital resourcesktiidh but also with alternative methods of genegpélectricity and alternative energy
sources. In 1996, KCP's production represented bfa#tal U.S. coal production. Demand for KCP'slde affected by economic, political
and regulatory factors. For example, recent "cldhlaws may stimulate demand for low sulphur c#@@P's western coal reserves generally
have a low sulphur content (less than one pereantjare currently useful principally as fuel foatéred steam-electric generating units.

KCP's sales of its western coal, like sales byratfestern coal producers, typically provide forigely 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 servetido 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 mineskmaas much as four and five times greater thadyston 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 disacagag may adversely affect KCP's ability to compatapot sales in the future.

Environmental Regulation. The Company is requiseddmply with various federal, state and local land regulations concerning proteci
of the environment. KCP's share of land reclamagigrenses in 1997 was $3.6 million. KCP's sha@rofued estimated reclamation costs
was $100 million at the end of 1997. The Compargsdwot expect to make significant capital expemestdor environmental compliance in
1998. The Company believes its compliance with mmmental protection and land restoration laws madlf affect its competitive position
since its competitors in the mining industry amikirly affected by such laws.

CALENERGY COMPANY, INC.

CalEnergy develops, owns, and operates electrieppvoduction facilities, particularly those usiggothermal resources, in the United
States, the Philippines, and Indonesia. In Decer®®6, CalEnergy and Level 3 acquired NortherntEleplc, an English electric utility
company. CalEnergy is a Delaware corporation formel®71 and has its headquarters in Omaha, Nedbr&HkEnergy common stock is
traded on the New York, Pacific, and London StogkHanges. In 1997, CalEnergy had revenue of $8i8rband a net loss of $84 million.
At the end of 1997, CalEnergy had total assets/ds $illion, debt of $3.5 billion, and stockholdegguity of $1.4 billion



At the end of 1997, Level 3 owned approximately 2df%he common stock of CalEnergy. Under generatiyepted accounting principles, an
investor owning between 20% and 50% of a compaguity, generally uses the equity method. Undeetiigty method, Level 3 reports its
proportionate share of CalEnergy's earnings, eveuagh it has received no dividends from CalEnetgyel 3 keeps track of the carrying
value of its CalEnergy investment. "Carrying valigthe purchase price of the investment, plusrthestor's proportionate share of the
investee's earnings, less the amortized portiggootiwill, less any dividends paid. At December PH7 the carrying value of Level 3's
CalEnergy shares was $337 million. On January 281Bevel 3 sold its entire interest in CalEnertpng with its interests in several
development projects and Northern Electric plcC&Energy for approximately $1.16 billion.

OTHER BUSINESSES

SR91 Tollroad. Level 3 has invested $12 milliondd85% equity interest and $4.3 million loan toifoahia Private Transportation Compal
L.P. which developed, financed, and currently of=réhe 91 Express Lanes, a ten mile, four laeéal in Orange County, California. The
fully automated highway uses an electronic tollagion system and variable pricing to adjust ttdlslemand. Capital costs at completion
were $130 million, $110 million of which was fundedth limited recourse debt. Revenue collected dkier35-year franchise period is used
for operating expenses, debt repayment, and mihisfiibutions. The tollroad opened in December 1888 achieved operating break-even in
1996. Approximately 100,000 customers have regstérs use the tollroad and weekday volumes typiedteed 29,000 vehicles per day.

United Infrastructure Company. UIC was an equaln@aship between Kiewit Infrastructure Corp., a howned subsidiary of Level 3, and
Bechtel Infrastructure Enterprises, Inc. ("BechtdUIC was formed in 1993 to develop North Ameridgafnastructure projects. During 1996,
UIC began to focus primarily on water infrastruetgrojects, principally through U.S. Water, a parship formed with United Utilities PLC,

a U.K. company. As part of the strategic decismuodncentrate on its information services busiagssthe Expansion Plan, on December 31,
1997 Level 3 sold its entire interest in UIC to Bt for $10 million.

Kiewit Mutual Fund. Kiewit Mutual Fund, a Delawabesiness trust and a registered investment compaas/formed in 1994. Initially
formed to manage the Company's internal investmehtges in Kiewit Mutual Fund are now availablegarchase by the general public.
Fund's investors currently include individuals amdelated companies, as well as Company-affiliggéd ventures, pension plans, and
subsidiaries. Kiewit Mutual Fund has six series:nép Market Portfolio, Government Money Market Palitf, Short-Term Government
Portfolio, Intermediate-Term Bond Portfolio, Tax-dfpt Portfolio, and the Equity Portfolio. In Febnyd 997, the Fund adopted a master-
feeder structure. Each of the Portfolios investa aorresponding series of the Kiewit Investmentst,rwhich now manages the underlying
securities holdings. The structure will allow srealinutual funds and institutional investors to pihelir assets with Kiewit Investment Trust,
providing lower expense ratios for all participarfke registered investment adviser of Kiewit Inwent Trust is Kiewit Investment
Management Corp., a subsidiary of Level 3 (60%) K6 (40%). At the end of 1997, Kiewit Mutual Fuhdd net assets of $1.3 billion. As
part of the strategic decision to concentrate ®information services business and the Expandemm R is anticipated that Level 3 will sell
its interest in Kiewit Investment Management Cdopthe Construction Group.

Other. In February 1997, Level 3 purchased anefiigilding in Aurora, Colorado for $22 million. Byvesting in real estate, Level 3 defers
taxes on $40 million of taxable gain otherwise grupable with respect to the Whitney Benefits itign settlement in 1995. Level 3 may
make additional real estate investments in 1998 witiew toward deferring the balance of that téajain. Level 3 has also made
investments in several development-stage compani¢sloes not expect earnings from these companiE398.

GENERAL INFORMATION

Year 2000. The Company. The Company has conduatedew of its computer systems to identify thogstems that could be affected by
the "Year 2000" computer issue, and has developddsamplementing a plan to resolve the issue. Yéar 2000 issue results from compt
programs written with date fields of two digitsthrar than four digits, thus resulting in the inabibf the computer programs to distinguish
between the year 1900 and 2000.

The Company expects that its Year 2000 compliancggt will be completed before the Year 2000 dduange. During the execution of this
project, the Company has and will continue to irioternal staff costs as well as consulting aneo#xpenses. These costs will be expensed,
as incurred, in compliance with GAAP. The experessociated with this project, as well as the rdlptential effect on the Company's
earnings is not expected to have a material effedts future operating results or financial coimdit There can be no assurance, however,

the Year 2000 problem will not adversely affect @@mpany and its business.

PKSIS. PKS Computer Services, Inc., the comput&soaucing subsidiary of PKSIS, has developed a cehemsive approach to address the
potential operational risks associated with therY2890, and began to implement remediation plai®8v. As part of its plans PKS
Computer Services is: working with its key supity verify their operational viability through tivear 2000; reviewing building
infrastructure components that may be affectechbyvtear 2000 issue, which components include famres systems, security systems, and
automated building controls; identifying hardwaneantories that are affected by date logic thabisYear 2000 compliant, which hardware
includes mainframe computers, mid-range compuigicr,o-computers, and network hardware. To the éxteat vendors identify items that
are not Year 2000 compliant, PKS Computer Servig#svork with the hardware vendor to develop arpthat will enable continuous
operations through the Year 2000.

PKS Computer Services is responsible for providingoperating environment in which its customerdiegfions are run. As a result, PKS
Computer Services will confirm the system softwiarentories that it is responsible for managing SFBomputer Services will then develop
a plan with each of its customers that indicat¢ tinay intend to be customers in the year 200G doige for Year 2000 complianc



PKS Computer Services believes that many of theired changes for hardware and operating envirotsneitl be included in the costs that
are incurred for annual maintenance.

PKS Systems Integration LLC provides a wide var@tinformation technology services to its custosndén fiscal year 1997 approximately
80% of the revenue generated by PKSIS relateddjeqts involving Year 2000 assessment and renavagovices performed by PKS
Systems Integration for its customers. These cotstigenerally require PKS Systems Integration émiifly date affected fields in certain
application software of its customers and, in meases, PKS Systems Integration undertakes efforemtediate those date-affected fields so
that the applicable applications are able to podaserelated information occurring on or before the Y2@00. Thus, Year 2000 issues af
many of the services PKS Systems Integration pesvid its customers. This exposes PKS Systemsréatieig to potential risks that may
include problems with services provided by PKS &yst Integration to its customers and the poteftiatlaims arising under PKS Systems
Integration customer contracts. PKS Systems Intiegrattempts to contractually limit its exposuoditibility for Year 2000 compliance
issues. However, there can be no assurance as &fféttiveness of such contractual limitations.

The expenses associated with this project by PK&ISvell as the related potential effect on PKS#&Hmings is not expected to have a
material effect on its future operating resultsioancial condition. There can be no assurance gvew that the Year 2000 problem, and any
loss incurred by any customers of PKSIS as a restiite Year 2000 problem will not materially ardizarsely affect PKSIS and its business.

Environmental Protection. Compliance with fedestdte, and local provisions regulating the discearigmaterials into the environment, or
otherwise relating to the protection of the envinemt, has not and is not expected to have a mia¢féat upon the capital expenditures,
earnings, or competitive position of the Compang s subsidiaries.

Employees. At the end of 1997, the Company anah@®rity-owned subsidiaries employed approximaié&ly700 people
- 16,200 in construction and materials operatié§, by coal mining companies, 800 at PKSIS, andi2@orporate and Level 3 positions.
This does not include the employees of the C-TE@@anies.

ITEM 2. PROPERTIES.

The properties used in the construction segmendeseribed under a separate heading in Item 1 aBwogperties relating to the Company's
coal mining segment are described as part of thergébusiness description of the coal mining bessnLevel 3 has announced that it has
acquired 46 acres in the Northwest corner of therlocken office park and will build a campus fagithat is expected to eventually
encompass over 500,000 square feet of office spateglocken is located within the City of Broonifie Colorado, and within Boulder
County, Colorado. It is anticipated that the fiphtase of this facility will be constructed by thedeof June 1999. In addition, Level 3 has
leased approximately 50,000 square feet of tempaffice space in Louisville, Colorado to allow ftbre relocation of the majority of its
employees (other than those of PKSIS) while itsr@erent facilities are under construction. The Camgpzonsiders its properties to be
adequate for its present and foreseeable requittsmen

ITEM 3. LEGAL PROCEEDINGS.

General. The Company and its subsidiaries aregsatdi many pending legal proceedings. Managemdist/be that any resulting liabilities
for legal proceedings, beyond amounts reservetipailmaterially affect the Company's financial diion, future results of operations, or
future cash flows.

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

At a special meeting of stockholders held on Deaam8h 1997, the following matters were submitted tmte.

1. Ratification of the decision of the PKS Boardséparate the construction business of PKS anditkesified business of PKS into two
independent companies through the declarationddfidend of eight-tenths of one share of newly tadaClass R Convertible Common
Stock, par value $.01 per share ("Class R stodk'PKS with respect to each outstanding share a€C Construction & Mining Group
Restricted Redeemable Convertible Exchangeable Qum8tock, par value $.0625 per share ("Class &k§toaf PKS, and mandatory
exchange of each outstanding share of Class C ftocke outstanding share of Common Stock, parev8l01 per share, of PKS Holdings,
Inc. (collectively, the "Transaction").

Class C stock Cla ss D stock
Affirmative votes: 9,031,714 21 ,673,495
Negative votes: 30,926 185,412
Abstentions: 11,020 64,227

2. Approval of amendments to the PKS Certificalte (tinitial Certificate Amendments"), to: (i) creahe Class R Stock to be distributed in
the Transaction; (ii) increase from 50,000,000@6,800,000 the number of shares of Class D DivetsiEroup Convertible Exchangeable
Common Stock, par value $.0625 per share ("Clas®€k"), which PKS is authorized to issue; (iiisimate 10 shares of Class D stocl



"Class D Stock, Non-Redeemable Series"; and (im)iehte the requirement that the Certificate ofoporation of PKS Holdings as in effect
at the time of the Share Exchange be substansatiilar to the PKS Certificate.

Class C stock Cl
Affirmative votes: 9,030,927 2
Negative votes: 28,676
Abstentions: 14,057

ass D stock
1,735,628
147,676

39,830

3. Approval of amendments to the PKS Certificatbeeffected only if the Transaction is consummgaied(i) redesignate Class D stock as
"Common Stock, par value $.01 per share", and @aStck, Non-Redeemable Series as "Common Staoik;Rédeemable Series"; (i)
authorize the issuance of series of preferred stbekterms of which are to be determined by therdbof directors; (iii) modify the repurche
rights to which the holders of Class D stock arttled; (iv) delete the provisions regarding Cl&sstock; (v) classify the board of directors;
(vi) prohibit stockholder action by written consefMii) empower the board of directors, exclusivety call special meetings of the
stockholders; (viii) require a supermajority vofestockholders to amend the by-laws; and (ix) medwain other non-substantive changes
consistent with the implementation of the foregoing

Class C stock Class
Affirmative votes: 9,011,554
Negative votes: 30,696
Abstentions: 31,410

D st
21,472,
381,

69,

ock

115

726

293

4. Approval of the amendment and restatement oP#ter Kiewit Sons', Inc. 1995 Class D stock Plan.

Class C stock Class
Affirmative votes: 8,958,084
Negative votes: 70,566
Abstentions: 45,010

D st
21,268,
536,

117,

ock

757

914

463

DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The table below shows information as of March X®8about each director and executive officer ef@mmpany, including his business
experience during the past five years. The Compatiséctors and officers are elected annually auth evas elected on June 7, 1997 to serve
until his successor is elected and qualified oil g death, resignation or removal.

Name

Walter Scott, Jr.*

Peter Kiewit, Jr.

Business Experience A

Chairman of the Board and 6
President, PKS (for more

than the past five years);

also a director of Berkshire
Hathaway, Inc., Burlington
Resources, Inc., CalEnergy,
ConAgra, Inc., Commonwealth
Telephone Enterprises, Inc.,

RCN Corporation, U.S. Bancorp
and Valmont Industries, Inc.

Attorney, of counsel to the
law firm of Gallagher &
Kennedy of Phoenix, Arizona
(for more than the past five
years)

William L. Grewcock* Vice Chairman, PKS (for more

than the past five years)

Robert B. Daugherty Director (and formerly

Charles M. Harper

Chairman of the Board and
Chief Executive Officer)
Valmont Industries, Inc.
(for more than the past
five years)

Former Chairman of the

ge
6

71

72

75

69

PKS Director Since

09/27/79- Chairman
04/22/64- Director

01/13/66

01/11/68

01/08/86

01/08/86



Board and Chief Executive
Officer of RJR Nabisco
Holdings Corp. Currently

a director (and formerly
Chairman of the Board and
Chief Executive Officer)

of ConAgra, Inc. and also
a director of E.I. DuPont

de Nemours and Company,
Norwest Corp. and Valmont
Industries, Inc.

Kenneth E. Stinson* Executive Vice President, 5 5 01/07/87
PKS (for more than the
past five years); Chairman
since 1993) and CEO (since
1992), KCG,; also a director
of ConAgra, Inc. and Valmont
Industries, Inc.

Richard Geary* Executive Vice President, 6 2 04/29/88
KCG,; President of Kiewit
Pacific Co., a KCG
construction subsidiary
(for more than the past five y ears)

George B. Toll, Jr.* Executive Vice President, 6 1 06/05/93
KCG (since 1994); Vice
President, Kiewit
Pacific Co., a KCG
construction subsidiary
(1992-1994)

James Q. Crowe*  President and Chief 4 8 06/05/93
Executive Officer,
Level 3 (since August 1,
1997); Chairman of the
Board, WorldCom, Inc., an
International
telecommunications company
(January 1997-July 1997);
Chairman of the Board, MFS
Communications Company, Inc.,
an international
telecommunications company
(1992-1996) (MFS was a
Diversified Group subsidiary
until 1995); also a director
of Commonwealth Telephone
Enterprises, Inc., RCN
Corporation, and InaCom
Communications, Inc.

Richard R. Jaros  Executive Vice President 4 6 06/05/93
(1993-1997) and Chief

Financial Officer (1995-1997), PKS; President of/&le3 (1996-1997); President and COO of CalEnet@®?-1993); also a director of
CalEnergy, Commonwealth Telephone Enterprises, REN Corporation and WorldCom, Inc.

Richard W. Colf*  Vice President, Kiewit 5 4 06/03/95
Pacific Co., a KCG
construction subsidiary
(for more than the past
five years)

Bruce E. Grewcock* Executive Vice President, 4 4 06/04/94
KCG (since 1996); Chairman
(since 1996), President
(1992-1996) and Sr. Vice
President (1992) of Kiewit
Mining Group Inc.; also a
director of Kinross Gold
Corporation

Tait P. Johnson*  President, Gilbert 4 8 06/03/95
Industrial Corporation, a
KCG construction subsidiary
(for more than the past five
years); President (1992-1996),
Gilbert Southern Corp., a KCG



construction subsidiary

Allan K. Kirkwood* Senior Vice President, 5 4 06/07/97
Kiewit Pacific Co., a KCG
construction subsidiary
(for more than the past
five years)

Identified by asterisks are the ten persons cuygreetving as executive officers of PKS. Executifiicers are those directors who are
employed by PKS or its subsidiaries. Bruce E. Gamkds the son of William L. Grewcock.

The PKS Board has an Audit Committee, a Compens&@ammittee and an Executive Committee.

The Audit Committee members are Messrs. Johnsakwiébd and Kiewit. The functions of the Audit Conttee are to recommend the
selection of the independent auditors; review #siits of the annual audit; inquire into importawérnal control, accounting and financial
matters; and report and make recommendations tiulheKS Board. The Audit Committee had four magt in 1997.

The Compensation Committee members are Messrs.HadygHarper, and Kiewit, none of whom are empésyef PKS. This committee
reviews the compensation of the executive officd®BKS. This committee has also assumed the fumetd the former Management
Compensation Committee, the purpose of which waeiegw the compensation, securities ownership kamfits of the employees of PKS
other than its executive officers. The Compensaflommittee had one formal meeting in 1997.

The Executive Committee members are Messrs. SEhtifman), William Grewcock, Stinson, and Croweisldommittee exercises the
powers of the PKS Board between meetings of the B&&8d, except powers assigned to other commitizesng 1997, the Executive
Committee had no formal meetings, acted by writi@msent action in lieu of a meeting on two occasiamd had several informal meetings.

PKS does not have a nominating committee. The P&@3fiCate provides that the incumbent directoesctdd by holders of Class C Stock
may nominate a slate of Class C directors to betedeby holders of Class C Stock and the incumbieectors elected by holders of Class D
Stock may nominate a slate of directors to be eteby holders of Class D Stock, for election atahrual meeting of stockholders.

The PKS Board had six formal meetings in 1997 anddaby written consent action on six occasiond.987, no director attended less than
75% of the meetings of the PKS Board and the cotaestof which he was a member.

Directors who are employees of PKS or its subsieado not receive directors' fees. Non-employeecthrs are paid annual directors' fees of
$30,000, plus $1,200 for attending each meeting®PKS Board, and $1,200 for attending each mgefim committee of the PKS Board.

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

Market Information. As of December 27, 1997, ther(pany's common stock is not listed on any natisealrities exchange or the Nasdaq
National Market. However, the Class D stock is ently quoted on the National Association of Se@siDealers, Inc.'s OTC Bulletin Boa
During the fourth quarter of 1997, the only quadering which this trading occurred, the rangehef high and low bid information for the
Class D stock was $20.41 to $29.00. The Companwhasunced that the common stock of Level 3 Comaatians, Inc. (renamed from
Peter Kiewit Sons', Inc. in connection with the Agaction) will begin trading on the Nasdaqg Natidvialrket on April 1, 1998.

Company Repurchase Duty. Pursuant to the curremstef the PKS Certificate, the Company is gengratjuired to repurchase shares at a
formula price upon demand. Under the PKS Certifiedfective January 1992, the Company has thresetaof common stock: Class B
Construction & Mining Group Nonvoting Restrictedd@emable Convertible Exchangeable Common Stoclag&I"), Class C stock, and
Class D stock. There are no outstanding Class ékstbe last Class B stock were converted into £stock on January 1, 1997. Class C
stock can be issued only to Company employees amdbe resold only to the Company at a formula draesed on the yea@nd book value ¢
the Construction Group. The Company is generatiyired to repurchase Class C stock for cash ummkisolder demand. Class D stock has
a formula price based on the year-end book valubeoDiversified Group. The Company must genenapurchase Class D stock for cash
upon stockholder demand at the formula price, wriles Class D stock become publicly traded.

Formula values. The formula price of the Classdzlsis based on the book value of Level 3 andubsgliaries, plus one-half of the book
value, on a stand-alone basis, of the parent compafS. The formula price of the Class C stockasdu on the book value of the
Construction Group and its subsidiaries, plus calédf the book value of the unconsolidated pamemhpany. A significant element of the
Class C formula price is the subtraction of thekoealue of property, plant, and equipment usedimstruction activities ($122 million in
1997).

Conversion. Under the PKS Certificate, Class Clsimconvertible into Class D stock at the endaxfteyear. Between October 15 and
December 15 of each year a Class C stockholderateay to convert some or all of his or her sha@emversion occurs on the following
January 1. The conversion ratio is the relativenfda prices of Class C and Class D stock determasenf the last Saturday in December,
is, the last day in the Company's fiscal year. €@stock may be converted into Class C stock aslgart of an annual offering of Clas:



stock to employees. Instead of purchasing the edfehares for cash, an employee owning Class [ stag convert such shares into Class C
stock at the applicable conversion ratio.

Restrictions. Ownership of Class C stock is geheraktricted to active Company employees. Upoimengtent, termination of employment,
death, Class C stock must be resold to the Comatthe applicable formula price, but may be coraegeimto Class D stock if the terminating
event occurs during the annual conversion peridas<CD stock is not subject to ownership or trangfstrictions.

Dividends and Prices. During 1996 and 1997 the Gompuleclared or paid the following dividends orcitssnmon stock. The table also sh¢
the stock price after each dividend payment orroth&iation event.

Dividend Dividend
Declared Dividend Paid Per Share Class Pri ce Adjusted Stock Price
Oct. 27,1995 Jan.5,1996 $0.60 C Dec .30,1995 $32.40
Apr. 26,1996 May 11,1996 060 C May 1, 1996 31.80
Oct. 25,1996 Jan.4,1997 0.70 C Dec .28,1996  40.70
Apr. 23,1997 May 1,1997 070 C May 1, 1997 40.00
Oct. 22,1997 Jan.5,1998 080 C Dec . 27,1997  51.20
Oct. 27,1995 Jan.5,1996 050 D Dec . 30, 1995 9.90*
Oct. 25,1996 Jan.4,1997 050 D Dec .28,1996  10.85*
D Dec .27,1997  11.65*

* All stock prices for the Class D stock refleadi@idend of four shares of Class D stock for eagtstmnding share of Class D stock that was
effective on December 26, 1997.

The Company's current dividend policy is to paggutar dividend on Class C stock of about 15% & 20 the prior year's ordinary earnings
of the Construction Group, with any special divideo be based on extraordinary earnings. AlthabghPKS Board announced in August
1993 that the Company did not intend to pay regiididends on Class D stock for the foreseeablaréytthe PKS Board declared a special
dividend of $0.50 per share of Class D stock imkttober 1995 and 1996.

A dividend of 4 shares of Class D Stock for eadrstof Class D Stock was effected on December 2%7.1
Stockholders. On March 15, 1998, and after giviffigot to a dividend of 4 shares of Class D Stoagkefach outstanding share of Class D s

effected on December 26, 1997, the Company hafbosving numbers of stockholders and outstandingrss for each class of its common
stock:

Class of Stock  Stockholders Shares Outstandi ng
B - -
C 996 7,681,020
D 2,121 146,943,752

Recent Sales of Unregistered Securities. On Apil9B7, the Company sold 10,000 shares of Clagedk $o Charles Harper and Robert
Daugherty and 8,000 shares of Class D stock ta Retevit Jr. at a sale price of $49.50 per shaehEof Messrs Harper, Daugherty and
Kiewit are members of the PKS Board of Directorse Bale was effected pursuant to an exemption femistration under the Securities Act
of 1933 contained in

Section 4(2) of such Act.

ITEM 6. SELECTED FINANCIAL DATA.

PETER KIEWIT SONS', INC.
SELECTED CONSOLIDATED FINANCIAL DATA

The Selected Financial Data of Peter Kiewit Sdns', the Kiewit Construction & Mining Group ("C &1k") and the Diversified Group ("D
Stock™) appear below and on the next two pages.cbheolidated data of PKS are presented belowthétexception of per common share
data which is presented in the Selected Financsh Bf the respective Groups.

(dollars in millions, Fiscal Year Ended

except per share amounts) 1997 1996 1995 1994 1993
Results of Operations:

Revenue (1) $ 332 $652 % 580 $ 537 $ 267
Earnings from continuing

operations 83 104 126 28 174

Net earnings (2) 248 221 244 110 261

Financial Position:

Total assets (1) 2,779 3,066 2,945 4,048 3,236
Current portion of

long-term debt (1) 3 57 40 30 11



Long-term debt, less
current portion (1) 137 320 361 899 452
Stockholders' equity (3) 2,230 1,819 1,607 1,736 1,671

(1) In October 1993, the Company acquired 35% efahtstanding shares of C-TEC Corporation that3¥&d of the available voting rights.
On December 28, 1996 the Company owned 48% ofutstamding shares and 62% of the voting rights.

As a result of the C-TEC restructuring, the Compawys less than 50% of the outstanding shares aingwights of the three entities, and
therefore accounted for each entity using the gquéthod in 1997. The Company consolidated C-TBEG1fL993 through 1996.

The financial position and results of operation&iwit Construction & Mining Group have been clifissl as discontinued operations due to
the pending spin-off from Peter Kiewit Sons', Inc.

In September 1995, the Company dividended its tnvest in MFS to Class D shareholders. MFS' regiltgperations have been classifiec
a single line item on the statements of earningsShé consolidated in the 1993 and 1994 balancetshe

In January 1994, MFS, issued $500 million of 9.375éfior Discount Notes.

In September 1997, Level 3 agreed to sell its gnsegment to CalEnergy Company, Inc. The transactfiosed on January 2, 1998.

(2) In 1993, through two public offerings, the Camp sold 29% of its subsidiary, MFS, resulting 8187 million aftertax gain. In 1995 ar

1994, additional MFS stock transactions resulteg2imillion and $35 million after-tax gains to tBempany and reduced its ownership in
MFS to 66% and 67%.

(3) The aggregate redemption value of common sab&kecember 27, 1997 was $2.1 billion.

KIEWIT CONSTRUCTION & MINING GROUP
SELECTED FINANCIAL DATA

The following selected financial data for eachhsf years in the period 1993 to 1997 have beeneatkfiom audited financial statements. The
historical financial information for the Kiewit Cstruction & Mining and Diversified Groups supplentgethe consolidated financial
information of PKS and, taken together, includésaeatounts which comprise the corresponding codated financial information of PKS.

(dollars in millions, Fis cal Year Ended

except per share amounts) 1997 1996 1995 1994 1993
Results of Operations:

Revenue $2,764 $2,303 $2,330$2,175 $1,783
Net earnings 155 108 104 77 80

Per Common Share:
Net earnings

Basic 15.99 10.13 7.78 492 4.63

Diluted 1535 9.76 7.62 486 4.59
Dividends (1) 150 1.30 1.05 0.90 0.70
Stock price (2) 51.20 40.70 3240 25.55 22.35
Book value 64.38 51.02 4290 31.39 27.43
Financial Position:

Total assets 1,341 1,038 976 967 889
Current portion of

long-term debt 5 - 2 3 4
Long-term debt, less

current portion 22 12 9 9 10
Stockholders' equity (3) 652 562 467 505 480

(1) The 1997, 1996, 1995, 1994 and 1993 dividendside $.80, $.70, $.60, $.45 and $.40 for dividethelclared in 1997, 1996, 1995, 1994
and 1993, respectively, but paid in January ofstifesequent year.

(2) Pursuant to the Certificate of Incorporatidre stock price calculation is computed annuallhatend of the fiscal year.

(3) Ownership of the Class C Stock is restrictedeain employees conditioned upon the executiormurchase agreements which restrict
the employees from transferring the stock. PKSeisegally committed to purchase all Class C Stocke@tamount computed, when put to F

by a stockholder, pursuant to the Certificate abhporation. The aggregate redemption value offfass C Stock at December 27, 1997 was
$527 million.

DIVERSIFIED GROUP



SELECTED FINANCIAL DATA

The following selected financial data for eachtaf years in the period 1993 to 1997 have beeneatkfiom audited financial statements. The
historical financial information for the DiversifiesGroup and Kiewit Construction & Mining Group slgments the consolidated financial
information of PKS and, taken together, includésetounts which comprise the corresponding codat#d financial information of PKS.

(dollars in millions, Fisca | Year Ended

except per share amounts) 1997 1996 1995 1994 1993
Results of Operations:

Revenue (1) $ 332 % 652 $ 580 $ 537 $ 267
Earnings from continuing operations 83 104 126 28 174
Net earnings (2) 93 113 140 33 181

Per Common Share:
Earnings from continuing operations

Basic .66 90 117 27 1.74

Diluted .66 90 117 27 1.74
Net earnings

Basic 74 97 129 .32 182

Diluted 74 97 129 .32 181
Dividends (3) - .10 .10 - .10
Stock price (4) 1165 1 0.85 9.90 12.05 11.88
Book value 1165 1 0.85 9.90 12.07 11.90
Financial Position:

Total assets (1) 2,127 2 ,504 2,478 3,543 2,756
Current portion of long-term debt (1) 3 57 40 30 11
Long-term debt,less current portion (1) 137 320 361 899 452
Stockholders' equity (5) 1,578 1 ,257 1,140 1,231 1,191

(1) In October 1993, the Group acquired 35% ofahistanding shares of C-TEC Corporation that h&d 6¥the available voting rights. At
December 28, 1996, the Group owned 48% of the andgtg shares and 62% of the voting rights.

As a result of the C-TEC restructuring, the Groums less than 50% of the outstanding shares arigvaghts of each of the three entities,
and therefore accounted for each entity using tluitymethod in 1997. The Company consolidated @G Tiem 1993 to 1996.

In September 1995, the Group dividended its investrin MFS to Class D shareholders. MFS' resulgpetations have been classified as a
single line item on the statements of earnings. NdF®nsolidated in the 1993 and 1994 balance sheet

In January 1994, MFS issued $500 million of 9.373éfior Discount Notes.
In September 1997, the Group agreed to sell iteggrmegment to CalEnergy Company, Inc. The trafrmactosed on January 2, 1998.

(2) In 1993, through two public offerings, the Gpoapold 29% of MFS, resulting in a $137 million aftax gain. In 1995 and 1994, additional
MFS stock transactions resulted in $2 million a8 #illion after-tax gains to the Group and reduite@dwnership in MFS to 66% and 67%.

(3) The 1996, 1995 and 1993 dividends include $t@ividends declared in 1996, 1995 and 1993 laid j January of the subsequent year.
(4) Pursuant to the Certificate of Incorporatidre stock price calculation is computed annualiatend of the fiscal year.

(5) Unless Class D Stock becomes publicly trad&$ B generally committed to purchase all Classt@iSat the amount computed, in
accordance with the Certificate of Incorporatiofen put to PKS by a stockholder. The aggregatemptien value of the Class D Stock at
December 27, 1997 was $1,578 million.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALLYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS

This item contains information about Peter KiewdhS', Inc. (the "Company") as a whole. Separatertggontaining management's
discussion and analysis of financial condition aeslilts of operations for the Kiewit ConstructiorMBning Group and Diversified Group
have been filed as Exhibits 99.A and 99.B to tlienf10K. A copy of Exhibit 99.A will be furnished withowharge upon the written requ
of a stockholder addressed to: Stock Registragrigewit Sons', Inc., 1000 Kiewit Plaza, Omahapheka 68131. Exhibit 99.B can be
obtained by contacting Investor Relations, Lev@€l@dnmunications, Inc., 3555 Farnam Street, Omahhyd$ka 68131.

The following discussion of Results of Operatiohewdd be read in conjunction with the segment imfation contained in Note 13 of the
Consolidated Financial Statements.

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions



by and information currently available to the Compa/Nhen used in this document, the words "antieihdbelieve”, "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 respe future events and are subject to certairsrishcertainties and assumptions. Should
one or more of these risks or uncertainties mdiegizor should underlying assumptions prove inectractual results may vary materially
from those described in this document.

Results of Operations 1997 vs. 1996

Coal Mining. Revenue from the Group's coal minedided 5% in 1997 compared to 1996. Alternate sewaal revenue declined by $16
million in 1997. The mine's primary customer, Conmwealth Edison, accelerated its contractual comsnitiiin 1996 for alternate source,
thus reducing its obligations in 1997. In addittorthe decline in tonnage shipped, the price of sola to Commonwealth declined 1%.
Revenue attributable to other contracts increagegbproximately $4 million. The actual amount o&kshipped to these customers increased
5% in 1997, but the price at which it was sold wéslower than 1996.

Margin, as a percentage of revenue, declined 1% 1996 to 1997. Margins in 1996 were higher thammal due to the additional high
margin alternate source coal sold to Commonweal#9b6 and the refund of premiums from a captigeiiance company that insured age
black lung disease. The decline in Commonwealthrsbnts and an overall decline in average sellingepadversely affected the results for
1997. If current market conditions continue, the@r expects a decline in coal revenue and earmiftgs1998 as certain long-term contracts
begin to expire.

Information Services. Revenue increased by 124$®#bmillion in 1997 from $42 million in 1996. Revenfrom computer outsourcing
services increased 20% to $49 million in 1997 fi®4 million in 1996. The increase was due to nemmater outsourcing contracts signed
in 1997. Revenue for systems integration grew @ &dlion in 1997 from less than $1 million in 199%trong demand for Year 2000
renovation services fueled the growth for systemesgration's revenues.

Margin, as a percent of revenue, decreased to 882897 from 41% in 1996 for the computer outsoyrdinsiness. The reduction of the g
margin was due to up-front migration costs assediatith new contracts and significant increasgseirsonnel costs due to the tightening
supply of computer professionals. Gross marginttfersystems integration business was approximd@y in 1997. A comparison to 1996
gross margin is not meaningful due to the startafoire of the business.

General and Administrative Expenses. Excluding @G Tgeneral and administrative expenses increasédt@®114 million in 1997. The
increase was primarily attributable to a $41 milliacrease in the information services businessge and administrative expenses. The
majority of the increase is attributable to addiibcompensation expense that was incurred dueetodnversion of a subsidiary's option and
SAR plans to the Class D Stock option plan. Theaiader of the increase relates to the increasedresgs for new sales offices establishe
1997 for the systems integration business anddtgianal personnel hired in 1997 to implementéipansion plan.

Exclusive of the information services business.egahand administrative expenses decreased 26%2ton$ilion in 1997. A decrease in
professional services and the mine managementverspartially offset by increased compensatioreasp. Due to the favorable resolution
of certain environmental and legal matters, cdsis were previously accrued for these issues vearersed in 1997. Partially offsetting this
reduction were legal, tax and consulting expensssaated with the CalEnergy transaction and tharsg¢ion of the Construction and Mining
Group and Diversified Group.

Equity Losses. The losses for the Group's equitgstments increased from $9 million in 1996 to $iflion in 1997. Had the G-EC entities
been accounted for using the equity method in 1886losses would have increased to $13 milliore &kpenses associated with the
deployment and marketing of the advanced fiber agtsr/in New York, Boston and Washington D.C., amel¢osts incurred in connection
with the buyout of a marketing contract with mirgishareholders are primarily responsible for titmeéase in equity losses attributable to
RCN from $6 million in 1996 to $26 million in 199The Group's share of Cable Michigan's losses dsetkto $6 million in 1997 from $8
million in 1996. This improvement is attributabtethe gains recognized on the sale of Cable Mictisg@lorida cable systems.
Commonwealth Telephone's earnings were consistiémtirat of 1996. The Group recorded equity earsiofg$9 million in each year
attributable to Commonwealth Telephone. The Grdsp Becorded equity losses attributable to sevagatloping businesses.

Investment Income. Investment income increasedriv¥®97 after excluding C-TEC's $14 million of intragnt income in 1996. Gains
recognized on the sale of marketable securitieésgrily within the Kiewit Mutual Fund ("KMF"), inaased from $3 million in 1996 to $9
million in 1997. In 1997, KMF repositioned the satias within its portfolios to more closely trathe overall market. Partially offsetting
these additional gains was a decline in interegirite due to an overall reduction of yield earnedheyKMF portfolios.

Interest Expense. Interest expense increased isigmify in 1997 after excluding $28 million of imést attributable to C- TEC in 1996. CPTC,
the owner-operator of a privatized tollroad in @aliia, incurred interest costs of approximatelynfiion and $11 million in 1996 and 1997.
In 1996, interest of $5 million was capitalized daehe construction of the tollroad. Constructieais completed in August 1996, and all
interest incurred subsequent to that date was elaagainst earnings. Interest associated withitlaading of the Aurora, Colorado property
of $1 million, also contributed to the increasenterest expense.

Other Income. Other income in 1996 includes $2iamlbf other expenses attributable to C-TEC. Exicigdhese losses, other income
declined from $8 million in 1996 to $1 million iM27. The absence of gains on the sale of timbepaoperties and other assets, which
accounted for $6 million of income in 1996, is resgpible for the decline



Income Tax (Provision) Benefit. The effective ina@iax rate for 1997 is less than the expectedtstgtuate of 35% due primarily to prior
year tax adjustments, partially offset by the afffcmondeductible compensation expense assoandtadhe conversion of the informatic
services option and SAR plans to the Class D Sitank. In 1996, the effective rate was also lowantthe statutory rate due to prior year tax
adjustments. These adjustments were partially offfg@mondeductible costs associated with goodwilbetization and taxes on foreign
operations. In 1997 and 1996, the Group settlegnaber of disputed tax issues related to prior yshave been included in prior year tax
adjustments.

Discontinued Operations - Construction. The Comsiton and Mining Group's operations can be sepdrate two components; construction
and materials. Construction revenues increased $dllidn during 1997 compared to 1996. The consadlimh of ME Holding Inc. (due to the
increase in ownership from 49% to 80%) ("ME Holdingontributed $261 million, almost two-thirds diet increase. In addition to ME
Holding several large projects and joint venturesame fully mobilized during the latter part of trear and were well into the "peak”
construction phase.

Material revenues increased 19% to $290 milliod987 from $243 million in 1996. The acquisitionaafditional plant sites accounts for 2:
of the increase in sales. The remaining increaseavasult of the strong market for material praslirt Arizona. This raised sales volume
from existing plant sites and allowed for slightigher selling prices. The inclusion of $10 milliohrevenues from the Oak Mountain facil
in Alabama also contributed to the increase.

Construction margins increased to 13% of revenu®8¥ as compared to 10% in 1996. The favorabldutien of project uncertainties,
several change order settlements, and cost saemmegrly completion bonuses received during the geatributed to this increase.

Material margins decreased from 10% of revenu@Bblo 4% in 1997. Losses at the Oak Mountainifgdit Alabama were the source of
the decrease. The materials margins from sourtes titan Oak Mountain remained stable as highérsates and selling prices were offset
by increases in raw materials costs.

General and administrative expenses of the CorigiruGroup increased 11% in 1997 after deducting iiillion of expenses attributable to
ME Holding. Compensation and profit sharing expsrisereased $9 million and $2 million, respectivétgm 1996. The increase in these
costs is a direct result of higher constructiomesys.

The effective income tax rates in 1997 and 1996HerConstruction Group differ from the expectetigbry rate of 35% primarily due to
state income taxes and prior year tax adjustments.

Discontinued Operations - Energy. Income from disicmed operations increased to $29 million in 188 $9 million in 1996. The
acquisition of Northern Electric, plc. in late 1986d the commencement of operations at the Mahangggkothermal facility in July, 1997
were the primary factors that resulted in the iasee

In October 1997, CalEnergy sold approximately I8illion shares of its common stock. This sale redlihe Group's ownership in
CalEnergy to approximately 24% but increased itgpprtionate share of CalEnergy's equity. It is@eup's policy to recognize gains or
losses on the sale of stock by its investees. Toeisrecognized an after-tax gain of approxima$glg million from transactions in
CalEnergy stock in the fourth quarter of 1997.

On July 2, 1997, the Labour Party in the Uniteddéiom announced the details of its proposed "Wihdi@X" to be levied against privatized
British utilities. This one-time tax is 23% of théference between the value of Northern Elecpilc, at the time of privatization and the
utility's current value based on profits over aigetof up to four years. CE Electric recorded atraotdinary charge of approximately $194
million when the tax was enacted in July, 1997. idtal after-tax impact to Level 3, directly thrduigs investment in CE Electric and
indirectly through its interest in CalEnergy, wa&33$nillion.

Results of Operations 1996 vs. 1995

Coal Mining. Revenue and net earnings improved griljndue to increased alternate source tons so@ommonwealth Edison Company in
1996 and the liquidation of a captive insurance gany which insured against black lung disease. Uigoidation, the Group received a
refund of premiums paid plus interest in excesesérves established by the Group for this liabiltince 1993, the amended contract with
Commonwealth provided that delivery commitments lddie satisfied with coal produced by unaffiliatathes in the Powder River Basin in
Wyoming. Coal produced at the Group's mines didchange significantly from 1995 levels

Information Services. Revenue increased 17% ton$dlbn in 1996 from $36 million in 1995. The inase was primarily due to new
computer outsourcing contracts signed in 1996. Hesms $1 million of revenue was generated by theratons of the new systems integra
business, started in February, 1996.

Margin, as a percent of revenue, for the outsogrbimsiness decreased to 41% in 1996 from 45% i6.1B% reduction of the margin was
primarily due to up-front migration costs for neustomers which were recognized as an expense wbarréd.

Telecommunications. Revenue for the telecommuminatsegment increased 13% to $367 million for fi$€86. C-TEC's telephone group's
$10 million, or 8%, increase in sales ar-TEC's cable group's $33 million or 26% increaseeirenue were the primary contributors to



improved results. The increase in telephone greuprue is due to higher intrastate access reveonethe growth in access minutes, an
increase of 13,000 access lines, and higher inteweess and video conferencing sales. Cable gemgmue increased primarily due to higher
average subscribers and the effects of rate inesaasApril 1995 and February 1996. Subscriber tointreased primarily due to the
acquisition of Pennsylvania Cable Systems, forméwyn County Trans Video, Inc., in September 198%] the consolidation of Mercom,
Inc. since August 1995. Pennsylvania Cable SystmdsMercom account for $23 million of the increaseable revenue in 1996.

The 1996 operating expenses for the telecommuaitabusiness increased $38 million or 18% compard®95. The telephone group
experienced a 9% increase in expenses and thegralip's costs increased 31%. The increase fdetéphone group was primarily
attributable to higher payroll expenses resultiogf additional personnel, wage increases and higlatime. Also contributing to the
increase, were fees associated with the intermetsacservices and consulting services for a vaoifetggulatory and operational matters. The
cable group's increase was due to increased dapoeciamortization and compensation expenses iassdavith the acquisition of
Pennsylvania Cable Systems and the consolidatidheo€om's operations. Also contributing to the leighosts were rate increases for
existing programming and the costs for additiomagpamming.

General and Administrative Expenses. General andrastrative expenses declined 5% to $181 milliori996. Decreases in expenses
associated with legal and environmental mattergartially offset by higher mine management fesd o the Construction & Mining
Group, the costs attributable to C- TEC and thenogeof the SR91 toll road. C-TEC's corporate oearhand other costs increased
approximately 13% in 1996. This increase is attebie to costs associated with the developmerti@RICN business in New York and
Boston, the acquisition of Pennsylvania Cable Systehe consolidation of Mercom and the investagatf the feasibility of various
restructuring alternatives.

Equity Earnings, net. Losses attributable to theupis equity investments increased to $9 millioh986 from $5 million in 1995. The
additional losses were attributable to an entegizgaged in the renewable fuels business anditeCs investment in MegaCable S.A. de
C.F., Mexico's second largest cable television aiper

Investment Income, net. Investment income incre24é4 in 1996 compared to 1995. Increased gainb®sdle of marketable and equity
securities and interest income were partially affgea slight decline in dividend income.

Interest Expense, net. Interest expense in 1996ased 43% compared to 1995. The increase wasrpyimae to interest on the CPTC debt
that was capitalized through July 1996, and C-TE€&eemable preferred stock, issued in the Perarsid\Cable Systems acquisition, that
began accruing interest in 1996.

Gain on Subsidiary's Stock Transactions, net. $hgance of MFS stock for acquisitions by MFS awrdetkercise of MFS employee stock
options resulted in a $3 million net gain to the@r in 1995.

Other, net. The decline of other income in 1996 prawarily attributable to the 1995 settlementhod ¥Whitney Benefits litigation.

Income Tax Benefit (Provision). The effective inaoiax rate for 1996 differs from the statutory rat@5% primarily because of adjustments
to prior year tax provisions, partially offset kipte taxes and nondeductible amounts associatedyavitdwill amortization. In 1995, the rate
was lower than 35% due primarily to $93 millioniofome tax benefits from the reversal of certaifeded tax liabilities originally

recognized on gains from MFS stock transactionswiese no longer required due to the tax-free gffrof MFS, and adjustments to prior
year tax provisions

Discontinued Operations - Construction. Revenumfconstruction decreased 1% to $2,303 million iB6LT his resulted from the
completion of several major projects during theryadnile many new contracts were still in the stggtphase. KCG's share of joint venture
revenue remained at 30% of total revenues in 1B86enue from materials increased by less than 12896. Increased demand for
aggregates in the Arizona market was offset bycéirdein precious metal sales. KCG sold its gold aitver operations in Nevada to Kinross
Gold Corporation ("Kinross") and essentially ligaidd its metals inventory in 1995.

Opportunities in the construction and materialastdy continued to expand along with the econongcaiise of the increased opportunities,
KCG was able to be selective in the constructiajgats it pursued. Gross margins for constructimmdased from 8% in 1995 to 10% in
1996. This resulted from the completion of sevimae projects and increased efficiencies in gleats of the construction process. Gross
margins for materials declined from 13% in 1993866 in 1996. The lack of higher margin preciousaisesales in 1996 combined with
slightly lower construction materials margins proeld the reduction in operating margin.

In 1995, the exchange of KCG's gold and silver af@ns in Nevada for 4,000,000 shares of commarksibKinross led to a $21 million
gain for KCG. The gain was the difference betwe&@s book value in the gold and silver operatiams the market value of the Kinross
shares at the time of the exchange. Other inconsealga primarily comprised of mining managemens fieem the Diversified Group, of $37
million and $30 million in 1996 and 1995, and gaimsthe disposition of property, plant and equipt@rd other assets of $17 million and $
12 million in 1996 and 1995.

The effective income tax rate for 1996 differs frtm statutory rate of 35% primarily because otisilpents to prior year tax provisions and
state taxes. In 1995, the rate was higher than @&/ primarily to state income taxi



Discontinued Operations - Energy. Income from disicwed operations declined in 1996 by 36% to $iani Losses attributable to the
Group's interest in the Casecnan project, additidezelopment expenses for international activjtéesl the costs associated with the
Northern Electric transaction were partially offbgtincreased equity earnings from CalEne

Financial Condition - December 27, 1997

The Group's working capital, excluding C-TEC anstdntinued operations, increased $392 million @%@uring 1997. This is due to the
$182 million of cash generated by operations, prilmaoal operations, and the significant financedivities described below.

Investing activities include $452 million to purclegamarketable securities, $42 million of investreertd $26 million of capital expenditures,
including $14 million for the existing informatiarervices business and $6 million for a corporateTjee investments primarily include the
Group's $22 million investment in the Pavilion Taweffice complex, located in Aurora, Colorado, &% million of investments in
developing businesses. Funding a portion of theteities was the sale of marketable securitie$d7 million.

Sources of financing include $138 million for tlssuance of Class D Stock, $72 million for the erdesof Class C stock for Class D stock
and $16 million for the financing for Pavilion Torge Uses consist primarily of $12 million for thayment of dividends, and $2 million of
payments on long-term debt.

Prior to the execution of an agreement with CalByén September, 1997, the Group invested $31anilin the Dieng, Patuha and Bali
power projects in Indonesia.

In October 1996, the PKS Board of Directors dirdd®S management to pursue a listing of Class Dk3ie a way to address certain issues
created by PKS' two-class capital stock structackthe need to attract and retain the best managdorePKS' businesses. During the course
of its examination of the consequences of a listih§lass D Stock, management concluded thatiadistf Class D Stock would not
adequately address these issues, and instead toegfaidly a separation of the Construction and Mjr@moup and the Diversified Group. At
the regular meeting of the Board on July 23, 1988nagement submitted to the Board for consideratiproposal for separation of the
Construction and Mining Group and Diversified Grabpugh a spin-off of the Construction and Min@gpup ("the Transaction"). At a
special meeting on August 14, 1997, the Board aygurdhe Transaction.

In connection with the sale of approximately 10lioil Class D shares to employees in 1997, the Cagnpas retained the right to purchase
the relevant Class D shares at the then curress@aStock price if the Transaction is definitebyaadoned by formal action of the PKS Bc
or the employees voluntarily terminate their empieynt on various dates prior to January 1, 1999.

The separation of the Construction and Mining Grangd the Diversified Group was contingent upon mlmer of conditions, including the
favorable ratification by a majority of both Classand Class D shareholders and the receipt by ¢hep@ny of an Internal Revenue Service
ruling or other assurance acceptable to the Bdetlthe separation would be tax-free to U.S. sluddeins. On December 8, 1997, PKS' Class
C and Class D shareholders approved the transaamidion March 5, 1998 PKS received a favorablagutiom the Internal Revenue Serv
The Transaction is anticipated to be effective card¥ 31, 1998.

Level 3 has recently decided to substantially iaseeits emphasis on and resources to its informagovices to business. Pursuant to the
Level 3 intends to expand substantially its curiefdrmation services business, through the exjpanst its existing business and the
creation, through a combination of constructioaslag and purchase of facilities and other aseéts substantial facilities-based internet
communications network.

Using this network Level 3 intends to provide (apage of internet access services at varying dydawvels and, as technology development
allows, at specified levels of quality of servigedasecurity and (b) a number of business orienteanecunications services which may include
fax service, which are transmitted in part ovevaie or limited access Transmission Control Prdtbdernet Protocol ("TCP/IP") networks
and are offered at lower prices than public teleyghoetwork-based fax service, and voice messagagtand forwarding over the same
TCP/IP-based networks.

Level 3 believes that over time, a substantial nemaf businesses will convert existing computeriapfion systems to computer systems

which communicate using TCP/IP and are accessesdns employing Web browsers. Level 3 further ebethat businesses will prefer to
contract for assistance in making this conversigh those vendors able to provide a full rangeast/iees from initial consulting to internet
access with requisite quality and security levels.

Level 3 anticipates that the capital expendituesgiired to implement this expansion plan will bbstantial. Level 3 estimates that these ¢
may be in excess of $500 million in 1998 and caxddeed $1.5 billion in 1999. Level 3's current fioial condition, borrowing capacity and
proceeds from the CalEnergy transaction descrileéml\bshould be sufficient for immediate operatiimgplemention and investing activities.
However, Level 3 expects to raise capital from bbthequity and debt markets due to the significapital requirements of the information
services expansion plan.

In connection with the Expansion Plan, Level 3 e&xpéo devote substantially more management tirdecapital resources to its information
services business with a view to making the infdromeservices business, over time, the principaifess of Level 3. In that respect,
management is conducting a comprehensive reviaheoéxisting Level 3 businesses to determine h@setbusinesses will complem



Level 3's focus on information services. If it moitled that an existing business is not compatifitke the information services business and if
a suitable buyer can be found, Level 3 may dispdsleat business.

In January 1998, Level 3 and CalEnergy closed dleeaf Level 3's energy assets to CalEnergy. L8vekeived proceeds of $1,159 million
and expects to recognize an after-tax gain of apmately $324 million in 1998. The aftéax proceeds from this transaction of approxim
$967 million will be used to fund the expansionrptd the information services business.

In January 1998, Class C shareholders convertenhifli8n shares, with a redemption value of $128ion, into 10.5 million shares of Class
D Stock.

In February 1998, Level 3 announced that it wasinwits corporate headquarters to Broomfield, Cadior, a northwest suburb of Denver.
The campus facility is expected to encompass 00@00 square feet of office space at a constnuctist of over $70 million. Level 3 is
leasing space in the Denver area while the cangpusder construction. The first phase of the com@echeduled for completion in the
summer of 1999.

In March 1998, PKS announced that its Class D Stdgttlbegin trading on April 1 on the Nasdaq NatibiMarket under the symbol "LVLT".
The Nasdagq listing will follow the separation ofled 3 and the Construction Group of PKS, whichxigexted to be completed on March 31,
1998. In connection with the separation, PKS' aoietibn subsidiary will be renamed "Peter KiewinSp Inc." and PKS Class D Stock will
become the common stock of Level 3 Communicatibrs,

PKS' certificate of incorporation gives stockhoki#ire right to exchange their Class C Stock fos€@ Stock under a set conversion form
That right will be eliminated as a result of theamtion of Level 3 and the Construction Groupréplace that conversion right, Class C
stockholders received 6.5 million shares of a néas€£R stock in January, 1998, which is converiitiie Class D Stock in accordance with
terms ratified by stockholders in December 1997.

The PKS Board of Directors has approved in prircgpplan to force conversion of all shares of CRissock outstanding. Due to certain
provisions of the Class R stock, conversion will be forced prior to May 1998, and the final deanisio force conversion would be made by
Level 3's Board of Directors at that time. Level Board may choose not to force conversion if itette decide that conversion is not in the
best interests of the stockholders of Level 3asfcurrently anticipated, Level 3's Board determioeforce conversion of the Class R stock on
or before June 30, 1998, certain adjustments wilifade to the cost sharing and risk allocationipras of the separation agreement
between Level 3 and the Construction business.

If Level 3's Board of Directors determines to foommversion of the Class R stock, each share afstRastock will be convertible into $25
worth of Level 3 (Class D) common stock, based upenaverage trading price of the Level 3 commonksbn the Nasdaq National Market
for the last fifteen trading days of the month ptmthe determination by the Board of Directorédice conversion. When the spiff-occurs
Level 3 will increase paid in capital and reduciired earnings by the fair value of the Class &esh

Immediately prior to the spin-off of the Kiewit Cstinuction and Mining Group, the Company will rectzgna gain equal to the difference
between the carrying value of the Construction liming Group and its fair value. The Company whieh reflect the fair value of Kiewit
Construction and Mining Group as a dividend to shatders.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementary financiatimation for Peter Kiewit Sons', Inc. and Subsiidia begin on page P1. Separate final
statements and other information pertaining toktesvit Construction & Mining Group and the Diveiigifl Group have been filed as Exhibits
99.A and 99.B to this report. The Company will fisina copy of such exhibits without charge uponvihigen request of a stockholder
addressed to Stock Registrar, Peter Kiewit Soms!, 1000 Kiewit Plaza, Omaha, Nebraska 68131.

The financial statements of an equity investee (R&M required by Rule 3.09 and are incorporateefgrence from RCN's Form 10-K for
the year ended December 31, 1997, filed under Cssiar File No. 000-22825.

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.

PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.
ITEM 11. EXECUTIVE COMPENSATION.
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS.



The information required by Part Ill is incorporditey reference to the Company's definitive proxateshent for the 1998 Annual Meeting of
Stockholders to be filed with the Securities andli&nge Commission. However, certain informatioseisforth under the caption "Directors
and Executive Officers of the Registrant” followiligm 4 above.

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

(a) Financial statements and financial statemdmdugles required to be filed for the registrantaritems 8 or 14 are set forth following the

index page at page P1.

Exhibits filed as a part of this report are listedow. Exhibits incorporated by reference are iat#d in parentheses.

Exhibit Number Description
3.1 Restated Certificate of In corporation,
effective January 8, 1992 (Exhibit 3.1 to
Company's Form 10-K for 19 91).

3.2 Certificate of Amendment of Resta ted Certificate of
Incorporation of Peter Kiewit Son s', Inc., effective
December 8, 1997.

3.4 By-laws, composite copy, includin g all amendments, as of
March 19, 1993 (Exhibit 3.4 to Co mpany's Form 10-K for
1992).

10.1 Separation Agreement, dated Decem ber 8, 1997, by and among
PKS, Kiewit Diversified Group Inc ., PKS Holdings, Inc. and
Kiewit Construction Group Inc.

10.2 Amendment No. 1 to Separation Agr eement, dated March 18,
1997, by and among PKS, Kiewit Di versified Group Inc., PKS
Holdings, Inc. and Kiewit Constru ction Group Inc.

21 List of subsidiaries of the Compa ny.

23 Consents of Coopers & Lybrand LLP

27 Financial data schedules.

99.A Kiewit Construction & Mining Grou p Financial Statements and
Other Information.

99.B Diversified Group Financial State ments and Other

Information.

(b) No reports on Form 8-K were filed by the Compdaring the fourth quarter of 1997.

SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, on the 30th day of March, 1998.

PETER KIEWIT SONS', INC.

By: /s/ Walter Scott, Jr.
Name: Walter Scott, Jr.
Title: Chairman of the Board
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PETER KIEWIT SONS', INC. AND SUBSIDIARIES
Index to Financial Statements
Report of Independent Accountants
Financial Statements as of December 27, 1997 acdrblger 28, 1996 and for the three years ended Deredid, 1997:

Consolidated Statements of Earnings

Consolidated Balance Sheets

Consolidated Statements of Cash Flows

Consolidated Statements of Changes in StockholBqrsty

Notes to Consolidated Financial Stateme

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

REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors and Stockholders
Peter Kiewit Sons', Inc.

We have audited the consolidated financial statésnafiPeter Kiewit Sons', Inc. and Subsidiariesasd in the index on the preceding page
of this Form 10-K. These financial statements heeresponsibility of the Company's management.r@sponsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgedbhat 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 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
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of Peter
Kiewit Sons', Inc. and Subsidiaries as of Decen?ier1 997 and December 28, 1996, and the consdlidesmilts of their operations and their
cash flows for each of the three years in the peginded December 27, 1997 in conformity with gelheecepted accounting principles.

Coopers & Lybrand L.L.P.



Omaha, Nebraska
March 30, 1998

PETER KIEWIT SONS', INC. AND SUBSIDIARIES

Consolidated Statements of Earnings

For the three years ended December 27, 1997

See accompanying notes to consolidated financ#tsients.

(dollars in millions, except per share data)

Revenue $
Cost of Revenue

General and Administrative Expenses

Operating Earnings

Other (Expense) Income:
Equity losses, net
Investment income, net
Interest expense, net

Gain on subsidiary's stock transactions, net

Other, net

Equity Loss in MFS

Earnings Before Income Taxes, Minority Interest

and Discontinued Operations
Income Tax Benefit (Provision)

Minority Interest in Net Loss (Income)
of Subsidiaries

Income from Continuing Operations

Discontinued Operations:
Construction, net of income tax
(expense) of ($107), ($72) and ($60)

Energy, net of income tax benefit (expense)

of $1, ($9) and ($8)

Income from Discontinued Operations
Net Earnings $
Earnings Per Share:

Continuing Operations:
Class D Stock

Basic $
Diluted $
Net Income:
Class C Stock
Basic $1
Diluted $1
Class D Stock
Basic $
Diluted $

1997 1996 1995
332 $ 652 $580
(175) (384) (345)
157 268 235
(114) (181) (190)
43 87 45
43 © O
45 56 45
(15) (33) (23)
- - 3

1 6 125
(12) 20 145

- - (131)

31 107 59
48 (3 79

4 - 12

83 104 126
155 108 104
10 9 14
165 117 118
248 $ 221 $244
66 $ .90 $1.17
66 $ .90 $1.17
599 $10.13 $7.78
535 $09.76 $7.62
74 $ .97 $1.29
74 $ .97 $1.29

PETER KIEWIT SONS', INC AND SUBSIDIARIES



Consolidated Balance Sheets
December 27, 1997 and December 28, 1996

(dollars in millions) 1997 1996
Assets

Current Assets:

Cash and cash equivalents $ 87 $ 147
Marketable securities 678 372
Restricted securities 22 17
Receivables, less allowance of $-, and $3 42 76
Investment in discontinued operations - energy 643 608
Other 22 26
Total Current Assets 1,494 1,246
Property, Plant and Equipment, at cost:
Land 15 18
Buildings and leasehold improvements 122 159
Equipment 275 810
412 987

Less accumulated depreciation and amortization (228) (345)
Net Property, Plant and Equipment 184 642
Investments 383 189
Investments in Discontinued Operations-Construction 652 562
Intangible Assets, net 21 353
Other Assets 45 74

$ 2,779 $3,066

See Note 17 for 1997 pro forma balance sheet irdtam. See accompanying notes to consolidated dinhstatements.

PETER KIEWIT SONS', INC. AND SUBSIDAIRIES
Consolidated Balance Sheets

December 27, 1997 and December 28, 1996

(continued)

(dollars in millions) 1997 1996
Liabilities and Stockholders' Equity
Current Liabilities:

Accounts payable $ 31 $ 79
Current portion of long-term debt:

Telecommunications - 55
Other 3 2
Accrued reclamation and other mining costs 19 19
Deferred income taxes 15 5
Other 21 87
Total Current Liabilities 89 247

Long-Term Debt, less current portion:

Telecommunications - 207
Other 137 113
Deferred Income Taxes 83 148
Accrued Reclamation Costs 100 98
Other Liabilities 139 216
Minority Interest 1 218

Stockholders' Equity:
Preferred stock, no par value, authorized



250,000 shares:

no shares outstanding in 1997 and 1996
Common stock, $.0625 par value, $2.1

billion aggregate redemption value:

Class B, authorized 8,000,000 shares:

- outstanding in 1997 and 263,468
outstanding in 1996

Class C, authorized 125,000,000 shares:
10,132,343 outstanding in 1997 and 10,743,173

outstanding in 1996

Class D, authorized 500,000,000 shares:

135,517,140 outstanding in 1997 and 115,901,215

outstanding in 1996

Class R, authorized 8,500,000 shares:

- outstanding in 1997 and 1996
Additional paid-in capital
Foreign currency adjustment
Net unrealized holding gain
Retained earnings

Total Stockholders' Equity

See Note 17 for 1997 pro forma balance sheet irdtam. See accompanying notes to consolidated dinhstatements.

PETER KIEWIT SONS', INC. AND SUBSIDAIRIES

Consolidated Statements of Cash Flows

For the three years ended December 27, 1997

(dollars in millions)

Cash flows from continuing operations:
Income from continuing operations
Adjustments to reconcile income from
continuing operations to net

1997

$ 8

cash provided by continuing operations:

Depreciation, depletion and amortization

Gain on sale of property, plant and
equipment, and other investments

(

Gain on subsidiary's stock transactions, net

Compensation expense attributable
to stock options

2
Equity losses, net 4

Minority interest in subsidiaries
Retirement benefits paid

Federal income tax refunds
Deferred income taxes

Change in working capital items:
Receivables (
Other current assets

Payables (
Other liabilities (
Other

(

(
14

(10

Net cash provided by continuing operations

Cash flows from investing activities:
Proceeds from sales and maturities of
marketable securities
Purchases of marketable securities
Increase in restricted securities
Investments and acquisitions, net of
cash acquired (4
Proceeds from sale of property, plant

16

and equipment, and other investments

Capital expenditures
Other

Net cash used in investing activities

See accompanying notes to consolidated financ#tsients.

2

(45

$(35

2

18

1996
3$ 104
4 132
9 ()
1 -
3 10
4 -
7)  (6)
6 -
3) (68)
9 @
1) 6
3) 9
5 13
6 -
2 196
7 378
2) (311)
2)
2) (59)
17
6) (117)
3 (8
1)'$ (112)

1995

$ 126

383
(440)
)

(136)

14
(118)
(2)

$ (301)

PETER KIEWIT SONS', INC. AND SUBSIDIARIES



Consolidated Statements of Cash Flows

For the three years ended December 27, 1997

(continued)

(dollars in millions) 1997 1996 1995
Cash flows from financing activities:

Long-term debt borrowings $1 7 $ 38 $ 49

Payments on long-term debt, including

current portion ( 2) (60) (49

Issuances of common stock 13 8 - 2

Issuances of subsidiaries' stock - 1 -

Repurchases of common stock - (11) 3)

Dividends paid (1 2) (12) -

Exchange of Class C Stock for Class

D Stock, net 7 2 20 155

Net cash provided by (used in)

financing activities 21 3 (23) 154
Cash flows from discontinued operations:

Discontinued energy operations 3 5 8

Investments in discontinued energy operations  ( 31) (282) (101)
Proceeds from sales of discontinued

packaging operations - - 29
Net cash used in discontinued operations ( 28) (277) (64)
Cash and cash equivalents of C-TEC in 1997

and MFS in 1995 at beginning of year ( 76) - (22)
Effect of exchange rates on cash - - 2
Net change in cash and cash equivalents ( 60) (216) 42
Cash and cash equivalents at beginning of year 1 47 363 321
Cash and cash equivalents at end of year $ 87 $ 147 $ 363
Supplemental disclosure of cash

flow information:

Taxes paid $ 62 $ 55 $ 132

Interest paid 13 38 33
Noncash investing and financing activities:

Conversion of CalEnergy convertible

debentures to common stock $ - $ 66 $ -
Dividend of investment in MFS - - 399
Issuance of C-TEC redeemable preferred stock

for acquisition - - 39

See accompanying notes to consolidated financ#tsients.

PETER KIEWIT SONS', INC. AND SUBSIDIARIES

Consolidated Statements of Changes in StockholHqtsty For the three years ended December 27, 1997

Net

Class Class Unrealized

B&C D Additional Foreig n Holding
(dollars in Common Common Paid-in Currenc y Gain Retained
millions) Stock Stock Capital Adjustm ent (Loss) Earnings Total
Balance at
December 31,1994 $ 1 $1 $ 182 $ (7) $ (8) $1,567 $1,736
Issuances of stock - - 29 - - - 29
Repurchases of stock - - (1) - - 5) (6)

Foreign currency
adjustment - - - 1



Net unrealized
holding gain - - - - 25 - 25

Net earnings - - - - 244 244

Dividends:(a)
Class C ($1.05

per common share) - - - - - (12) (12)
Class D ($.10 per
common share) - - - - - (11) (11)
MFS Dividend - - - - - (399) (399)
Balance at
December 30,1995$% 1 1 210 (6) 17 1,384 1,607
Issuances of stock - - 27 - - - 27
Repurchases of stock - - 2) - - (14) (16)
Foreign currency
adjustment - - - 1) - - @
Net unrealized
holding gain - - - - 6 - 6
Net earnings - - - - - 221 221

Dividends: (b)
Class C ($1.30

per common share) - - - - - (13) (13)
Class D ($.10 per

common share) - - - - - (12) (12)
Balance at

December28,1996$% 1 $ 1 $235 $ (7 ) $ 23 $1,566 $1,819

See accompanying notes to consolidated financsstents
PETER KIEWIT SONS', INC. AND SUBSIDIARIES

Consolidated Statements of Changes in StockholBqtsty For the three years ended December 27,1997

(continued)

Net

Class Class Unrealized

B&C D Additional Foreig n Holding
(dollars in Common Common Paid-in  Curren cy Gain Retained
millions) Stock Stock Capital Adjust ment (Loss) Earnings Total
Balance at
December28,1996%$ 1 $ 1 $ 235 $ ( 7) $ 23 $1,566 $1,819
Issuances of stock - - 172 - - - 172
Repurchases of stock - - - - - @ @
Option Activity - - 27 - - - 27
Class D Stock Split - 7 (@) - - - -
Foreign currency
adjustment - - - - - - -
Net unrealized
holding loss - - - -2y - (21
Net earnings - - - - - 248 248

Dividends: (c)
Class C ($1.50 per
common share) - - - - - (13) (13



Balance at
December 27,1997$ 1 $ 8 $427 $ ( 7) % 2 $1,799 $2,230

(@) Includes $.60 and $.10 per share for dividemd€lass C and Class D Stock, respectively, detliaré995 but paid in January 1996.
(b) Includes $.70 and $.10 per share for divideami€lass C and Class D Stock, respectively, detliaré996 but paid in January 1997.
(c) Includes $.80 per share for dividends on C@steclared in 1997 but paid in January 1998.
See accompanying notes to consolidated financsgisients.

PETER KIEWIT SONS', INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements
(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include to®ants of Peter Kiewit Sons', Inc. and subsidgiriewhich it has control ("PKS" or "the
Company"), which are engaged in enterprises prlgneglated to construction, coal mining, energy gy@tion, information services, and
telecommunications. Fifty-percent-owned mining joiantures are consolidated on a pro rata basiestments in other companies in which
the Company exercises significant influence ovarang and financial policies, including constiaotjoint ventures and energy projects,
accounted for by the equity method. The Compangwamas for its share of the operations of the coresion joint ventures on a pro rata basis
in the consolidated statements of earnings. Ahificant intercompany accounts and transaction® feen eliminated.

In 1997, the Company agreed to sell its energytasseCalEnergy Company, Inc. ("CalEnergy") angpgom-off the construction business.
Therefore, the assets and liabilities, and residltperations, of both businesses have been ddsi§ discontinued operations on the
consolidated balance sheet, statements of earaimysash flows. (See notes 2 and 3)

On September 5, 1997, C-TEC Corporation ("C-TE@Haunced that its board of directors had approkecptanned restructuring of C-TEC
into three publicly traded companies. The transactias effective September 30, 1997. As a resuhiefestructuring plan, the Company
owns less than 50% of the outstanding shares atmbvaghts of each entity, and therefore has antedifor each entity using the equity
method as of the beginning of 1997. In accordaritte @enerally Accepted Accounting Principles, C-T&{nancial position, results of
operations and cash flows are consolidated in 896 hnd 1995 financial statements.

The results of operations of MFS Communications @amy, Inc. ("MFS"), (which later merged into Worlai@ Inc.) prior to its spin-off on
September 30, 1995, have been classified as a&dinglitem on the statements of earnings

The Company invests in the portfolios of the KieMiitual Fund, ("KMF"), a registered investment canp. KMF is not consolidated in the
Company's financial statements.

Description of Business Groups

Holders of Class C Stock ("Construction & Miningd@p") and Class D Stock ("Diversified Group") ateckholders of PKS. The
Construction & Mining Group ("KCG") contains the @pany's traditional construction and materials afiens performed by Kiewit
Construction Group Inc. The Diversified Group thgbu_evel 3 Communications, Inc. (formerly Kiewitu@rsified Group Inc.) ("Level 3")
contains coal mining properties owned by Kiewit @aperties Inc., energy investments, includirtféo interest in CalEnergy and a 30%
interest in CE Electric UK plc ("CE Electric"), imgstments in international energy projects, infoiamaservices businesses,
telecommunications companies owned by C-TEC, akasadther assets. Corporate assets and liabilitiésh are not separately identified
with the ongoing operations of the Construction &g Group or the Diversified Group are allocatepially between the groups.

Construction Contracts

KCG operates generally within the United States @adada as a general contractor and engages ausdyipes of construction projects for
both public and private owners. Credit risk is mmial with public (government) owners since KCG atges that funds have been
appropriated by the governmental project ownerrgda@commencing work on public projects. Most palwontracts are subject to termination
at the election of the government. In the evenieohination, KCG is entitled to receive the contrarice on completed work and
reimbursement of termination related costs. Crgsktwith private owners is minimized because atibry mechanics liens, which give
KCG high priority in the event of lien foreclosuretlowing financial difficulties of private owner



The construction industry is highly competitive dadks firms with dominant market power. A subsimiortion of KCG's business involves
construction contracts obtained through competitiideling. The volume and profitability of KCG's @truction work depends to a signific:
extent upon the general state of the economiesiohait operates and the volume of work availabledntractors. KCG's construction
operations could be adversely affected by labgsiges or shortages, adverse weather conditioogagks of supplies, or other
governmental action.

KCG recognizes revenue on long-term constructiontrects and joint ventures on the percentage-ofptetion method based upon
engineering estimates of the work performed orviddial contracts. Provisions for losses are recgmhbn uncompleted contracts when they
become known. Claims for additional revenue areggized in the period when allowed. It is at leastsonably possible that engineering
estimates of the work performed on individual caats will be revised in the near term.

Coal Sales Contracts

Level 3's coal is sold primarily under long-terrmtracts with electric utilities, which burn coaldnder to generate steam to produce
electricity. A substantial portion of Level 3's tsales were made under long-term contracts duré8y, 1996 and 1995. The remainder of
Level 3's sales are made on the spot market whixespare 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 LeveltZlbo 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. Additionaltyany competitors have lower stripping ratios thawel 3, often resulting in lower
comparative costs of production.

Level 3 is also required to comply with variousdedl, state and local laws concerning protectiothefenvironment. Level 3 believes its
compliance with environmental protection and laestaration laws will not affect its competitive i@ 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 for the
sale of coal. Prior to 1993, one of the primaryteoeers deferred receipt of certain commitmentsdogipasing undivided fractional interests
in coal reserves of Level 3 and the mining ventudasler the agreements, revenue was recognized gdstnwas received. The agreements
with this customer were renegotiated in 1992. kcoadance with the renegotiated agreements, theme neesales of interests in coal reserves
subsequent to January 1, 1993. Level 3 has thgatlin to deliver the coal reserves to the custam#re future if the customer exercises its
option. If the option is exercised, Level 3 prefeintends to deliver coal from unaffiliated minés.the opinion of the management, Level 3
has sufficient coal reserves to cover the abowessammitments.

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 pursue available legal remedies.

Information Services Revenue

Information services revenue is primarily deriveahfi the computer outsourcing business and thersgsitgegration 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 reaagnéxenue in the month the service is provided. shistems integration business helps
customers define, develop and implement cost- &ffeinformation systems. Revenue from these sesvis billed on a time and materials
basis or percentage of completion basis dependirthemextent of the services provided.

Telecommunications Revenue

In 1996 and 1995 C-TEC's most significant operagjraups are its local telephone service and cafsiiem operations. C-TEC's telephone
network access revenues are derived from net acbesges, toll rates and settlement arrangementsafific that originates or terminates
within C-TEC's local telephone company. Revenueshftelephone services and basic and premium cabdggmming services are recorded
in the month the service is provided.

The telecommunications industry is subject to lpstte and federal regulation. Consequently, Itfiéyaof the telephone and cable groups to
generate increased volume and profits is largebeddent upon regulatory approval to expand custd@ases and increase prices.

Competition for the cable group's services traddity has come from broadcast television, videdaisrand direct broadcast satellite received
on home dishes. Future competition is expected tedephone companies.

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 st



As noted previously, the investment in C-TEC hasnb@&ccounted for using the equity method in 1997.
Depreciation and Amortization.

Property, plant and equipment are recorded at Bagireciation and amortization for the majorityttoeé Company's property, plant and
equipment are computed on accelerated and striightaethods. Depletion of mineral properties is

provided primarily on an units-of-extraction basis determined
in relation to estimated reserves.

Intangible Assets

Intangible assets primarily include amounts al located upon
purchase of existing operations, franchises and subscriber
lists. These assets are amortized on a straight-| ine basis
over the expected period of benefit, which does 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 direated future operating cash
flows anticipated to be generated during the remgilife of the asset to the net carrying valu¢haf asset.

Reserves for Reclamation

Level 3 follows the policy of providing an accrdal reclamation of mined properties, based on giemated cost of restoration of such
properties, in compliance with laws governing striming. It is at least reasonably possible thatdktimated cost of restoration will be
revised in the near-term.

Foreign Currencies

Generally, local currencies of foreign subsidiades the functional currencies for financial repaytpurposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue and expenses are translated usiragavexchange rates prevailing during the
year. Gains or losses resulting from currency tedios are recorded as adjustments to stockholdqsty.

Subsidiary and Investee Stock Activity
The Company recognizes gains and losses from tegissuance and repurchase of stock by its sudv&di
Earnings Per Share

In 1997, the Company adopted Statement of Finaddebunting Standards ("SFAS") No. 128, "Earnings Bhare". The Statement
establishes standards for computing and preseefingngs per share and requires the restatemenipofper share data presented. Basic
earnings per share have been computed using tlyhtediaverage number of shares during each pé@itded earnings per share is
computed by including stock options and convertd#bentures considered to be dilutive common stockvalents.

Potentially dilutive stock options are calculatediccordance with the treasury stock method whéslimes that proceeds from the exercis

all options are used to repurchase common stottleaverage market value. The number of sharesmergaafter the proceeds are exhausted
represent the potentially dilutive effect of thaiops. The potentially dilutive convertible debemtsiare calculated in accordance with the "if
converted" method. This method assumes that tee-@lx interest expense associated with the del@mnisian addition to income and the
debentures are converted into equity with the tegutommon shares being aggregated with the weibaverage shares outstanding.

The following details the earnings per share calbohs for Class D Stock and Class C Stock:

Class D Stock 1997 1996 1995

Income from continuing operations
available to common shareholders
(in millions) $ 83 $ 104$ 126

Add: Interest expense, net of tax
effect associated with convertible
debentures - - -*



Income from continuing operations

for fully diluted shares 83 104 126
Income from discontinued operations 10 9 14
Net Income $ 93 $ 113$ 140

Total number of weighted average shares
outstanding used to compute basic
earnings per share (in thousands) 124,647 116,006 108,594

Additional dilutive stock options 539 311 -

Additional dilutive shares assuming
conversion of convertible debentures - - 257

Total number of shares used to

compute diluted earnings per share 125,186 116,317 108,851
Continuing Operations:
Basic earnings per share $ .66 $ 90 $ 1.17
Diluted earnings per share $ .66 $ 90 $ 1.17

Discontinued Operations:

Basic earnings per share $ .08 $ .07 % .12

Diluted earnings per share $ .08 $ .07 % .12
Net Income:

Basic earnings per share $ .74 $ 97 $ 1.29
Diluted earnings per share $ 74 $ 97 $1.29

*Interest expense attributable to convertible déles was less than $1 million in 1995.

Class C Stock 1997 1996 1995
Net income available to common

shareholders (in millions) $ 155 $ 108 $ 104
Add: Interest expense, net of tax effect

associated with convertible debentures 1 -* -*
Net income for diluted shares $ 156 $ 108 $ 104

Total number of weighted average
shares outstanding used to compute
basic earnings per share (in thousands) 9,728 10,656 13,384

Additional dilutive shares assuming
conversion of convertible debentures 441 437 312

Total number of shares used to

compute diluted earnings per share 10,169 11,093 13,696
Net Income

Basic earnings per share $ 15.99 $ 10.13 $ 7.78
Diluted earnings per share $ 15.35 $ 976 $ 7.62
*Interest expense attributable to convertible debe ntures was

less than $1 million in 1996 and 1995.

Stock Dividend

Effective December 26, 1997, the PKS Board of Directors
approved a dividend of four shares of Class D Sto ck for every
one share of Class D Stock held. All share info rmation and
per share data have been restated to reflect this dividend.

Income Taxes

Deferred income taxes are provided for the temporary
differences between the financial reporting bas is and tax



basis of the Company's assets and liabilities us ing enacted
tax rates in effect for the year in which the dif ferences are
expected to reverse.

Use of Estimates

The preparation of financial statements in ¢ onformity with
generally accepted accounting principles require S management
to make estimates and assumptions that affect t he reported

amounts of assets and liabilities and disclosureootingent assets and liabilities at the datdeffinancial statements and the reported
amounts of revenues and expenses during the negqréiriod. Actual results could differ from thostimates.

Recently Issued Accounting Pronouncements

In June 1997, the Financial Accounting Standardsr@¢'FASB") issued SFAS No. 130, "Reporting Conmgresive Income”, which requires
that changes in comprehensive income be showfiiraacial statement that is displayed with the sameninence as other financial
statements.

Also in 1997, the FASB issued SFAS No. 131, "Disales about Segments of an Enterprise and Relaf@unlation”, which changes the w
public companies report information about segme3EAS No. 131, which is based on the managemembagpip to segment reporting
includes requirements to report selected segmémiration quarterly, and entity wide disclosuresuattproducts and services, major
customers, and geographic data.

These statements are effective for financial statemfor periods beginning after December 15, 185hagement does not expect adoption
of these statements to materially affect the Comgdinancial statements.

Reclassifications

Where appropriate, items within the consolidatedificial statements and notes thereto have beassdetd from previous years to conform
to current year presentation.

Fiscal Year
The Company's fiscal year ends on the last SaturdBgcember. There were 52 weeks in fiscal ye@8¥11996 and 1995.
(2) Reorganization

In October 1996, the PKS Board of Directors dirdd®S management to pursue a listing of Class Dk3ie a way to address certain issues
created by PKS' two-class capital stock structackthe need to attract and retain the best managdorePKS' businesses. During the course
of its examination of the consequences of a listih§lass D Stock, management concluded thatiadistf Class D Stock would not
adequately address these issues, and instead toegfaidly a separation of the Construction and Mjr@moup and the Diversified Group. At
the regular meeting of the Board on July 23, 1988nagement submitted to the Board for consideratiproposal for separation of the
Construction and Mining Group and Diversified Grabpugh a spin-off of the Construction and Min@gpup ("the Transaction"). At a
special meeting on August 14, 1997, the Board ajgardhe Transaction.

The separation of the Construction and Mining Grang the Diversified Group was contingent upon mlmer of conditions, including the
favorable ratification by a majority of both Classand Class D shareholders and the receipt by ¢hep@ny of an Internal Revenue Service
ruling or other assurance acceptable to the Bdetlthe separation would be tax-free to U.S. sluddeins. On December 8, 1997, PKS' Class
C and Class D shareholders approved the transaamidion March 5, 1998 PKS received a favorablagutiom the Internal Revenue Serv
The Transaction is anticipated to be effective aardt 31, 1998. As a result of these events the @agnpas reflected the financial position
and results of operations of the Kiewit Construtt#md Mining Group as discontinued operations enctinsolidated balance sheets and
consolidated statements of earnings for all perfpdsented. The activities of the Construction Blimting Group have been removed from
statements of cash flows. The financial statemehik§ewit Construction and Mining Group can be fdun Exhibit 99.A of this document.

The following is summarized financial informatiofithe Kiewit Construction and Mining Group:

Operations (dollars in millions) 19 97 1996 1995
Revenue $ 2 ,764 $ 2,303 $ 2,330
Net income 155 108 104

Financial Position (dollars in millions) 1997 1996



Current assets $ 1057 $ 764

Other assets 284 274
Total assets $ 1,341 $1,038
Current liabilities 579 397
Other liabilities 99 79
Minority interest 11 -
Total liabilities 689 476
Net assets $ 652 $ 562

Immediately prior to the spin-off of the Kiewit Cstnuction and Mining Group, the Company will recizgna gain equal to the difference
between the carrying value of the Construction liming Group and its fair value. The Company whieh reflect the fair value of Kiewit
Construction and Mining Group as a dividend to shalders.

Level 3 has recently decided to substantially iaseeits emphasis on and resources to its informagovices business. Pursuant to the plan,
Level 3 intends to expand substantially its curiefdrmation services business, through the exjpanst its existing business and the
creation, through a combination of constructioaslag and purchase of facilities and other aseéts substantial facilities-based internet
communications network (the "Expansion Plan").

Using the network Level 3 intends to provide (aqage of internet access services at varying cgplasiels and, as technology development
allows, at specified levels of quality of servigedasecurity and (b) a number of business orienbeaneunications services which may include
fax service, which are transmitted in part ovevate or limited access Transmission Control Prdtodernet Protocol ("TCP/IP") networks
and are offered at lower prices than public teleyghoetwork-based fax service, and voice messagagtnd forwarding over the same
TCP/IP-based networks.

(3) Discontinued Energy Operations:

In connection with the Expansion Plan, Level 3 e&xpéo devote substantially more management tirdecapital resources to its information
services business with a view to making the infdromeservices business, over time, the principaifess of Level 3. In that respect, the
management is conducting a comprehensive reviaheoéxisting Level 3 businesses to determine h@setbusinesses will complement
Level 3's focus on information services. If it mcitled that an existing business is not compatifitte the information services business and if
a suitable buyer can be found, Level 3 may dispbsleat business.

On September 10, 1997, Level 3 and CalEnergy aehiate an agreement whereby CalEnergy contract@titchase Level 3's energy
investments for $1,155 million, subject to adjustise These energy investments include approxim&@I3 million shares of CalEnergy
common stock (assuming the exercise of 1 milliotioms held by Level 3), Level 3's 30% ownershigiast in CE Electric and Level 3's
investments, made jointly with CalEnergy, in in&ional power projects in Indonesia and the Phifipp. The transaction was subject to the
satisfactory completion of certain provisions of Higreement and closed on January 2, 1998. Thests asmprised the energy segment of
Level 3. Therefore, the Company has reflected thesets, the earnings and losses attributablese hissets, and the related cash flow items
as discontinued operations on the balance shéatsiments of earnings and cash flows for all perjprétsented.

In order to fund the purchase of these assets,n@adfy sold, in October 1997, approximately 19.Jiamlshares of its common stock at a
price of $37.875 per share. This sale reduced L&sadwnership in CalEnergy to approximately 24%ibcreased its proportionate share of
CalEnergy's equity. It is the Company's policygoagnize gains or losses on the sale of stockshipvestees. Level 3 recognized an aftax-
gain of approximately $44 million from transactiansCalEnergy stock in the fourth quarter of 1997.

The Agreement with CalEnergy included a provisidreveby CalEnergy and Level 3 shared equally anggads from the offering above or
below a specified amount. The offering was condiiattea price above that provided in the agreemmahttzerefore, Level 3 received
additional proceeds of $16 million at the time ffsing.

Level 3 expects to recognize an after-tax gainhendisposition of its energy assets in 1998 of axprately $324 million. The after-tax
proceeds from the transaction of approximately $®@lfon will be used to fund the expansion plartfeé information services business.

The following is summarized financial informaticor fdiscontinued energy operations:

Income from Discontinued Operations 199 7 1996 1995
Operations
Equity in:

CalEnergy earnings, net $ 16 $ 20 $ 10
CE Electric earnings, net 17 2) -



International energy projects earnings, net 5 (5) 6
5

Investment income from CalEnergy - 6
Income tax expense 9) 9) (8)
Income from operations $ 29 $ 9 $ 14

CalEnergy Stock Transactions

Gain on investee stock activity $ 6 8 $ - % -
Income tax expense (2 4) - -
$4 4 $ - $ -

Extraordinary Loss - Windfall Tax

Level 3's share from CalEnergy $(3 9 $ - % -
Level 3's share from CE Electric 5 8) - -
Income tax benefit 3 4 - -
Extraordinary loss $(6 3) $ - % -
Investments in Discontinued Operations 1 997 1996
Investment in CalEnergy $ 337 $ 292
Investment in CE Electric 135 176
Investment in international energy projects 186 149
Restricted securities 2 8
Deferred income tax liability a7 17
Total $ 643 $ 608

At December 27, 1997, Level 3 owned 19.2 millioargls or 24% of CalEnergy's outstanding common saackhad a cumulative investment
in CalEnergy common stock of $337 million. CalEnecgmmon stock is traded on the New York Stock Exge. On December 27, 1997,
the market value of Level 3's investment in Calggerzommon stock was $548 million.

The following is summarized financial informatioh@alEnergy Company, Inc.:

Operations (dollars in millions) 1997 1996 1995
Revenue $ 2271 $ 576 $ 399
Income before extraordinary item 52 92 62
Extraordinary item - Windfall tax (136) - -
Level 3's share:
Income before extraordinary item 18 22 13
Goodwill amortization 2) 2) 3)
Equity in income of CalEnergy before
extraordinary item $ 16 $ 20 $ 10
Extraordinary item - Windfall tax $ B9 $ - $ -
Financial Position (dollars in millions) 1997 1996
Current assets $ 2,063 $ 945
Other assets 5,435 4,768
Total assets 7,488 5,713
Current liabilities 1,440 1,232
Other liabilities 4,494 3,301
Minority interest 134 299
Total liabilities 6,068 4,832
Net assets $ 1420 $ 881

Level 3's share:
Equity in net assets $ 337 $ 267
Goodwill - 25



Investment in CalEnergy $ 337 $ 292

In December 1996, CE Electric, which is 70% owngdChlEnergy and 30% owned by Level 3, acquired nitgjownership of the
outstanding ordinary share capital of Northern Eiecplc. pursuant to a tender offer (the "Ten@éier") commenced in the United Kingdom
by CE Electric in November 1996. As of March 19@F, Electric effectively owned 100% of Northern'slioary shares.

As of December 27, 1997, CalEnergy and Level 3dwadributed to CE Electric approximately $410 roitliand $176 million, respectively,
of the approximately $1.3 billion required to acguéll of Northern's ordinary and preference share®nnection with the Tender Offer. The
remaining funds necessary to consummate the TeDidier were provided by a term loan and a revolviexgjlity agreement obtained by CE
Electric. Level 3 has not guaranteed, and is notretise subject to recourse for, amounts borrowetbuthese facilities.

On July 2, 1997, the Labour Party in the Unitedd@iom announced the details of its proposed "Wihdi@k" to be levied against privatized
British utilities. This one-time tax is 23% of thdference between the value of Northern Elecpic, at the time of privatization and the
utility's current value based on profits over aigetof up to four years. CE Electric recorded atraotdinary charge of approximately $194
million when the tax was enacted in July 1997. idtal after-tax impact to Level 3 directly throutgh investment in CE Electric and
indirectly through its interest in CalEnergy, wa&33$nillion.

The following is summarized financial informatioh@E Electric as of December 31, 1997 and Decer@bel 996:

Operations (dollars in millions) 1997 1996

Revenue $ 1564 $ 37

Income before extraordinary item 58 -
Extraordinary item - Windfall tax (194) -
Level 3's share:

Income before extraordinary item $ 17 $
Management fee paid to CalEnergy - 2)

17 )

Extraordinary item - Windfall tax $ (58) $ -
Financial Position (dollars in millions) 1997 1996
Current assets $ 419 $ 583
Other assets 2,519 1,772
Total assets 2,938 2,355
Current liabilities 1,166 785
Other liabilities 1,265 718
Preferred stock 56 153
Minority interest - 112
Total liabilities 2,487 1,768
Net assets $ 451 $ 587

Level 3's Share:
Equity in net assets $ 135 $ 176

CE Electric's 1995 and 1996 operating results gadhe acquisition were not significant relatieeLievel 3's results after giving effect to
certain pro forma adjustments related to the adépris, primarily increased amortization and instrexpense.

In 1993, Level 3 and CalEnergy formed a venturéeieelop power projects outside of the United Ste&dewe 1993, construction has begun
on the Mahanagdong, Casechan and Dieng power psojdte Mahanagdong project is a 165 MW geothepoaler facility located on the
Philippine island of Leyte. The Casecnan projeet t®mbined irrigation and 150 MW hydroelectric goweneration facility located on the
island of Luzon in the Philippines. Dieng Unit lass5 MW geothermal facility on the Indonesiannslaf Java. An additional five units are
expected to be constructed on a modular basieddigng site, as geothermal resources are develtpddne 1997, Level 3 and CalEnergy
closed a $400 million revolving credit facility fimance the development and construction of theaiemg Indonesian projects. The credit
facility is collateralized by the Indonesian assetd is nonrecourse to Level 3.

Generally, costs associated with the developmaran€ing and construction of the international gggarojects have been capitalized by each
of the projects and will be amortized over the éfeeach project



The following is summarized financial informaticor the international energy projects:

Financial Position

(dollars in millions) Mahanagdong Casecnan Di eng Other Total
1997

Current assets $ 42 $334 % 87 $ 67 $ 530
Other assets 252 148 240 171 811
Total assets 294_ ----- -4-182 327 ----- 2 38_“1341
Current liabilities 11 12 88 61 172

Other liabilities 186 372 123 56 737

Total liabilities
(with recourse only
to the projects) 197 384 211 117 909

Net assets $ 97 $ 98 $ 116 $ 121 $432

Level 3's share:

Equity in net assets $ 48 $ 49 $ 46 $ 43 $186
1996

Current assets $ 1 $ 441 $ 15 $ 10 $467
Other assets 239 51 118 36 444
Total assets 240- ----- 292 133 _____ 46 911
Current liabilities 15 9 24 11 59

Other liabilities 153 372 35 - 560

Total liabilities
(with recourse only
to the projects) 168 381 59 11 619

Net assets $ 72 $ 111 $ 74 $ 35 $292

Level 3's share:
Equity in net assets $ 36 $ 55 % 36 $ 17 $144
Loan to Project - -

In late 1995, the Casecnan joint venture closeghfimg for the construction of the project with berissued by the project company. The
difference between the interest expense on theatebthe interest earned on the unused funds forjpeyment of construction costs resulted
in a loss to the venture of $12 million in 1997 a996. Level 3's share of these losses were $&mith each year. The Mahanagdong fac
commenced operation in July, 1997. Level 3's priopoate share of the earnings attributable to Magdong was $7 million 1997. No
income or losses were incurred by the internatipnajlects in 1995. In addition to the equity eagsimnd losses, Level 3 has project
development and insurance expenses, and receiveggeaent fee income related to the internatior@épts in all years.

In late 1995, a Level 3 and CalEnergy venture, @geCnan Water and Energy Company, Inc. ("CE Car&colased financing and
commenced construction of a $495 million irrigatenmd hydroelectric power project located on thdifsine island of Luzon. Level 3 and
CalEnergy each made $62 million of equity contridnus to the project.

The CE Casecnan project was being constructedanteand several basis by Hanbo Corporation anahid&Engineering & Construction C
Ltd. On May 7, 1997, CE Casecnan announced thaiditterminated the Hanbo Contract. In connectidh thie contract termination, CE
Casecnan made a $79 million draw request undeettes of credit issued by Korea First Bank ("KFBJ)pay for certain transition costs and
other damages under the Hanbo Contract. KFB faddwnor the draw request; the matter is beingdtgd. If KFB would not be required to
honor its obligations under the letter of creditgts action may have a material adverse effect erCth Casecnan project. Level 3 does not
expect the outcome of the litigation to affecffitencial position due to the transaction with GaEgy.

(4) MFS Spin-off

In September 1995, the PKS Board of Directors amm@ plan to make a tax-free distribution of itire ownership interest in MFS to the
Class D stockholders (the "Spin-off") effective ®aptember 30, 1995. Shares were distributed obasis of approximately .348 shares of
MFS Common Stock and approximately .130 sharesk® Mreferred Stock for each share of outstandiagdD Stock



The net investment in MFS distributed on Septen3i0er1 995 was approximately $399 million.

Operating results of MFS through September 30, E88Summarized as follows:

(dollars in millions) 1995

Revenue $ 412
Loss from operations (176)
Net loss (196)
Level 3's share of loss in MFS (131)

Included in the income tax benefit on the statenoéetarnings for the year ended December 30, 1iI8¥83 million of tax benefits from the
reversal of certain deferred tax liabilities reciaga on gains from previous MFS stock transacttbas were not taxed due to the Spin-off.

(5) Gain on Subsidiary's Stock Transactions, net

Stock issuances by MFS for acquisitions and empayeck options, reduced Level 3's ownership in MF& to the Spin- off in 1995 to
66% from 67% in 1994. As a result, Level 3 recogdia gain of $3 million in 1995 representing theréase in Level 3's proportionate share
of MFS' equity. Deferred income taxes had beerbéisteed on this gain prior to the Spin-off.

(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 inwkstehe Kiewit Mutual Fund-Money Market Portfolamd highly liquid instruments
purchased with an original maturity of three mondh¢ess. The securities are stated at cost, wdpginoximates fair value.

Marketable Securities, Restricted Securities and-blarent Investments

Level 3 has classified all marketable securitiestricted securities and marketable non-currergstnaents not accounted for under the equity
method as available-for-sale. Restricted secuniiesarily include investments in various portfaiof the Kiewit Mutual Fund that are
restricted to fund certain reclamation liabilitiefsits coal mining ventures. Due to the anticipatedease in capital expenditures, Level 3 has
reclassified its investments in marketable equétyusities from non-current to current in 1997. Bineortized cost of the securities used in
computing unrealized and realized gains and losséstermined by specific identification. Fair vieduare estimated based on quoted market
prices for the securities on hand or for similareistments. Net unrealized holding gains and loasegeported as a separate component of
stockholders' equity, net of tax.

At December 27, 1997 and December 28, 1996 theta@adrcost, unrealized holding gains and lossed eatimated fair values of marketa
securities, restricted securities and marketabfequrent investments were as follows:

Unrealized Unrealized
Amortized Holding Holding Fair
(dollars in millions) Cost Gains Losses Value
1997:
Marketable Securities:
Kiewit Mutual Fund:
Short-term government  $ 234 $ - $ - $ 234
Intermediate term bond 195 3 - 198
Tax exempt 154 3 - 157
Equity 7 4 - 11
Collateralized mortgage
obligations - - 1
Equity securities 48 9 - 57
Other securities 20 - - 20
$ 658 $ 20 $ - $ 678
Restricted Securities:
Kiewit Mutual Fund:
Intermediate termbond $ 10 $ - $ - $ 10
Equity 12 - - 12
$ 22 $ - $ $ 22

1996:
Marketable Securities:



Kiewit Mutual Fund:

Short-term government $ 100 $ - $ - $ 100
Intermediate term bond 65 2 - 67
Tax exempt 126 2 - 128
Equity 5 2 - 7
Corporate debt securities
(held by C-TEC) 47 - - a7
Collateralized mortgage
obligations - 1 - 1
Other securities 20 2 - 22
$363 $ 9 $ - $ 372

Restricted Securities:
Kiewit Mutual Fund:
Intermediate termbond $ 8 $ - $ - $ 8
Equity 7 2 - 9

$ 15 $ 2 $ - $17

Non-current investments:
Equity securities $ 49 $ 26 $ - $75

Other securities consist of bonds issued by the&@es project and purchased by Level 3.

For debt securities, amortized costs do not vagiicantly from principal amounts. Realized gaarl losses on sales of marketable and
equity securities were $9 million and $- million1897, $3 million and $- million in 1996, and $1llinh and $2 million in 1995.

At December 27, 1997, the contractual maturitiethefdebt securities are as follows:

(dollars in millions) Amortized Cost Fair Value

Other securities:
10+ years $ 20 $ 20

Maturities for the mutual fund, equity securitieglacollateralized mortgage obligations have nonljgesented as they do not have a single
maturity date.

Long-term Debt

The fair value of debt was estimated using theeimantal borrowing rates of Level 3 for debt of $hene remaining maturities. The fair value
of the debt approximates the carrying amount.

(7) Investments

Investments consist of the following at Decemberi@®7 and December 28, 1996:

(dollars in millions) 1997 1996
Commonwealth Telephone EnterprisesInc. $ 75 $ -
RCN Corporation 214 -
Cable Michigan 46 -
Pavilion Towers 22 -
Equity securities (Note 6) - 75
C-TEC investments:
Megacable S.A. de C.V. - 74
Other - 12
Other 26 28
$ 383 $ 189

On September 5, 1997, C-TEC announced that itdbafadtirectors had approved the planned restruausf C-TEC into three publicly
traded companies effective September 30, 1997. tthdeerms of the restructuring C-TEC shareholdecsived stock in the following
companies:

- Commonwealth Telephone Enterprises, Inc., contgittie local telephone group and related engingdrirsiness



- Cable Michigan, Inc., containing the cable ted@w operations in Michigan; and

- RCN Corporation, Inc., which consists of RCN Telm Services; C-TEC's existing cable systems iBth&on-Washington D.C. corridor;
and the investment in Megacable S.A. de C.V., decaperator in Mexico. RCN Telecom Services is@vjater of packaged local and long
distance telephone, video, and internet accesgssrprovided over fiber optic networks to residirdustomers in Boston, New York City

and Washington D.C.

As a result of the restructuring, Level 3 owns linss 50% of the outstanding shares and votinggigheach entity, and therefore accounts
for each entity using the equity method as of tbgitming of 1997. C-TEC's financial position, réswf operations and cash flows are

consolidated in the 1996 and 1995 consolidated&iz statements.

The following is summarized financial informatiofithe three entities created as result of the C-Té&ructuring:

Operations (dollars in millions) 1

Commonwealth Telephone Enterprises

Revenue

$

Net income available to common stockholders

Level 3's share:
Net income
Goodwill amortization

Equity in net income

Cable Michigan

Revenue

Net loss available to common stockholders

Level 3's share:
Net loss
Goodwill amortization

Equity in net loss

RCN Corporation

Revenue

Net (loss) income available to

common stockholders

Level 3's share:
Net (loss) income
Goodwill amortization

Equity in net (loss) income $

Commonwealth
Telephone
Enterprises

Financial Position (in millions) 1997 1996 1

Current assets $71 $51%
Other assets 303 266
Total assets 374 317
Current liabilities 76 59
Other liabilities 260 189
Minority interest - -
Total liabilities 336 248
Net assets (liabilities) $38 $69%
Level 3's Share:
Equity in net assets $18 $33¢%
Goodwill 57 58

$75 $91%

997 1996 1995

197 $ 186 $ 174
20 20 31

10 10 15
o O 1

9% 9 $ 16

81 $ 76 $ 60
@ ® @O

@ @ 6
@ @4 @

®3$ ® %09

127 $ 105 $ 91
(52) (6) 2
(26) (3) 1
-3

(26) $ (6) $ 2

Cable RCN
Michigan Corporation
997 1996 1997 1996

23 $ 10 $ 698 $143
120 139 453 485

143 149 1,151 628
16 24 70 57

166 190 708 175
15 15 16 5

197 229 794 237

(54) $(80) $ 357 $391

(26) $(38) $ 173 $ 189
72 75 41 41



On December 27, 1997 the market value of Levah8asstments in Commonwealth Telephone, Cable Mahignd RCN was $215 million,
$76 million and $485 million, respectively.

In February 1997, Level 3 purchased the Pavilliow@&rs office buildings in Aurora, Colorado for $2@lion.

Investments in 1996 also include C-TEC's 40% owhipref Megacable S.A. de C.V., Mexico's seconddatgable operator, accounted for
using the equity method.

(8) Intangible Assets

Intangible assets consist of the following at Deben®27, 1997 and December 28, 1996:

(dollars in millions) 1997 1996
CPTC intangibles and other $ 23 $ 23
C-TEC:
Goodwill - 198
Franchise and subscriber lists - 229
Other - 34
23 484
Less accumulated amortization 2) (131)
$ 21 $ 353

(9) Long-Term Debt

At December 27, 1997 and December 28, 1996, lomg-tiebt was as follows:

(dollars in millions) 1997 1996
CPTC Long-term Debt (with recourse only to CPTC):
Bank Note
(7.7% due 2008) $ 65 $ 65
Institutional Note
(9.45% due 2017) 35 35
OCTA Debt
(9.0% due 2006) 8 6
Subordinated Debt
(9.5% No Maturity) 6 2
114 108
Other:
Pavilion Towers Debt (8.4% due 2007) 15 -
Capitalized Leases 6 1
Other 5 6
26 7

C-TEC Long-term Debt (with recourse only to C-TEC):
Credit Agreement - National Bank for Cooperatives

(7.51% due 2009) - 110
Senior Secured Notes
(19.65% due 1999) - 134
Term Credit Agreement - Morgan Guaranty
Trust Company (7% due 2002) - 18
- 262
140 377
Less current portion 3) (57)



CPTC:

In August 1996, CPTC converted its constructiomarficing note into a term note with a consortiumariks ("Bank Debt"). The interest rate
on the Bank Debt is based on LIBOR plus a varyatg with interest payable quarterly. Upon completiéthe SR91 toll road, CPTC entel
into an interest rate swap arrangement with theegzemties. The swap expires in January 2004 aed fixe interest rate on the Bank Debt

from 9.21% to 9.71% during the term of the swapeagrent.

The institutional note is with Connecticut Gendrid¢ Insurance Company, a subsidiary of CIGNA Caogtion. The note converted into a
term loan upon completion of the SR91 toll road.

Substantially all the assets of CPTC and the per'tequity interest in CPTC secure the term debt.

Orange County Transportation Authority holds $8lionil of subordinated debt which is due in varyimyaants over 10 years. Interest accrues
at 9% and is payable quarterly beginning in 2000.

In July 1996, CPTC borrowed from the partners $Hignito facilitate the completion of the projetit. 1997, CPTC borrowed an additional
million from the partners in order to comply withugty maintenance provisions of the contracts whth State of California and its lenders.
The debt is generally subordinated to all otheit d¢iCPTC. Interest on the subordinated debt comgs@annually at 9.5% and is payable
only as CPTC generates excess cash flows.

CPTC capitalized interest of $- million, $5 milli@md $7 million in 1997, 1996 and 1995.

Other:
In June 1997, a mortgage with Metropolitan Life veatablished. The Pavilion Towers building in Aa,0€O collateralizes this debt.
Scheduled maturities of long-term debt through 28@2as follows (in millions): 1998 - $3; 1999 -#®00 - $5; 2001 - $6 and $8 in 2002.
(10) Income Taxes

An analysis of the income tax benefit (provisiotijibutable to earnings from continuing operatitie$ore income taxes and minority interest
for the three years ended December 27, 1997 follows

(dollars in millions) 1997 1996 1995

Current:

U.S. federal $ (54) $ (61) $ (66)

Foreign - ) )

State 1) (6) 3)
(55) (711)  (73)

Deferred:

U.S. federal 103 67 145

Foreign - - 3

State - 1 4
103 68 152

$ 48 $ 3 $ 79

The United States and foreign components of easrfirggn continuing operations for tax reporting mses, before equity loss in MFS
(recorded net of tax), minority interest and incaipees follows:

(dollars in millions) 1997 1996 1995
United States $ 31 $ 106 $ 187
Foreign - 1 3

$ 31 $ 107 $ 190

A reconciliation of the actual income tax bengfitqvision) and the tax computed by applying the.fe8eral rate (35%) to the earnings from
continuing operations before equity loss in MFEdreled net of tax), minority interest and incomestafor the three years ended December
27, 1997 follows



(dollars in millions) 1997
Computed tax at statutory rate $ (11)
State income taxes Q)
Depletion 3
Goodwill amortization -
Tax exempt interest 2
Prior year tax adjustments 62
Compensation expense attributable

to options ©)
MFS deferred tax -
Taxes on foreign operations -
Other -

1996 1995
$ (37) $ (67)
()

3 2
3 @

2 2
44 51
- 93
@ 1
" @
$ (3% 79

During the three years ended December 27, 199 dhepany settled a number of disputed tax issuateckto prior years that have been

included in prior year tax adjustments.

Possible taxes, beyond those provided on remitsaotandistributed earnings of foreign subsidigrége not expected to be material.

The components of the net deferred tax liabilifeersthe years ended December 27, 1997 and Dece28hd096 were as follows:

(dollars in millions) 1997
Deferred tax liabilities:

Investments in securities $ 7
Investments in joint ventures 33
Asset bases - accumulated depreciation 53
Coal sales 41

Other 16

Total deferred tax liabilities 150

Deferred tax assets:

Compensation - retirement benefits 25
Investment in subsidiaries 8
Provision for estimated expenses 7

Net operating losses of subsidiaries -

Foreign and general business tax credits 3

Alternative minimum tax credits -
Other 9
Valuation allowances -

Total deferred tax assets 52

Net deferred tax liabilities $ 98

(11) Stockholders' Equity

1996

$ 11
45
225
15
16

PKS is generally committed to purchase all comntooksin accordance with the Certificate of Incomga@yn. Issuances and repurchases of
common shares, including conversions, for the thieegs ended December 27, 1997 were as follows:

Class

B&C Stock
Shares issued in 1995 1,021,87
Shares repurchased in 1995 136,05
Class B&C shares converted
to Class D shares 6,092,87
Shares issued in 1996 896,64
Shares repurchased in 1996 146,89
Class B&C shares converted
to Class D shares 623,47
Shares issued in 1997 893,92
Shares repurchased in 1997 44,25
Class B&C shares converted
to Class D shares 1,723,96

wo~N

o b~ O

Class
D Stock

530,610
210,735

12,847,155
1,276,080
2,052,425

13,113,015

14,805

6,517,715

The 1996 activity includes 150,995 Class D shaoewerting to 47,007 Class C shares. The 1997 activiludes 1,880 Class D shares

converting to 510 Class C shares.

(12) Class D Stock Ple



In December 1997, stockholders approved amendnettie 1995 Class D Stock Plan ("the Plan"). Theraded plan, among other things,
increases the number of shares reserved for issugran the exercise of stock based awards to 3®000increases the maximum numbe
options granted to any one patrticipant to 5,000,p00vides for the acceleration of vesting in thkierg 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 with an exercise price less tharfaltamarket value of Class D Stock.

In December 1997, Level 3 converted both optionstodk appreciation rights plans of a subsidiasythe Class D Stock plan. This
conversion resulted in the issuance of 3.7 milbptions to purchase Class D Stock at $9 per shakel 3 recognized an expense, and a
corresponding increase in equity, as a result®trdnsaction. This increase in equity and the emion of the stock appreciation rights
liability to equity are reflected as option actyih the statement of Changes in Stockholders'tiqlihe options vest over three years and
expire in December 2002.

Level 3 has elected to adopt only the requiredassre provisions and not the optional expensegmition provisions under SFAS No. 123
"Accounting for Stock Based Compensation”, whictaklished a fair value based method of accountingtock options and other equity
instruments. The fair value of the options outsiagdvas calculated using the Black-Scholes mettsidgurisk-free interest rates ranging
from 5.5% to 6.77% and expected lives of 75% oftthal life of the option. Level 3 used an expeatethtility rate of 0%, which is allowed
for private entities under SFAS No. 123. Once L&elstock is listed, volatility factors will bedarporated in determining fair value. Level
3's net income and earnings per share for 19971886 would have been reduced to the pro forma ate@iown below had SFAS No. 123
been applied.

1997 1996

Net Income of Level 3

As Reported $ 93 $ 113

Pro Forma 93 112
Basic Earnings per Share

As Reported $ .74 $ .97

Pro Forma .74 .97
Diluted Earning per Share

As Reported $ .74 $ .97

Pro Forma .74 .96

The 1995 historical and pro forma and as reponteduents did not vary as the options granted in Ie8bnot vested.

Transactions involving stock options granted urilerPlan are summarized as follows:

Option Price Weighted Avg.
Shares Per S hare Option Price

Balance December 31, 1994 - $ - %

Options granted 1,340,000 8.08 8.08
Options cancelled - -
Options exercised -

Balance December 30, 1995 1,340,000 $ 8.08 $ 8.08
Options granted 895,000 $ 9.90 $ 9.90
Options cancelled (15,000) 8.08 8.08
Options exercised - - -

Balance December 28, 1996 2,220,000 $8.08 - $9.90 $ 8.81
Options granted 7,495,465  $9.00 - $10.85 $ 9.93
Options cancelled (53,000) $9.90 $ 9.90
Options exercised (2,318,465)  $8.08 - $9.90 $ 8.93

Balance December 27, 1997 7,344,000  $8.08 - $10.85 $ 9.91

Options exercisable
December 30, 1995 $ $

December 28, 1996 265,000 8.08 8.08
December 27, 1997 1,295,269 $8.08 - $9.90 8.70

The weighted average remaining life for the 7,3@8,6ptions outstanding on December 27, 1997 iy&ass.

(13) Industry and Geographic Dz



The Company conducts its continuing operations arilyin three reportable segments: informatiorveas, telecommunications and coal
mining. Other primarily includes CPTC and corporaterhead not attributable to a specific segmedtraarketable securities.

Equity earnings is included due to the significagaity investments in the telecommunications bissine

In 1997, 1996 and 1995 Commonwealth Edison Compangunted for 43%, 23% and 23% of Level 3's revenue

Industry and geographic data for the constructimhenergy businesses have been recorded undentiimel operations.

A summary of the Company's operations by industiy geographic region is as follows:

Telecom-

Industry Data munications

(dollars in  Information C-TEC Coal

millions) Services Entities) Mining Othe

1997

Revenue $ 94 $ - $2228%

Operating

Earnings (16) - 82 (

Equity Losses,

net - (23) -
Identifiable

Assets 61 336 499
Capital

Expenditures 14 - 3
Depreciation,

Depletion &

Amortization 8 - 8

1996

Revenue $ 42 $ 367 $234 $

Operating

Earnings 3) 31 94
Equity Losses,

net 1) Q) -
Identifiable

Assets 29 1,100 387
Capital

Expenditures 11 87 2
Depreciation,

Depletion &

Amortization 10 106 12

1995

Revenue $ 36 $ 325 $ 216 $

Operating

Earnings 4 37 77
Equity

Losses, net - 3) -

Identifiable

Assets 34 1,143 368
Capital

Expenditures 6 72 4
Depreciation,

Depletion &

Amortization 5 81 7

Telecom-

Geographic Data munications

(dollars in Information C-TEC Coal
millions)  Services Entities) Mining Ot

1997

Revenue:

United States $ 94 $ - $222%

Other - - -

(

5

3

Operating Earnings:

United States  $ (16) $ - $ 82%

Discontinued
r Operations Consolidated

6 $ - $ 332
23) - 43
20) - (43)

9 - 26
8 - 24
9 $ - $652
35) - 87

17 - 117
4 - 132
3 $ - $580
73) - 45

&) - ®)
14 786 2,945

36 - 118

Discontinued
her Operations Consolidated

16 $ - $ 332
16 $ - $ 332
(23) $ - $ 43



Other - - -

Identifiable Assets:
United States $ 59 $ 336 $499%
Other 2 - -

1996

Revenue:
United States $ 42 $ 367 $234%
Other - - -

Operating Earnings:
United States  $ (3) $ 31 $ 94%
Other - -

Identifiable Assets:
United States $ 29 $1,100 $ 387$%
Other - - -

$ 29 $1,100 $ 387%

1995

Revenue:
United States $ 36 $ 325 $ 216 $
Other - - -

Operating Earnings:
United States $ 4 $ 37 $ 77 %
Other - - -

Identifiable Assets:
United States $ 34 $1,143 $368 $
Other - - -

(14) Related Party Transactions

Level 3 receives certain mine management serv
Construction & Mining Group. The expense for
was $32 million for 1997, $37 million for 1996

for 1995, and is recorded in general and
expenses. The revenue earned by the Constructi
Group is included in discontinued operations.

(15) Fair Value of Financial Instruments

The carrying and estimated fair values of Level
instruments are as follows:

1997
Carrying Fair
(dollars in millions) Amount Valu

Cash and cash equivalents (Note 6) $ 87 $ 8
Marketable securities (Note 6) 678 67
Restricted securities (Note 6) 22 2
Investment in equity securities

(Notes 6 & 7) -

Investment in C-TEC entities (Note 7) 335 77

588 $ 870 $ 2,352
- 425 427

588 $1,295 $2,779

9 $ - $ 652
9 $ - $ 652
@)% - $ 87
@)% - $ 87

380 $ 761 $ 2,657
- 409 409

380 $1,170 $ 3,066

3$ - $ 580
3$ - $ 580
(73)$ - $ 45
(73)$ - $ 45

ices from the
these services
and $30 million
administrative
on and Mining

3's financial

1996
Carrying Fair
e Amount Value

$ 147 $ 147
372 372
17 17

N 00~

- 75 75
355 315

)]



Investments in discontinued
operations (Note 3) 643 85
Long-term debt (Notes 6 & 9) 140 14

(16) C-TEC Restructuring

The following is financial information of the Co
been accounted for utilizing the equity method
27, 1997 and December 28, 1996 and for each of
ended December 27, 1997. The 1997 financial sta
C-TEC accounted for utilizing the equity m
presented here for comparative purposes only.

Operations (dollars in millions) 1

Revenue $
Cost of Revenue

General and Administrative Expenses

Operating Earnings

Other (Expense) Income:
Equity earnings (losses), net
Investment income, net
Interest expense, net
Gain on subsidiary's stock transactions, net
Other, net

Equity Loss in MFS

Earnings from Continuing Operations
before Income Taxes and Minority Interest

Income Tax Benefit

Minority Interest in Net Loss of Subsidiaries

Income from Continuing Operations

Income from Discontinued Operations

Net Earnings $

Financial Position (dollars in millions)
Assets

Current Assets:

Cash and cash equivalents

Marketable securities

Restricted securities

Receivables

Investment in Discontinued Operations - Energy
Other

Total Current Assets

Net Property, Plant and Equipment

Investments

Investments in Discontinued Operations-Construct
Intangible Assets, net

Other Assets

Liabilities and Stockholders' Equity

Current Liabilities:
Accounts payable
Current portion of long-term debt

4 608 960
0 377 384

mpany had C-TEC
as of December
the three years
tements include
ethod and are

997 1996 1995

332 $ 285 $ 255
(175) (134) (133)

157 151 122

(114) (95) (114)

(43) (13) 7
45

42" 30
(15 G @
- -3
1 11 120

48 11 90

83 104 126

165 117 118

248 $221 $ 244

1997 1996

$ 87 $ 71

678 325
22 17
42 34

643 608
22 12

1,494 1,067
184 174
383 458

ion 652 562
21 23
45 49

$2,779 $2,333




Accrued reclamation and other mining costs
Other

Total Current Liabilities

Long-term Debt, less current portion
Deferred Income Taxes

Accrued Reclamation Costs

Other Liabilities

Minority Interest

Stockholders' Equity

(17) Pro Forma Information (unaudited).

The following information represents the pro f
position of Level 3 after reflecting the i
transactions with CalEnergy (Note 3), the conver
shares to Class D shares (Note 19) and transacti
the spin-off of the Construction and Mining Grou
of which took place or are expected to happen
quarter of 1998.

1997
(dollars in millions) Historical A

Current Assets
Cash & marketable securities $ 765

Investment in discontinued

operations - energy 643
Other current assets 86
Total Current Assets 1,494

Property, Plant & Equipment, net 184

Investment in Discontinued Operations -

Construction 652

Other Non-current assets 449
$2,779

Current Liabilities $ 89

Non-current Liabilities 459

Minority Interest 1

Stockholders' Equity 2,230
$2,779

(@) Reflect conversion of 2.3 million Class C s
million Class D shares

(b) Reflect sale of energy assets to CalEnergy an
tax liability.

(c) Reflect fair value gain on the distribu
Construction and Mining Group.

(d) Reflect spin-off of the Construction and Mini

(18) Other Matters

In connection with the sale of approximately 10
shares to employees in 1997, the Company has ret
to purchase the relevant Class D shares at the t

D Stock price if the Transaction is definitely a
action of the PKS Board or the employees volunta
employment on various dates prior to January 1,

19 19
36 27
89 89
137 113
83 47
100 98
139 163
1 4
2,230 1,819

$ 2,779 $ 2,333

orma financial
mpact of the
sion of Class C
ons related to
p (Note 2), all
in the first

1997
djustments Pro Forma

$ 122 (a) $ 2,046
1,159 (b)
(643)(b) -

(122)(a) -
350 ()
(880)(d)

$ (14) $2,765

$ 192(b) $ 281

459
1

324 (b) 2,024

350 (c)

(880)(d)

$ (14) $2,765

hares to 10.5
d related income
tion of the

ng Group.

million Class D
ained the right

hen current Class
bandoned by formal
rily terminate their
1999.



In May 1995, the lawsuit titted Whitney Benef
Peter Kiewit Sons' Co. v. The United States was
1983, plaintiffs alleged that the enactment o
Mining Control and Reclamation Act of 1977 had
mining of their Wyoming coal deposit and
government taking without just compensation. In
all claims, plaintiffs agreed to deed the coal
government and the government agreed to pay p
million, of which Peter Kiewit Sons' Co., a Leve
received approximately $135 million in June 199
it in other income on the statements of earnings

The Company is involved in various other lawsui
regulatory proceedings incidental to its busine
believes that any resulting liability, beyond
should not materially affect the Company's fina
future results of operations or future cash flow

Level 3 leases various buildings and equipme
operating and capital leases. Minimum renta
buildings and equipment subject to noncancel
leases during the next 7 years aggregate $29 mil

It is customary in Level 3's industries t
financial instruments in the normal course of bu
instruments include items such as letters of cr

of credit are conditional commitments issued on

3 in accordance with specified terms and condi
December 27, 1997, Level 3 had outstanding lette
approximately $22 million.

(19) Subsequent Events

In January 1998, approximately 2.3 million shar
Stock, with a redemption value of $122 million,
into 10.5 million shares of Class D Stock.

In March 1998, PKS announced that its Class D St
trading on April 1 on the Nasdag National Mar
symbol "LVLT". The Nasdagq listing will follow
of the Level 3 and the Construction Group of
expected to be completed on March 31, 1998. In
the separation, PKS' construction subsidiary wi
"Peter Kiewit Sons', Inc." and PKS Class D sto

the common stock of Level 3 Communications, Inc.

PKS' certificate of incorporation gives stockholde
exchange their Class C Stock for Class D Stock
conversion formula. That right will be eliminat
of the separation of Level 3 and the Construct
replace that conversion right, Class C stockho
6.5 million shares of a new Class R stock in
which is convertible into Class D Stock in a
terms ratified by stockholders in December 1997.

The PKS Board of Directors has approved in pri
force conversion of all shares of Class R stoc
Due to certain provisions of the Class R stock,
not be forced prior to May 1998, and the fina
force conversion would be made by Level 3's Boa
at that time. Level 3's Board may choose
conversion if it were to decide that conversion
best interests of Level 3 stockholders. If,
anticipated, Level 3's Board determines to force
the Class R stock on or before June 30,
adjustments will be made to the cost shar
allocation provisions of the separation agreemen
3 and the Construction business.

If Level 3's Board of Directors determines to fo
the Class R stock, each share of Class R
convertible into $25 worth of Level 3 (Class D)
based upon the average trading price of the L
stock on the Nasdag National Market for the
trading days of the month prior to the determi
Board of Directors to force conversion. When th
Level 3 will increase paid in capital and reduce
by the fair value of the Class R shares.

its, Inc. and
settled. In

f the Surface
prevented the
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APPENDIX E-I
FORM OF CERTIFICATE OF AMENDMENT
OF
RESTATED CERTIFICATE OF INCORPORATION
OF
PETER KIEWIT SONS', INC.

Peter Kiewit Sons', Inc. (the "Corporation"), apamation organized under the laws of the Statealdare, hereby certifies that the follow
amendments to the Corporation's Restated Cergfichincorporation were duly adopted in accordanitk the provisions of
Section 242 of the General Corporation Law of tteteSof Delaware:

FIRST: ARTICLE FOURTH of the Corporation's Resta@settificate of Incorporation is amended by delgtine first three paragraphs
thereof, and replacing them with the following:

CAPITAL STOCK

The total number of shares of all classes of stauikch the Corporation shall have authority to issu@41,750,000 shares; of which 250,000
shares shall be Preferred Stock, with no par vpdweshare; of which 8,000,000 shares shall be @d3snstruction & Mining Group
Nonvoting Restricted Redeemable Convertible Exchahlp Common Stock, par value $0.0625 per shaee'@lass B Stock™); of whic
125,000,000 shares shall be Class C Constructittinr®ng Group Restricted Redeemable Convertible Brgjeable Common Stock, par
value $0.0625 per share (the "Class C Stock");mtw500,000,000 shares shall be Class D Divedsiieoup Convertible Exchangeable
Common Stock, par value $0.0625 per share, issuralleo series (the "Class D Stock"); and of wh;500,000 shares shall be Class R
Convertible Common Stock, par value $0.01 per sftage"Class R Stock").

Ten shares of the authorized but unissued shai@kae$ D Stock as of the date of the filing of Biestificate of Amendment of the
Corporation's Restated Certificate of Incorporatoa hereby designated as Class D Stock, Non-Rexl#er8eries. The rights, powers,
preferences, privileges, qualifications and limdas of Class D Stock, Non-Redeemable Series beatlentical to those of all other shares of
Class D Stock, except as described in ARTICLE NINTéteof.

Shares of Class R Stock shall have such rightsemwreferences, privileges, qualifications amtéitions as are set forth in ARTICLE
TENTH hereof, and all of the rights, powers, prefares, privileges, qualifications and limitatiorish® other classes of capital stock of the
Corporation shall be subject to such rights, powarsferences, privileges, qualifications and latians of the Class R Stock.

Certain terms used herein, each of which is capitd) are defined in ARTICLE EIGHTH.

A description of certain of the different classéstock and a statement of the designations, poweegerences, rights, qualifications,
limitations and restrictions of each of said classestock are as follows:

SECOND: ARTICLE FOURTH of the Corporation's Rest@rtificate of Incorporation is amended by delgtubparagraph I11(D)(1)(c)
thereof in its entirety.

THIRD: ARTICLE EIGHTH of the Corporation's Restat€ertificate of Incorporation is amended by delgtine definition of "Effective
Time" in its entirety.

FOURTH: The Corporation's Restated Certificatenabrporation is amended to insert a new ARTICLE NH\to read as follows:

ARTICLE NINTH
SERIES OF CLASS D STOCK

Notwithstanding any other provision hereof (i) wilspect to the Class D Stock, other than the pepegraph of this ARTICLE NINTH, in t
event shall (a) any holder of Class D Stock, Nonlidenable Series have any right to require the Catipo to repurchase such holder's
shares of Class D Stock, Non-Redeemable Serie§l@lss D Stock, Non-Redeemable Series be conweititd Class C Stock; (c) Class D
Stock, Non-Redeemable Series be subject to excHan@#ass C Stock by the Corporation; or

(d) Class D Stock, Non-Redeemable Series be suljeaty redemption, and

(i) holders of Class D Stock, Non-Redeemable Sesieall be entitled to vote with, and on the saenes as, holders of Class C Stock for the
election and removal of Class C Directors.

In the event that the Class D Stock is Publiclyd®d (i) each share of Class D Stock, Non-Redeanfdilies shall automatically, and
without further action by or on behalf of the Comtion, the Corporation's transfer agent or theldobf any share of Class D Stock, Non-
Redeemable Series, be converted into a share 8§ Ol&tock which is not Class D Stock, Non-Redeéen@eéries, and the rights, powers,
preferences, privileges, qualifications and limdas of such shares so converted shall be iderttidhlose of all other shares of Class D Stock
in all respects and (ii) Class D Stock, I-Redeemable Series shall no longer be designatedezarate series of Class D St



FIFTH: The Corporation's Restated Certificate aolrporation is amended to insert a new ARTICLE TEN® read as follows:

ARTICLE TENTH
CLASS R STOCK

A. Certain Definitions.
"Appraised Value" shall have the meaning givert to paragraph E.3. hereof.
"Attached Class R Stock" shall mean Class R Stduknis attached to Construction Stock pursuatiiéaerms hereof.

"Attached Transfer" shall mean the simultaneoussfier to the same transferee of a share of Cl&®éek (or fraction thereof) and the share
of Construction Stock to which such share of CRs3tock (or fraction thereof) is attached; provideat such transfer of such share of
Construction Stock is permitted by the Certificaténcorporation of the Corporation or PKS Holdings applicable.

"Base Conversion Value" shall mean $25.00.
"Base Price" shall mean $82.00 per share, sulpeadijustment as provided in paragraph F. hereof.

"Business Day" means any day other than a Satued@ynday or a day on which banking institutionthan City of New York or the city in
which the Corporation's transfer agent maintaimgiitnciple office or a place of payment are autteat by law, regulation or executive order
to remain closed.

"Change of Control" shall mean the occurrence gfafrthe following: (i) the sale, lease, transfnveyance or other disposition (other than
by way of merger or consolidation), in one or deseof related transactions, of all or substantiall of the assets of the Corporation and its
subsidiaries taken as a whole, to any "personsifak term is used in Section 13(d)(3) of the Exglealct); (ii) the adoption of a plan relati
to the liquidation or dissolution of the Corporatio

(iif) the consummation of any transaction (incluglimvithout limitation, any merger or consolidatighg result of which is that any

"person” (as defined above), becomes the "benkéiviaer" (as such term is defined in Rule 13d-3 Ratk 13d-5 under the Exchange Act),
directly or indirectly, of shares representing mitr@n 50% of the total outstanding voting powethaf Corporation or the surviving
corporation of any such merger or consolidatiomfififer than the Corporation); (iv) the first daywhich a majority of the members of the
Board of Directors are not Continuing Directors{wythe adoption by the Board of Directors of arpfor the distribution of all or
substantially all of the assets of the Corpora#ind its subsidiaries taken as a whole, to stocldnsldf the Corporation; provided, however,
that the Class C Exchange shall not be considef&thage of Control.

"Class C Exchange" shall mean the exchange by ¢ingd€ation, pursuant to the Separation Agreemémne share of PKS Holdings Stock
for each outstanding share of Class C Stock.

"Construction Stock" shall mean (i) prior to thea€4 C Exchange, Class C Stock, and (ii) after taesCC Exchange, PKS Holdings Stock
any other capital stock to which Class R Stock imawttached as provided in paragraph B.3. hereof.

"Continuing Director" shall mean, as of any datelefermination, any member of the Board of Direztafrthe Corporation who

(i) was a member of such Board of Directors immigdyafollowing the consummation of the Class C Exwge or (i) was hominated for
election or elected to such Board of Directors wlith approval of a majority of the Continuing Dit@s who were members of such Board of
Directors at the time of such nomination or elattio

"Conversion Condition" shall mean, with respecatogiven share of Class R Stock (or fraction therebé occurrence of the earliest of:

(i) the repurchase or redemption by the CorporatioRKS Holdings of the share of Construction Stimcwhich it is attached,; (ii) the
exchange of the share of Construction Stock to lwhis attached into another class of stock oustes of PKS Holdings intended to be
issued primarily to persons leaving employment kERHoldings; (iii) April 15, 2006; and

(iv) a Change of Control of the Corporation; pradd however, that the Conversion Condition shallbsodeemed to have occurred as a n
of the Class C Exchange.

"Conversion Ratio" shall have the meaning giveit to paragraph E.

"Conversion Ratio Certificate" shall mean eithé&ravate Conversion Ratio Certificate or a Publim@arsion Ratio Certificate, each having
the meaning given to it in paragraph E. hereof.

"Conversion Value" shall mean, as of any given ddie Conversion Value set forth in the most re€orversion Ratio Certificate delivered
pursuant to paragraph E. hereof on or prior to slath, subject to any adjustment required by papgF. hereof. The Conversion Value set
forth in any such Conversion Ratio Certificate shalequal to: (i) in the event that the Trading®is greater than or equal to the Base Price,
the Base Conversion Value; (ii) in the event thatTrading Price is less than the Base Price, auatrequal to (a) the Base Conversion
Value minus (b) an amount equal to (x) the Exces®ént Factor, multiplied by (y) the amount by whtble Base Price exceeds the Trac



Price; provided, however, that in no event shal@onversion Value be less than the Minimum Value.

"Convertible Security" shall mean any right or veantrto subscribe for or to purchase, or any oftonhe purchase of, shares of Class D
Stock or any stock, or other securities convertitile or exchangeable for shares of Class D Stoakiided, however, that Class R Stock
shall not be a Convertible Security.

"Current Trading Value" of any Publicly Traded seiguon a given date shall mean the arithmetic mafathe daily Mean Reported Prices of
such security for each Business Day during theogesommencing on and including the fourteenth BessrDay preceding such date and
ending on and including such date.

"Excess Amount Factor” shall mean 1.0, subjectijosiment as provided in paragraph F. hereof.
"Exchange Act" shall mean the Securities Exchangeof1934.

"Extraordinary Dividend" shall mean any dividend portion thereof, on the Class D Stock (i) paighioperty other than (a) cash, (b) shares
of Class D Stock or in a subdivision of the outdiag shares of Class D Stock (by reclassificationtberwise) or (c) pursuant to any rights
agreement in connection with a stockholder rigltas ppproved by the Board of Director or (ii) paiccash, to the extent that such dividend,
together with all cash dividends paid on the Cas&tock during the twelve-month period ending om dlate of payment of such dividend
exceeds, on a per share basis, 10% of the Tradiog & the Class D Stock as of the record daguch dividend; provided, however, that in
no event shall such excess be greater than therdrabsuch dividend.

"Fixed Conversion Value" shall mean $25.00, asstdplipursuant to paragraph F. hereof.
"Fixed Terms" shall mean each of the Fixed ConwarSlalue and the Base Price, each as adjustedgnirguparagraph F. hereof.
"Initial Issuance Date" shall mean the date ofasme of the first share of Class R Stock (or foacthereof) to be issued.

"Inverse Fixed Terms" shall mean each of the Exé@ssunt Factor and the Minimum Conversion LiquidatRatio, each as adjusted
pursuant to paragraph F. hereof.

"Investment Bank" shall mean any investment bankational reputation selected by the Board of Does

"Liquidation Ratio" shall mean, as of any dateraztion, the numerator of which is the productipti{e number of shares of Class R Stock
outstanding as of such date and (ii) the ConverRiatio, and the denominator of which is sum otii@)number of shares of Class D Stock
outstanding as of such date and (b) the numerésurah fraction; provided, however, that in no evarell the Conversion Ratio used to
calculate such Liquidation Ratio be less than theifdum Conversion Liquidation Ratio.

"Mandatory Conversion Date" shall mean April 15120

"Mandatory Redemption Date" shall mean Octoberl®88, or such later date as shall be determinaésnjution of the Board of Directors
copy of which shall be made available to any stotdr of the Corporation upon request thereby.

"Mean Reported Price" shall mean on a given dal véispect to any Publicly Traded security, theharitic mean between the highest
reported sales price and the lowest reported gaies, in each case regular way, for such secuagyeported on the Composite Quotation
System, or, if such security is not reported onGoenposite Quotation System, on the principal maligecurities exchange on which such
security is listed or admitted to trading, or ithusecurity is not listed or admitted to tradingamy national securities exchange, reported by
the Nasdaq National Market or Nasdag SmallCap Madssappropriate, or a similar organization if 8&cgis no longer reporting such
information.

"Minimum Conversion Liquidation Ratio" shall mea29, as adjusted pursuant to paragraph F. hereof.
"Minimum Value" shall mean $15.00.

"Permitted Transfer" shall mean any transfer os€IR Stock to the Corporation or any designeeetbrporation, including the Mandatory
Redemption, a Forced Conversion or the MandatorweExsion.

"PKS Holdings" shall mean PKS Holdings, Inc., tdmtwith its successors and assigns.
"PKS Holdings Stock" shall mean common stock, @due $.01 per share, of PKS Holdings.

"Private Conversion Period" shall mean the 25-dayogl commencing on and including the first daydieing the Corporation's mailing to
the registered holders of Class R Stock of a RriGainversion Ratio Certificate; provided, howetleat in 2006 such term shall run throt



May 15, 2006, regardless of the date of such ngailin

"Public Conversion Period" shall mean the perioshgm®ncing on and including the first Business Dagaxth calendar month, through and
including the fifth Business Day thereafter, exdeptthe calendar month of April 2010, for whicketRublic Conversion Period shall mean
period from and including the first Business Daysoth month, through and including April 15, 2010.

"Regular Dividend" shall mean any dividend on tHas§ D Stock paid in cash that is not an Extra@mjiidividend.

"Restricted Period Termination Date" shall mearnhwéspect to a given share of Class R Stock &atifin thereof), the date on which the
Conversion Condition with respect to such shar€lags R Stock (or fraction thereof) has been sadisf

"Separation Agreement" shall mean that certain @¢jpa Agreement dated as of , 1997 among the Catipn, PKS Holdings, Kiewit
Diversified Group, Inc. and Kiewit Construction G Inc.

"Trading Price" shall mean, as of any date, thalihgPrice set forth in the most recent Conver§tatio Certificate, as described in
paragraphs E.3. and E.4. hereof.

B. Issuance and Attachment.

1. When issued, each share of Class R Stock (ctidrathereof) shall attach to the share of Clag&tdck with respect to which it was
distributed.

2. Upon the occurrence of the Class C Exchangé, glaare of Class R Stock (or fraction thereof)chiga to a share of Class C Stock shall,
automatically and without further action by or aghhlf of the Corporation, PKS Holdings, the Corpioras transfer agent or the holder of
such share of Class R Stock or Class C Stock tattathe share of PKS Holdings Stock for which ssichre of Class C Stock was exchan

3. In the event that the Corporation or PKS Holdisball

() pay a dividend on Construction Stock in share€onstruction Stock,

(i) subdivide its outstanding shares of Constittbtock, (iii) combine its outstanding shares oh§truction Stock into a smaller number of
shares of Construction Stock or (iv) issue anyeshaf capital stock in a reclassification of Comstiion Stock (including any such
reclassification in connection with a consolidatarmerger), shares of Class R Stock (or fractthegeof) which were attached to
Construction Stock immediately prior to the occooe of any such event shall, upon the effectivenéasy such event, attach on a pro rata
basis to (x) the Construction Stock held by suddérato which such shares of Class R Stock (otifsas thereof) were attached; and/or (y)
any capital stock so issued having ownership et&iris comparable to those applicable to the GlaSsock at the time of the Class C
Exchange to which such shares of Class R Stock&otions thereof) were attached at such time pascgriate.

Except as described in paragraph B.2. hereof, @ gifaClass R Stock (or fraction thereof) shallegbtfrom the share of Construction Stoc
which it is attached only upon the occurrence oth@ Conversion Condition with respect to suchraslud Class R Stock (or fraction thereof),
or (i) a Permitted Transfer. If, at any time priorthe first anniversary of the Class C Exchalags, holder, who had sold or transferred to the
Corporation prior to the Class C Exchange shar&dads C Stock to which Class R Stock was attagh@dhases or acquires Construction
Stock, the number of shares of Class R Stock &atifins thereof) held by such holder which areattaiched to Construction Stock multipli

by the Reattachment Ratio shall, unless otherwasernhined by the Board of Directors, immediatetpett, without further action by or on
behalf of the Corporation, PKS Holdings, the Cogpion's transfer agent or the holder of such sbi€onstruction Stock, to such newly
purchased or acquired shares of Construction Sinckpro rata basis, and the Conversion Conditihtlae Restricted Period Termination
Date shall be deemed not to have occurred withegp such shares of Class R Stock (and fractlmreof) so attached.

"Reattachment Ratio" shall mean the lesser of.Q)ot (ii) a fraction, the numerator of which equtie purchase price paid to the Corpore
or PKS Holdings, as applicable, for such newly pased or acquired shares of Construction Stockttendenominator of which equals the
purchase price paid to such holder by the Corpmrdtir such repurchase of such shares of Clas®€k St

4. Certificates representing Attached Class R Ssbell contain such legends as the Corporatiort deam appropriate.
C. Transfer Restrictions.

1. Except for an Attached Transfer, no share o§€R Stock (or fraction thereof) may be transfemedr to the Class C Exchange other than
pursuant to the Mandatory Redemption. Following@ltesss C Exchange and prior to the occurrenceeoR#stricted Period Termination Di
for a given share of Class R Stock (or fractiondb®, any attempted transfer of such share ofSdRStock (or fraction thereof), except an
Attached Transfer, a Permitted Transfer or purstatiie Mandatory Redemption, shall be void andméffect. Neither the Corporation nor
its transfer agent shall register any attemptatsfea of any certificate representing a share as€R Stock (or fraction thereof) prior to the
occurrence of the Restricted Period TerminatioreDat such share of Class R Stock (or fractiongbBr except an Attached Transfer or a
Permitted Transfer. For purposes hereof, neitreCtlass C Exchange, the attachment of Class R &deKS Holdings Stock upon the
occurrence of the Class C Exchange nor the reatiachof Class R Stock to PKS Holdings Stock purst@paragraph B.3. hereof shall be
considered a transfer of Class R Stc



2. Following the Class C Exchange and the occugrefithe Restricted Period Termination Date foiveiy share of Class R Stock (or
fraction thereof), such share of Class R StocKr@artion thereof) shall separate from the sharék$ Holdings Stock to which it was attac
and, until the close of business on the Mandatamw@rsion Date, shall be freely transferable, &edGorporation or its transfer agent shall
from time to time register the transfer of the ifiedte representing such share of Class R Stockdotion thereof) upon the books of the
Corporation, upon surrender of such certificatdy émdorsed, accompanied by documentation reaspisatikfactory to the Corporation
evidencing that the Restricted Period Terminati@atelhas occurred with respect to such Class R $twdkaction thereof).

3. In the event of an Attached Transfer or a PeeahiTransfer of a share of Class R Stock (or foactihereof) following the Class C Exchat
and prior to the Restricted Period Termination Oxteuch share of Class R Stock (or fraction thgréloe Corporation or its transfer agent
shall from time to time register such Attached Bfenor Permitted Transfer of the certificate reprging such share of Class R Stock (or
fraction thereof) upon the books of the Corporatigron surrender of such certificate, duly endaraedompanied by documentation
reasonably satisfactory to the Corporation evidapthe Attached Transfer or Permitted Transfethasase may be, of such Class R Stock.

D. Optional Conversion.

1. Subject to the provisions hereof, each shaf@ads R Stock may be converted, at the optionehthider thereof (an "Optional
Conversion"), into the number of fully paid and aesessable shares of Class D Stock which are as$ Ol Stock, Non-Redeemable Series,
equal to the Conversion Ratio then in effect, aamchdraction of a share of Class R Stock may beeded into the number of fully paid and
nonassessable shares of such Class D Stock ecuathidraction multiplied by the Conversion Ratiert in effect. No share of Class R Stock
(or fraction thereof) may be converted into ClasStbck prior to the occurrence of the Conversiondition with respect to such share of
Class R Stock (or fraction thereof), except as i@y in paragraph K. hereof.

2. Other than as set forth in paragraphs K. arfieteof, Class R Stock may not be converted inteaStock except as follows:

a) In the event that the Class D Stock is not Rlbliraded, each share of Class R Stock (or fradtiereof) for which the Conversion
Condition has been met may be converted into MaS&ck on any Business Day during any Private @wsion Period following the earlier
of (i) December 31, 1999, or (ii) a Change of Cohtand

b) In the event that the Class D Stock is Publicigded, each share of Class R Stock (or fractierettf) for which the Conversion Condition
has been met may be converted into Class D StoakpBusiness Day during any Public Conversiondeleafter the Blackout Period. The
"Blackout Period" shall mean the 90-day period canaing on the first day on which the Class D StisdRublicly Traded; provided,
however, that the Board of Directors may, by resofy extend the Blackout Period up to 180 daymfthe first day on which the Class D
Stock is Publicly Traded if so requested by a margagnderwriter of Class D Stock in connection wathunderwritten initial public offering
thereof. A copy of such resolution of the Boardafectors shall be made available to any stockhaddi¢he Corporation upon request
thereby.

3. Upon the occurrence of any Mandatory Redemptonced Conversion or Mandatory Conversion of CR&tock or any liquidation of tf
Corporation, the right of Optional Conversion shatiminate at the close of business on the fulliiBzss Day next preceding the date fixed
such Mandatory Redemption, Forced Conversion orddeory Conversion or for the payment of any amodiggibutable on liquidation to
the holders of Class R Stock.

4. The Corporation may issue fractions of shareSlags R Stock. The Corporation shall not issuetifsas of shares of Class D Stock or scrip
in lieu thereof upon conversion of Class R Stotlnly fraction of a share of Class D Stock wouldiept for the provisions of this paragraph
D.4., be issuable upon conversion of any ClassoRkSthe Corporation shall in lieu thereof payhe person entitled thereto an amount in
cash equal to the Trading Price then in effect iplidd by the fraction represented by such fractba share of Class D Stock.

5. In order to exercise the Optional Conversionilage, the holder of any Class R Stock to be cdedeshall surrender such holder's
certificate or certificates therefor to the priraipffice of the transfer agent for the Class Rekt@r if no transfer agent be at the time
appointed, then the Corporation at its principéice), and shall give written notice to the Corgmna at such office that the holder elects to
convert the Class R Stock represented by sucHicatéis, or any number thereof. Such notice shsdl state the name or names (with add

in which the certificate or certificates for shaod<Class D Stock which shall be issuable on sustversion, and for any shares of Class R
Stock (or fractions thereof) represented by théfwate or certificates so surrendered which areta be converted, shall be issued, subject to
any restrictions on transfer relating to such shafahe Class R Stock (or fractions thereof)olfequired by the Corporation, certificates
surrendered for conversion shall be duly endorselds@companied by documentation satisfactory t@ibmporation evidencing that the
Restricted Period Termination Date has occurret v@spect to such Class R Stock.

6. As soon as practicable after receipt during av@osion Period of such notice and documentatiahte surrender of the certificate or
certificates for Class R Stock for which the Comi@n Condition has been met, as aforesaid, thedCatipn shall cause to be issued and
delivered at such office to such holder, or ondrnigs written order, a certificate or certificafes the number of full shares of Class D Stock
issuable on such conversion in accordance witlptbeisions hereof, cash as provided in paragragh liereof in respect of any fraction of a
share of Class D Stock otherwise issuable upon soiehersion and a certificate or certificates far humber of shares of Class R Stock (or
fractions thereof) representing the shares of GRaSsock (or fractions thereof) surrendered purst@mparagraph D.5. hereof but not so
converted. Such shares of Class D Stock, whendssbell be fully paid and nonassessable and foem &ll taxes, liens, charges and security
interests created by or imposed upon the Corparatith respect to the issuance and holding the



7. The Corporation shall at all times when the €RsStock shall be outstanding reserve and kedfableaout of its authorized but unissued
Class D Stock, for the purposes of effecting theveosion of the Class R Stock, such number oftitg duthorized shares of Class D Stock as
shall from time to time be sufficient to effect tbenversion of all outstanding Class R Stock. Betaking any action which would cause an
adjustment reducing the Conversion Value belowthiee par value of the shares of Class D Stock idsugon conversion of the Class R
Stock, the Corporation shall take any corporat®aathich may, in the opinion of its counsel, beegsary in order that the Corporation may
validly and legally issue fully paid and nonassbsahares of such Class D Stock at such adjustedetsion Value.

8. All shares of Class R Stock (and fractions th§revhich shall have been surrendered for convara®herein provided shall no longer be
deemed to be outstanding and all rights with resfeesuch shares, including the rights, if anyretoeive notices and to vote, shall forthwith
cease and terminate except only the right of thédndhereof to receive shares of Class D Stockcasti for fractional shares of Class D
Stock in exchange therefor and payment of any accamd unpaid dividends thereon. Any shares ofsaStock (and fractions thereof) so
converted shall be retired and canceled and sbabereissued, and the Corporation shall from tiontgme take such appropriate action as
may be necessary to reduce the authorized ClagsdR &ccordingly.

E. Determination of Conversion Ratio; Obligationtleé Corporation to Provide Conversion Ratio Ciedies and Appraisals.

1. The Conversion Ratio, Conversion Value and Trgdfrice used for any purpose, including with respethe conversion of Class R Stock,
shall be as set forth in the most recent ConverRitio Certificate, and shall in any case be asstéfl pursuant to paragraph F. hereof;
provided, however, that prior to the delivery of first Conversion Ratio Certificate, the Convensitalue shall be the Fixed Conversion
Value, the Trading Price shall be the Base Prickthe Conversion Ratio shall be equal to the FiRedversion Value divided by the Base
Price, as each of such terms shall be adjustedignitr$o the terms hereof.

2. The "Conversion Ratio" shall be equal to (i) @enversion Value divided by (ii) the Trading Price

3. If, at the end of any fiscal year of the Corpiora beginning with the end of the fiscal year iegdn 1999, the Class D Stock is not Publi
Traded, the Corporation shall, no earlier than &pschor later than 60 days following the end ohsfigcal year, cause to be provided to each
office designated for conversion of Class R Stac&ppy of a certificate (the "Private ConversioniR€ertificate") signed by two officers of
the Corporation setting forth the Conversion Raflonversion Value and Trading Price as of the draich fiscal year, calculated in each
case pursuant to this paragraph E. In additioam Ghange of Control occurs when the Class D S®aloi Publicly Traded, the Corporation
shall within 60 days following such Change of Cohtcause to be provided to each office designfitedonversion of Class R Stock, such a
Private Conversion Ratio Certificate.

The "Trading Price" set forth in such Private Casi@n Ratio Certificate shall be the Appraised \¢adet forth in the most recent Appraisal
delivered to the Corporation and approved by tharBef Directors.

If, at the end of any fiscal year of the Corponatibeginning with the end of the fiscal year endm@999, the Class D Stock is not Publicly
Traded, the Corporation shall cause to be prepamddielivered to the Board of Directors and appidwethe Board of Directors, prior to 60
days following the end of such fiscal year, an ajgal (an "Appraisal”) of the per share value ef @lass D Stock as of the last day of such
fiscal year by an Investment Bank. If a Change afitébl occurs or the Board of Directors should deiee to cause a Forced Conversion,
the Class D Stock is not Publicly Traded, the Coapion shall cause to be prepared and deliverdtket@®oard of Directors and approved by
the Board of Directors, within 60 days followingcbuChange of Control or determination of the Baafr®irectors, an Appraisal of the per
share value of the Class D Stock as of the dasecti Change of Control or determination of the BaarDirectors. Such Investment Bank
shall determine the per share value of the ClaSsdok as if the Class D Stock was Publicly Traded shall submit such per share value to
the Board of Directors for its approval. The vapsr share of the Class D Stock as approved by tlaedBof Directors shall be the "Appraised
Value." In determining the Appraised Value, thedstment Bank shall place substantial, but not exed) emphasis on valuations of
comparable companies in the public equity marleetd, shall not take into account factors such ag@lopremiums, minority discounts or
illiquidity discounts that would not generally appb such companies.

As promptly as practicable following its deliverfyany Private Conversion Ratio Certificate, the i@oation shall cause to be given to eac
the registered holders of Class R Stock at suatieinsladdress appearing upon the books of the Gxipo a copy of such Private Convers
Ratio Certificate by first class mail, postage piidp

4. During any period in which the Class D StocRiglicly Traded, the Corporation shall, on the Bigsiness Day of each calendar month,
cause to be provided to each office designateddoversion of Class R Stock, a copy of a certiiqéhe "Public Conversion Ratio
Certificate"), signed by two officers of the Corption, setting forth the Conversion Ratio, ConvarsValue and Trading Price as of the close
of business on such Business Day, calculated in pursuant to this paragraph E.

The "Trading Price" set forth in such Public Corsien Ratio Certificate shall be equal to the Curfiemading Value of one share of Class D
Stock as of the close of business on the last BasiDay of such calendar month. Notwithstandinghang herein to the contrary, if, during
any period being used to calculate such CurrerdifigaValue (the "Calculation Period"), any evens loacurred to cause the Conversion
Ratio and/or the Conversion Value to be adjustedyant to paragraph F. hereof (an "Adjustment EYetiite Corporation shall in good faith
determine such Conversion Ratio and/or the Conwergalue, as appropriate, so as to give pro forifexEto the Adjustment Event
immediately prior to the Calculation Period.

The Corporation shall provide any holder of ClasStBck with a copy of any Public Conversion Rat&rt@icate upon request. Beginning



the day on which the first Public Conversion R&irtificate is provided pursuant to this paragriph, the Corporation shall maintain a
reasonable means to allow holders to be informabenfalue of the Conversion Ratio as set fortthéhmost recent Public Conversion Ratio
Certificate on an immediate basis during businessson each Business Day on which Class R Staskugd and outstanding.

5. All calculations and determinations requiredéomade by the Corporation pursuant hereto shatidse by the Corporation in good faith.
All such calculations and determinations shall beatusive unless otherwise specifically providecebg.

6. Conversion Ratio Certificates may, at the Caapion's discretion, be prepared by an agent o€mporation. In such case each such
Conversion Ratio Certificate shall be signed byathorized signatory of such agent and counterditpyetwo officers of the Corporation.

7. Upon any conversion of Class R Stock into Clagdock, in no event shall any such Class R Steckdmverted into Class D Stock, Non-
Redeemable Series.

F. Anti-dilution Provisions.

1. If the Corporation shall (a) pay a dividend oy af its shares of capital stock (including Cl&sStock) in shares of Class D Stock, (b)
subdivide its outstanding shares of Class D St@k;ombine its outstanding shares of Class D Simicka smaller number of shares of Class
D Stock or (d) in an event or manner other thaseagorth in paragraph F.4. below, issue any shafréés capital stock in a reclassification of
the Class D Stock (each, a "Conversion Term AdjastriEvent"):

a) Each of the Fixed Terms shall be adjusted tovéhge determined by multiplying (X) the Fixed Teimmediately prior to such Conversion
Term Adjustment Event, by (y) a fraction, the nuater of which is the number of shares of Class @ISbutstanding immediately prior to
such Conversion Term Adjustment Event, and the ahémeator of which is the number of shares of ClasStéck outstanding immediately
after such Conversion Term Adjustment Event; and

b) Each of the Inverse Fixed Terms shall be adjutig¢he value determined by multiplying (x) suckidrse Fixed Term immediately prior to
such Conversion Term Adjustment Event, by (y) atfom, the numerator of which is the number of skaf Class D Stock outstanding
immediately after such Conversion Term Adjustmergr, and the denominator of which is the numbeshaires of Class D Stock
outstanding immediately prior to such ConversiomT&djustment Event.

2. If the Corporation shall issue Convertible Sémsg to all holders of its outstanding Class DcEt¢other than pursuant to any rights
agreement in connection with a stockholder rigltas ppproved by the Board of Directors), withougmpant of additional consideration by
such holders, entitling them (for a period expinmithin 45 days after the record date mentionedwgto subscribe for or purchase shares of
Class D Stock at a price per share that is lownan the Trading Price as set forth in the most reCemversion Ratio Certificate prior to the
record date mentioned below (or, if no ConversiatidrCertificate has yet been provided, equal éoBase Price immediately prior to such
record date) (a "Discounted Stock Adjustment Event"

a) Each of the Fixed Terms shall be adjusted tovéthge determined by multiplying (x) such term indizely prior to such Discounted Stock
Adjustment Event, by (y) a fraction, (i) the nunteraof which shall be the number of shares of Clasdtock outstanding on the date of such
Discounted Stock Adjustment Event plus the numlibehares which the aggregate offering price oftthal number of shares of Class D
Stock so offered would purchase at the price paresbf Class D Stock equal to the Trading Pricgea$orth in the most recent Conversion
Ratio Certificate prior to the record date mentwbelow (or, if no Conversion Ratio Certificate lya$ been provided, equal to the Base F
immediately prior to such record date), and (i§ ttenominator of which shall be the number of shafeClass D Stock outstanding on the
date of such Discounted Stock Adjustment Event filesnumber of additional shares of Class D Stdfdeed for subscription or purchase.

b) Each of the Inverse Fixed Terms shall be adjuig¢he value determined by multiplying (x) suelmt immediately prior to such
Discounted Stock Adjustment Event, by (y) a frattif) the numerator of which shall be the numbestares of Class D Stock outstanding
on the date of such Discounted Stock AdjustmenhEpkis the number of additional shares of Clagtdrk offered for subscription or
purchase, and (ii) the denominator of which shalthe number of shares of Class D Stock outstarwhirtye date of such Discounted Stock
Adjustment Event plus the number of shares whiehatligregate offering price of the total numberhaires of Class D Stock so offered wc
purchase at the price per share of Class D Staghl ¢ég the Trading Price as set forth in the mesent Conversion Ratio Certificate prior to
the record date mentioned below (or, if no Conwer&atio Certificate has yet been provided, equéhé Base Price immediately prior to
such record date).

Such adjustment shall be made whenever such CdvleeBecurities are issued, and shall become éffethmediately on the date of
issuance retroactive to the record date for therdehation of stockholders entitled to receive sGamvertible Securities.

3. If the Corporation shall pay any Regular Dividew Extraordinary Dividend (a "Dividend Adjustmefient"):

a) Each of the Fixed Terms shall be adjusted tb satue determined by multiplying (x) such term iedrately prior to such Dividend
Adjustment Event, by (y) a fraction, (i) the nunteraof which shall be the Trading Price immediatetior to such Dividend Adjustment
Event minus the per share amount received by helfe€lass D Stock in connection with such divideantd (ii) the denominator of which
shall be the Trading Price immediately prior totlsividend Adjustment Even



b) Each of the Inverse Fixed Terms shall be adjuiesuch value determined by multiplying (x) stetm immediately prior to such
Dividend Adjustment Event, by (y) a fraction, (letnumerator of which shall be the Trading Pricengdiately prior to such Dividend
Adjustment Event, and (ii) the denominator of whattall be the Trading Price immediately prior tolsividend Adjustment Event minus
the per share amount received by holders of ClaStBk in connection with such dividend.

Any non-cash portions of an Extraordinary Dividesad forth in this paragraph F.3. shall be basechuipe fair market value of such non-cash
portion at the time such Extraordinary Dividendiélared or paid, as determined in good faith leyBbard of Directors.

4. If any capital reorganization or reclassificatif the capital stock of the Corporation, or cditkstion or merger of the Corporation with
another corporation, or share exchange involvirgatitstanding shares of the Corporation's capgitaksr the sale of all or substantially all
of its assets to another corporation shall be &ftemn such a way that holders of Class D StocK beeentitled to receive stock, securities,
cash or other property with respect to or in exdeafor Class D Stock, then, as a condition of seonganization, reclassification,
consolidation, merger, share exchange or saleplaawid adequate provision shall be made wherebfdlters of the Class R Stock shall
have the right to acquire and receive upon conerrsf the Class R Stock (after and subject toitfets of holders of Preferred Stock, if any),
such shares of stock, securities, cash or othgreptpissuable or payable (as part of the reorgdioiz, reclassification, consolidation, merger,
share exchange or sale) with respect to or in exgdéor such number of outstanding shares of @aStock as would have been received
upon conversion of the Class R Stock at the CoiweiRatio immediately prior to such event. The @ogtion shall not effect any such
consolidation, merger or sale, unless prior tociresummation thereof the successor corporatiatti{gr than the Corporation) resulting from
such consolidation or merger or the corporatiorcipasing such assets shall assume by written instrtumailed or delivered to the holders of
the Class R Stock at the last address of eachtmlder appearing on the books of the Corporatios abligation to deliver to each such
holder such shares of stock, securities or asseta accordance with the foregoing provisionshdualder may be entitled to receive upon
conversion of such holder's shares of Class R Stock

5. The Corporation shall not effect a reclassifarabf the Class R Stock without the approval diiees of a majority of the shares of Class R
Stock.

6. The provisions of this paragraph F. shall n@apo any Class D Stock issued, issuable or deesné&standing pursuant hereto: (a) to any
person pursuant to any stock option, stock purchasenilar plan or arrangement for the benefiewfployees of the Corporation or its
subsidiaries in effect on the Initial Issuance Datéhereafter adopted by the Board of DirectorthefCorporation; (b) pursuant to options,
warrants and conversion rights in existence onritiial Issuance Date; or (c) on conversion of @lass R Stock.

7. In the event of:

a) the occurrence of any event causing the adjudtofehe Fixed Term or any Inverse Fixed Term parg to paragraphs F.1., F.2. or F.3.
hereof; or

b) there shall be any capital reorganization olassification of the capital stock of the Corpasatiincluding any subdivision or combination
of its outstanding shares of Class D Stock, or alidation or merger of the Corporation with, oresaf all or substantially all of its assets to,
another corporation; or

c) there shall be a voluntary or involuntary dissioin, liquidation or winding up of the Corporatjar
d) the occurrence of a Change of Control;
then, in connection with such event, the Corporasieall give to the holders of the Class R Stock:

(1) in the case of a), b) or c) above, at leashtye

(20) days prior written notice of the date on whilsh books of the Corporation shall close or angsball be taken for such dividend,
distribution or subscription rights or for deterimig rights to vote in respect of any such reorgatiin, reclassification, consolidation, merg
sale, dissolution, liquidation or winding up, prded that if the Class R Stock is Publicly Tradedhsnotice must be given prior to the end of
the Public Conversion Period prior to such recatdd

(2) in the case of any such reorganization, reiflaagon, consolidation, merger, sale, dissolutibquidation or winding up, at least twenty
(20) days prior written notice of the date whendhme shall take place. Such notice in accordaitbetive foregoing clause shall also spec
in the case of any such dividend, distributionwdrscription rights, the date on which the holddr€lass D Stock shall be entitled thereto,
shall also specify the date on which the holderGlags D Stock shall be entitled to exchange fBkiss D Stock for securities or other
property deliverable upon such reorganization assification consolidation, merger, sale, dissohutliquidation or winding up, as the case
may be; and

(3) in the case of d) above, five days after subhr@e of Control, unless notice is required sobygil) above; provided that if stockholder
approval is required to effect such Change of Gbntiotice shall be provided concurrently with tiaice to stockholders in connection with
obtaining such stockholder approval.

Each such written notice shall be given by firsissl mail, postage prepaid, addressed to the halflére Class R Stock at the address of «



such holder as shown on the books of the Corparatio

8. If any event occurs as to which, in the opindéthe Board of Directors of the Corporation, tlevisions of this paragraph F. are not

strictly applicable or if strictly applicable wouttbt fairly protect the rights of the holders o tlass R Stock in accordance with the essentia
intent and principles of such provisions, thenBloard of Directors shall make an adjustment inapplication of such provisions, in
accordance with such essential intent and pringjige as to protect such rights as aforesaid. thmoccurrence of any such adjustment
pursuant to this paragraph F.8., the Corporatiati gfive notice to the holders of Class R Stock@wvided in paragraph F.7(1), F.7(2) or F.7
(3) hereof, as appropriate. All calculations antkdwainations required to be made by the Corporagiimsuant hereto shall be made by the
Corporation in good faith. All such calculationdasteterminations shall be conclusive unless othenspecifically provided hereby.

G. Rank.

After the Class C Exchange, the Class R Stock,shih respect to dividend distributions and wieispect to distributions of assets and rights
upon the liquidation, winding up and dissolutiortlod Corporation, rank on a parity with Class DcRtand junior to Preferred Stock.

H. Dividends.

1. Prior to the Class C Exchange, no dividends beagieclared or paid with respect to Class R Staftkr (i) the Class C Exchange and (i)
dividends payable on any Preferred Stock have beelared and set aside on any such Preferred 8taiRg a preference over the Class D
Stock and Class R Stock with respect to the paymwiesiich dividends, holders of Class R Stock sl be entitled to receive dividends,
of any assets or funds legally available therdfogn amount per share of Class R Stock (and ptiopaily to such amount for fractional
shares thereof) as set forth below:

a) If and when a Regular Dividend is declared,mount which is equal to (i) the Conversion Ratiertlin effect multiplied by (ii) the
aggregate per share amount of such Regular Dividenthred on a share of Class D Stock; and

b) Subject to paragraph K. hereof, if and when amadrdinary Dividend is declared, an amount wh&chqual to (i) the Conversion Ratio
then in effect multiplied by (ii) onésurth of the sum of (A) the aggregate per sharewarhof all cash portions of such Extraordinary ibénc
plus (B) the aggregate per share amount (basedthpdair market value of the non-cash portionwatsExtraordinary Dividend at the time
such Extraordinary Dividend is declared or paidlermined in good faith by the Board of Directa&all non-cash portions of such
Extraordinary Dividend, in each case as declared sinare of Class D Stock.

Such dividends shall be declared and paid conteamgously with the declaration and payment of theted dividend on the Class D Stock;
and the foregoing are the only times when dividestasl be declared and paid with respect to thesORStock.

2. All dividends paid with respect to shares ofgSI& Stock pursuant to this paragraph H. shalklie: gro rata and in like manner to all of the
holders entitled thereto.

3. No Regular or Extraordinary Dividends shall leeldred by the Board of Directors or paid or setrbfor payment by the Corporation on
Class D Stock unless, contemporaneously therewiike ratable dividend calculated in accordand wiis paragraph H. is declared and
paid, or declared and a sum set apart sufficiansdoh payment, on the Class R Stock, payabletderte herein.

I. Liquidation Rights.

1. Prior to the Class C Exchange, in the evenhgfluntary or involuntary liquidation, dissoluti@r winding up of the Corporation
("Liquidation™), the holders of Class R Stock thmrnistanding shall not be entitled to receive ampprty, assets or funds of the Corporation.

2. In the event of a Liquidation following the C$a8 Exchange, holders of Class R Stock then outstgrshall be entitled to be paid ratably
out of the assets and funds of the Corporationliegaailable for distribution to its stockholdeidter and subject to the payment in full of all
amounts required to be distributed to the holdéeny Preferred Stock upon such Liquidation, an amequal to (a) the Liquidation Ratio
then in effect multiplied by (b) the aggregate antaf all assets and funds remaining availabladfstribution to holders of Class D Stock
and Class R Stock.

J. Voting.
1. Prior to the Class C Exchange, except as redjbiydaw, holders of Class R Stock shall not bétledtto vote on any matter.

2. After the Class C Exchange, each issued andamdiisg share of Class R Stock (and fraction th@gdwll be entitled to vote only (i) for
the election of directors, and (ii) as requireddy. On matters on which the holders of Class RIS#re entitled to vote, (a) each issued and
outstanding share of Class R Stock shall be edtilehe number of votes equal to the ConversidioRe of the record date for determina

of stockholders entitled to vote on such matted, @) each issued and outstanding fraction of aesbfiClass R Stock shall be entitled to (x)
such fraction, multiplied by (y) the number of vo&xjual to the Conversion Ratio as of the recote ftat determination of stockholders
entitled to vote on such matter. Except as requisethw, holders of Class R Stock shall vote togethith the holders of Class D Stock &



single class on all matters on which holders oE€R Stock are entitled to vote.
K. Forced Conversion.

1. In the event that the Board of Directors detemsithat the Corporation should convert all issursdioutstanding shares of Class R Stock
(and fractions thereof) into Class D Stock, thepdoation may at its option, elect to cause all,rimitless than all, shares of Class R Stock
(and fractions thereof) to be converted (a "For€edversion") into Class D Stock at the Conversiatid?(i) in the event that the Class D
Stock is not Publicly Traded, set forth in the BtevConversion Ratio Certificate delivered purstamaragraph E.3. hereof as a result of
determination by the Board of Directors, and (iiXhe event that the Class D Stock is Publicly €dadn effect on the date the Board of
Directors determines to cause such a conversiawjged, however, that if such Conversion Ratioffee was calculated using a Conversion
Value of less than $25.00, such Conversion Ratidl Sle recalculated using a Conversion Value of. 825

2. All holders of record of shares of Class R Stikfractions thereof) will be given at least {&0) days prior written notice of the date fi
and the place designated for such conversion afsdaStock pursuant to this paragraph K. Suchastiall be sent by mail, first class,
postage prepaid, to each record holder of shar€sask R Stock (or fractions thereof) at such ddeddress appearing on the stock register.
On or before the date fixed for conversion eacliéobf shares of Class R Stock (or fractions thgdwall surrender his or its certificate or
certificates for all such shares to the Corporatibthe place designated in such notice, and giexkafter receive certificates for the number
of shares of Class D Stock and cash in lieu offeagtional share of Class D Stock to which suchdapls entitled pursuant to this paragraph
K. On the date fixed for conversion, all rightshwiespect to the Class R Stock so converted wititgate, except only the rights of the
holders thereof, upon surrender of their certificat certificates therefor, to receive certificdtmsthe number of shares of Class D Stock into
which such Class R Stock has been converted, cagtosided in paragraph D.4. hereof in respechgffeaction of a share of Class D Stock
otherwise issuable upon such conversion and payaiemrty accrued and unpaid dividends thereon. tegaired by the Corporation,
certificates surrendered for conversion shall loesed or accompanied by written instrument orimsents of transfer, in form satisfactory
to the Corporation, duly executed by the registér@der or by his attorneys duly authorized in ingt All certificates evidencing shares of
Class R Stock (or fractions thereof) which are nexglito be surrendered for conversion in accordavittethe provisions hereof shall, from
and after the date fixed for conversion, be deetndthve been retired and canceled and the shafélass R Stock (or fractions thereof)
represented thereby converted into Class D Stacilfpurposes, notwithstanding the failure of ttwéder or holders thereof to surrender s
certificates on or prior to such date. As soonrastirable after the date of such conversion aadthrender of the certificate or certificates
for Class R Stock as aforesaid, the Corporatioti shase to be issued and delivered to such hotaten such holder's written order, a
certificate or certificates for the number of fsiiares of Class D Stock issuable on such conveirsiaccordance with the provisions hereof,
cash as provided in paragraph D.4. hereof in résdeany fraction of a share of Class D Stock otlige issuable upon such conversion and
payment of any accrued and unpaid dividends thereon

L. Mandatory Conversion.

1. Each share of Class R Stock (and fraction tlipoedstanding as of the Mandatory Conversion Batal, automatically, and without
further action by or on behalf of the Corporatithe Corporation's transfer agent or the holdeuohsshare of Class R Stock, be converted
(the "Mandatory Conversion") into shares of ClasStbck (and cash in lieu of any fractions of sharfeGlass D Stock as provided in
paragraph D.4. hereof) at the Conversion Ratidfaceas of such Mandatory Conversion Date.

2. All holders of record of shares of Class R St@kfractions thereof) will be given written natiat least ten (10) days prior to the
Mandatory Conversion Date stating the place deséghfor mandatory conversion of all of such shafeSlass R Stock pursuant to this
paragraph L. Such notice shall be sent by mad ilass, postage prepaid, to each record holdarares of Class R Stock (or fractions
thereof) at such holder's address appearing osttio& register. On or before the Mandatory Conweer§late, each holder of Class R Stock
shall surrender his or its certificate or certifesfor all such shares (or fractions thereofh®€orporation at the place designated in such
notice, and shall thereafter receive certificatestie number of shares of Class D Stock and ¢abéu of any fractional shares of Class D
Stock to which such holder is entitled pursuarthts paragraph L. On the date fixed for conversahrights with respect to the Class R St
so converted will terminate, except only the righitshe holders thereof, upon surrender of theitifieate or certificates therefor, to receive
certificates for the number of shares of Class @Stnto which such Class R Stock has been cormectesh as provided in paragraph D.4.
hereof in respect of any fraction of a share ok€la Stock otherwise issuable upon such convegsidmpayment of any accrued and unpaid
dividends thereon. If so required by the Corporatiertificates surrendered for conversion shakfgorsed or accompanied by written
instrument or instruments of transfer, in form Saittory to the Corporation, duly executed by #gistered holder or by his attorneys duly
authorized in writing. All certificates evidencisares of Class R Stock (or fractions thereof) tvlaie required to be surrendered for
conversion in accordance with the provisions hesball, from and after the date fixed for convemsioe deemed to have been retired and
canceled and the shares of Class R Stock (andofnaghereof) represented thereby converted inés<D Stock for all purposes,
notwithstanding the failure of the holder or hoklérereof to surrender such certificates on orpasuch date. As soon as practicable after
the date of such Mandatory Conversion and the sdereof the certificate or certificates for ClasStck as aforesaid, the Corporation shall
cause to be issued and delivered to such holden such holder's written order, a certificate entiicates for the number of full shares of
Class D Stock issuable on such conversion in aaomel with the provisions hereof, cash as providguhragraph D.4. hereof in respect of
any fraction of a share of Class D Stock otherigsaable upon such conversion and payment of atty@d and unpaid dividends thereon.

M. Mandatory Redemption. If the Class C Exchanyés(@bandoned by the Board of Directors prioti® €lass C Exchange, or (ii) has not
occurred by the close of business on the Mand&edemption Date, the Corporation shall redeenmh@cektent funds are legally available
therefor), all shares of Class R Stock (and frastithereof) then outstanding for a per share gipel to the par value thereof) (such amount
is hereinafter referred to as the "Redemption Pric&uich Redemption Price shall be paid to eacbrceholder of Class R Stock as of the
Mandatory Redemption Date, promptly after such dayecertified or bank cashier's check, sent byl rfigst class, postage prepaid, to e



record holder of shares of Class R Stock at su@tens address appearing on the stock registérelCorporation is unable at such date to
redeem all shares of Class R Stock (and fractioereof) because funds are not legally availableetbe then the Corporation shall redeem
such shares as soon thereafter as funds are |legallgable for redemption of such shares.

N. Taxes. The Corporation shall pay all documenstaynp taxes attributable to the initial issuanic€lass R Stock and of the shares of C

D Stock issuable upon conversion of Class R Stpalyided that the Corporation shall not be requtteday any tax or taxes which may be
payable in respect of any transfer involved inifisele of any certificates representing shares a$<CR Stock (or fractions thereof) or Class D
Stock in a name other than the holder of the ¢eatié or certificates surrendered upon conversiddlass R Stock, and the Corporation shall
not be required to issue or deliver such certiisatnless or until the person or persons requetittnggsuance thereof shall have paid to the
Corporation the amount of such tax or shall havabdished to the satisfaction of the Corporaticat $uch tax has been paid.

In witness whereof, Peter Kiewit Sons', Inc. hassed this Certificate of Amendment to be signediagthew J. Johnson, its Vice President
this 8th day of December, 1997.

Peter Kiewit Sons', Inc.

By:/s/ Matthew J. Johnson
Nare: Matt hew J. Johnson
Title: Vice President



SEPARATION AGREEMENT

This Separation Agreement (this "Agreement”) ieeed into as of December 8, 1997 by and among Rateiit Sons', Inc., a Delaware
corporation ("PKS"), Kiewit Diversified Group In@,Delaware corporation ("KDG"), PKS Holdings, lne Delaware corporation ("PKS
Holdings"), and Kiewit Construction Group Inc., @lBware corporation ("KCG", and together with PK®G, and PKS Holdings,
collectively the "Parties"” or individually a "Paf}y

Recitals

The Board of Directors of PKS has approved, by animous vote of the Board, a series of transaciittiesided to separate the construction
businesses of PKS and the diversified businessB&8finto two separate and independent compamesthe stockholders of PKS have
ratified the action of the PKS Board. PKS, KDG (thibsidiary of PKS that holds, directly or inditgcall of the diversified businesses of
PKS), KCG (the subsidiary of PKS that holds, diseot indirectly, all of the construction businessd PKS) and PKS Holdings (a subsidiary
of PKS formed to acquire from PKS all of the capitack of KCG in connection with the separatio@nto provide for the principal
corporate transactions necessary to consummasefaation, the relationships among the Parties #ifée separation, the allocation of risks
and responsibilities among the Parties after tharsgion and certain other matters.

The Parties hereby agree as follows:
Agreement

ARTICLE |
DEFINITIONS

1.01 General. Terms used but not elsewhere deiintiis Agreement have the following meanings:

Affiliate: with respect to any Person, a Person theectly, or indirectly through one or more intexdiaries, controls, is controlled by, or is
under common control with, such specified Persoovided, however, that for purposes of this Agreetneo member of either Group will
deemed to be an Affiliate of any member of the ptamup.

Asset: any and all assets and properties, whetla&rpersonal or mixed, tangible or intangible, velver located, and whether or not recorded
or reflected or required to be recorded on the bauid records or financial statements of any Persoluding, without limitation, the
following: (i) cash, cash equivalents, bank accsuluick boxes and other deposit arrangements, agpssits, letters of credit, performance
and surety bonds, trade accounts and other accandtsotes receivable (whether current or non-atjréi) certificates of deposit, banker's
acceptances, stock, debentures, evidences of edledss, certificates of interest or participatiopriofit- sharing agreements, collateral-trust
certificates, preorganization certificates or suipgions, capital contributions, joint venture goattnership interests, transferable shares,
investment contracts, voting-trust certificateacfional undivided interests in oil, gas or othénenal rights, puts, calls, straddles, options and
other securities or equity interests of any kindhaeiny Person;

(iii) trade secrets, confidential information, retgired and unregistered trademarks, service megkdce names, trade styles and trade names
and associated goodwill; statutory, common law rgistered copyrights; domestic and foreign pateagplications for any of the foregoing,
rights to use the foregoing and other rights irartd under the foregoing; (iv) rights under leasestracts, licenses, permits, distribution
arrangements, sales and purchase agreementsagtBements and business arrangements; (v) retd estanterests in real estate of
whatever nature and buildings and other improvem#rdreon; (vi) leasehold improvements, fixturesgé fixtures, machinery, equipment
(including transportation and office equipmentyl$y dies and furniture; (vii) office supplies, duztion supplies, spare parts, other
miscellaneous supplies and other tangible propdrany kind; (viii) raw materials, work-in-processished goods, consigned goods and
other inventories; (ix) prepayments or prepaid esgs; (x) claims, causes of action, choses inmadatights of recovery and rights of saft-of
any kind; (xi) the right to receive mail, paymentsaccounts receivable and other communicatiofi$;ibts of advertisers, records pertaining
to advertisers and accounts, personnel recordis gl records pertaining to suppliers and agantspooks, ledgers, files and business
records of every kind, whether in paper, microfimicrofiche, computer tape or disk, magnetic tapany other form; (xiii) advertising
materials and other printed or written materiatd;)(goodwill as a going concern and other intatgjtroperties; (xv) employee contracts,
including any rights thereunder to restrict an esypk from competing in certain respects; (xvi)i®es and authorizations issued by any
governmental authority; (xvii) all apparatus, congrs and other electronic data processing equiprfigtures, machinery, equipment,
furniture, office equipment, automobiles, truckisgiaft, rolling stock, vessels, motor vehicles atlder transportation equipment, special and
general tools, test devices, prototypes and madwlother tangible personal property; (xviii) atitten technical information, data,
specifications, research and development informagagineering drawings, operating and maintenarareuals, and materials and analyses
prepared by consultants and other third partiég) étl computer applications, programs and otloétvgare, including operating software,
network software, firmware, middleware, designwafie, design tools, systems documentation anduetgtns (excluding, for purposes of
definition of Construction Assets, any propertyP#€SIS);

(xx) all cost information, sales and pricing datastomer prospect lists, supplier records, custdistsr customer and vendor data,
correspondence and lists, product literature, akwaesign, development and manufacturing filesdeg and customer drawings, (xxi)
formulations and specifications, quality recordd agports and other books, records, studies, sarveports, plans and documents; and (xxii)
except as otherwise expressly provided hereimigilts under insurance policies and all rightshia hature of insurance, indemnification or
contribution.

Certificate Amendments: the Initial Certificate Antgnent and the Pc«-Transaction Certificate Amendme



Class C Stock: the Class C Construction & Mining@r Restricted Redeemable Convertible Exchangé€admemon Stock of PKS, par value
$.0625 per share.

Class D Stock: the Class D Diversified Group Cotikkr Exchangeable Common Stock of PKS, par valQé25 per share.

Class R Stock: the Class R Convertible Common Std&KS, par value $.01 per share, proposed taitfeeized pursuant to the Initial
Certificate Amendment and issued pursuant to tlas<CR Distribution.

Class R Distribution: the distribution, as a divideby PKS of the Class R Stock pursuant to Se&i06.

Class R Distribution Record Date: January 2, 1988uch other date occurring after the Debentumv€sion Date but before the Excess
Purchase Date, which is selected by the PKS Baathearecord date for determining holders of reafr@lass C Stock entitled to receive the
Class R Distribution.

Code: the Internal Revenue Code of 1986, as amendathy successor legislation, together with thesrand regulations promulgated
thereunder.

Construction Assets: all of the Assets utilized iedhately prior to the Exchange Date by any membéneConstruction Group in connecti
with the Construction Business.

Construction Business: all of the businesses argadipns conducted at, or at any time before, tteh&nge Date by PKS or any Subsidiar
PKS, the principal focus of which are or were camgton or construction management activities.'

Construction Group: PKS Holdings, KCG and the Sdibsies of KCG as of the Exchange Date.

Construction Indemnitees: any member of the Constmu Group, any Construction Individual and anyilfste of any member of the
Construction Group.

Construction Individual: any individual who at atije prior to the Exchange Date was a directoiceffor employee of any member of the
Construction Group, but solely to the extent thgt boss incurred by such Person is incurred in ¢hatcity.

Construction Liabilities: all of the Liabilities iging out of or resulting from the Construction Buess, and any Liability which any membe
the Construction Group is obligated to assume @untsto Section 5.02.

Construction Securities Transactions: the offeseib or the sale of Class C Stock, PKS Holdingsstr debentures convertible into Class C
Stock or PKS Holdings Stock.

Diversified Assets: all of the Assets utilized iniieely prior to the Exchange Date by any membeahefDiversified Group in connection
with the Diversified Business.

Diversified Business: all of the businesses andatfmns conducted at, or at any time before, thehBrge Date, by PKS, other than the
Construction Business.

Diversified Group: PKS, KDG and all of the Subsitka of KDG as of the Exchange Date.

Diversified Indemnitees: any member of the DiveéesifGroup, any Diversified Individual and any Afffilte of any member of the Diversified
Group.

Diversified Individual: any individual who at aniyrte prior to the Exchange Date was a directorceffor employee of any member of the
Diversified Group, but solely to the extent thay &ioss incurred by such Person is incurred in tagiacity.

Diversified Liabilities: all of the Liabilities asing out of or resulting from the Diversified Busgs, and any Liability which any member of
the Diversified Group is obligated to assume punst@m Section 5.02.

Diversified Securities Transaction: the offer tdl sethe sale of Class D Stock, Class R Stockeadrashtures convertible into Class D Stock,
including the issuance of any stock option contgtinto Class D Stock.

Dividend Condition: with respect to the distributiomn connection with the Class R Distribution ahd tlistribution in connection with the
Share Exchange, a determination by the PKS Boartdstich distribution by PKS will (a) comply withetfPKS Certificate, as then amended
and/or restated, (b) will be made out of surplughiw the meaning of Section 170 of the Delawar@&al Corporation Law and (c) will not
result in the insolvency of PKS under applicabsuttulent conveyance or fraudulent transfer stat



Exchange Act: the Securities Exchange Act of 198gether with the rules and regulations promulg#tedeunder.

Exchange Date: the date on which the Share Exchanmgeade, which will be a date determined by th&Mo¢ard that occurs after satisfact
of all of the conditions set forth in
Section 2.08.

Exchange Record Date: the date selected by theB&a& for determining holders of record of ClasStGck entitled to receive PKS
Holdings Stock in the Share Exchange.

Group: either of the Construction Group or the Déified Group.

Indemnifying Party: a Person who or which is obigghunder Article 1V to provide indemnification.

Indemnitee: a Person entitled to indemnificatiodemArticle IV.

Indemnity Payment: an amount that an IndemnifyiagyPis required to pay to an Indemnitee pursuamrticle 1V.

Information: all information whether or not patdnigor copyrightable, in written, oral, electromicother tangible or intangible forms, stored
in any medium, including studies, reports, recobdmks, contracts, instruments, surveys, discoseideas, concepts, know-how, techniques,
designs, specifications, drawings, blueprints, @iats, models, prototypes, samples, flow chart&sdiiskettes, tapes, computer programs or
other software, marketing plans, customer namespamications by or to attorneys (including attorneient privileged communications),
memos and other materials prepared by attorneyadgr their direction (including attorney work puat), computer data and other technical,
financial, employee or business information.

Initial PKS Certificate Amendment: an amendmerthi® PKS Certificate in the form of AppendixIEs the Joint Prospectus/Proxy Statem

Joint Prospectus/Proxy Statement: the joint prasisgaroxy statement included in the Registraticate3hent and mailed to the holders of
Class C Stock and Class D Stock in connection thighTransaction.

Liabilities: all debts, liabilities and obligationshether absolute or contingent, matured or unredtdiquidated or unliquidated, accrued or
unaccrued, known or unknown, whenever or howevsingy, and whether or not the same would propeglydflected on a balance sheet,
including all related costs and expenses.

Losses: all losses, Liabilities, damages, actiolaéms, suits, demands, proceedings, inquiriegstigations, judgments or settlements of any
nature or kind, known or unknown, fixed, accrudskaute or contingent, liquidated or unliquidatiedt|uding all related costs and expenses
(legal, accounting or otherwise as such costsrangried) suffered by an Indemnitee.

PKS Board: the board of directors of PKS (or thecetive committee of the board of directors of PK#)e executive committee of the bo
of directors of PKS has the authority to take tb&oa required under this Agreement).

PKS Certificate: the Restated Certificate of Inavgtion of PKS, as in effect on the date of thise&gnent.

PKS Holdings Certificate Amendment: an amendmeiaini restatement of the Certificate of Incorporatt PKS Holdings in the form of
Appendix D to the Joint Prospectus/Proxy Statement.

PKS Holdings Stock: the common stock of PKS Holdir§01 par value.
PKS Stockholders: the holders of Class C Stockhtiéers of Class D Stock and, if applicable, tbklérs of Class R Stock, taken together.
PKSIS: PKS Information Services, Inc., a Delawargporation, and a Subsidiary of KDG.

Person: an individual, a partnership, a limitedmenship, a joint venture, a limited liability coanpy, a corporation, a trust, an unincorporated
organization, any other entity or a governmentryr department or agency thereof.

Post-Transaction PKS Certificate Amendment: an almemt to and restatement of the PKS Certificat@nasnded by the Initial Certificate
Amendment, in the form of Appendix E-II to the Xdfrospectus/Proxy Statement.

Registration Statement: the registration staterfilert by PKS and PKS Holdings on Form S-4 (Regtg&iraNo. 333-34627) pursuant to the
Securities Act, as amended from time to time.

Representative: with respect to any Person, asycti Person's affiliates, directors, officers, eypes, agents, consultants, advisors,
accountants, attorneys and representat



SEC: the Securities and Exchange Commission.

Secretary of State: the Secretary of State of the $f Delaware.

Securities Act: the Securities Act of 1933, as adeel together with the rules and regulations prgateld thereunder.
Service: the United States Internal Revenue Service

Separation Transactions: the transactions descitbed
Section 3.01 through 3.08 of this Agreement.

Share Exchange: the exchange of PKS Holdings StwaRlass C Stock in accordance with the Exchamgeision (as defined in Section
3.09).

Special Meeting: the special meeting of stockhad#PKS held on December 8, 1997 to consider thitems described in
Section 2.02.

Stock Option Plan Amendment: an amendment to astdtemment of the 1995 Class D Stock Plan of PKiBarform approved by the PKS
Board on October 22, 1997, as amended by the Bxeddbmmittee of the PKS Board on November 10, 1997

Subsidiary: with respect to any specified Persag,@rporation or other legal entity of which siRérson or any of its Subsidiaries controls
or owns, directly or indirectly, more than 50% bé&tstock or other equity interest entitled to vanethe election of members to the board or
similar governing body.

Tax: as defined in the Tax Allocation Agreement.

Tax Allocation Agreement: a tax allocation agreetimiween the Diversified Group and the Construc@soup to be entered into as of the
Exchange Date, in form and substance mutuallyfaatizry to all of the Parties.

Termination Date: the date upon which the Traneaatiill be abandoned if not consummated, which b&lOctober 15, 1998, unless that
date is extended by a duly adopted resolution®fKS Board.

Third-Party Claim: any claim, suit, arbitrationginiry, proceeding or investigation by or before apwrt, any governmental or other
regulatory or administrative agency or commissioany arbitration tribunal asserted by a Person ishmt a member of a Group.

Transaction: all of the transactions contemplatethis Agreement, taken together.

ARTICLE Il
CONDITIONS TO TRANSACTION; ABANDONMENT

2.01 Registration Statement/Joint Prospectus/P&taiement. PKS and PKS Holdings have preparedil@adtiie Registration Statement w
the SEC, the SEC has declared the RegistrationrSéat effective, and PKS and PKS Holdings haveaddhe Joint Prospectus/Proxy
Statement to all PKS Stockholders.

2.02. Special Meeting. At the Special Meeting, FKiSmitted (i) the Transaction, (ii) the Initial PKC®rtificate Amendment, (iii) the Post-
Transaction PKS Certificate Amendment and (iv) $teck Option Plan Amendment to votes of the PKSI8tolders, and each matter was
ratified or approved by the requisite vote of tiSPStockholders.

2.03 Ruling Request. PKS has submitted to the Sevirequest for certain rulings in connection il Transaction (as amended from time
to time by PKS, the "Ruling Request"). The PKS Bloaay determine, at any time after the date of Algiseement, to request an opinion of
federal income tax counsel to PKS, confirming anglbof the matters subject to the Ruling Requasthe PKS Board deems appropriate
(the "Tax Opinion"). If (a) either the Service desithe Ruling Request or the Service does not ¢liarRRuling Request before the
Termination Date, and (b) the PKS Board has naiestpd and received the Tax Opinion on or befaéldrmination Date, the Parties will
abandon the Transaction.

2.04 Nebraska Ruling Request. PKS is preparingdbmission to the State of Nebraska DepartmentgéRue a request for certain rulings
in connection with the Transaction (as amended fiiome to time by PKS, the "Nebraska Ruling Reqyediie PKS Board may determine,
any time after the date of this Agreement, to retjae opinion of Nebraska tax counsel to PKS, cuonifig any or all of the matters subject to
the Nebraska Ruling Request, as the PKS Board dapprspriate (the "Nebraska Tax Opinion"). If (@her the Nebraska Ruling Request is
denied or is not granted before the TerminatioreDad (b) the Nebraska Tax Opinion is not reqdesiel received on or before the
Termination Date, the PKS Board will review the &fits of the Transaction in light of the failuretbe Nebraska Department of Revenue to
approve the Nebraska Ruling Request or the fadithe PKS Board to request and receive the Taxiopj and will abandon the Transact

if the PKS Board determines, by a duly adoptedlmtiem, that consummation of the Transaction idar@er in the best interest of all P}



Stockholders.
2.05 Termination Date. The Parties will abandonTtensaction if the Share Exchange is not consuennat or before the Termination Dz

2.06 PKS Board Right to Defer, Modify or Abandorafisaction. Notwithstanding any other provisionhi$ tAgreement, (a) prior to
consummation of the Transaction, the Parties veledor modify the Transaction or this Agreemeraiiy respect deemed appropriate by the
PKS Board, and (b) the Parties will abandon the3aation at any time if the PKS Board, by a dulg@dd resolution, determines that
consummation of the Transaction is no longer inkthst interest of all PKS Stockholders. Nothingeheshall limit or otherwise affect the
PKS Board's ability to proceed with the Transactiba later date.

2.07 Consequences of Abandonment. If the Partiesddn the Transaction (whether pursuant to Segti@®, 2.04, 2.05 or 2.06), Articles 1ll,
IV, V and VI of this Agreement will terminate andve no further force or effect, the Parties wilt he obligated to consummate any of the
Separation Transactions that have not then beesuommated, and only this Section 2.07 and Articlédlland VIII of this Agreement will
remain binding on the Parties and have any furfibvee or effect.

2.08 Conditions to Share Exchange. The Share Exgehaill be consummated only if (a) PKS has receiitlder the rulings subject to the
Ruling Request and/or the Tax Opinion, (b) the &évid Condition has been satisfied with respediedshare Exchange, (c) the Separation
Transactions have been consummated, and (d) theBBE& has not determined to abandon the Transadilte condition set forth in clause
(a) of the preceding sentence shall not be waived.

ARTICLE Il
THE SEPARATION TRANSACTIONS;
THE SHARE EXCHANGE

3.01 1997 Class C Stock Conversions. (a) Undeli@&ect

VI.D.(10) of the PKS Certificate, holders of CladsStock may convert any or all of their Class Cc8timto Class D Stock by tendering a
written conversion notice to PKS between October1®97 and December 15, 1997 (the "1997 ConveRaiod"). Under

Section VI.D.(10)(f) of the PKS Certificate, PKS ynelect, in lieu of effecting the conversion, taghase any shares of Class C Stock so
tendered by providing written notice to the tendgrstockholders of such election. If PKS makes srcblection, the tendering stockholder
may withdraw the tender of the Class C Stock ifshthen eligible under Section VI.D.(1) of the PK8rtificate to own Class C Stock (an
"Eligible Class C Stockholder").

(b) PKS intends to permit conversion of no morantB@®00,000 shares of Class C Stock (the "ConvweSap") tendered during the 1997
Conversion Period and to repurchase (on a prduage among tendering holders of Class C Stockesha Class C Stock tendered in exc
of the Conversion Cap ("Excess Class C Stock"). RKHIShotify holders of Excess Class C Stock ofith@o rata share of Excess Class C
Stock promptly after the end of the 1997 Conver$teniod, and will permit holders of Excess ClasSt@ck who have indicated to PKS that
they intend to remain Eligible Shareholders throAghil 1, 1998 to withdraw Excess Class C Stockasordance with Section

VI.D.(10)(f) of the Certificate by providing writtenotice of withdrawal on or before the fifteentilendar day after the date of such notice.

(c) PKS will purchase any Excess Class C Stochkwitbidrawn pursuant to Section 3.01(b), and willpiétolders of any such Excess Class
C Stock to elect either (i) to receive cash in exgje for Excess Class C Stock so purchased indaroe with Section VI.D.(10)(f) of the
PKS Certificate, or

(i) to receive unsecured promissory notes of PiK&turing on January 15, 1999 and bearing intepastable at maturity, at a rate of no less
than 6% per annum ("Short Term Notes"), in exchdog&xcess Class C Stock. Each Short Term Notiepnalvide that the obligations unc
the Short Term Note will be assumed by PKS Holdifgise Share Exchange is consummated. PKS wilcoasummate the purchase of any
Excess Class C Stock until after the Class R istion Record Date, and all holders of such Ex€ass C Stock will be entitled to receive
the Class R Distribution with respect to such Esdekss C Stock.

(d) If PKS purchases Excess Class C Stock andrdnes@ction is abandoned, PKS will file, within @0endar days after the date upon which
the Transaction is abandoned, a Form S- 8 redmtratatement under the Securities Act for an ofteof Class D Stock to holders of
purchased Excess Class C Stock. Upon filing of ibgistration statement, PKS will offer to eachtsholder the opportunity to elect, within
30 calendar days of the filing, to purchase, atGless D Per Share Price (as defined in the PKS$fiCate) as of January 1, 1998, a numbe
shares of Class D Stock equal to the number oeshafrClass D Stock into which his purchased Ex€ass C Stock could have been
converted on the Conversion Date but for the appba of the Conversion Cap. The PKS Board may fidraiders to offset the purchase
price for such shares of Class D Stock againsbtitgtanding principal amount and accrued interagaple pursuant to a Short Term Note.

(e) On the date of consummation of the purchasdl &xcess Class C Stock (the "Excess Purchase)DKEG will distribute to PKS cash i
an amount equal to all cash payments for Excesss@aStock pursuant to Sections 3.01(b)(i).

(f) On the Exchange Date, PKS Holdings will assathef the obligations of PKS under each Short Tétate, if any.

(g) Within 30 calendar days after the expiratiothaf 1997 Conversion Period, KCG will distributePdS, and PKS will contribute to KDG,
cash in an amount equal to the aggregate Class SHaee Price (as defined in the PKS Certificatdhe Class C Stock converted into Class
D Stock during the 1997 Conversion Period (sulijgetdjustment following delivery of audited finaacstatements for PKS for 1997, ii



manner consistent with past practice).

3.02 Accelerated Conversion of Debentures. (a) B&Soutstanding Series 1993 through Series 199 ClaConvertible Debentures (the
"Debentures"). The Debentures are convertible @itss C Stock, during a one month period in thé fitar of their terms, at a rate specified
in the Debentures. PKS will accelerate the conwerpiriod for the Debentures to permit holderhefebentures ("Converting Debenture
Holders") to tender for conversion, during a tey dariod beginning on December 16, 1997 and endmBecember 25, 1997 (the
"Debenture Conversion Period"), any or all Debegglinto Class C Stock at the otherwise applicatmheersion rate. PKS will issue all Class
C Stock with respect to all Debentures so eleaidzbtconverted on December 26, 1997 (the "Debe@arersion Date"). All Converting
Debenture Holders will be entitled to receive tHhas§ R Distribution with respect to Class C Stasued upon conversion of the Debentures.
Any Debentures not tendered for conversion dutirgRebenture Conversion Period will remain outstagndnd governed by the original
terms of the Debentures, and holders of any sudieBtares will not be entitled to receive the CRad3istribution with respect to the
Debentures or the related Class C Stock. If theSaetion is consummated, PKS and PKS Holdingsusdél their best efforts to agree upor
arrangement whereby the financial benefits anddnsdssociated with any Debentures remaining oulistg will be borne by PKS Holding

(b) KCG or one of its Subsidiaries will make avhi&ato each Converting Debenture Holder on the bilve Conversion Date, a loan in an
amount equal to the principal amount of each Daber(a "Debenture Loan"). Each Debenture Loanhélkevidenced by a non-interest
bearing promissory note and secured pursuant kedg@ agreement in such forms as determined by KI®& entire principal balance of et
Debenture Loan will be due and payable on theezasfithe last day of the conversion period ofrédated Debenture, as originally issued
before any modification pursuant to Section 3.02§a)the date of the sale or other dispositionhgy@onverting Debenture Holder of the
related Class C Stock to PKS (other than pursunatite Share Exchange), or (if the Share Exchangenisummated) the related PKS
Holdings Stock to PKS Holdings, or the terminatadremployment of the holder.

3.03 1997 Debentures. PKS issued, on or about Nbogefn 1997, its Series 1997 Class C ConvertibleeDtires (the "1997 Debentures").
Each 1997 Debenture will provide that if the Shaxehange is consummated, the 1997 Debentures atitathawill become, without any
action by PKS, PKS Holdings or the holder theraadebenture of PKS Holdings (the "Replacement Diefoesi’) convertible into the number
of shares of PKS Holdings Stock as it was previpashvertible into Class C Stock, and that PKS wndllonger have any obligation or
liability under the 1997 Debentures. On or beftwe Exchange Date, PKS and PKS Holdings will agvese mutually acceptable arrangement
pursuant to which PKS Holdings will assume, or otfige become liable for, the obligations of PKS emnthe related Indenture.

3.04 Sales of Class C Stock by Eligible Class @i8tolders. (a) Under Section VI.D.3(a) of the PK&tlicate, PKS is obligated to
purchase, at the Class C Per Share Price, any Cl&ssck tendered for purchase during the firsedifi calendar days of each month. On the
Exchange Date, PKS will deliver to PKS Holdingshexlule that sets forth the name of each Eligittées<C Stockholder (determined as of
the Exchange Date) from whom PKS has purchased Cl&tock ("Purchased Class C Stock") between lies@® Distribution Date and the
Exchange Date (a "Selling Shareholder"), the dasuch purchase, the number of shares of Clas®€k Sb purchased and the total amount
paid to each such Eligible Class C Shareholdealfashares of Class C Stock so purchased.

(b) PKS Holdings will promptly notify PKS if PKS Hdings sells PKS Holdings Stock to any Selling ®hatder at any time between the
Exchange Date and the first anniversary of the BRgk Date (a "Subsequent Sale"). PKS Holdingstaki any action reasonably requested
by PKS to ensure that any Class R Stock distribtddle Selling Shareholder with respect to Puretid@@lass C Stock becomes attached to
such shares of PKS Holdings Stock purchased inbaefuent Sale on a pro rata basis, as contempating Certificate Amendments.

(c) In connection with Subsequent Sales of PKS Idgkl Stock to Canadians ("Canadian Shareholdd?&$ Holdings or a Subsidiary
thereof may offer to provide loans to such Cana@ihareholders, on terms acceptable to all Pai¥ikin 30 calendar days after the date of
each such loan, PKS Holdings will provide PKS véthchedule that sets forth, in detail reasonaldg@able to PKS, the terms and
conditions of any and all such loans.

3.05 Initial Certificate Amendment. PKS will filae Initial Certificate Amendment with the SecretafyState as promptly as practicable after
the Special Meeting.

3.06 Class R Distribution. (a) Subject to the $atison of the Dividend Condition with respect hetClass R Distribution, PKS will declare a
dividend, payable to holders of Class C Stock ab®iClass R Distribution Record Date, of .8 of share of Class R Stock for each share of
Class C Stock held as of the Class R Distributiend®d Date.

(b) PKS will record the Class R Distribution, amdgjister all persons entitled to the Class R Distiéim as holders of Class R Stock, on the
books and records maintained by or on behalf of RiK$he registration of ownership of the capitaick of PKS, effective as of the Class R
Distribution Record Date. PKS will not issue céctites or other instruments to evidence Class BkStoless and until the Share Exchange is
consummated. If the Share Exchange is consumnfak&sl will issue and distribute certificates evidencihe Class R Stock. If the Class R
Distribution is consummated, but the Transactidatisr abandoned, PKS will exercise its rightseiourchase all of the Class R Stock under
Section IX.M of the Initial Certificate Amendmerg promptly as practicable after abandonment offtla@saction.

3.07 PKSIS Reorganization. On or before the Exchdpate, KDG will cause PKSIS to undertake such @@ie reorganization as is then
described in or contemplated by the Ruling Request.

3.08 PKS Holdings Transactions. (a) From the dathis Agreement to the Exchange Date, KCG will makich distributions to PKS as are
necessary to permit PKS to make such capital dontdns and provide such other funds to PKS Holsliagymay be necessary or desirab



permit PKS Holdings to perform and discharge itsgaltions under this Agreement.

(b) On or before the Exchange Date, PKS, in itaciyp as the sole shareholder of PKS Holdingswill)adopt the PKS Holdings Certificate
Amendment, and (ii) will elect to the board of diters of PKS Holdings those persons designatedrastars of PKS Holdings in the Joint
Prospectus/Proxy Statement, with such substitutiorzglditions as may be approved by the PKS Badided the date of this Agreement.

(c) On the Exchange Date, PKS Holdings will file tAKS Holdings Certificate Amendment with the Stareof State.

(d) On the Exchange Date, PKS will make a capitatigbution to PKS Holdings of (i) all of the caglistock of KCG held by PKS, and (ii)
such other assets as agreed to by the Partieseandlitbd on a Schedule to be attached to the Agneteom or before the Exchange Date. On
the Exchange Date, PKS Holdings will distributd”t¢S a sufficient number of shares of PKS Holdingg g evidenced by a single
certificate, so that, together with such sharesiptsly issued to PKS, PKS will hold shares of PH@&Edings Stock equal to the number of
shares of Class C Stock outstanding on the ExchRegerd Date.

3.09 Share Exchange. (a) Not more than 60 calaefades, but not less than 30 calendar days, pritr@dxchange Date, PKS shall give each
holder of Class C Stock the notice contemplate@dgtion I11.D.(3)(a) of the PKS Certificate (theXthange Provision"). Each notice will set
forth the Exchange Record Date and the informatguired by the Exchange Provision, and will essabduch procedures for the Share
Exchange as are permitted by the Exchange Provisidrotherwise deemed appropriate by PKS.

(b) On the Exchange Date, PKS will exchange, punsteathe Exchange Provision, one share of the AKI8ings Common Stock received
pursuant to Section 3.11(a) for each share of @aS®mmon Stock outstanding as of the Exchange. [@ateand after the Exchange Date, all
rights of holders of Class C Stock will be govertgdhe Exchange Provisions.

(c) The Share Exchange will be consummated ongr afinsummation of all of the Separation Transastiotended to be consummated on
the Exchange Date.

3.10 Post-Transaction Certificate Amendment. If$irare Exchange is consummated, PKS will file thet-Hransaction Certificate
Amendment with the Secretary of State on the Exgbdate.

3.11 Certificate Surrender and Distribution. (a)pkemptly as practicable after the Exchange Dat&§ Ploldings will deliver to PKS, in
exchange for the PKS Holdings Stock certificatecdbed in Section 3.08(d), certificates for PKS ¢Hngs Stock in names and denominati
sufficient to permit PKS to distribute certificaties PKS Holdings Stock to each holder of Classt@kin the same denominations as the
Class C Stock then held by such holder, subjeaaah case, to surrender by such holder in accoedaith the Exchange Provision of the
certificates evidencing the related shares of GaSsock.

(b) PKS will coordinate delivery of share certifiea with any lending institution to which shareCtdiss C Stock have been pledged. PKS
will arrange for delivery of the shares of ClasSGck to be exchanged and will, if directed in imgtby the holder of such shares of Class C
Stock, deliver shares of PKS Holdings Stock and€R Stock directly to such lending institution.

3.12 Class R Stock Provisions. (a) So long as hayes of Class R Stock remain outstanding, PKStakk all necessary action (i) to obtain
and keep effective any and all permits, consendsagprovals of governmental agencies and autheutiel to make filings under federal and
state securities acts and laws, which may be asrheaequisite in connection with the issuance, sedasfer and delivery of the shares of
Class D Stock issued upon conversion of sharedass@ Stock, and (ii) if the Class D Stock is RipiTraded (as defined in the PKS
Certificate), to have the shares of Class D Stmokjediately upon their issuance upon conversiath@fihares of Class R Stock, listed on
each national securities exchange, the NASDAQ MatitMarket or the NASDAQ Small Cap Market on whibk Class D Stock is then list
or traded. So long as any shares of Class R Sawokin outstanding and if required in order to conwgth the Securities Act or state
securities laws, PKS will file such post-effectammendments to the Registration Statement as magd®ssary to permit the Corporation to
deliver to each person converting shares of ClaSsoRk a prospectus meeting the requirements did®et0(a)(3) of the Securities Act and
otherwise complying therewith, and, if requiredidler to comply with the Securities Act or statewsiies laws, will deliver such a
prospectus to each such person.

(b) PKS will not, by amendment of the PKS Certifegaor through any reorganization, transfer of @ss®nsolidation, merger, dissolution,
issue or sale of securities or any voluntary actssek to avoid the observance or performanceybéits obligations with respect to the
Class R Stock.

(c) After the date upon which the Class R Stoclobezs convertible into Class D Stock, and in ordgarbvide holders of Class R Stock a
means to determine the Conversion Ratio when thesdD Stock is Publicly Traded (as both such temesiefined in the PKS Certificate),
PKS shall establish reasonable measures intendstatde holders of Class R Stock to obtain inforomaat any time during normal business
hours.

ARTICLE IV
INDEMNIFICATION

4.01 Indemnification. (a) From and after the Exgf@mBate, PKS and KDG will indemnify, defend andchishrmless each Constructi



Indemnitee from and against all Losses incurresudfiered by any Construction Indemnitee arisingafudr due to, directly or indirectly, (i)

any breach by PKS or KDG of any obligation undés thgreement, (ii) the Diversified Assets,

(iii) the Diversified Business, (iv) Diversified 8erities Transactions, (v) Diversified Liabilitieji) the Covent Liabilities (as defined in
Section 5.10(f)) and (vii) such other matters a&ssgecifically agreed by the Parties and descrilpeal Schedule attached to the Agreement on
or before the Exchange Date.

(b) From and after the Exchange Date, PKS HoldargsKCG will indemnify, defend and hold harmlessteBiversified Indemnitee from
and against all Losses incurred or suffered byRingrsified Indemnitee arising out of or due taedtly or indirectly, (i) any breach by PKS
Holdings or KCG of any obligation under this Agresmt (ii) the Construction Assets, (iii) the Constion Business, (iv) Construction
Securities Transactions, (v) Construction Liakabti and (vi) such other matters as are specifiegliged by the Parties and described on a
Schedule attached to the Agreement on or beforExbbange Date.

(c) This Section 4.01 shall not apply to any matteitem specifically covered by indemnificationrésk allocation provisions of the
Continuing Agreements.

(d) If an Indemnitee realizes a Tax benefit orident by reason of having incurred a Loss for wigabh Indemnitee receives an Indemnity
Payment from an Indemnifying Party or by reasorecgiving an Indemnity Payment, such Indemnited ghg to such Indemnifying Party
an amount equal to the Tax benefit, or such Indgnamg Party shall pay to such Indemnitee an add@l@amount equal to the Tax detriment
(taking into account any Tax detriment resultingnirthe receipt of such additional amounts), asése may be. If, in the opinion of counsel
to an Indemnifying Party reasonably satisfactorform and substance to the affected Indemniteeetisea substantial likelihood that the
Indemnitee will be entitled to a Tax benefit bygea of an Indemnifiable Loss, the Indemnifying Pamtomptly shall notify the Indemnitee
and the Indemnitee promptly shall take any stapdyding the filing of such returns, amended resusnclaims for refunds consistent with
claiming of such Tax benefit) that, in the reasdagldgment of the Indemnifying Party, are necessad appropriate to obtain any such Tax
benefit. If, in the opinion of counsel to an Inddtaa reasonably satisfactory in form and substémtlee affected Indemnifying Party, there is
a substantial likelihood that the Indemnitee wéldubjected to a Tax detriment by reason of annmdfecation Payment, the Indemnitee
promptly shall notify the Indemnifying Party andtindemnitee promptly shall take any steps (incigdhe filing of such returns or amended
returns or the payment of Tax underpayments cangistith the settlement of any Liability for Taxassing from such Tax detriment) that,
the reasonable judgment of the Indemnitee, aressacg and appropriate to settle any LiabilitiesTrakes arising from such Tax detriment
following a payment by an Indemnitee or an Indeling Party pursuant to this Section 4.01(d) in eesf a Tax benefit or detriment, there
is an adjustment to the amount of such Tax beoefiietriment, then each of the Indemnifying Partg the Indemnitees shall make
appropriate payments to the other to reflect suphstments.

(e) The amount which an Indemnifying Party is regdito pay to any Indemnitee pursuant to this 8ectiO1 will be reduced (including
retroactively) by any insurance proceeds and ahesunts actually recovered by such Indemniteednaton of the related Loss, it being
understood and agreed that the members of eactp@®@iidwse their commercially reasonable efforttdlect any such proceeds or other
amounts to which they are entitled, without regardihether it is the Indemnifying Party hereundiean Indemnitee receives an Indemnity
Payment in respect of an Indemnifiable Loss andagbently receives insurance proceeds or other@ourespect of such Indemnifiable
Loss, then such Indemnitee shall pay to such Indfging Party an amount equal to the difference testw (i) the sum of the amount of such
Indemnity Payment and the amount of such insuranoeeeds or other amounts actually received apth@iamount of such Loss, adjusted
(at such time as appropriate adjustment can bendigted) in each case to reflect any premium adjastrattributable to such claim.

(f) No person other than an Indemnitee is intertddak a beneficiary of the indemnification provisacset forth above, and no insurer will be
relieved thereby of any obligation to pay any claitm which it is obligated or be entitled to arghti of subrogation with respect to any
amount paid hereunder.

4.02 Procedure for Indemnification. (a) If any Intgtee determines that it is or may be entitlethttemnification by any Indemnifying Party
(other than in connection with any Third Party @igithe Indemnitee will deliver to the IndemnifyiRgrty a written notice specifying, to the
extent reasonably practicable, the basis for @srcfor indemnification and the amount for whicle tindemnitee reasonably believes it is
entitled to be indemnified. Within 60 calendar dafter receipt of such notice, the IndemnifyingtPavill pay the Indemnitee such amount in
cash or other immediately available funds unlesditdemnifying Party objects to the claim for indgfication or the amount by written
notice setting forth the grounds therefor withicls®0 calendar day period. If the Indemnifying Paides not give the Indemnified Party
written notice objecting to such indemnity claindasetting forth the grounds therefor within 60 calar days after receipt of such notice, the
Indemnifying Party will be deemed to have acknowksdlits liability for such claim and the Indemniteay exercise any and all of its rights
under applicable law to collect such amount.

(b) If any Indemnitee receives notice of the agsemdf any Third-Party Claim with respect to whigh Indemnifying Party is obligated under
this Agreement to provide indemnification, suchdnthitee will give such Indemnifying Party noticertkof promptly after becoming aware
of such Third-Party Claim; provided, however, that the failuf@ny Indemnitee to give such notice will not rebeany Indemnifying Party
its obligations under this Article 1V, except teethxtent that such Indemnifying Party is actualigjydiced by such failure to give notice. S
notice will describe such Third-Party Claim in reasble detail and, if practicable, will indicate thstimated amount of the Indemnifiable
Loss that has been or may be sustained by sucminitie.

(c) An Indemnifying Party, at such Indemnifying 8& own expense and through counsel chosen bylademnifying Party (which counsel
shall be reasonably satisfactory to the Indemnit@ay elect to defend any Third- Party Claim. Iflademnifying Party elects to defend a
Third- Party Claim, then, within fifteen calendar dayteafeceiving notice of such Th-Party Claim (or sooner, if the nature of such T-



Party Claim so requires), such Indemnifying Parily motify the Indemnitee of its intent to do ssmdasuch Indemnitee shall cooperate in the
defense of such Third-Party Claim. Such Indemndyiarty will pay such Indemnitee's reasonable éupacket expenses incurred in
connection with such cooperation. After notice framindemnifying Party to an Indemnitee of its étatto assume the defense of a Third-
Party Claim, such Indemnifying Party will not babie to such Indemnitee under this Article IV faydegal or other expenses subsequently
incurred by such Indemnitee in connection withdbé&ense thereof; provided, however, that such Imie® will have the right to employ one
law firm as counsel to represent such Indemnitdgdwfirm shall be reasonably acceptable to thedtmdifying Party) if, in such Indemnites
reasonable judgment, either a conflict of intebettveen such Indemnitee and such Indemnifying Raists in respect of such claim or there
may be defenses available to such Indemnitee varehlifferent from or in addition to those availahb such Indemnifying Party, and in that
event (i) the reasonable fees and expenses ofsggarate counsel shall be paid by such Indemnitgéiiq each of such Indemnifying Party
and such Indemnitee shall have the right to ruowvta defense in respect of such claim. If an Indéyimy Party elects not to defend against a
Third-Party Claim, or fails to notify an Indemnitegits election as provided in this Section 4.0thim the period of fifteen calendar days
described above, such Indemnitee may defend, canipecand settle such Third-Party Claim; providemyéver, that no such Indemnitee
may compromise or settle any such Third- Partyr@hithout the prior written consent of the Indergimify Party, which consent shall not be
withheld unreasonably. Notwithstanding the foregoihe Indemnifying Party shall not, without théopmritten consent of the Indemnitee,
(i) settle or compromise any Thifdarty Claim or consent to the entry of any judgnveimich does not include as an unconditional teremet
the delivery by the claimant or plaintiff to thedemnitee of a written release from all liabilityriespect of such ThirBarty Claim or (ii) settl

or compromise any Third- Party Claim in any marthet in the reasonable judgment of the Indemnify®agty, is likely to adversely affect
the Indemnitee.

(d) If for any reason the indemnification providegthis Agreement is unenforceable, the IndemngyRarty will contribute to the amount
payable by the Indemnitee as a result of the rllagses an amount appropriate to reflect equitadnisiderations.

4.03 Remedies Cumulative. The remedies providekignArticle IV will be cumulative and will not podude assertion by any Indemnitee of
any other rights or the seeking of any other reegdgainst any Indemnifying Party.

ARTICLE V
ADDITIONAL COVENANTS

5.01 Further Assurances. Each of the Parties wdlits best efforts to take, or cause to be taddéactions, and to do, or cause to be done, all
things, reasonably necessary, proper or advisaiglertapplicable laws, regulations and agreementerisummate and make effective the
Transactions. Each Party will cooperate with tHepParties, and execute and deliver, or use #isdfforts to cause to be executed and
delivered, all instruments, including instrumentgoenveyance, assumption, assignment and trarsfdrto make all filings with, and to

obtain all consents, approvals or authorizationso§ governmental or regulatory authority or athyeo Person under any permit, license,
agreement, indenture or other instrument, andaélsich other actions as such Party may reasotabtgquested to take by any other Party,
consistent with the terms of this Agreement, ineortd effectuate the provisions and purposes sefAlgireement.

5.02 Transfer of Assets; Assumption of Liabilitiés) The Parties intend that, upon consummatiche@Share Exchange,

(i) one or more members of the Construction Graungl not any member of the Diversified Group, willchall right, title and interest in and
to all Construction Assets, and that one or mormb@'s of the Construction Group, and not any merabtte Diversified Group, will have
the sole liability for Construction Group Liabib; and (ii) one or more members of the Diversifidup, and not any member of the
Construction Group, will hold all right, title andterest in and to all Diversified Assets, and onenore members of the Diversified Group,
and not any member of the Construction Group, lwélte the sole liability for all Diversified Groupdbilities.

(b) Prior to the Exchange Date, each Party wiletaky action, and will cause their Subsidiariesk® any action, requested by any member
of the other Group entitled under

Section 5.02(a) to obtain an Asset or to be retlesfea Liability, reasonably necessary to tranafey such Asset or to assume any such
Liability. If any such transfer or assumption ofséss or Liabilities is not consummated on or betbeeExchange Date, the Party retaining
such Asset or Liability will hold such Asset in $tifor the use and benefit of the Party entitlexteto (at the expense of the Party entitled
thereto), or will retain such Liability for the amnt of the Party by whom such Liability is to kesamed pursuant hereto, as the case may be
and will take such other action as may be reasgmneluested by the Party to whom such Asset i twdnsferred (including licensing,
contracting and leasing arrangements), or by whaeh &iability is to be assumed, in order to plagelsParty, insofar as reasonably possi

in the same position as if such Asset or Liabitiad been transferred as contemplated hereby. fvlweth any such Asset or Liability becon
transferable, such transfer will be effected asnptly as possible.

(c) Notwithstanding any other provision of this &gment, this Agreement will not constitute an agyert to transfer any Asset or assume
any Liability if an assignment of the Asset or #esumption of the Liability violates any law, ra@leregulation or constitutes a breach of any
agreement relating to such Asset or Liability.

5.03 No Representations or Warranties. Each Gradenstands and agrees that no member of the otbepGs, in this Agreement,
representing or warranting in any way as to theefssghe Business or the Liabilities of the Group®to any consents or approvals required
in connection with the consummation of the trarisastcontemplated by this Agreement, it being adjeaed understood that each Group is
taking all of its Assets "as is, where is" and thath Group will bear the economic and legal figk the title of any member of the Group to
any Assets shall be other than good and marketadgldree from encumbrances.

5.04 Terminated Agreements. On or before the Exghd&ate, the Parties will agree to a schedule mfaagents, contracts and arrangem



that will terminate and have no further force deef as of the Exchange Date. Each Party shatheateasonable request of another Party,
or cause to be taken, such other actions as magdessary to effect the termination of such agreésne

5.05 Continuing Agreements. Neither this Agreenmamtthe Share Exchange shall modify, amend or wtiseraffect any agreements
contemplated by Section 5.11 or Section 5.12 orathgr agreement between a member or members @fathstruction Group, on one hand,
and a member or members of the Diversified Groaghe other hand (together, the "Continuing Agremisig, except for those agreements
terminated pursuant to the provisions of Secti@4 5lf there is a conflict between this Agreemamd a Continuing Agreement, the
Continuing Agreement shall control.

5.06 Intercompany Accounts. Effective as of theselof business on the day prior to the Exchange,@ditintercompany receivables or
payables and loans then existing between any meaflmere Group and any member of the other Groupbsikettled by way of payment,
cancellation or capital contribution.

5.07 HSR Act. PKS Holdings will file any notificati and report forms and other material requirethiyHart Scott Rodino Antitrust
Improvements Act of 1976, as amended (the "HSR)A&ith respect to the shares of PKS Holdings Stodbe distributed in the Share
Exchange prior to the Exchange Date, and will ssky termination of the waiting period under th8RIAct.

5.08 Kiewit Name. (a) Not later than the first mess day after the Exchange Date (i) PKS will cleatgycorporate name to another name not
including "PKS" or "Kiewit" as part of the name,darfii) except as provided in Section 5.08(b), wdluse all of its Subsidiaries to change
their corporate names if necessary to corporateesarat including "PKS" or "Kiewit" as part of thame. As soon as reasonably practicable
after the Exchange Date, and except as provid&eation 5.08(b), PKS will use its best effortsangd will cause its Subsidiaries to use their
best efforts to, cease using "PKS" or "Kiewit" mnoection with the business activities of the DéViged Group.

(b) Notwithstanding Section 5.08(a), (i) the menshefrthe Diversified Group will have the right teau"PKS" or "Kiewit" for a period of one
year from the Exchange Date to the extent reaspmeddlessary in accordance with its past practio®imection with legal, regulatory
contract matters relating to Diversified Group Inesis activities in existence on the Exchange Raute (i) PKSIS and its current information
services Subsidiaries will not be required to compith Section 5.08(a), and will have the righttmmtinue to use "PKS" in accordance with
its past practice in connection with its business@d the second anniversary of the Exchange Date.

(c) As of the Exchange Date, PKS assigns, andoailse each of its Subsidiaries to execute any ag#eor instrument reasonably requested
by PKS Holdings to assign, any and all of its rigiie and interest in and to any corporate namaglemark or tradename using "PKS" or
"Kiewit," and any and other proprietary rights bmse names or related symbols.

5.09 Sales of Class C Stock. Except as contempigted
Section 3.02, PKS will not offer to sell, sell ssue any Class C Stock between the date of thiselgent and the Class R Record Date.

5.10 Insurance. (a) As of the Exchange Date, dire@nd officers of the members of the ConstrudBooup will no longer be covered by the
directors and officers liability insurance maintdnby PKS for directors and officers of PKS anditbsidiaries (the "PKS D&O Policy") for
acts occurring on and after the Exchange Date. R#&l8ings will obtain, effective not later than texchange Date, directors and officers
liability insurance for all directors and officessthe members of the Construction Group, on saoim$ and conditions and providing such
coverages as PKS Holdings deems appropriate. P&lBatitain a separate directors and officers ligbihsurance policy ("Tail Policy") for
all present and past directors and officers of@bastruction Group in effect for a minimum of 5 y@&om the Exchange Date. The cost of
the premiums payable with respect to the Tail Rddizall be allocated 82.5% to the Diversified Gramg 17.5% to the Construction Group.

(b) No Party shall, without the consent of the otRarties, provide any insurance carrier with aasé, or amend, modify or waive any rights
under any such policy or agreement, if such releasendment, modification or waiver would adversdfgct any rights or potential rights
another Group; provided, however, that the foregaimall not preclude a Party either from presengimg claim or from exhausting any pol
limit.

(c) This Agreement shall not be considered as @mgited assignment of any policy of insurance @ esntract of insurance and shall not be
construed to waive any right or remedy of the Rarith respect of any insurance policy or any otleetract or policy of insurance.

(d) From and after the Exchange Date, PKS Holdgigdl be entitled to the benefit of any reservad bg any insurance carrier with respect
to the Construction Liabilities, and PKS shall In¢ité=d to the benefit of any reserves held by msyrance carrier with respect to the
Diversified Liabilities.

(e) On or before the Exchange Date, the Partidsagibe upon the insurance policies in which PKtBéslead named insured which will be
amended to substitute PKS Holdings as the lead damsared effective as of the Exchange Date. EactyBhall, at the reasonable reque:
another Party, take or cause to be taken, such atiiens as may be necessary to effectuate suigeh

(f) By agreement dated November 30, 1992 (the "Si@mAgreement”), Covent Vermont Insurance Compa@gvent"), then a subsidiary of
KDG, transferred to Global Surety and Insurance(Tslobal"), a subsidiary of KCG, all reinsuranagsimess liabilities held by Covent
("Covent Liabilities"), in exchange for certain bgsayments and other consideration. It is the tméthe Parties to reverse the transfer of the
Covent Liabilities, thereby returning to KDG alkponsibility originally held by Covent for the CatdLiabilities, and releasing Global of a



and all further liability and responsibility foréiCovent Liabilities. In this regard, the Partigsee to work together to effect such reversal,
effective as soon as possible.

(9) Notwithstanding any other provision hereof,re@roup shall retain all rights of any insured pamder each insurance policy and
insurance contract owned or maintained by PKS uniiéch any member of such Group is a named insumetjding any right of indemnity
and the right to be defended by or at the expehd®adnsurer. Each Party shall pay its allocablare of any retrospectively-rated premiums
arising out of any claims made by such Party usdeh insurance policies.

(h) The Parties agree to cooperate and provid®nahte assistance to each other with regard talemute with any third party (including
insurers or third-party administrators) regarding enatter related to any of the above insuranceipsl

5.11 Unresolved Matters. The Parties agree to ragah good faith and enter into on or beforeExehange Date, mutually acceptable
agreements or arrangements with respect to canm@solved matters, including the matters descriteaw (the "Unresolved Matters"), and
will amend and restate this Agreement to the exteoessary or desirable to conform with those agee¢s or arrangements. The unresolved
matters include: (i) the lease by KDG of office spérom KCG in the KCG headquarters building atwitePlaza, Omaha, Nebraska; (ii) the
provision by KCG of aircraft flight and maintenargsrvices to KDG,; (iii) the provision by KCG of @rim stock registrar and transfer agent
services to PKS; (iv) the treatment of employeek@6 who are participants prior to the ExchangeeDatthe 401(k) and profit sharing ple
maintained by KCG; (v) the administration of theeiit Royalty Trust; (vi) the ownership of Kiewityastment Management Corp. (Vi)
modifications to the mine management agreementditruary 8, 1992 by and between Kiewit Coal Pt@semc. and Kiewit Mining Grou
Inc.; and

(viil) administration of insurance claims with resp to policies maintained for the benefit of bBilsiness Groups prior to the Exchange L

5.12 Tax Allocation Agreement. The Parties agreeegotiate in good faith and enter into the Taoédition Agreement on or before the
Exchange Date.

ARTICLE VI
INFORMATION

6.01 Access to Information. (a) As soon as prabtecéollowing the Exchange Date, and to the extegtiested, each Group shall provide to
the other Group any documents, contracts, bookerde and data (including but not limited to minbt®ks, stock registers, stock certificates
and documents of title) in its possession relatinguch other Group or such other Group's busiaedsffairs; provided that if any such
documents, contracts, books, records or data reldieth Groups or the business and operationsthf Groups, each such Group shall
provide to the other Group true and complete copiesich documents, contracts, books, recordstar da

(b) After the Exchange Date, each Group will affavdhe other Group and to the other Group's Reptatives reasonable access and
duplicating rights during normal business houralténformation within such Group's possessiontietato such other Group's businesses,
insofar as such access is reasonably requireddbyather Group. In addition, PKS Holdings shall@aecess during such time to Informa
of historical significance that relates to the Gamgtion Business. Without limiting the foregoirgformation may be requested under this
Section for audit, accounting, claims, litigatiamdatax purposes, as well as for purposes of fulfjidisclosure and reporting obligations.

6.02 Production of Witnesses. After the ExchangteDeach Group will use reasonable efforts to nzakdlable to the other Group its
Representatives as witnesses to the extent thaguatyPerson may reasonably be required in cormmeaiih any legal, administrative or
other proceedings in which the requesting Party fray time to time be involved and will otherwiseaperate with the other Group, to the
extent reasonably required in connection with arghgroceeding.

6.03 Retention of Records. Except as otherwiseiredjloy law or agreed in writing, or as otherwiseyided in the Continuing Agreements,
each Group will retain, for a period of at least years following the Distribution Date, all signdnt Information in such Group's possession
or under its control relating to the business efdkher Group and, after the expiration of suchyesar period, prior to destroying or disposing
of any such Information, (a) the Group proposingigpose of or destroy any such Information shaiVige no less than 90 calendar days'
prior written notice to the other Group, specifyihg Information proposed to be destroyed or disgad, and (b) if, prior to the scheduled
date for such destruction or disposal, the oth@u@requests in writing that any of the Informatmoposed to be destroyed or disposed ¢
delivered to such other Group, the Group proposimdjspose of or destroy such Information promptigll arrange for the delivery of the
requested Information to a location specified g at the expense of, the requesting Group.

6.04 Reimbursement. Each Group providing infornmatiowitnesses to the other Group, or otherwisaritittg any expense under Section
6.01, 6.02 or 6.03, including costs and expenskbtpahird parties for storage of Information oshlalf of the other Group, will be entitled to
receive from the other Group, upon the presentatfonvoices therefor, payment for all out- of-peticosts and expenses as may be
reasonably incurred in providing such informatisitnesses or cooperation.

6.05 Confidentiality. From and after the Exchangad) each Group will hold, and shall use its reabtmbest efforts to cause its
Representatives to hold, in confidence all Infoioratoncerning the other Party obtained by it ptiothe Exchange Date or furnished to it
such other Party pursuant to this Agreement oCitvetinuing Agreements, and will not release orldse such Information to any other
Person, except its Representatives, who will bandday the provisions of this Section; provided, koer, that each Group may disclose such
Information to the extent that (a) disclosure ia dpinion of such Group's counsel, is requireddwisable under applicable law (including the
federal securities laws), or (b) such Group camstiat such Information was (i) available to sudlo@ on a nonconfidential basis prior



its disclosure by the other Group, (ii) in the pallomain through no fault of such Group or (i@fully acquired by such Party from other
sources after the time that it was furnished tddearty pursuant to this Agreement or the Contiguigreements. Notwithstanding the
foregoing, each Group will be deemed to have satisfs obligations under this Section with resgecny Information if it exercises the
same care with regard to such Information as &sak preserve confidentiality for its own similaformation.

ARTICLE VII
EXPENSES

7.01 General. The Parties have agreed to allobatértancial burden of Covered Expenses 82.5%édikersified Group and 17.5% to the
Construction Group (the "Expense Sharing Ratiofetlier the Transaction is consummated or aband@dleather costs or expenses
incurred by any Party in connection with the Trantigen will be borne by the Party incurring the cosexpense.

7.02 Covered Expenses. (a) The following costseapainses incurred by any Party will be consideneukt"Covered Expenses™:

(i) fees and expenses of U.S. corporate cound@Kt®, Willkie Farr & Gallagher, Canadian corporateiicsel to PKS, Blake, Cassels &
Graydon, and Delaware counsel to PKS, Morris, Nigh@arsht & Tunnel, in each case to the extentcalted to the Transaction in accordance
with Section 7.02(c);

(i) fees and expenses of U.S. tax counsel to FB&&dden Arps, Slate, Meagher & Flom, Canadian ¢axsel to PKS, Blake, Cassels &
Graydon, and Nebraska tax counsel to PKS, McGNdinth, Mullin & Kratz, P.C., in each case to thdéeat allocated to the Transaction in
accordance with Section 7.02(c);

(iii) fees and expenses of the certified publicastants for PKS, Coopers & Lybrand, to the extdloicated to the Transaction in accordance
with Section 7.02(c);

(iv) fees and expenses of Gleacher NatWest, fidacivisor to PKS, incurred pursuant to the engagenetter of Gleacher NatWest datec
of June 1, 1997, to the extent allocated to th@Jaation in accordance with Section 7.02(c);

(v) all registration fees or other similar expengagable to the SEC, any state securities comnmiseicthe Service, and all fees and expenses
in connection with any filing under the HSR Act;

(vi) all costs and expenses incurred in connectiith the printing and distribution of the Joint Bpectus/Proxy Statement;
(vii) all costs and expenses of the proxy soligtaiand the Special Meeting;

(viii) a non-accountable cost allowance in an antéafe mutually agreed upon by the Parties fotscasd expenses incurred by PKS
Holdings in connection with the Debenture Loans an

(ix) a nonaccountable cost allowance in an amount to be utagreed upon by the Parties for costs and exgeimeurred by PKS Holdin
in connection with certain loans to its Canadiaarsholders.

(b) The Parties acknowledge that certain of the &el expenses of the advisors described inifi)(i{i) and (iv) of Section 7.02(a) are to be
incurred solely for the account of certain of tlaties, and will not be considered to be Coverepeages. Each such Advisor will allocate its
fees and expenses between Covered Expenses asdedstxpenses incurred solely for the accounnefod the Parties, and such allocation
will be binding on each of the Parties.

7.03 Actual Payment of Covered Expenses. KCG wélkenactual payment of the Covered Expenses deddritieems (viii) and (ix) of
Section 7.02(a). KDG will make actual payment diotther Covered Expenses ("Other Covered Expenses")

7.04 Covered Expense True-Up. KDG will prepare suioimit to KCG, within 120 calendar days after tatedf abandonment of the
Transaction or the Exchange Date, as the case maydthedule of the Other Covered Expenses, ®getth such supporting documenta
with respect to the Other Covered Expenses as Kga&onably requests. Within five calendar days #fesubmission of that schedule, Kl
will pay KCG in cash an amount sufficient to enstivat the financial burden of the Covered Expeihsesshbeen allocated between KCG and
KDG in proportion to the Expense Sharing Ratio.

ARTICLE VIII
MISCELLANEOUS

8.01 Complete Agreement. This Agreement, the Exhidnid Schedules hereto and the agreements anddothements referred to herein will
constitute the entire agreement between the Pavithgespect to the subject matter hereof and suilersede all previous negotiations,
commitments and writings with respect to such stthjeatter.

8.02 Survival of Agreements. All covenants and agrents of the Parties contained in this Agreemdhsurvive the Share Exchanc



8.03 Governing Law. This Agreement will be govertgdand construed in accordance with the laws @fState of Nebraska (other than the
laws regarding choice of laws and conflicts of [pas to all matters, including matters of validitpnstruction, effect, performance and
remedies.

8.04 Notices. All notices, requests, claims, dersaart other communications hereunder shall be itmgrand shall be given (and shall be
deemed to have been duly given upon receipt) dyetglin person, by cable telegram, telex or o#tandard form of telecommunications, or
by registered or certified mail, postage prepatiym receipt requested, addressed as follows:

If to PKS or KDG:
Vice President - Legal

Kiewit Diversified Group Inc. Suite 200
3555 Farnam Street
Omaha, NE 68131

with a copy to:

President

Kiewit Diversified Group Inc. Suite 200
3555 Farnam Street

Omaha, NE 68131

If to PKS Holdings:

General Counsel
Kiewit Construction Group Inc. 1000 Kiewit Plaza
Omaha, NE 68131

with a copy to:

President
Kiewit Construction Group Inc. 1000 Kiewit Plaza
Omabha, NE 68131

8.05 Amendment and Modifications. This Agreemeny tn@a amended, modified or supplemented, and anyigion of this Agreement may
be waived, only by a written agreement signed bgfahe Parties.

8.06 Successors and Assigns; No Third-Party Beiaefis. This Agreement and all of the provisioneebéwill be binding upon and inure to
the benefit of the Parties, their successors amligted assigns, but neither this Agreement norafrthe rights, interest and obligations
hereunder may be assigned by any Party withoyprilbe written consent of each of the other Partiglsich consent shall not be unreasonably
withheld). This Agreement is solely for the benefithe Parties (and Indemnitees) and is not irddrid confer any rights or remedies upon
any other Persons.

8.07 Counterparts. This Agreement may be execuatésla or more counterparts, each of which will leerhed an original, but all of which
together will constitute one and the same instrumen

8.08 Interpretation. (a) The Article and Sectioadiags contained in this Agreement are solelytergurpose of reference, are not part of the
agreement of the Parties and shall not in any ffa@gtathe meaning or interpretation of this Agreame

(b) The Parties intend that the Share Exchangebwill distribution pursuant to Section 355(a) aectiSn 368(a)(1)(D) of the Code, and all
provisions of this Agreement will be so interpreted

8.09 Legal Enforceability. Any provision of this Agement which is prohibited or unenforceable in jamigdiction will, as to such
jurisdiction, be ineffective to the extent of symiohibition or unenforceability without invalidagirthe remaining provisions hereof. Any st
prohibition or unenforceability in any jurisdictiamill not invalidate or render unenforceable suocbvsion in any other jurisdiction. Each
Party acknowledges that money damages would besaleguate remedy for any breach of the provisibtisi® Agreement and agrees that
the obligations of the Parties under this Agreemalitbe specifically enforceable.

8.10 Dispute Resolution. Except to the extent éh@arty seeks injunctive relief to enforce anyipalar provision of this Agreement, if, in tl
event of any dispute or controversy arising ouhdf Agreement, its performance, or breach, théidzaare unable to settle the dispute
themselves, within thirty (30) calendar days affter dispute arises, then the dispute shall beregfdor resolution by agreement between the
Chief Executive Officer of PKS Holdings and the $tdent of PKS. In the event that the foregoingoafifs are unable to resolve such disj



within thirty (30) calendar days, then the Parskall be free to pursue any other rights or rengetdievhich they may be entitled.
8.11 Schedules. All schedules referred to herairagrart of this Agreement as if fully set forthidie.
IN WITNESS WHEREOF, the Parties have caused thieé&gent to be duly executed as of the date fistalwritten.

PETER KIEWIT SONS', INC.

By /s/ Walter Scott, Jr.
Wal ter Scott, Jr., President

KIEW T DI VERSI FI ED GROUP | NC.

By /s/ Janes Q Crowe
James Q Crowe, President

PKS HOLDI NGS, | NC.

By /s/ Kenneth E. Stinson
Kenneth E. Stinson, President

KIEW T CONSTRUCTI ON GROUP | NC.

By /s/ Kenneth E. Stinson
Kenneth E. Stinson, President

SEPARATION AGREEMENT SCHEDULES

The schedules listed below, dated March 31, 1998H&dules"), are attached to the Separation Agneteinlyeand among Peter Kiewit Sons',
Inc., Kiewit Diversified Group Inc., PKS Holdingsic. and Kiewit Construction Group Inc. dated a®etember 8, 1997, as amended
pursuant to a March 18, 1998 Amendment to Separdtgreement (as amended, the "Separation Agreein&ubsequent to the executior
the Separation Agreement, KDG changed its nameteIL3 Communications, Inc. and merged into PetewK Sons', Inc., and Peter Kiev
Sons', Inc. changed its name to Level 3 Communmicafilnc. In addition, PKS Holdings, Inc. changsdciame to Peter Kiewit Sons', Inc. For
purposes of these Schedules, the Parties identifi@sto such transactions shall be preservedit@aed terms used in the Schedules shall
have the meanings specified in the Separation Ageet

1. Schedule 3.08(d) - Capital Contributions
2. Schedule 4.01(a) -Diversified Group IndemnifizatObligations
3. Schedule 4.01(b) - Construction Group Indemaifan Obligations
4. Schedule 5.04 - Terminated Agreements
Schedule 3.08(d)
Capital Contributions

Except as otherwise provided in the Separation égent, and the Continuing Agreements, the uncatesieldl (determined without regard to
the merger of KDG with and into PKS), Assets anabllities of PKS as of March 31, 1998 shall be@dled as provided in this Schedule.

1. PKS's remaining 10% interest in the Falcon 9G0I He contributed to PKS Holdings prior to theckange Date.
2. PKS's interest in the Falcon 20 shall be rethinePKS and allocated to KDG.

3. PKS's interest in the Leasehold Improvementtheri5th Floor of the Kiewit Plaza Building shadl bontributed to PKS Holdings prior to
the Exchange Date.

4. PKS's obligations for Stockholder Notes shalabsumed by PKS Holdings.
5. PKS's obligation for the Series 1997 Convertibébentures shall be assumed by PKS Holdings,@sdad in the Separation Agreement.

6. PKS's obligation for Deferred Compensation shalassumed by KD(



7. All LB 775 Refunds and any other tax items shalbllocated to PKS Holdings and KDG as providethé Tax Sharing Agreement.
8. The proceeds from the sale of a 40% interet$tari-alcon 900 to Bitterroot, Inc. shall be conitédd to KDG prior to the Exchange Date.

Effective immediately prior to the Exchange Dat&SFHoldings shall distribute to PKS, or PKS shalhtribute to PKS Holdings, an amount
mutually agreed upon by the parties to equitalilecethe value of Assets and Liabilities remainafter the foregoing allocations of Assets
and Liabilities.

Schedule 4.01(a)
Diversified Group Indemnification Obligations

Notwithstanding anything in the Separation Agreentenhe contrary, PKS and KDG will be liable fand shall indemnify and hold ea
Construction Indemnitee harmless from and agafayll Losses incurred or suffered by any Consimadndemnitee arising out of or due
directly or indirectly, the Series 1993 Class D @artible Debentures of PKS and

(b) 50% of the Losses incurred or suffered by aopsfruction Indemnitee arising out of or due toedlly or indirectly, the offer to sell or the
sale of any security of PKS prior to January 1,2199

The Parties further agree that any and all Losssimg out of or due to, directly or indirectly, &wit Investment Management Corp., the
March 31, 1998 Stock Redemption Agreement betweal.3 Holdings Inc. and Kiewit Investment Manageitr@orp. or the mine
management agreement dated January 8, 1992 byeamddn Kiewit Coal Properties Inc. and Kiewit MigiGroup Inc. shall not be covered
by the indemnification provisions of the Separattgreement.

Schedule 4.01(b)
Construction Group Indemnification Obligations

Notwithstanding anything in the Separation Agreentenhe contrary, PKS Holdings and KCG will beblia for, and shall indemnify and he
each Diversified Indemnitee harmless from and aja(a) all Losses incurred or suffered by any B§ifeed Indemnitee arising out of or due
to, directly or indirectly, any Series of Class @r2ertible Debentures of PKS and (b) 50% of theskssdncurred or suffered by any
Diversified Indemnitee arising out of or due taedily or indirectly, the offer to sell or the saltany security of PKS prior to January 1,
1992.

For purposes of this Schedule 4.01(b) and Secti@h(B) of the Separation Agreement, "Losses" st@linclude any losses, Liabilities,
damages, actions, claims, suits, demands, proggedirguiries, investigations, judgments or setdats, costs or expenses which arise from
or as a result of any registration, sale, attempétael, or other issuance of any securities of RKS,future Affiliate or Subsidiary of PKS or
any member of the Diversified Group, or any indpito or delay in the registration, sale or iss#aatsuch securities, in each case, occurring
after the Exchange Date.

The Parties further agree that any and all Lossgsimg out of or due to, directly or indirectly, &wit Investment Management Corp., the
March 31, 1998 Stock Redemption Agreement betwesl.3 Holdings Inc. and Kiewit Investment Managetr@orp. or the mine
management agreement dated January 8, 1992 byeamddn Kiewit Coal Properties Inc. and Kiewit MigiGroup Inc. shall not be covered
by the indemnification provisions of the Separattgreement.

Schedule 5.04
Terminated Agreements

Any Administrative Services Agreement between amyniber of the Construction Group and any membeneDiversified Group



AMENDMENT TO SEPARATION AGREEMENT

This Amendment to Separation Agreement ("Amendmisnt)ade and entered into as of the 18th day o£EMar998, by and among Peter
Kiewit Sons', Inc., a Delaware corporation ("PK3gvel 3 Communications, Inc. (formerly, Kiewit @iksified Group Inc.), a Delaware
corporation ("Level 3"), PKS Holdings, Inc., a Dgkre corporation ("PKS Holdings") and Kiewit Congtion Group Inc., a Delaware
corporation ("KCG," and together with PKS, LevebBd PKS Holdings, collectively the "Parties" adiiidually a "Party").

PRELIMINARY STATEMENT. The Parties have previouggtered into a Separation Agreement dated as ofrbleer 8, 1997 (the
"Separation Agreement"), with respect to a serfasamsactions (collectively, the "Transaction")einded to separate the construction
businesses of PKS and the diversified businessB&8finto two separate and independent companiesParties desire to amend the
Separation Agreement to provide for the modificatdd certain cost allocation provisions thereoftlia event of the occurrence of certain
specified events.

NOW, THEREFORE, in consideration of the premisks,Rarties hereby agree as follo
1. Section 1.01 of the Separation Agreement istlyeaenended by adding the following definitions:

"Conversion Event: the issuance of shares of @MaSsock in exchange for all of the outstanding skaf Class R Stock pursuant to the
approval by the PKS Board, or any successor, &oaced Conversion” ( as defined in the PKS Cediéy."

"Forced Conversion Date: the date of issuance axfeshof Class D Stock pursuant to the Conversi@an&vy
2. Section 3.06(b) of the Separation Agreemeneiely amended in its entirety to read as follows:

"(b) PKS will record the Class R Distribution, aregjister all persons entitled to the Class R Distion as holders of Class R Stock, on the
books and records maintained by or on behalf of RiK$he registration of ownership of the capitaick of PKS, effective as of the Class R
Distribution Record Date. PKS will not issue céctites or other instruments to evidence Class RkStoless and until the Share Exchange is
consummated, and in any event, no sooner than3Iyri998. If the Share Exchange is consummated,WK&sue and distribute

certificates evidencing the Class R Stock. If th@s€ R Distribution is consummated, but the Tratsags later abandoned, PKS will exerc

its rights to repurchase all of the Class R Stauttem Section IX.M of the Initial Certificate Amenemt as promptly as practicable after
abandonment of the Transaction."

3. Section 7.01 of the Separation Agreement is aexim its entirety to read as follows:

"7.01 General. The Parties have agreed to allabhaténancial burden of Covered Expenses 82.5%eddiversified Group and 17.5% to the
Construction Group (the "Expense Sharing Ratiofetler the Transaction is consummated or abandpnedded, however, that in the
event that the Forced Conversion Date occurs diefmre July 15, 1998, the Expense Sharing Ratith sbanodified so that the Construction
Group incurs 100% of the Covered Expenses. In sueht, the Construction Group will reimburse theddsified Group for any Covered
Expenses paid by the Diversified Group prior tofloeced Conversion Date. All other costs or expemseurred by any Party in connection
with the Transaction will be borne by the Partyuirring the cost or expense.”

4. A paragraph shall be added as Section 7.02 {fegoBeparation Agreement and shall read in itisedytas follows:

"(d) The Parties acknowledge that in the evenfitieed Conversion Date occurs on or before JulyL288, and the Expense Sharing Rat
modified as provided in Section 7.01 above, anysss fees, marlgps, bonuses, equity participation or amounts aess of regularly billab
hours, payable to the advisors described in {)),({i) and (iv) of Section 7.02(a), shall be imced solely for the account of the Diversified
Group, and shall not be considered to be Covergeises.

5. Section 7.04 of the Separation Agreement is aextin its entirety to read as follows:

"7.04 Covered Expense True-Up. KDG will prepare amdmit to KCG, within 120 calendar days afterdaée of abandonment of the
Transaction or the Exchange Date, as the case maydthedule of the Other Covered Expenses, ®getth such supporting documenta
with respect to the Other Covered Expenses as Kga&onably requests. Within five calendar days #fesubmission of that schedule, Kl
or KCG, as the case may be, will pay KCG or KDGthescase may be, in cash, an amount sufficieahsoire that the financial burden of the
Covered Expenses has been allocated between KC&R@dn proportion to the Expense Sharing Ratio."

6. Unless otherwise specified, capitalized ternexdluserein shall have the meanings specified irstmaration Agreement.

7. Any other changes or modifications to the SeparaAgreement necessary to conform such agreetaghts Amendment are hereby
deemed to be made. In all other respects, not gistamt with this Amendment, the terms of the Safi@an Agreement, not specifically or by
necessary implication amended or modified heregll e and remain in full force and effect as rfiedihereby.

IN WITNESS WHEREOF, the Parties have caused thigAdment to be duly executed as of the date firstalwritten.



PETER KIEWIT SONS', INC.

By: /s/ Walter Scott, Jr.
Wal ter Scott, Jr., President
LEVEL 3 COVMUNI CATI ONS, | NC.
By: /s/ James Q Crowe
James Q Crowe, President
PKS HOLDI NGS, | NC.
By: /s/ Kenneth E. Stinson
Kenneth E. Stinson, President
KI EW T CONSTRUCTI ON GROUP | NC.

By: /s/ Kenneth E. Stinson
Kenneth E. Stinson, President



PETER KIEWIT SONS', INC.

Kiewit Diversified Group Inc.

PKS Information Services, Inc.

PKS Systems Integration, Inc.
LexiBridge Corporation

PKS Systems Integration (Ireland) Ltd.

PKS Systems Integration (Brazil), Inc.

PKS Systems Integration (UK) Limited AmSoft Infortiwa Services Limited AmSoft Information Servicésdia) Private Limited PKS
Healthcare Systems, Inc.

Integrated Medical Networks L.L.C. PKS Computen&mss, Inc.

PKS Information Services do Brasil Ltda. NET Twefye, Inc.

Level 3 Communications, LLC

Kiewit Diversified Holdings Inc.

Kiewit Infrastructure Corp.

United Infrastructure Company

Kiewit SR91 Corp.

Kiewit SR91 L.P.

Express Lanes, Inc.

Kiewit Telecom Holdings Inc.

RCN Corporation

Cable Michigan, Inc.

Commonwealth Telephone Enterprises, Inc. Kiewiebtment Management Corp. Peter Kiewit Sons' Co.

Kiewit Telecommunication Management Company

KFS Financial LLC

Retirement Foundations Inc.

Retirement Foundations Agency Inc. Gateway Oppdstirund
CompuCook

DKA

KMI Continental Land Resources, Inc.

KMI Continental High Value, Inc. KMI Continental se 1, Inc.

KMI Continental Area 1, Inc.

Continental Holdings Inc.

Continental Forest Investments, Inc. Continentaiéal Sales, Inc. Continental Land Sales, Inc.
KMI Continental Timberlands, Inc. KMI Continentaidnite, Inc.

KMI Continental Jeffersonville, Inc. Continentald€it Inc.

CCC Canada Holding, Inc.

CFS Management Company

KMI Continental (Wakefield), Inc. KMI Continentaldke City, Inc. Kiewit Energy Group Inc.
Kiewit Coal Properties Inc.

Decker Coal Company, A Joint Venture Black ButtelG@ompany, A Joint Venture Rosebud Coal Sales Gomp
Big Horn Coal Company

Kiewit Texas Mining Company Walnut Creek Mining Cpamy, A Partnership BioClean Fuels Inc.
Kiewit Energy Company

CalEnergy Company, Inc.

Kiewit Energy U.K. Inc.

CE Electric Holdings

CE Electric UK plc

Northern Electric pl

American Pacific Finance Company |l Kiewit EnerggcRic Holdings Corp.

Kiewit Energy International (Bermuda) Ltd.

CE Luzon Geothermal Power Company, Inc.

(Philippines)

CE Casecnan Water & Energy Company, Inc.
(Philippines)



Himpurna California Energy Ltd. (Bermuda) PatuhaBq Ltd. (Bermuda) Bali Energy, Ltd. (Bermuda) Su B.V.

PKS Holdings, Inc.

Kiewit Construction Group Inc.
Kiewit Construction Company
Kiewit Pacific Co.

Kiewit Western Co.

Grow Tunneling Corp.

ME Holdings Inc.

Mass. Electric Construction Co.

Mass. Electric Securities Corp., Inc.

Kiewit Engineering Co.
Ben Holt Company
The Ben Holt International Co., Inc. Kennebec Cargion Company Kiewit Industrial Co.

Southern Electrical Contractors, Inc.

Kiewit International Services Ltd. (inactive) Kiewnternational Inc.
Kiewit International Services Inc. Peter Kiewit Sa@o. Ltd.

Canaan Corridor Constructors Corp.

Les Entreprises Kiewit Ltee
Kiewit Management Limited
Kiewit Asphalt Ventures Ltd.
MIL Offshore Inc.

Kiewit Engineering Canada Ltd.

Kiewit Industrial Canada Ltd.
V.K. Mason Construction Ltd.

V.K. Mason Inc.

Kiewit Mining Group Inc.

Kiewit Alabama Mining Company
Kiewit Mining Services Inc.
United Metro Materials Inc.
Western Equipment Co.

Sierra Ready Mix and Materials Co.

Show Low Ready Mix, Inc.

Show Low Acquisition Company Quality Ready Mix, Inc

Global Surety & Insurance Co.

Midwest Agencies, Inc.

Kiewit Support Services, Inc. (inactive) Construcws Kiewit, S.A. de C.V.

Kiewit Mazon Constructores, S.A. de C.V.
Servitec de Sonora, S.A. de C.V.

Gilbert Southern Corp.
Guernsey Stone and Construction Company

Twin Mountain Rock Company

Twin Mountain Construction Il Company Bentson Canting Company
Gilbert Central Corp.

Gilbert Western Cory



Gilbert Texas Construction Corp.

Gilbert Industrial Corporation
Gulf Marine Fabricators, Inc.
Aker Gulf Marine (Partnershig



Consent of Independent Accountants

We consent to the incorporation by reference irrdlggstration statement of Peter Kiewit Sons', bitForm S-

8 (File No. 333-42465) of our reports dated Mar6hI98 on our audits of the consolidated finansialements of Peter Kiewit Sons', Inc.,
the financial statements and financial statememedgle of Kiewit Construction and Mining Group, @shmess group of Peter Kiewit Sons',
Inc., and the financial statements of Diversifiad®, a business group of Peter Kiewit Sons', d3mf December 27, 1997 and Decembe
1996 and for each of the three years in the pestatbd December 27, 1997 which reports are incli#ds Annual Report on Form 10-KA.

Coopers & Lybrand L.L.P.

Omaha, Nebraska
April 22, 1998

Consent of Independent Accountants

We consent to the incorporation by reference irrélggstration statement of Peter Kiewit Sons', titForm S-8 (File No. 333-42465) of our
report dated March 13, 1998, on our audits of thresolidated financial statements and financiakstant schedules of RCN Corporation and
Subsidiaries as of December 31, 1997 and 1996faaribe years ended December 31, 1997, 1996 and, ¥@8ch report is incorporated by
reference in this Annual Report on Form 10-KA.

Coopers & Lybrand L.L.P.

Philadelphia, Pennsylvania
April 22, 1998



ARTICLE 5

This schedule contains summary financial infornragatracted from the Form 10-K for the period egddecember 27, 1997 and is
qualified in its entirety by reference to such finel statements.

MULTIPLIER: 1,000,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 27 199
PERIOD END DEC 27 199
CASH 87
SECURITIES 70C
RECEIVABLES 42
ALLOWANCES 0
INVENTORY 4
CURRENT ASSET¢ 1,49¢
PP&E 412
DEPRECIATION 22¢
TOTAL ASSETS 2,77¢
CURRENT LIABILITIES 247
BONDS 137
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 9
OTHER SE 2,22¢
TOTAL LIABILITY AND EQUITY 2,77¢
SALES 227
TOTAL REVENUES 332
CGS 10€
TOTAL COSTS 17¢
OTHER EXPENSE 114
LOSS PROVISION 0
INTEREST EXPENSE 15
INCOME PRETAX 31
INCOME TAX (48)
INCOME CONTINUING 83
DISCONTINUED 165
EXTRAORDINARY 0
CHANGES 0
NET INCOME 24¢€
EPS PRIMARY $.741
EPS DILUTED $.742

1$.74 REPRESENTS CLASS D STOCK EARNINGS PER SHAREASS C STOCK EARNINGS PER SHARE; $15.
2$.74 REPRESENTS CLASS D STOCK EARNINGS PER SHAREASS C STOCK EARNINGS PER SHARE; $15.



ARTICLE 5

This schedule contains summary information extdhfitem the SEC documents filed for the periods ineiredicated and is qualified in its

entirety by reference to such financial statements.

RESTATED:
MULTIPLIER: 1,000,000

PERIOD TYPE 12 MOS 9 MOS
FISCAL YEAR END DEC 28 199 DEC 28 199
PERIOD END DEC 28 199 SEP 30 199
CASH 32C 44¢
SECURITIES 451 55E
RECEIVABLES 377 38z
ALLOWANCES 20 10
INVENTORY 18 16
CURRENT ASSET¢ 1,40¢ 1,692
PP&E 1,581 1,577
DEPRECIATION 774 75C
TOTAL ASSETS 3,54¢ 3,59t
CURRENT LIABILITIES 631 72C
BONDS 332 33z
PREFERRED MANDATORY 0 0
PREFERREL 0 0
COMMON 2 2
OTHER SE 1,801 1,747
TOTAL LIABILITY AND EQUITY 3,54¢ 3,59¢
SALES 2,49( 1,85(
TOTAL REVENUES 2,904 2,157
CGS 2,12¢ 1,607
TOTAL COSTS 2,412 1,81¢
OTHER EXPENSE! 232 18C
LOSS PROVISION 0 0
INTEREST EXPENSE 37 24
INCOME PRETAX 30& 22C
INCOME TAX 84 85
INCOME CONTINUING 221 134
DISCONTINUED 0 0
EXTRAORDINARY 0 0
CHANGES 0 0
NET INCOME 221 134
EPS PRIMARY $10.13! $7.183
F7 $7.78°

EPS DILUTED $9.762 $6.974
F8 $7.6210

1$10.13 represents Class C Stock Earnings Per Sbiass D Stock Earnings Per Share; $¢

2 $9.76 represents Class C Stock Earnings Per Sblass D Stock Earnings Per Share; $4.85.

3 $7.18 represents Class C Stock Earnings Per Sblass D Stock Earnings Per Share; $2.52

4 $6.97 represents Class C Stock Earnings Per Sblass D Stock Earnings Per Share; $2.52.
5 $3.46 represents Class C Stock Earnings Per Sblass D Stock Earnings Per Share; $1.54.
6 $3.36 represents Class C Stock Earnings Per Sblass D Stock Earnings Per Share; $1.54.

7 $.66 represents Class C Stock Earnings Per Shiags D Stock Earnings Per Share; $.77.
8 $.65 represents Class C Stock Earnings Per Shiarss O Stock Earnings Per Share; $.77.

9 $7.78 represents Class C Stock Earnings Per Sblass D Stock Earnings Per Share; $6.45.

10 $7.62 represents Class C Stock Earnings Per Sblares D Stock Earnings Per Share $6.44.

6 MOS
DEC 28 199

JUN 30 199

42¢€
55¢
36¢
18

17
1,63¢
1,54(C
73E
3,49¢
632
374

0

0

2
1,68(
3,49¢
1,18
1,38
1,042
1,18¢
12t

15
11€
46
71

71
$3.46°

$3.36°

3 MOS 1.-MOS
DEC 28 1996 DEC-30-
199¢
MAR 31 1996 DEC-
30-199¢
367 45
615 60
301 34:
22 1z
19 1¢
1,556 1,66
1,393 1,37
717 710
3,384 3,46
594 66¢
371 37(
0c
0c
22
1,617 1,60
3,384 3,46
555 2,54
656 2,90
503 2,23
576 2,47
59 26t
0c
8 2t
39 24t
14 (11
25 241
0c
0c
0c
25 24
$.66

$.65
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KIEWIT CONSTRUCTION & MINING GROUP

Kiewit Construction Group Inc. ("KCG") is primarigngaged in the construction business. KCG is dlwbwned subsidiary of Peter Kiewit
Sons', Inc. ("PKS"). KCG is a Delaware corporatioomed in 1985. PKS is a Delaware corporation fatnme1941. Both have principal
offices in Omaha, Nebraska.

PKS has two principal classes of common stock,S0@€onstruction & Mining Group Restricted Redeelm&pnvertible Exchangeable
Common Stock, par value $.0625 per share (the 5QTastock™) and Class D Diversified Group Convéetibxchangeable Common Stock
value $.0625 per share (the Class D stock"). Thgevaf Class C stock is linked to the Company'sstmiection and materials operations (the
"Construction Group"). The value of Class D staxkriked to the operations of Level 3 Communicaidnc., a wholly owned subsidiary of
PKS (the "Diversified Group"), under the termstué Company's charter. All Class C shares and faatlyr most Class D shares have been
owned by current and former employees of the Coypan their family members.

On December 8, 1997, the Company's stockholdefedathe decision of the Company's Board of Dicest(the "PKS Board") to separate
business conducted by the Construction Group amtukiness conducted by the Diversified Group éctillely, the "Business Groups") into
two independent companies. In connection with dressammation of this transaction, the PKS Boardated a dividend of eight-tenths of
one share of the Company's newly created ClassriReCible Common Stock, par value $.01 per shatéag's R stock") with respect to each
outstanding share of Class C stock. The Class ¢k sgaconvertible in shares of Class D stock punst@a defined formula. In addition, the
Company has announced that effective March 31, ,116@8Company, through a resolution of the PKS Bosinall cause each outstanding
share of Class C stock to be mandatorily exchafifped'Share Exchange") pursuant to provisions efRKS Restated Certificate of
Incorporation (the "PKS Certificate") for one oaistling share of Common Stock, par value $.01 panesiof PKS Holdings, Inc. ("PKS
Holdings"), a recently formed, direct, wholly owngabsidiary of PKS, to which the eight-tenths oé ahare of Class R Stock would attach
(collectively, the "Transaction™). In connectiontivthe consummation of the Transaction, the Compdhyghange its name to Level 3
Communications, Inc. and PKS Holdings, Inc. wilaoge its name to Peter Kiewit Sons', Inc. The Comes announced that the PKS
Board has approved in principle a plan to forcevession of all 6,538,231 shares of Class R Stodktanding. Due to certain provisions of
the Class R stock, conversion will not be forcadmio May 1998, and the final decision to forceneersion would be made at that time. The
decision may be made not to force conversionvifeite decided that conversion is not in the bestést of the then stockholders of the
Company.

The Transaction is intended to separate the BusiBesups into two independent companies. The PK8dbelieves that separation of the
Business Groups will (i) permit Level 3 to attracid retain the senior management and employeesdé¢edmplement and develop Level 3's
expansion plan (which is discussed below), (i)da&evel 3 to access the capital markets in omméund its expansion plan on more
advantageous terms than would be available to L2wasl part of the Company,

(iii) enable Level 3 to pursue strategic investrsarid acquisitions, as part of the expansion plaich could be foreclosed to Level 3 as part
of the Company and (iv) allow the directors and agggment of each Business Group to focus theirtagteand financial resources on that
Business Group's business. Except for the antmipetfect of the Transaction on the managemerteotonstruction business, the PKS Bc
does not believe that the Transaction will have atimer significant effect on the construction besi

Additional financial information about the consttioo segment, including revenue, operating earnimgstifiable assets, capital expenditt
and depreciation, depletion and amortization, dsageforeign operations information, is contaimedNote 3 to Kiewit Construction &
Mining Group's financial statements.

KIEWIT CONSTRUCTION GROUP
CONSTRUCTION OPERATIONS

The construction business is conducted by operatibgidiaries of Kiewit Construction Group Inc. l{ectively, "KCG"). KCG and its joint
ventures perform construction services for a bmaade of public and private customers primarilyhia United States and Canada. New
contract awards during 1997 were distributed antbedollowing construction markets:

transportation (including highways, bridges, aitpprailroads, and mass transit) -- 62%, powert, leemling -- 18%, commercial buildings --
8%, water suppl-- 2%, mining-- 2%, sewage and waste dispc-- 1% and other marke-- 7%.



KCG primarily performs its services as a generailti@xtor. As a general contractor, KCG is respdaditr the overall direction and
management of construction projects and for corigneif each contract in accordance with terms, gland specifications. KCG plans and
schedules the projects, procures materials, hioekews as needed, and awards subcontracts. KCGallgnequires performance and
payment bonds or other assurances of operatiopabdiy and financial capacity from its subcontas.

Contract Types. KCG performs its construction wankler various types of contracts, including fixait or lump-sum price, guaranteed
maximum price, and cost-reimbursable contractsti@ots are either competitively bid and awardedegotiated. KCG's public contracts
generally provide for the payment of a fixed pricethe work performed. Profit on a fixed-price tawt is realized on the difference between
the contract price and the actual cost of constracaind the contractor bears the risk that it matybe able to perform all the work for the
specified amount. Construction contracts genegalhyide for progress payments as work is completéth, a retainage to be paid when
performance is substantially complete. Construatiomtracts frequently contain penalties or liquediatlamages for late completion and
infrequently provide bonuses for early completion.

Government Contracts. Public contracts accounte@d4®6 of the combined prices of contracts awardei@G during 1997. Most of these
contracts were awarded by government and qu@aarnment units under fixed price contracts aftenpetitive bidding. Most public contra
are subject to termination at the election of tbeegnment. In the event of termination, the contmais entitled to receive the contract price
completed work and payment of termination relatest«

Backlog. At the end of 1997, KCG had backlog (ap#ited revenue from uncompleted contracts) of $8li@n, an increase from $2.3 billion
at the end of 1996. Of current backlog, approxitye®&.0 billion is not expected to be completedinigr1998. In 1997 KCG was low bidder
on 226 jobs with total contract prices of $3.5ibil, an average price of $15.3 million per job. feherere 19 new projects with contract prices
over $25 million, accounting for 76% of the sucdelskid volume.

Competition. A contractor's competitive positiorbesed primarily on its prices for constructionvésss and its reputation for quality,
timeliness, experience, and financial strength. ddvestruction industry is highly competitive andKa firms with dominant market power. In
1997 Engineering News Record, a construction tpadication, ranked KCG as the 9th largest U.Stremor in terms of 1996 revenue and
12th largest in terms of 1996 new contract awdtdanked KCG 1st in the transportation marketemts of 1996 revenue.

Joint Ventures. KCG frequently enters into joinbitgres to efficiently allocate expertise and resesramong the venturers and to spread
associated with particular projects. In most jei@btures, if one venturer is financially unabld@ar its share of expenses, the other venturers
may be required to pay those costs. KCG prefeastas the sponsor of its joint ventures. The spogsnerally provides the project manager,
the majority of venturer-provided personnel, ancoanting and other administrative support servitée joint venture generally reimburses
the sponsor for such personnel and services ogetiated basis. The sponsor is generally allocatadhjority of the venture's profits and
losses and usually has a controlling vote in joamture decision making. In 1997 KCG derived 70%joint venture revenue from
sponsored joint ventures and 30% from non-spongoietiventures. KCG's share of joint venture rax@accounted for 28% of its 1997 total
revenue.

Demand. The volume and profitability of KCG's counstion work depends to a significant extent ugmdeneral state of the economies of
the United States and Canada, and the volume & aailable to contractors. Fluctuating demand eyeire typical of the industry, and such
cycles determine to a large extent the degreempetition for available projects. KCG's construntiperations could be adversely affected
by labor stoppages or shortages, adverse weathditioms, shortages of supplies, or government@bacThe volume of available
government work is affected by budgetary and maitconsiderations. A significant decrease in theant of new government contracts, for
whatever reasons, would have a material adversetefh KCG.

Locations. KCG structures its construction operetiaround 20 principal operating offices locatedulghout the U.S. and Canada, with
headquarters in Omaha, Nebraska. Through its detieetl system of management, KCG has been algjeittily respond to changes in the
local markets. At the end of 1997, KCG had curpnjects in 33 states and 6 Canadian provinces. EISG participates in the construction
of geothermal power plants in the Philippines amtbhesia.

Properties. KCG has 20 district offices, of whighate in owned facilities and 4 are leased. KCGameases numerous shops, equipment
yards, storage facilities, warehouses, and corgirumaterial quarries. Since construction projectsinherently temporary and locat-
specific, KCG owns approximately 950 portable &fficshops, and transport trailers. KCG has a kegggment fleet, including

approximately 4,500 trucks, pickups, and automsb#ad 2,000 heavy construction vehicles, suchiadegs, scrapers, backhoes, and cranes.

MATERIALS OPERATIONS

Several KCG subsidiaries, primarily in Arizona a@dckgon, produce construction materials, includeagy-mix concrete, asphalt, sand and
gravel. KCG also has quarrying operations in Newigle and Wyoming, which produce landscaping mateaad railroad ballast. Kiewit
Mining Group Inc. ("KMG"), a subsidiary of KCG, prales mine management services to Kiewit Coal Rt@selnc., a subsidiary of PKS.
KMG also owns a 48% interest in an underground ooak near Pelham, Alabama.

OTHER MATTERS

Under a 1992 mine management agreement, Kiewit Bagderties Inc. ("KCP"), a subsidiary of Levep3ays a KCG subsidiary an annual



equal to 30% of KCP's adjusted operating income. fEe in 1997 was $32 million. The Business Grarngscurrently discussing a potential
revision to the mine management agreement for gefimlowing the Transaction.

MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MA TTERS.

Market Information. As of December 27, 1997, ther(pany's common stock is not listed on any natisaalrities exchange or the Nasdaq
National Market. However, the Class D stock is ently quoted on the National Association of Se@siDealers, Inc.'s OTC Bulletin Boa
During the fourth quarter of 1997, the only quadering which this trading occurred, the rangehef high and low bid information for the
Class D stock was $24.60 to $29.00. The Companyhagunced that the common stock of Level 3 Comaations, Inc. (renamed from
Peter Kiewit Sons', Inc. in connection with the Agaction) will begin trading on the Nasdaqg Natidvalrket on April 1, 1998.

Company Repurchase Duty. Pursuant to the curremstef the PKS Certificate, the Company is gengratjuired to repurchase shares at a
formula price upon demand. Under the PKS Certifiedfective January 1992, the Company has thresetaof common stock: Class B
Construction & Mining Group Nonvoting Restrictedd@emable Convertible Exchangeable Common Stoclag&"), Class C stock, and
Class D stock. There are no outstanding Class ¢k stoe last Class B stock were converted into £astock on January 1, 1997. Class C
stock can be issued only to Company employees amdbe resold only to the Company at a formula draesed on the yea@nd book value ¢
the Construction Group. The Company is generatiyired to repurchase Class C stock for cash ummkisolder demand. Class D stock has
a formula price based on the year-end book valikeoDiversified Group. The Company must genenapurchase Class D stock for cash
upon stockholder demand at the formula price, wrles Class D stock become publicly traded.

Formula values. The formula price of the Classdzlsis based on the book value of Level 3 andubsgliaries, plus one-half of the book
value, on a stand-alone basis, of the parent compdfS. The formula price of the Class C stockasdu on the book value of the
Construction Group and its subsidiaries, plus calédf the book value of the unconsolidated paoempany. A significant element of the
Class C formula price is the subtraction of thekoealue of property, plant, and equipment usedimstruction activities ($122 million in
1997).

Conversion. Under the PKS Certificate, Class Clsi®convertible into Class D stock at the endaxfteyear. Between October 15 and
December 15 of each year a Class C stockholderateay to convert some or all of his or her sha@emversion occurs on the following
January 1. The conversion ratio is the relativenfda prices of Class C and Class D stock determasenf the last Saturday in December,

is, the last day in the Company's fiscal year. €£@stock may be converted into Class C stock aslgart of an annual offering of Class C
stock to employees. Instead of purchasing the effshares for cash, an employee owning Class R stag convert such shares into Class C
stock at the applicable conversion ratio.

Restrictions. Ownership of Class C stock is geheraktricted to active Company employees. Upomeamtent, termination of employment,
death, Class C stock must be resold to the Comatthe applicable formula price, but may be coraeihto Class D stock if the terminating
event occurs during the annual conversion peritas<D stock is not subject to ownership or trangfstrictions.

Dividends and Prices. During 1996 and 1997 the Gompuleclared or paid the following dividends orcitsnmon stock. The table also sh¢
the stock price after each dividend payment orroth&iation event.

Dividend Dividend

Declared Dividend Paid Per Share Class Pr ice Adjusted Stock Price
Oct. 27,1995 Jan.5,1996 $0.60 C De c. 30,1995 $32.40
Apr. 26,1996 May 11,1996 060 C Ma y 1, 1996 31.80

Oct. 25,1996 Jan.4,1997 0.70 C De €. 28,1996 40.70
Apr. 23,1997 May 1,1997 0.70 C Ma y 1, 1997 40.00

Oct. 22,1997 Jan.5,1998 080 C De €. 27,1997 51.20

The Company's current dividend policy is to paggutar dividend on Class C stock of about 15% & 20 the prior year's ordinary earnings
of the Construction Group, with any special divideitio be based on extraordinary earnings. AlthahglPKS Board announced in August
1993 that the Company did not intend to pay regiilidends on Class D stock for the foreseeablaréytthe PKS Board declared a special
dividend of $0.50 per share of Class D stock iht@¢tober 1995 and 1996.

A dividend of 4 shares of Class D Stock for eadrslof Class D Stock was effected on December 2%7.1

Stockholders. On March 15, 1998, and after givifigot to a dividend of 4 shares of Class D Stogkefach outstanding share of Class D s
effected on December 26, 1997, the Company hafbtleeving numbers of stockholders and outstandimgres for each class of its common
stock:

Class of Stock  Stockholders ~ Shares Outstan ding
B - -
C 996 7,681,020
D 2,121 146,943,752

Recent Sales of Unregistered Securities. On Aptl9B7, the Company sold 10,000 shares of Clagedk $o Charles Harper and Rob



Daugherty and 8,000 shares of Class D stock ta Retevit Jr. at a sale price of $49.50 per shamhEof Messrs Harper, Daugherty and
Kiewit are members of the PKS Board of Directorse Bale was effected pursuant to an exemption femistration under the Securities Act
of 1933 contained in

Section 4(2) of such Act.

SELECTED FINANCIAL DATA

The following selected financial data for eachtaf years in the period 1993 to 1997 have beeneatkfiom audited financial statements. The
historical financial information for the Kiewit Cstruction & Mining and Diversified Groups supplentgthe consolidated financial
information of PKS and, taken together, includésetounts which comprise the corresponding codat#d financial information of PKS.

(dollars in millions, Fis cal Year Ended

except per share amounts) 1997 1996 1995 1994 1993
Results of Operations:

Revenue $2,764 $2,303 $2,330%$2,175 $1,783
Net earnings 155 108 104 77 80

Per Common Share:
Net earnings

Basic 15.99 10.13 7.78 4.92 4.63

Diluted 1535 9.76 7.62 486 4.59
Dividends (1) 150 1.30 1.05 0.90 0.70
Stock price (2) 51.20 40.70 3240 25.55 22.35
Book value 64.38 51.02 42,90 31.39 27.43
Financial Position:

Total assets 1,341 1,038 976 967 889
Current portion of

long-term debt 5 - 2 3 4
Long-term debt, less

current portion 22 12 9 9 10
Stockholders' equity (3) 652 562 467 505 480

(1) The 1997, 1996, 1995, 1994 and 1993 dividendsidle $.80, $.70, $.60, $.45 and $.40 for dividetheclared in 1997, 1996, 1995, 1994
and 1993, respectively, but paid in January ofstifesequent year.

(2) Pursuant to the Certificate of Incorporatidre stock price calculation is computed annuallhatend of the fiscal year.

(3) Ownership of the Class C Stock is restrictedeain employees conditioned upon the executiormurchase agreements which restrict
the employees from transferring the stock. PKSeisegally committed to purchase all Class C Stodcke@tmount computed, when put to F

by a stockholder, pursuant to the Certificate abhporation. The aggregate redemption value oflass C Stock at December 27, 1997 was
$527 million.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

The financial statements of the Construction & MmiGroup (the "Group") include the financial pasitj results of operations and cash flows
for the construction business of Peter Kiewit Sdng. and certain PKS corporate assets and liig@siland related transactions. The Group's
share of corporate assets and liabilities andeélainsactions includes amounts to reflect cefta@mcial activities, corporate general and
administrative costs and income taxes. See Notegl b to the Group's financial statements.

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the GroWhen used in this document, the words "anticipdtelieve”, "estimate” and "expect"
and similar expressions, as they relate to the Boouts management, are intended to identify fedaaoking statements. Such statements
reflect the current views of the Group with respgeduture events and are subject to certain rigksertainties and assumptions. Should one

or more of these risks or uncertainties materiatizeshould underlying assumptions prove incorractiial results may vary materially from
those described in this document.

Results of Operations 1997 vs. 1996

Construction. The Construction and Mining Grougisrations can be separated into two componentstrumtion and materials. Construct
revenues increased $414 million during 1997 contpare996. The consolidation of ME Holding Inc. édio the increase in ownership from
49% to 80%) ("ME Holding") contributed $261 millipalmost two-thirds of the increase. In additiotB Holding, several large projects
and joint ventures became fully mobilized during thtter part of the year and were well into thedlg' construction phase.

Material revenues increased 19% to $290 milliod987 from $243 million in 1996. The acquisitionaafditional plant sites accounts for 2:
of the increase in sales. The remaining increaseavasult of the strong market for material praslirt Arizona. This raised sales volui



from existing plant sites and allowed for slighttigher selling prices. The inclusion of $10 milliohrevenues from the Oak Mountain facil
in Alabama also contributed to the increase.

Contract backlog at December 1997 was $3.9 bithibwhich 7% is attributable to foreign operationsdted primarily in Indonesia and
Canada. Domestic projects are spread geographtbatiyghout the U.S. Included in backlog is $668iam for the "I-15" project awarded in
late March. The Group is the sponsoring partnetherdesigrbuild joint venture reconstructing 16 miles of Irstate 15 through the Salt La
City, Utah area. It is expected to be completeDaésember 2001 and includes an optional 10- yeanterance contract.

In September, a Presidential Decree was issuattonksia affecting the start-up dates for a nurabprivate power projects. As a result of
the Decree and the continued fluctuations in theevaf the Indonesian currency, several projectadonesia for CalEnergy Company, Inc.
("CalEnergy"), included in contract backlog at $##lion, could be terminated by the Indonesian gaweent or CalEnergy. The Group does
not anticipate that termination will have a mateaidverse effect as payment has been received fooek performed and the costs of
demobilizing the projects would not be significant.

Construction margins increased to 13% of revenu®8¥ as compared to 10% in 1996. The favorabldutien of project uncertainties,
several change order settlements, and cost sawirggrly completion bonuses received during the geatributed to this increase.

Material margins decreased from 10% of revenueB6lo 4% in 1997. Losses at the Oak Mountainifgdil Alabama were the source of
the decrease. The materials margins from sourtes titan Oak Mountain remained stable as highérsatgés and selling prices were offset
by increases in raw materials costs.

General and Administrative Expenses. General andrastrative expenses increased 11% in 1997 aéiducting $17 million of expenses
attributable to ME Holding. Compensation and prsfiaring expenses increased $9 million and $2anilliespectively, from 1996. The
increase in these costs is a direct result of migbastruction earnings.

Investment Income. Investment income declined 16%007 to $16 million. The decrease is primarilyilatitable to the consolidation of ME
Holding in 1997. In 1996, equity earnings attrilhéato ME Holding was $4 million. Partially offsety this decline was a slight increase in
income from the sale of marketable securities.

Interest Expense. The decline in interest expexdaeé to the absence of short-term borrowings wiviete repaid in 1996.

Other Income. Other income is primarily compriségains and losses on the disposition of constmaatiquipment and mine management
fees paid by the Diversified Group. A $6 milliorciease in gains on the sale of equipment and additmiscellaneous income were partially
offset by a decline in mine management fee income.

Provision for Income Taxes. The effective income tax rates in
1997 and 1996 differ from the expected statutory rate of 35%
primarily due to state income taxes and prio r year tax

adjustments.

Results of Operations - 1996 vs. 1995

Construction. Revenue from construction decreased 1% to $2,303
million in 1996. This resulted from the completi on of several

major projects during the year, while many new caxis were still in the start-up phase. The Grosipé&se of joint venture revenue remained
at 30% of total revenues in 1996. Contract backibBecember 28, 1996 was $2.3 billion, of which wé& attributable to foreign operations,
principally Canada and the Philippines. Projectshenwest coast accounted for 42% of the total logcliRevenue from materials increasec
less than 1% in 1996. Increased demand for aggredgathe Arizona market was offset by a declinpractious metal sales. The Group sold
its gold and silver operations in Nevada to KinrGssd Corporation ("Kinross") and essentially lidated its metals inventory in 1995.

Opportunities in the construction and materialaistdy continued to expand along with the econonecaBise of the increased opportunities,
the Group was able to be selective in the constnugirojects it pursued. Gross margins for congimadncreased from 8% in 1995 to 10% in
1996. This resulted from the completion of sevimale projects and increased efficiencies in gikeats of the construction process. Gross
margins for materials declined from 13% in 1993.@86 in 1996. The lack of higher margin preciousatsesales in 1996 combined with
slightly lower construction materials margins proed the reduction in operating margin.

General and Administrative Expenses. General andrastrative expenses increased 1% in 1996. Ineseaiscompensation and travel
expenses were partially offset by lower insuracoepputer operations and other administrative exggens

Investment Income. Investment income increased 22896 compared to 1995. The increase was priyndué to ME Holding's equity
earnings increasing from $2 million in 1995 to $dlion in 1996 and $2 million from other equity iestments. Partially offsetting this
increase was a slight decline in interest incorne, td a decrease in the average cash balance dieiygar



Interest Expense. The increase in interest expefrs2 million in 1996 was primarily attributable tioe short-term borrowings outstanding
during the year.

Other, net. In 1995, the exchange of the Groud gyad silver operations in Nevada for 4,000,008re& of common stock of Kinross led t
$21 million gain for the Group. The gain was thiéedence between the Group's book value in the gotiisilver operations and the market
value of the Kinross shares at the time of the argk. Other income was also primarily compriseghioie management fees from the
Diversified Group, of $37 million and $30 million 1996 and 1995, and gains on the disposition @bgmty, plant and equipment and other
assets of $17 million and $12 million in 1996 arX®4a.

Provision for Income Taxes. The effective incomertte for 1996 differed from the statutory rate86f4 primarily because of adjustments to
prior year tax provisions and state taxes. In 1895 rate was higher than 35% due primarily toestatome taxes.

Financial Condition - December 27, 199 7
Working capital for the Group increased 30% to $4 78 million in
1997. Cash provided by operations, of $154 million, was

partially offset by investing and financing actieg. Investing activities include capital expenditiof $107 million and investments and
acquisitions of $21 million. Partially funding theeactivities was the net sale of securities for 88#fon and $36 million from the sale of
property, plant and equipment. Financing activitresude $72 million to convert Class C Stock t@$€3 D Stock and $12 million paid in
dividends. These financing uses were partiallyeiftsy $34 million of proceeds from the sale of comnnstock, $8 million of proceeds from
long-term borrowings and $9 million of distribut®from investments.

The Group anticipates investing between $40 andn§illon annually in its construction business.1997, the Group invested $107 millior
new equipment. This amount is higher than normiahanily due to $25 million of equipment purchasesd highway project located in a part
of the country where existing equipment was noilalke. The Group is also exploring opportunitieatquire additional materials
businesses. Other long-term liquidity uses inclimepayment of income taxes, repurchases of constomk and the payment of dividends.
The Group's current financial condition and bormgvcapacity together with anticipated cash flovesrfroperations should be sufficient for
immediate cash requirements and future investitigiges.

In October 1997, the PKS Board of Directors dedaelividend of $.80 per share on Class C Stogkalga on January 5, 1998. Also in
January 1998, approximately 2.3 million shareslat€ C Stock, with a redemption value of $122 oniljiwere converted into Class D Stock.
During the first quarter of 1998, the Group alspurehased $25 million of stock from Class C shaldgrs. In order to partially fund these
financing activities, the Group borrowed $20 mitlim January, 1998. The Group expects to repaythesowings during the first half of
1998.

The separation of the Group from the Diversified @y, as described below, will prohibit the convensof Class C Stock to Class D Stock in
the future.

In October 1996, the PKS Board of Directors dirdd®S management to pursue a listing of Class DkSis a way to address certain issues
created by PKS' two-class capital stock structackbthe need to attract and retain the best managdorePKS' businesses. During the course
of its examination of the consequences of a listih§lass D Stock, management concluded thatiadistf Class D Stock would not
adequately address these issues, and instead toegfaidly a separation of the Construction and Mjr@moup from the Diversified Group
through a spireff of the Construction and Mining Group (“the Tsaetion"). At a special meeting on August 14, 198&,Board approved t|
Transaction.

The separation of the Construction and Mining Grang the Diversified Group was contingent upon mlmer of conditions, including the
favorable ratification by a majority of both ClaSsand Class D shareholders and the receipt by ¢thep@ny of an Internal Revenue Service
ruling or other assurance acceptable to the Bdeatlthe separation would be tax-free to U.S. sluddeins. On December 8, 1997, PKS' Class
C and Class D shareholders approved the transaamidion March 5, 1998 PKS received a favorablagutiom the Internal Revenue Serv
The Transaction is anticipated to be effective card? 31, 1998.

KIEWIT CONSTRUCTION & MINING GROUP

Index to Financial Statements
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Report of Independent Accountants
Financial Statements as of December 27, 1997 acdrblger 28, 1996 and for the three years ended Dredi, 1997:
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Balance Sheets

Statements of Cash Flows

Statements of Changes in Stockholders' Equity Niot€$nancial Statemen



Financial Statement Schedule for the three years eded December 27, 1997:
Il - Valuation and Qualifying Accounts and Reserves

Schedules not indicated above have been omittesmlise®f the absence of the conditions under whiep &re required or because the
information called for is shown in the financiahtgments or in the notes thereto.

REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors and Stockholders
Peter Kiewit Sons', Inc.

We have audited the financial statements and ttanéiial statement schedule of Kiewit ConstructioM#ing Group, a business group of
Peter Kiewit Sons', Inc. (as defined in Note lhtese financial statements) as listed in the indethe preceding page of this exhibit to Form
10-K. These financial statements and financial statéraehedule are the responsibility of the Compamgaagement. Our responsibility is
express an opinion on these financial statementdiaancial statement schedule based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat 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 dis@lssn 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 referdlbove, when read in conjunction with the constdid financial statements of Peter Kiewit
Sons', Inc. and Subsidiaries, present fairly, immalterial respects, the financial position of Kie@onstruction & Mining Group as of
December 27, 1997 and December 28, 1996, and shégef its operations and its cash flows for eafcthe three years in the period ended
December 27, 1997 in conformity with generally gted accounting principles. In addition, in ourrdph, the financial statement schedule
referred to above, when considered in relatiom#oltasic financial statements taken as a wholegpts fairly, in all material respects, the
information required to be included therein.

COOPERS & LYBRAND L.L.P.

Omaha, Nebraska
March 30, 1998

KIEWIT CONSTRUCTION & MINING GROUP

Statements of Earnings
For the three years ended December 27, 1997

(dollars in millions, except per share data) 1997 1996 1995
Revenue $ 2,764 $ 2,303 $ 2,330

Cost of Revenue ( 2,427) (2,079) (2,127)

General and Administrative Expenses (147) (117) (116)
Operating Earnings 190 107 87
Other Income (Expense):

Investment Income 16 19 17
Interest Expense 3) 4) 2)
Other, net 59 58 62

Earnings Before Income Taxes 262 180 164
Provision for Income Taxes (107) (72) (60)
Net Earnings $ 155 $ 108 $ 104

Net Earnings Per Share:
Basic $ 1599 $10.13 $ 7.78



Diluted $

See accompanying notes to financial statements.

1535 $ 9.76 $ 7.62

KIEWIT CONSTRUCTION & MINING GROUP

Balance Sheets

December 27, 1997 and December 28, 1996

(dollars in millions) 1997 1996
Assets
Current Assets:
Cash and cash equivalents $ 232 $ 173
Marketable securities 26 54
Receivables, less allowance of $9 and $17 430 289
Costs and earnings in excess of billings on
uncompleted construction contracts 119 80
Investment in construction joint ventures 176 91
Deferred income taxes 61 64
Other 13 13
Total Current Assets 1 ,057 764
Property, Plant and Equipment, at cost:
Land 18 15
Buildings 40 37
Equipment 585 542
643 594
Less accumulated depreciation and amortization (446) (429)
Net Property, Plant and Equipment 197 165
Other Assets 87 109
$1 ,341 $1,038

See accompanying notes to financial statements.

KIEWIT CONSTRUCTION & MINING GROUP

Balance Sheets

December 27, 1997 and December 28, 1996

(continued)

(dollars in millions) 19 97 1996
Liabilities and Stockholders' Equity
Current Liabilities:

Accounts payable, including retainage of

$37 and $33 $ 208 $ 164

Current portion of long-term debt 5 -
Accrued construction costs and billings in

excess of revenue on uncompleted contracts 217 112
Accrued insurance costs 76 81
Other 73 40
Total Current Liabilities 579 397
Long-term Debt, less current portion 22 12
Other Liabilities 77 67
Minority Interest 11 -

Stockholders' Equity (Redeemable Common Stock,
$527 million aggregate redemption value):

10,132,343 shares outstanding in 1997
11,006,641 shares outstanding in 1996

and



Common equity 670 568

Foreign currency adjustment () (5)
Unrealized holding loss (11) Q)
Total Stockholders' Equity 652 562
$1, 341 $1,038

See accompanying notes to financial statements.
KIEWIT CONSTRUCTION & MINING GROUP
Statements of Cash Flows
For the three years ended December 27, 1997

(dollars in millions) 1997 1996 1995

Cash flows from operations:

Net earnings $ 155 $ 108 $ 104
Adjustments to reconcile net earnings to

net cash provided by operations:

Depreciation and amortization 66 61 56
Gain on sale of property, plant and

equipment and other investments (24) (17) (33)
Equity (earnings) loss, net 2 (8) 3)
Change in other noncurrent liabilities 18 18 6
Deferred income taxes - (6) -
Change in working capital items:

Receivables (113) 37 -

Costs and earnings in excess of
billings on uncompleted construction

contracts (39) 2) 23
Investment in construction joint ventures (82) (18) 4)
Other current assets 7 2 3)
Accounts payable 27 (18) 3

Accrued construction costs and billings
in excess of revenue on

uncompleted contracts 102 1 5
Other liabilities 27 11 4
Other 8 @) (6)
Net cash provided by operations 154 163 152

Cash flows from investing activities:
Proceeds from sales and maturities of

marketable securities 73 160 82
Purchases of marketable securities (39) (157) (42)
Proceeds from sale of property,

plant and equipment 36 25 15
Capital expenditures (107) (72) (79)
Investments and acquisitions, net of

cash acquired (21) (6) (20)
Distributions from investees 9 6 8
Sale of note receivable and other - 14 -

Net cash used in investing activities $ (49) $ G026)
See accompanying notes to financial statements.
KIEWIT CONSTRUCTION & MINING GROUP

Statements of Cash Flows
For the three years ended December 27, 1997
(continued)

(dollars in millions) 1997 1996 1995

Cash flows from financing activities:
Long-term debt borrowings $ 8 $ 3 $ 3



Short-term debt borrowings, net - (45) 45
Payments on long-term debt, including

current portion - (2 (4)
Issuances of common stock 34 27 24
Repurchases of common stock 2) 5) 3)
Dividends paid (12) (12) (13)
Exchange of Class C Stock for

Class D Stock, net (72) (20) (155)
Net cash used in financing activities (44) (54) (103)
Effect of exchange rates on cash 2) - 1

Net change in cash and cash equivalents 59 79 24
Cash and cash equivalents at beginning

of year 173 94 70
Cash and cash equivalents at end of year $ 232 $ 173 $ 94
Supplemental disclosures of cash

flow information:

Taxes paid $ 94 $ 78 $ 69

Interest paid 2 2 2
Noncash investing activity:

Disposition of gold operations in

exchange for Kinross common stock, net $ - $ - $ 21

See accompanying notes to financial statements.
KIEWIT CONSTRUCTION & MINING GROUP
Statements of Changes in Stockholders' Equity fi®ttiree years ended December 27, 1997

(dollars in millions, except per share data) 1 997 1996 1995
Common equity:
Balance at beginning of year $ 568 $ 471 $ 513
Issuances of stock 34 27 24
Repurchases of stock ) (5) 3)
Exchange of Class C Stock for Class D Stock, net (72) (20) (155)
Net earnings 155 108 104
Dividends (per share: $1.50 in 1997,

$1.30 in 1996 and $1.05 in 1995)(a) (13) 13) (12)
Balance at end of year 670 568 471
Other equity adjustments:
Balance at beginning of year (6) 4) (8)
Foreign currency adjustment 2) - 2
Unrealized holding (loss) gain (20) 2) 2
Balance at end of year (18) (6) 4)
Total stockholders' equity $ 652 $ 562 $ 467

(a) Dividends include $.80, $.70, and $.60 for d@rids declared in 1997, 1996 and 1995 but paidnnaly of the subsequent year.
See accompanying notes to financial statements.
KIEWIT CONSTRUCTION & MINING GROUP
Notes to Financial Statements
(1) Basis of Presentation

The Class C Stock and the Class D Stock are destpngrovide stockholders with separate secungélecting the performance of Peter
Kiewit Sons', Inc.'s ("PKS") construction and matksrbusinesses ("Construction & Mining Group") atsdother businesses ("Diversified
Group"), respectively. Dividends on the Class CcBtare limited to the legally available funds of less the Class D formula value whicl



to be reduced by any dividends on Class D Stocladst during the current year. Subject to thistitidn, the Board of Directors intends to
declare and pay dividends on the Class C Stocldigars@arily on the Construction & Mining Group'spseately reported financial condition
and results of operations.

The financial statements of the Construction & MmiGroup include the financial position, result®pérations and cash flows for PKS'
construction and materials businesses held byhtdlyvowned subsidiary, Kiewit Construction Grougl, and certain PKS corporate assets
and liabilities and related transactions. Thesarfiaial statements have been prepared using ttaibédtamounts included in the PKS
consolidated financial statements.

Although the financial statements of PKS' Constaurc& Mining Group and Diversified Group separatedport the assets, liabilities and
stockholders' equity of PKS attributed to each syrup, legal title to such assets and responsilidr such liabilities will not be affected by
such attribution. Holders of Class C Stock and €£@sStock are stockholders of PKS. Accordingly, Bi&S consolidated financial statements
and related notes should be read in conjunctioh thigse financial statements. (See Note 3)

(2) Summary of Significant Accounting Policies
Principles of Group Presentation

These financial statements include the accountiseo€onstruction & Mining Group ("the Group"). TBeoup's and Diversified Group's
financial statements, taken together, compristhalliccounts included in the PKS consolidated firmrstatements. All significant
intercompany accounts and transactions, excepe tthiosctly between the Group and the Diversifiedupr, have been eliminated.
Investments in construction joint ventures and oteenpanies in which the Group exercises signitidaffuence over operating and financial
policies are accounted for by the equity methodk Glnoup accounts for its share of the operatioriketonstruction joint ventures on a pro
rata basis in the statements of earnings.

In 1997, the Group increased its ownership in MHBditg Inc. ("ME Holding") an electrical contractdrom 49% to 80%. The Group
consolidated ME Holding in its 1997 financial stagnts and accounted for it using the equity methd®96 and 1995.

The Group invests in various portfolios of the KieMutual Fund, ("KMF"), a registered investmentmoany. KMF is not consolidated in t
Group's financial statements.

Construction Contracts

The Group operates generally within the Unitede3taind Canada as a general contractor and engaggsaus types of construction proje
for both public and private owners. Credit riskrigiimal with public (government) owners since th@@ ascertains that funds have been
appropriated by the governmental project ownerrgdcommencing work on public projects. Most palgontracts are subject to termination
at the election of the government. In the everieohination, the Group is entitled to receive tbatecact price on completed work and
reimbursement of termination related costs. Cnéshtwith private owners is minimized because afigiory mechanics liens, which give the
Group high priority in the event of lien foreclossrfollowing financial difficulties of private owne

The construction industry is highly competitive dadks firms with dominant market power. A subsimiortion of the Group's business
involves construction contracts obtained througimpetitive bidding. The volume and profitability thfe Group's construction work depends
to a significant extent upon the general statdvefedconomies in which it operates and the volumeask available to contractors. The
Group's construction operations could be adversédcted by labor stoppages or shortages, advezather conditions, shortages of supplies,
or governmental action.

The Group recognizes revenue on long-term congtrucbntracts and joint ventures on the percentdgmmpletion method based upon
engineering estimates of the work performed orviddial contracts. Provisions for losses are recoagphbn uncompleted contracts when they
become known. Claims for additional revenue areggized in the period when allowed. It is at leastsonably possible that engineering
estimates of the work performed on individual caats will be revised in the near term.

Assets and liabilities arising from constructiotivties, the operating cycle of which extends oseveral years, are classified as current i
financial statements. A one-year time period iglusethe basis for classification of all other entrassets and liabilities.

Depreciation and Amortization
Property, plant and equipment are recorded at Pegireciation and amortization are computed onlacated and straight-line methods.
Foreign Currencies

The local currencies of foreign subsidiaries ageftmctional currencies for financial reporting poses. Assets and liabilities are translated
into U.S. dollars at year-end exchange rates. Revand expenses are translated using average gechates prevailing during the year.
Gains or losses resulting from currency translaianrecorded as adjustments to stockholders'yer



Earnings Per Share

In 1997, the Group adopted Statement of Finanatalbfinting Standards ("SFAS") No. 128, "Earnings$leare". The Statement establishes
standards for computing and presenting earningshmme and requires the restatement of prior mresiata presented. Basic earnings per
share have been computed using the weighted aveumgleer of shares outstanding during each periddtdd earnings give effect to
convertible debentures considered to be dilutivaroon stock equivalents. Dilutive potential commbargs are calculated in accordance
with the "if converted" method. This method assuthes the after-tax interest expense associatddtht debentures is an addition to income
and the debentures are converted into equity \westrésulting common shares being aggregated watiwdighted average shares outstanding.

1997 1996 1995
Net income available to common
shareholders (in millions) $ 155 $ 108 $ 104
Add: Interest expense, net of tax effect
associated with convertible debentures 1 -* -*
Net income for diluted shares $ 156 $ 108 $ 104

Total number of weighted average shares
outstanding used to compute basic earnings
per share (in thousands) 9,728 10,656 13,384

Additional dilutive shares assuming
conversion of convertible debentures 441 437 312

Total number of shares used to compute

diluted earnings per share 10,169 11,093 13,696
Net Income
Basic earnings per share $15.99 $ 1013 $ 7.78
Diluted earnings per share $15.35 $ 9.76 $ 7.62

*Interest expense attributable to convertible déles was less than $1 million in 1996 and 1995.
Income Taxes

Deferred income taxes are provided for the tempyaddferences between the financial reporting basid tax basis of the Group's assets and
liabilities using enacted tax rates in effect tog fear in which the differences are expectedverse.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the reported amountsvefnges and expenses during the reporting perioaiahcesults could differ from those
estimates.

Recently Issued Accounting Pronouncements

In June 1997, the Financial Accounting Standardsr@¢'FASB") issued SFAS No. 130, "Reporting Conmgresive Income”, which requires
that changes in comprehensive income be showfiifraacial statement that is displayed with the sgmmminence as other financial
statements.

Also in 1997, the FASB issued SFAS No. 131, "Disales about Segments of an Enterprise and Relafimaniation”, which changes the w
public companies report information about segme3EAS No. 131, which is based on the managemembagip to segment reporting
includes requirements to report selected segmémiration quarterly, and entity wide disclosuresuattproducts and services, major
customers, and geographic data.

These statements are effective for financial statémfor periods beginning after December 15, 188hagement does not expect adoption
of these statements to materially affect the Gofipancial statements.

Reclassifications

Where appropriate, items within the financial staéats and notes thereto have been reclassifiedgremious years to conform to curre



year presentatiol

Fiscal Year

The Group's fiscal year ends on the last Satund@eicember. There were 52 weeks in fiscal yearg 18996 and 1995.
(3) Reorganization

In October 1996, the PKS Board of Directors dirdd¥S management to pursue a listing of Class DkSie a way to address certain issues
created by PKS' two-class capital stock structagkthe need to attract and retain the best managdorePKS' businesses. During the course
of its examination of the consequences of a listih§lass D Stock, management concluded thatiadistf Class D Stock would not
adequately address these issues, and instead toegfaidly a separation of the Construction and Mjr@moup and the Diversified Group. At
the regular meeting of the Board on July 23, 198a@nagement submitted to the Board for consideratiproposal for separation of the
Construction and Mining Group from the Diversifi@&oup through a spin-off of the Construction andidg Group ("the Transaction”). At a
special meeting on August 14, 1997, the Board ajgaréhe Transaction.

The separation of the Construction and Mining Grang the Diversified Group was contingent upon mlmer of conditions, including the
favorable ratification by a majority of both Classand Class D shareholders and the receipt by PI&8 mternal Revenue Service ruling or
other assurance acceptable to the Board that fzeat@n would be tax-free to U.S. shareholdersD@cember 8, 1997, PKS' Class C and
Class D shareholders approved the transaction mihdaoch 5, 1998 PKS received a favorable rulingrfithe Internal Revenue Service. The
Transaction is anticipated to be effective on Ma&&h1998.

(4) Acquisitions:

In April, 1997 the Group and a partner each invee$E5 million to acquire a 96% interest in Oak Mtaum Energy LLC, ("Oak Mountain").
Oak Mountain then acquired the existing assetsafralerground coal mine located in Alabama for apipnately $18 million and assumed
approximately $14 million of related liabilities.a® Mountain used cash and $18 million of nonreabi@nk borrowings to retire the existing
debt and develop and modernize the mine.

Oak Mountain's results are consolidated with thafgbe Group on a preata basis since the date of acquisition. Duedbdri than anticipate
costs in modernizing and operating the mine, OakiMiain incurred operating losses in 1997. Prodaditcthe mine has been significantly
below anticipated levels, and as a result of thi @ther factors, Oak Mountain is not in compliangth certain covenants of the bank
borrowings. Those events caused the Group to agdegher its investment is impaired. Upon consitggstimated cash flow levels,
including additional funding necessary to operhternine, and assessments of the fair value oféhassets of the mine based upon potential
recovery though a sale, the Group recognized aairmgnt loss of $8 million. This loss along witletbperating losses, reduced the Group's
investment to zero. The impairment has been incud€ost of Revenue in the Statement of Earnings.

In 1997, the Group paid $5 million to increaseoitership in ME Holding from 49% to 80%. The Grauipvestment in ME Holding
exceeds its proportionate share of ME Holding gdoyt $3 million. The goodwill is being amortizedens years.

Construction revenue for ME Holding was $247 millia 1996, however the net operating results of liiding was not significant relative
to the Group's results in 1996.

(5) Corporate Activities
Financial Structure

PKS, in addition to specifically attributable itenmsis corporate assets, liabilities and relatednmeand expense which are not separately
identified with the ongoing operations 7of the Graur the Diversified Group. The items attributatdehe Group and the Group's 50% por
of PKS are as follows:

(dollars in millions) 1 997 1996

Cash and cash equivalents $ 8 $ 8
Marketable securities 3 5
Property, plant and equipment, net 5 5
Other assets 2 2

Total Assets $ 18 $ 20

Accounts payable $ 10 $ 8

Long-term debt and other noncurrent liabilities 17 13

Total Liabilities $ 27 $ 21



1997 1996 1995

Net investment expense $ - $ -
Corporate General and Administrative Costs

A portion of PKS' corporate general and administeatosts has been allocated to the Group baseatd agrtain measures of business activity,
such as employment, investments and sales, whidkagement believes to be reasonable. The allocatiers $1 million in 1997, 1996 and
1995.

Income Taxes

All domestic members of the PKS affiliated group arcluded in the consolidated U.S. income taxrretiled by PKS as allowed by the
Internal Revenue Code. Accordingly, the provisioniicome taxes and the related payments or refahtdsc are determined on a
consolidated basis.

The financial statement provision and actual cagipayments have been reflected in the Group'shenBiversified Group's financial
statements in accordance with PKS' tax allocatiity for such groups. In general, such policy pdeg that the consolidated tax provision
and related cash flows and balance sheet amountdlacated between the Group and the Diversifieal®, for group financial statement
purposes, based principally upon the financial mmeptaxable income, credits, preferences and atin@unts directly related to the respective
groups. The provision for estimated United Statesiine taxes for the Group does not differ matgriatim that which would have been
determined on a separate return basis.

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

Cash equivalents generally consist of funds inwkstehe Kiewit Mutual Fund-Money Market Portfolamd highly liquid instruments
purchased with an original maturity of three mordh&ess. The securities are stated at cost, wdpgnoximates fair value.

Marketable Securities and Non-current Investments

The Group has classified all marketable securétiebmarketable non-current investments not accdunteunder the equity method as
available-for-sale. The amortized cost of the s&esrused in computing unrealized and realizedgjand losses is determined by specific
identification. Fair values are estimated baseduwted market prices for the securities on harfdrosimilar investments. Net unrealized
holding gains and losses are reported as a segamaggonent of stockholders' equity, net of tax.

The following summarizes the amortized cost, urizedlholding gains and losses, and estimated &hireg of marketable securities and
marketable non-current investments at Decembet2¥7 and December 28, 1996.

Unre alized Unrealized
Amortized Ho Iding Holding Fair
(dollars in millions) Cost G ains Losses Value
1997
Kiewit Mutual Fund:
Short-term government $ 10 $ - $ -% 10
Intermediate term bond 1 - - 1
Tax exempt 1 - - 1
U.S. debt securities 14 - - 14
$ 26 $ $ $ 26
Non-current investments:
Equity securities $ 30 $ - $(18) $ 12
1996
Kiewit Mutual Fund:
Short-term government $ 22 $ - % - $ 22
Intermediate term bond 10 - - 10
Tax exempt 9 - - 9

U.S. debt securities 13 - - 13



Non-current investments:
Equity securities $ 30 $ - $(2) % 28

For debt securities, amortized costs do not vaggiicantly from principal amounts. Realized gaarsl losses on sales of marketable
securities were each less than $1 million in 19986 and 1995.

The contractual maturities of the debt securitiesas follows:

Amortized Cost Fair Value
U.S. debt securities:
less than 1 year $ 6 $ 6
1-5 years 8 8
$ 14 $ 14

Maturities for the mutual fund and equity secusti@ve not been presented as they do not havela siaturity date.
Long-term Debt

The fair value of debt was estimated using theemeantal borrowing rates of the Group for debt efthme remaining maturities and
approximates the carrying amount.

(7) Retainage on Construction Contracts

Receivables at December 27, 1997 and Decembe®28,iticlude approximately $88 million and $86 moitliof retainage on uncompleted
projects, the majority of which is expected to béected within one year. Included in accounts ietde are $44 million and $53 million of
securities which are being held by the owners abua construction projects in lieu of retainagbhe3e securities are carried at fair value
which is determined based on quoted market primeth& securities on hand or for similar investraeNtet unrealized holding gains and
losses, if any, are reported as a separate compohsiockholders' equity, net of tax.

(8) Investment in Construction Joint Ventures

The Group has entered into a number of construgion venture arrangements. Under these arrangei&€one venturer is financially
unable to bear its share of the costs, the othauvers will be required to pay those costs.

Summary joint venture financial information follows

Financial Position (dollars in millions) 1997 1996

Total Joint Ventures

Current assets $ 659 $ 435
Other assets (principally construction equipment ) 123 a7
782 482

Current liabilities (515) (347)

Net assets $ 267 $ 135

Group's Share

Equity in net assets $ 156 $ 73
Receivable from joint ventures 20 18
Investment in construction joint ventures $ 176 $ 91
Operations (dollars in millions) 1997 1996 1995

Total Joint Ventures



Revenue $ 1,490 $1,370 $ 1,211
Costs 1,332 1,201 1,108

Operating income $ 158 $ 169 $ 103

Group's Share

Revenue $ 786 $ 689 $ 691
Costs 690 621 625
Operating income $ 9% $ 68 $ 66

(9) Other Assets

Other assets consist of the following at Decemi@erl297 and December 28, 1996:

(dollars in millions) 1997 1996
ME Holding Inc. $ - $ 33
Equity securities of Kinross Gold Corporation
(Note 6) 12 28
Aker-Gulf Marine 18 15
Goodwill 23 15
Deferred income taxes 12 2
Other 22 16

$ 87 $ 109

Other assets include marketable equity securitéssified as non-current, an equity method investritea partnership which fabricates
offshore oil platforms, and the net goodwill recignl in the APAC, ME Holdings and other acquisifom 1997 ME Holding is accounted
for as a consolidated subsidiary. In 1996, ME Huddivas accounted for using the equity method.

(10) Long-Term Debt

At December 27, 1997 and December 28, 1996, lomg-tkebt consisted of a portion of PKS' notes tonfar stockholders which have been
allocated to the Group and the Diversified Groug eonvertible debentures as follows:

(dollars in millions) 1997 1996
6.25%-8.75% Convertible debentures, 2003-2007 $ 13 $ 10
BICC Cables Corp. Note 6 -
ME Holdings Note 5 -
Stockholder notes and other 3 2
27 12
Less current portion 5
$ 22 $ 12

The convertible debentures are convertible durintpler of the fifth year preceding their maturigtel Each annual series may be redeemed
in its entirety prior to the due date except dutimg conversion period. Debentures were conventiedsl,314 and 59,935 shares of Class C
Stock in 1997 and 1995, respectively. At Decemi¥erl®97, 478,394 shares of Class C Stock are reddov future conversions.

In 1997, ME Holding borrowed $6 million from BICCaBles Corp. ("BICC"). BICC is affiliated with a juiventure partner of ME Holding.
The note is payable in full in 1999 and requireartgrly interest payments at a rate equal to onetimiolBOR. The proceeds from the note
were used for working capital requirements.

In 1997, the Group issued a note payable in theuatnaf $5 million, payable on demand to the minosihareholder, as part of the ME
Holding acquisition. The note and accrued intenese paid on January 5, 1998.

Scheduled maturities of long-term debt through 28@2as follows (in millions): 1998 - $5; 1999 - ¥D00 - $1; 2001 - $1 and $- in 2002.
(11) Income Taxes

An analysis of the (provision) benefit for inconaaés relating to earnings for the three years ebdsgmber 27, 1997 follow



(dollars in millions) 199 7 1996 1995

Current:

U.S. federal $ ( 88) $ (62) $ (58)

Foreign 9) 5) 4

State ( 10) (11) (6)
(1 07) (78)  (60)

Deferred:

U.S. federal 1 7 6

Foreign «h) 3 O

State - 2 1
____________ 6
$(1 07) $ (72) $ (60)

The United States and foreign components of easniiog tax reporting purposes, before income téaksws:

(dollars in millions) 19 97 1996 1995
United States $ 226 $ 155 $ 159
Foreign 36 25 5

$ 262 $ 180 $ 164

A reconciliation of the actual (provision) bendtit income taxes and the tax computed by applytieg.S. federal rate (35%) to the earnings
before income taxes for the three years ended Deeesv, 1997 follows:

(dollars in millions) 19 97 1996 1995
Computed tax at statutory rate $ ( 92) $ (63) $ (57)
State income taxes (8) (6) (8)
Prior year tax adjustments 5) (4) 5
Other 2) 1

$@1 07) $ (72) $ (60)

Possible taxes, beyond those provided, on rematantundistributed earnings of foreign subsid&@rare not expected to be material.

The components of the net deferred tax assetfidéoyears ended December 27, 1997 and Decembe®28were as follows:

(dollars in millions) 1997 1996
Deferred tax assets:
Construction accounting $ 24 $ 15
Investments in construction joint ventures 26 30
Insurance claims 31 32
Compensation - retirement benefits 8 6
Other 7 10

Total deferred tax assets 96 93

Deferred tax liabilities:

Investments in securities 1 7

Other 22 20
Total deferred tax liabilities 23 27
Net deferred tax assets $ 73 $ 66

(12) Employee Benefit Plans

The Group makes contributions, based on colledtargaining agreements related to its constructp@rations, to several multi-employer
union pension plans. These contributions are iregdud the cost of revenue. Under federal law, theu@ may be liable for a portion of future
plan deficiencies; however, there are no knowncilsicies.

Substantially all employees of the Group are cavereder the Group's profit sharing plans. The egpeplated to these plans was $5 million
in 1997 and $3 million in 1996 and 1995.

(13) Stockholders' Equil



Ownership of the Class C Stock is restricted ttag@employees conditioned upon the execution piirehase agreements which restrict the
employees from transferring the stock. PKS is gahyecommitted to purchase all Class C Stock ataim®unt computed pursuant to the
Certificate of Incorporation. Issuances and repasels of common shares, including conversionshfothree years ended December 27, !
were as follows:

Class C

Stock
Shares issued in 1995 1,021,875
Shares repurchased in 1995 6,228,934
Shares issued in 1996 896,604
Shares repurchased in 1996 770,368
Shares issued in 1997 893,924
Shares repurchased in 1997 1,768,222

(14) Industry and Geographic Data

The Group's operations are primarily conductedni@ lbusiness segment; construction contracting fdllmving is derived from geographic
information in the PKS consolidated financial stadmts as it relates to the Group.

Geographic Data (dollars in millions) 1 997 1996 1995
Revenue:
United States $2 ,594 $2,017 $ 2,007
Canada 90 175 237
Other 80 111 86
$2 , 764 $2,303 $2,330

Operating earnings:

United States $ 153 $ 86 $ 70
Canada 10 7 7
Other 27 14 10
$ 190 $ 107 $ 87
Identifiable assets:
United States $1 230 $ 924 $ 866
Canada 94 92 90
Other 17 22 20
$1 341 $1,038 $ 976

(15) Related Party Transaction

The Group performs certain mine management serfacale Diversified Group. The income from thesevices was $32 million in 1997,
$37 million in 1996 and $30 million in 1995 andéxorded in other income in the statements of agmi

(16) Other Matters

In June 1995, the Group exchanged its intereswwhdally-owned subsidiary involved in gold miningtiaities for 4,000,000 common shares
of Kinross Gold Corporation, a publicly traded ammgtion. The Group recognized a $21 million pregain on the exchange based on the
difference between the book value of the subsidiaug the fair market value of the Kinross stocklmdate of the transaction.

The Group is involved in various lawsuits and clgiimcidental to its business. Management beligvaisany resulting liability, beyond that
provided, should not materially affect the Grodpiancial position, future results of operationduture cash flows.

The Group leases various buildings and equipmeti¢iunoth operating and capital leases. Minimumalgrdyments on buildings and
equipment subject to noncancellable operating fedseng the next 23 years aggregate $18 million.

It is customary in the Group's industry to use masifinancial instruments in the normal courseusfibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of the Grivuaccordance with specified terms and
conditions. The Group has informal arrangementk wihumber of banks to provide such commitmentfA3ecember 27, 1997, the Group
had outstanding letters of credit of approximat&l25 million.

(17) Subsequent Ever



On December 31, 1997, the convertible debentuseedsfrom 1993-1996 were converted to equity aisqgfdhe reorganization. In
conjunction with this transaction, the Group pr@ddon-interest bearing loans to the debentureeh®lidr a period equal to the original
terms of the debentures.

In January 1998, approximately 2.3 million share€lass C Stock, with a redemption value of $12Riom, were converted into
approximately 10.5 million shares of Class D Stdakring the first quarter of 1998, the Group alepurchased $25 million of stock from
Class C stockholders. In order to partially funelsta financing activities, the Group incurred shenta borrowings of $20 million in January,
1998. The Group expects to repay these borrowingaglthe first half of 1998.

SCHEDULE II
KIEWIT CONSTRUCTION & MINING GROUP

Valuation and Qualifying Accounts and Reserves

Addition s Amounts
Balance Charged to Charged Balance
Beginning Costs an d to End of
(dollars in millions) of Period Expenses Reserves Other Period

Year ended December 27, 1997

Allowance for doubtful

trade accounts $ 17 $ 3 % (1% -% 9
Reserves:
Insurance claims 81 7 (12) - 76

Year ended December 28, 1996

Allowance for doubtful

trade accounts $ 10 $ 1 2 $ (5 %$-9%17
Reserves:
Insurance claims 79 2 2 (200 - 81

Year ended December 30, 1995

Allowance for doubtful
trade accounts $ 7 $ 5 $ (2 $- %10

Reserves:
Insurance claims 75 1 8 (14) - 79



TABLE OF CONTENTS
Business Description
Market for Common Equity and Related Stockholder Maters
Selected Financial Data

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

Financial Statements and Supplementary Data
Level 3 COMMUNICATIONS, INC.

Level 3 Communications, Inc. ("Level 3") is engagrethe information services, telecommunicationd eoal mining businesses. Level 3 is a
wholly owned subsidiary of Peter Kiewit Sons', IG®KS" or the "Company"). Level 3 is a Delawarepmration that was incorporated in
1985. The Company has two principal classes of comstock, Class C Construction & Mining Group Restd Redeemable Convertible
Exchangeable Common Stock, par value $.0625 pee gtiee "Class C stock") and Class D Diversified@r Convertible Exchangeable
Common Stock par value $.0625 per share (the Clagtsck"). The value of Class C stock is linkedite Company's construction and
materials operations (the "Construction Group™)e Talue of Class D stock is linked to the operatiohLevel 3 (the "Diversified Group"),
under the terms of the Company's charter (seetbelow). All Class C shares and historically moktss D shares have been owned by
current and former employees of the Company anid fdmaily members. The Company was incorporateDétaware in 1941 to continue a
construction business founded in Omaha, Nebrask884. The Company entered the coal mining busiime$843 and the
telecommunications business in 1988. In 1995, th@@ny distributed to its Class D stockholder®tits shares of MFS Communications
Company, Inc. ("MFS") (which was later acquiredWgrldCom, Inc.). Through subsidiaries, the Compawns 48.5% of the common stock
of Cable Michigan, Inc., 48.4% of Commonwealth Pphlene Enterprises, Inc., formerly known as C-TECpOmtion ("C-TEC") and 46.1%
of RCN Corporation (collectively, the "C-TEC Comjest’), the three companies that resulted from éls&ructuring of C-TEC, which was
completed in September 1997. RCN Corporation, Cillidhigan, Inc. and Commonwealth Telephone Entsgs; Inc. are publicly traded
companies and more detailed information about e&them is contained in their separate Annual Réspam Form 10-K. Prior to January 2,
1998, the Company was also engaged in the alteenatiergy business through its ownership of 24%@¥oting stock of CalEnergy
Company, Inc. ("CalEnergy") and certain internagilothevelopment projects in conjunction with CalEyyer

On December 8, 1997, the Company's stockholdefedathe decision of the Company's Board of Dicest(the "PKS Board") to separate
business conducted by the Construction Group amtukiness conducted by the Diversified Group €ctillely, the "Business Groups") into
two independent companies. In connection with dressammation of this transaction, the PKS Boardated a dividend of eight-tenths of
one share of the Company's newly created ClassriReCible Common Stock, par value $.01 per shatéag's R stock") with respect to each
outstanding share of Class C stock. The Class ¢k ssaconvertible in shares of Class D stock punstma defined formula. In addition, the
Company has announced that effective March 31, ,116@8Company, through a resolution of the PKS Bgpsinall cause each outstanding
share of Class C stock to be mandatorily exchafifped'Share Exchange") pursuant to provisions efRKS Restated Certificate of
Incorporation (the "PKS Certificate") for one oaistling share of Common Stock, par value $.01 panesiof PKS Holdings, Inc. ("PKS
Holdings"), a recently formed, direct, wholly owngabsidiary of PKS, to which the eight-tenths o ahare of Class R Stock would attach
(collectively, the "Transaction™). In connectiontivthe consummation of the Transaction, the Compdhyghange its name to Level 3
Communications, Inc. and PKS Holdings, Inc. wilaoge its name to Peter Kiewit Sons', Inc. The Comes announced that the PKS
Board has approved in principle a plan to forcevession of all 6,538,231 shares of Class R Stodktanding. Due to certain provisions of
the Class R stock, conversion will not be forcadmio May 1998, and the final decision to forceneersion would be made at that time. The
decision may be made not to force conversionvifeite decided that conversion is not in the bestést of the then stockholders of the
Company.

The Transaction is intended to separate the BusiBesups into two independent companies. The PK8dbelieves that separation of the
Business Groups will (i) permit Level 3 to attracid retain the senior management and employeesd¢@implement and develop Level 3's
expansion plan (which is discussed below), (i)da&evel 3 to access the capital markets in omméund its expansion plan on more
advantageous terms than would be available to L2wasl part of the Company,

(iii) enable Level 3 to pursue strategic investrseaarid acquisitions, as part of the expansion plaich could be foreclosed to Level 3 as part
of the Company and (iv) allow the directors and agggment of each Business Group to focus theirtagteand financial resources on that
Business Group's business. Except for the antmipetfect of the Transaction on the managemerteotonstruction business, the PKS Bc
does not believe that the Transaction will have atimer significant effect on the construction besi

For 1997, Level 3 reports financial information abthree business segments: coal mining, energgrgéan and distribution, and
telecommunications. Additional financial informatiabout these segments, including revenue, opgraéimings, equity earnings, identifie
assets, capital expenditures and depreciationetiepland amortization, as well as foreign operaimformation, is contained in Note 3 to
the Level 3's consolidated financial statements.

LEVEL 3 COMMUNICATIONS, INC.



Level 3 engages in the information services, tetaoonications, coal mining and energy businessesugfn ownership of operating
subsidiaries, joint venture investments and owriprghsubstantial positions in public companiesvéle3 also holds smaller positions in a
number of development stage or startup ventures.

INFORMATION SERVICES

PKS Information Services, Inc. ("PKSIS") is a fsdlrvice information technology company that prosidemputer operations outsourcing
systems integration services to customers locat@aighout the United States as well as abroadzldtj all computing environments from
mainframes to client/server platforms, PKSIS offarstom-tailored computer outsourcing services. IBkfso provides network and systems
integration and network management services faouarcomputer platforms. In addition, PKSIS devs|dmplements and supports
applications software. Through its subsidiary NEAFenty-One, Inc., PKSIS' strategy is to focus onstisg its customers in "Web-enabling"
legacy software applications, that is, migratingnpater applications from closed computing and netimg environments to network
platforms using Transmission Control Protocol/In&trProtocol ("TCP/IP") technology that are thecessed using Web browsers.

The computer outsourcing services offered by PKBit8ugh its subsidiary PKS Computer Services, iimdude networking and computing
services necessary both for older mainframe-bagstidras and newer client/server-based systems. PiSi&des its outsourcing services to
clients that desire to focus their resources om boisinesses, rather than expending capital andring overhead costs to operate their own
computing environment. PKSIS believes that it iedb utilize its expertise and experience, as aglbperating efficiencies, to provide its
outsourcing customers with levels of service equalr better than those achievable by the custaself, while at the same time reducing the
customer's cost for such services. This servipaigcularly useful for those customers moving froltler computing platforms to more
modern client/server networks.

PKSIS' systems integration services help custoaiefine, develop and implement cost-effective infation services. In addition, through

PKS Systems Integration, Inc., PKSIS offers reeegiimg services that allow companies to converrdielyacy software systems to modern
networked computing systems, with a focus on ra@®ging software to enable older software appboasind data repositories to be accessec
by Hypertext Markup Language (HTML)-based browggvgeb browsers") over the Internet or over privatdimited access TCP/IP

networks.

PKSIS, through its Suite 2000-SM line of serviga®yvides customers with a multi-phased servicefmverting programs and application so
that date-related information is accurately proedsnd stored before and after the year 2000. Ghrthe process of converting a customer's
legacy software for year 2000 compliance, PKSI&bie to provide additional insight and advice tdtar stream-line and improve the
customer's information systems.

PKSIS has established a software engineering fiaeitithe National Technology Park in Limerick,léned, to undertake:
large scale development projects; system convessanmd code restructuring and software re-engingeRKSIS has also established
relationships with domestic and international parsrto provide such activities as well as estaisigshecently a joint venture in India.

PKSIS' subsidiary, LexiBridge Corporation of Shelt€onnecticut, provides customers with a combamadif workbench tools and
methodology that provide a complete strategy foveoting mainframe-based application systems enterver architecture, while at the
same time ensuring year 2000 compliance.

In 1997, 93% of PKSIS' revenue was from externat@mers and the remainder was from affiliates.

Level 3 recently has determined to increase sutiaigrthe emphasis it places on and the resoulegsted to its information services
business, with a view to becoming a facilities-lohgevider (that is, a provider of information sess that owns or leases a substantial
portion of the plant, property and equipment nezgst provide those services) of a broad rangetefjrated information services to
business (the "Expansion Plan"). Pursuant to thmagksion Plan, Level 3 intends to expand substinitalcurrent information services
business, through both the expansion of the busioeBKSIS and the creation, through a combinatforonstruction, purchase and leasini
facilities and other assets, of a substantiallifees-based communications network that utilizetetnet Protocol or IP technology.

In order to grow and expand substantially the imi@ation services it provides, Level 3 has develagpedmprehensive plan to construct,
purchase and lease local and backbone facilitiesssary to provide a wide range of communicatiengi®es over a network that uses
Internet Protocol based technology. These serusde:

A number of business-oriented communications sesvitsing a combination of network facilities Le8elould construct, purchase and lease
from third parties, which services may include $&xvices that are transmitted in part over an teteProtocol network and are offered at a
lower price than public circuit- switched telephar@work-based fax service and voice message gtarid forwarding that are transmitted in
part over the same Internet Protocol technologgdaetwork; and

After construction, purchase and lease of locallzakbone facilities, a range of Internet accepsas at varying capacity levels and, as
technology development allows, at specified leweg¢iguality of service and security.

Level 3 believes that, over time, a substantial Ipdeinof businesses will convert existing computqliaption systems (which run on
standalone or networked computing platforms utiliza wide variety of operating systems, applicatiand data repositories) to compt



systems that communicate using Internet Protoaleae accessed by users employing Web browsers] Beyelieves that such a conversion
will occur for the following reasons:

Internet Protocol has become a de facto networkiagdard supported by numerous hardware and seftvesndors and, as such, provides a
common protocol for connecting computers utilizang/ide variety of operating systems;

Web browsers can provide a standardized interfadata and applications and thus help to minimascof training personnel to access and
use these resources; and

As a packet-switched technology, in many instanicgernet Protocol utilizes network capacity mofficently than the circuit-switched
public telephone network.

Consequently, certain services provided over agriet Protocol network maybe less costly than émeesservices provided over public
switched telephone network.

Level 3 further believes that businesses will préfecontract for assistance in making this conearsvith those vendors able to provide a full
range of services from initial consulting to Intetiaccess with requisite quality and security level

Pursuant to the Expansion Plan, Level 3's stratgljpe to attempt to meet this customer need Bygrowing and expanding its existing
capabilities in computer network systems, consgltoutsourcing, and software reengineering, withi@alar emphasis on conversion of
legacy software systems to systems that are cobigatith Internet Protocol networks and Web browssrcess; and (ii) creating a national
end-to-end Internet Protocol based network thraugbmbination of construction, purchase and leasiragsets. Level 3 intends to optimize
its international network to provide Internet basedhmunications services to businesses at lowasashigh quality, and to design its
network, to the extent possible, to more readigfuide future technological upgrades than oldes flexible networks owned by competitors.

To implement its strategy, Level 3 has formulatédra term business plan that provides for the gwaent of an end-to- end network
optimized for the Internet Protocol. Initially, Leh3 will offer its services over facilities, bolical and national, that are in part leased from
third parties to allow for the offering of servicagring the construction of its own facilities. @&ne, it is anticipated that the portion of
Level 3's network that includes leased facilitiah eecrease and the portion of facilities that @deen constructed, and are owned, by Le
will increase. Over the next 4 to 6 years, it if@pated that the Level 3 network will encompassal facilities in approximately 40 North
American markets, leased backbone facilities iragdmately 10 additional North American marketsiagional or intereity network coverin
approximately 15,000 miles, the establishment céldacilities in approximately 10 European andslalh markets and an inter-city network
covering approximately 2,000 miles across Europael 3 intends to design and construct its ictgrnetwork using multiple conduits. Le

3 believes that the spare conduits will allow id&ploy future technological innovations and expeaplacity without incurring significant
overbuild costs. The foregoing description of tlevél 3 network and the Expansion Plan constitufiesveard-looking statement. The actual
configuration of the network, including the numioémarkets served and the expanse of the intemeityorks will depend on a variety of
factors including Level 3's ability to: access nedsk design fiber optic network backbone routdsaett and retain qualified personnel; design,
develop and deploy enterprise support systemsatifillow Level 3 to build and operate a packeitstved network that interconnects with
the public switched network, install fiber optidotaand facilities; obtain rights-of-way, buildimgcess rights, unbundled loops and required
government authorizations, franchises and permitd;to negotiate interconnection and peering ageaésn

The operations to be conducted as a result of fparsion Plan will be subject to extensive fedaral state regulation. Federal laws and
Federal Communications Commission regulations afupigterstate telecommunications while state refgu authorities exercise jurisdicti
over telecommunications both originating and teatiimg within a state. Generally, implementatiorita Expansion Plan will require
obtaining and maintaining certificates of authofitym regulatory bodies in most states where sesvare to be offered.

With respect to the Expansion Plan, Level 3 is tiagosubstantially more management time and cap@durces to its information services
business with a view to making the information =g business, over time, the principal businedewuél 3. In that respect, the management
of Level 3 has been conducting a comprehensiveweuf the existing Level 3 businesses to deterowe those businesses will complement
Level 3's focus on information services businesses result of the Expansion Plan. For examplemidneagement of Level 3 negotiated the
sale of its energy interests (see "- CalEnergydWbecause it believed that the ongoing ownerbfiipevel 3 of an interest in an energy
businesses was not compatible with its focus onrfoemation services business, and because salmsé assets provided a substantial
portion of the money necessary to fund the eadgest of the Expansion Plan.

In addition, the Construction Group and Level 3@argently discussing a restructuring of the curreine management arrangement between
the two Business Groups. Level 3 also is revieviimgnvolvement in a number of start-up and develept stage businesses and recently
completed the sale of its interest in United Infnacsture Company ("UIC"). Level 3 is also currentligcussing with the Construction Group
the sale of Kiewit Investment Management Corpht€onstruction Group. Level 3 has no current ifenhowever, to sell, dispose or
otherwise alter its ownership interest in the C-T&@npanies.

C-TEC COMPANIES

On September 30, 1997, C-TEC completed a tax-&stucturing, which divided C-TEC into three puldampanies: CTEC, which change
its name to Commonwealth Telephone Enterprises,(I@ommonwealth Telephone"), RCN Corporation ("Rahd Cable Michigan, Inc.
("Cable Michigan™).



Businesses of the C-TEC Companies. Commonweal#éphehe owns the following businesses: Commonwé&albphone Company (the
rural local exchange carrier business); CommonWweadtmmunications (the communications engineerirgin®ass); the Pennsylvania
competitive local exchange carrier business; and ttistance operations in certain areas of PenasidvRCN owns the following
businesses: its competitive telecommunicationsiseswoperations in New York City and Boston; itbleaelevision operations in New York,
New Jersey and Pennsylvania; its 40% interest igddable S.A. de C.V., Mexico's second largest oajpdzator; and its long distan
operations (other than the operations in certadasof Pennsylvania). Cable Michigan owns and ¢gei@able television systems in the State
of Michigan and owns a 62% interest in Mercom, lagublicly held Michigan cable television operato

Ownership of the C-TEC Companies. In connectiomwhie restructuring and as a result of the coneersf certain shares of C-TEC held by
Level 3, Level 3 now holds 13,320,485 shares of RGMmon stock, 3,330,119 shares of Cable Michigemnaon stock, and 8,880,322
shares of Commonwealth Telephone common stock. &wokrship represents 48.5% of the outstanding acomstock of Cable Michigan,
48.4% of the outstanding common stock of Commontlieidlephone and 46.1% of the outstanding commarksif RCN.

Each of the shares of RCN common stock, Cable Iidahcommon stock and Commonwealth Telephone ConStomk is traded on the
National Association of Securities Dealers, Ind&ional Market (the "Nasdaq National Marke

In its filings with the Securities and Exchange Quission, the board of directors of C-TEC concluttet the distributions were in the best
interests of the shareholders because the distitsuwill, among other things, (i) permit C-TECrtise financing to fund the development of
the RCN business on more advantageous economis tean the other alternatives available, (ii) ftatié possible future acquisitions and
joint venture investments by RCN and Cable Michigad possible future offerings by RCN, (iii) alldlhe management of each compan
focus attention and financial resources on itseeipe business and permit each company to off@l@raes incentives that are more directly
linked to the performance of its respective businés) facilitate the ability of each company t@y in both size and profitability, and (v)
permit investors and the financial markets to bettelerstand and evaluate C- TEC's various bussess

Accounting Method. Since the ownership by Levef the equity and voting rights of each of RCN, @ablichigan and Commonwealth
Telephone at the end of 1997 was less than 50%rweherally accepted accounting principles, L8vases the equity method to account

its investments in each of these companies. Uraeequity method, Level 3 reports its proportiorsitare of each of Commonwealth
Telephone's, RCN's and Cable Michigan's earnings) ¢hough it has received no dividends from tremsapanies. Level 3 keeps track of the
carrying value of its investment in each of the ECTCompanies. "Carrying value" is the purchaseepoicthe investment, plus the investor's
proportionate share of the investee's earnings tlessamortized portion of goodwill, less any dends paid. Level 3 purchased its C-TEC
Companies shares at a premium over the book vélie inderlying net assets. This premium is beimgrtized over a period of between 30
to 40 years. At December 27, 1997 the carryingevaluLevel 3's Commonwealth Telephone shares was#lfion, RCN shares was $214
million and Cable Michigan shares was $46 million.

Description of the C-TEC Companies. RCN is deveigmdvanced fiber optic networks to provide a walgge of telecommunications
services including local and long distance teleghaeideo programming and data services (includigy Bpeed Internet access), primarily to
residential customers in selected markets in th&tddoto Washington, D.C. corridor. Cable Michigamicable television operator in the State
of Michigan which, as of December 31, 1997, semgproximately 204,000 subscribers. These figurelsidte the approximately 42,000
subscribers served by Mercom, a 62% owned subgidfaCable Michigan. Clustered primarily around Mihigan communities of Grand
Rapids, Traverse City, Lapeer and Monroe (Mercd@ahle Michigan's systems serve a total of approtéim@00 municipalities in suburban
markets and small towns. Commonwealth Telephonepg@omis a Pennsylvania public utility providing ételephone service to a 19
county, 5,067 square mile service territory in Psthrania. The telephone company services approgi;n@69,000 main access lines. The
company also provides network access, long distaratbilling and collection services to interexopa carriers. The telephone company's
business customer base is diverse in size as walbastry, with very little concentration. Commagaith Long Distance operates principally
in Pennsylvania, providing switched services amsdileof several types of services, using the ndtsvof several long distance providers on a
wholesale basis. Commonwealth Communications Iraxiges telecommunications engineering and fagflithanagement services to large
corporate clients, hospitals and universities tghmut the Northeastern United States and sellglissnd maintains PBX systems in
Pennsylvania and New Jersey. In January 1995, C{lE€hased a 40% equity position in Megacable, btEgisecond largest cable
television operator, serving approximately 174,80Bscribers in 12 cities.

For more information on the business of each of RCable Michigan and Commonwealth Telephone, pleasehe individual filings of
Annual Reports on Form 10-K for each of such congsaas filed with the Securities and Exchange Casinin.

COAL MINING

Level 3 is engaged in coal mining through its sdiasy, Kiewit Coal Properties Inc. ("KCP"). KCP ha$0% interest in three mines, which
are operated by KCP. Decker Coal Company ("Decksmié)joint venture with Western Minerals, Incsubsidiary of The RTZ Corporation
PLC. Black Butte Coal Company ("Black Butte") i@t venture with Bitter Creek Coal Company, asidiary of Union Pacific Resources
Group Inc. Walnut Creek Mining Company ("Walnut €k®) is a general partnership with Phillips Coah@any, a subsidiary of Phillips
Petroleum Company. The Decker mine is located inh&astern Montana, the Black Butte mine is intsgastern Wyoming, and the Walnut
Creek mine is in east-central Texas.

Production and Distribution. The coal mines usestiiéace mining method. During surface mining opens, topsoil is removed and stored
for later use in land reclamation. After removatafsoil, overburden in varying thicknesses igteid from above coal seams. Stripping
operations are usually conducted by means of laay#t-moving machines called draglines, or by fleetsatks, scrapers and power shov



The exposed coal is fractured by blasting andddéal into haul trucks or onto overland conveyordrimsportation to processing and loac
facilities. Coal delivered by rail from Decker drigtes on the Burlington Northern Railroad. Codivéeed by rail from Black Butte originat
on the Union Pacific Railroad. Coal is also halgdrucks from Black Butte to the nearby Jim Bridgewer Plant. Coal is delivered by
trucks from Walnut Creek to the adjacent facilitidshe Texas-New Mexico Power Company.

Customers. The coal produced from the KCP minesli primarily to electric utilities, which burn &bin order to produce steam to generate
electricity. Approximately 89% of sales are maddemong-term contracts, and the remainder are raadhe spot market. Approximately
79%, 80% and 80% of KCP's revenues in 1997, 19661885, respectively, were derived from long-teontcacts with Commonwealth
Edison Company (with Decker and Black Butte) ané Dietroit Edison Company (with Decker). The primemgtomer of Walnut Creek is
the Texas-New Mexico Power Company.

Contracts. Customers enter into long-term contrfactsoal primarily to secure a reliable sourcegpply at a predictable price. KCP's major
long-term contracts have remaining terms rangiomff to 30 years. A majority of KCP's long-term tants provide for periodic price
adjustments. The price is typically adjusted thfotlie use of various indices for items such as naddée supplies, and labor. Other portion:
the price are adjusted for changes in productiresaroyalties, and changes in cost due to newsl&gin or regulation. In most cases, these
cost items are directly passed through to the cust@s incurred. In most cases the price is alpestadl based on the heating content of the
coal.

Decker has a sales contract with Detroit Edison @amy that provides for the delivery of a minimun86fmillion tons of low sulphur coal
during the period 1998 through 2005, with annugbrslents ranging from 5.2 million tons in 1998 t@ illion tons in 2005.

KCP and its mining ventures have entered into wariEgreements with Commonwealth Edison Companynfif@onwealth"), which stipulate
delivery and payment terms for the sale of coaé @greements as amended provide for delivery afi®n tons during the period 1998
through 2014, with annual shipments ranging froénillion tons to 13.1 million tons. These deliveiinclude 15 million tons of coal
reserves previously sold to Commonwealth. Since318% amended contract between Commonwealth saak Butte provides that
Commonwealth's delivery commitments will be sagidfinot with coal produced from the Black Butte eyibut with coal purchased from
three unaffiliated mines in the Powder River BadiWyoming. The contract amendment allows Blackt8t purchase alternate source coal
at a price below its production costs, and to plasost savings through to Commonwealth while ta@iimg the profit margins available
under the original contract.

The contract between Walnut Creek and Texas-Newiddexower Company provides for delivery of betwd@rand 90 million tons of coal
during the period 1989 through 2027. The actua fmovided will depend on the number of power uodisstructed and operated by TNP.
The maximum amount KCP is expecting to ship in amg year is between 1.6 and 3.2 million tons.

KCP also has other sales commitments, includingehwuith Sierra Pacific, Idaho Power, Solvay Mingr&lacific Power & Light, Minnesota
Power, and Mississippi Power, that provide fordie&very of approximately 13 million tons througB(5.

Coal Production. Coal production began at the Dedack Butte, and Walnut Creek mines in 1972,9,%hd 1989, respectively. KCP's
share of coal mined in 1997 at the Decker, BlackéBand Walnut Creek mines was 5.9, 1.0, and l@omtons, respectively.

Revenue. KCP's total revenue in 1997 was $222anillRevenue attributable to the Decker, Black Buatel Walnut Creek entities was $114
million, $89 million, and $17 million, respectively

Under a 1992 mine management agreement, KCP pég<Gasubsidiary an annual fee equal to 30% of K@Bjasted operating income. The
fee in 1997 was $32 million.

Backlog. At the end of 1997, the backlog of coabéosold under KCP's long-term contracts was apmprately $1.4 billion, based on
December 1997 market prices. Of this amount, $2illBmis expected to be sold in 1998.

Reserves. At the end of 1997, KCP's share of asdigoal reserves at Decker, Black Butte, and Walneek was 111, 39, and 31 million
tons, respectively. Of these amounts, KCP's shateeacommitted reserves of Decker, Black Buttel Walnut Creek was 46, 2, and 23
million tons, respectively. Assigned reserves repne coal that can be mined using KCP's curreningripractices. Committed reserves
(excluding alternate source coal) represent KCRsimmum contractual amounts. These coal reserveatgs represent total proved and
probable reserves.

Leases. The coal reserves and deposits of the mirdeeld pursuant to leases with the federal gawent through the Bureau of Land
Management, with two state governments (Montanavdpdming), and with numerous private parties.

Competition. The coal industry is highly compe&tilKCP competes not only with other domestic ameifm coal suppliers, some of whom
are larger and have greater capital resourcesktitdh but also with alternative methods of genetpélectricity and alternative energy
sources. In 1996, KCP's production represented bfsttal U.S. coal production. Demand for KCP'alds affected by economic, political
and regulatory factors. For example, recent "clsdhlaws may stimulate demand for low sulphur c#@@P's western coal reserves generally
have a low sulphur content (less than one peregntlare currently useful principally as fuel forl-fired stear-electric generating unit



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 Mani and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are servetidm railroads and such competitors' customeendfenefit from lower transportation
costs because of competition between railroadsdal hauling business. Other western coal produparsicularly those in the Powder River
Basin of Wyoming, have lower stripping ratios (tlgtthe amount of overburden that must be remavgdoportion to the amount of minable
coal) than the Black Butte and Decker mines, ofesulting in lower comparative costs of productids.a result, KCP's production costs per
ton of coal at the Black Butte and Decker mineslma@as much as four and five times greater thadyat@dn costs of certain competitors.
KCP's production cost disadvantage has contribatétd agreement to amend its long-term contratit @ommonwealth Edison Company to
provide for delivery of coal from alternate sournmes rather than from Black Butte. Because ofdlmest 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.

Environmental Regulation. The Company is requiseddmply with various federal, state and local land regulations concerning proteci
of the environment. KCP's share of land reclamagigenses in 1997 was $3.6 million. KCP's sha@rofued estimated reclamation costs
was $100 million at the end of 1997. The Compangsdwot expect to make significant capital expemeitdior environmental compliance in
1998. The Company believes its compliance with mmmental protection and land restoration laws madlt affect its competitive position
since its competitors in the mining industry amikirly affected by such laws.

CALENERGY COMPANY, INC.

CalEnergy develops, owns, and operates electrieppvoduction facilities, particularly those usiggothermal resources, in the United
States, the Philippines, and Indonesia. In Decerh®®6, CalEnergy and Level 3 acquired NortherntEkeplc, an English electric utility
company. CalEnergy is a Delaware corporation forme®71 and has its headquarters in Omaha, Nedr&@HkEnergy common stock is
traded on the New York, Pacific, and London StogkHanges. In 1997, CalEnergy had revenue of $8i8rband a net loss of $84 million.
At the end of 1997, CalEnergy had total asset<d $illion, debt of $3.5 billion, and stockholdesguity of $1.4 billion.

At the end of 1997, Level 3 owned approximately 2df%he common stock of CalEnergy. Under generatiyepted accounting principles, an
investor owning between 20% and 50% of a compagusty, generally uses the equity method. Undeetiigty method, Level 3 reports its
proportionate share of CalEnergy's earnings, eveagh it has received no dividends from CalEnetgyel 3 keeps track of the carrying
value of its CalEnergy investment. "Carrying valissthe purchase price of the investment, plusrthiestor's proportionate share of the
investee's earnings, less the amortized portiggootiwill, less any dividends paid. At December PH7 the carrying value of Level 3's
CalEnergy shares was $337 million. On January 281Bevel 3 sold its entire interest in CalEnergpng with its interests in several
development projects and Northern Electric plcC&dEnergy for approximately $1.16 billion.

OTHER BUSINESSES

SR91 Tollroad. Level 3 has invested $12 milliondd85% equity interest and $4.3 million loan toifdahia Private Transportation Compal
L.P. which developed, financed, and currently of=réhe 91 Express Lanes, a ten mile, four laeéal in Orange County, California. The
fully automated highway uses an electronic tollagion system and variable pricing to adjust ttdlslemand. Capital costs at completion
were $130 million, $110 million of which was fundedth limited recourse debt. Revenue collected alier35-year franchise period is used
for operating expenses, debt repayment, and mihisfiibutions. The tollroad opened in December 1888 achieved operating break-even in
1996. Approximately 100,000 customers have regstés use the tollroad and weekday volumes typiedteed 29,000 vehicles per day.

United Infrastructure Company. UIC was an equaln@aship between Kiewit Infrastructure Corp., a howned subsidiary of Level 3, and
Bechtel Infrastructure Enterprises, Inc. ("BechtdUIC was formed in 1993 to develop North Amerigainastructure projects. During 1996,
UIC began to focus primarily on water infrastruetprojects, principally through U.S. Water, a parship formed with United Utilities PLC,

a U.K. company. As part of the strategic decismuodncentrate on its information services busiagssthe Expansion Plan, on December 31,
1997 Level 3 sold its entire interest in UIC to Bext for $10 million.

Kiewit Mutual Fund. Kiewit Mutual Fund, a Delawabesiness trust and a registered investment compaas/formed in 1994. Initially
formed to manage the Company's internal investmeshtses in Kiewit Mutual Fund are now availablegarchase by the general public.
Fund's investors currently include individuals amdelated companies, as well as Company-affiliggéd ventures, pension plans, and
subsidiaries. Kiewit Mutual Fund has six series:nép Market Portfolio, Government Money Market Palitf, Short-Term Government
Portfolio, Intermediate-Term Bond Portfolio, Taxdtmpt Portfolio, and the Equity Portfolio. In Febnyd 997, the Fund adopted a master-
feeder structure. Each of the Portfolios investa aorresponding series of the Kiewit Investmentst,rwhich now manages the underlying
securities holdings. The structure will allow srealinutual funds and institutional investors to pihelir assets with Kiewit Investment Trust,
providing lower expense ratios for all participarfke registered investment adviser of Kiewit Inwgnt Trust is Kiewit Investment
Management Corp., a subsidiary of Level 3 (60%) K6 (40%). At the end of 1997, Kiewit Mutual Fuhdd net assets of $1.3 billion. As
part of the strategic decision to concentrate ®information services business and the Expandemm R is anticipated that Level 3 will sell
its interest in Kiewit Investment Management Cdopthe Construction Group.

Other. In February 1997, Level 3 purchased anefiigilding in Aurora, Colorado for $22 million. Byvesting in real estate, Level 3 defers
taxes on a portion of the $40 million of taxabléngatherwise recognizable with respect to the W&ytBenefits litigation settlement in 1995.
Level 3 may make additional real estate investmient®98 with a view toward deferring the balané¢hat taxable gain. Level 3 has a



made investments in several development-stage ategdut does not expect earnings from these coiepan 1998.
GENERAL INFORMATION

Year 2000. PKS Computer Services, Inc., the compmuttsourcing subsidiary of PKSIS, has developedmprehensive approach to address
the potential operational risks associated withYtear 2000, and began to implement remediationspilari 997. As part of its plans PKS
Computer Services is: working with its key supgit verify their operational viability through tiyear 2000; reviewing building
infrastructure components that may be affectechbyvtear 2000 issue, which components include faaes systems, security systems, and
automated building controls; identifying hardwangantories that are affected by date logic thabisYear 2000 compliant, which hardware
includes mainframe computers, mid-range compuigicr,o-computers, and network hardware. To the éxteat vendors identify items that
are not Year 2000 compliant, PKS Computer Servig#svork with the hardware vendor to develop arpthat will enable continuous
operations through the Year 2000.

PKS Computer Services is responsible for providingoperating environment in which its customerdiegfions are run. As a result, PKS
Computer Services will confirm the system softwiarentories that it is responsible for managing SFBomputer Services will then develop
a plan with each of its customers that indicate tiay intend to be customers in the year 2000 @wige for Year 2000 compliance.

PKS Computer Services believes that many of theired changes for hardware and operating envirotsneitl be included in the costs that
are incurred for annual maintenance.

PKS Systems Integration LLC provides a wide vard@dtinformation technology services to its custosaén fiscal year 1997 approximately
80% of the revenue generated by PKSIS relateddjeqts involving Year 2000 assessment and renavagovices performed by PKS
Systems Integration for its customers. These cotsigenerally require PKS Systems Integration émtifly date affected fields in certain
application software of its customers and, in meages, PKS Systems Integration undertakes efforentediate those date-affected fields so
that the applicable applications are able to predeaserelated information occurring on or before the Y2a00. Thus, Year 2000 issues af
many of the services PKS Systems Integration pesvd its customers. This exposes PKS Systemsratieg to potential risks that may
include problems with services provided by PKS &y Integration to its customers and the potefaratlaims arising under PKS Systems
Integration customer contracts. PKS Systems Intiegrattempts to contractually limit its exposuodiability for Year 2000 compliance
issues. However, there can be no assurance as &fféttiveness of such contractual limitations.

The expenses associated with this project by PK&ISvell as the related potential effect on PKS#&Hmings is not expected to have a
material effect on its future operating resultsioancial condition. There can be no assurance ghvew that the Year 2000 problem, and any
loss incurred by any customers of PKSIS as a restite Year 2000 problem will not materially ardirarsely affect PKSIS and its business.

Environmental Protection. Compliance with fedestdte, and local provisions regulating the discharfgmaterials into the environment, or
otherwise relating to the protection of the envinemt, has not and is not expected to have a mia¢féat upon the capital expenditures,
earnings, or competitive position of the Compang &s subsidiaries.

Employees. At the end of 1997, the Company anah@®rity-owned subsidiaries employed approximaifealy700 people
- 16,200 in construction and materials operatiéf§, by coal mining companies, 800 at PKSIS, andi@@odrporate and Level 3 positions.
This does not include the employees of the C-TE@G@anies.

MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MA  TTERS.

Market Information. As of December 27, 1997, ther(pany's common stock is not listed on any natisealrities exchange or the Nasdaq
National Market. However, the Class D stock is ently quoted on the National Association of Se@siDealers, Inc.'s OTC Bulletin Boa
During the fourth quarter of 1997, the only quadering which this trading occurred, the rangehef high and low bid information for the
Class D stock was $24.60 to $29.00. The Companwhasunced that the common stock of Level 3 Comaatians, Inc. (renamed from
Peter Kiewit Sons', Inc. in connection with the Agaction) will begin trading on the Nasdaqg Natidvialrket on April 1, 1998.

Company Repurchase Duty. Pursuant to the curremstef the PKS Certificate, the Company is gengratuired to repurchase shares at a
formula price upon demand. Under the PKS Certifiedfective January 1992, the Company has thresetaof common stock: Class B
Construction & Mining Group Nonvoting Restrictedd@emable Convertible Exchangeable Common Stoclag&I"), Class C stock, and
Class D stock. There are no outstanding Class ékstbe last Class B stock were converted into £stock on January 1, 1997. Class C
stock can be issued only to Company employees amde resold only to the Company at a formula grecged on the yeand book value ¢
the Construction Group. The Company is generatiyired to repurchase Class C stock for cash upmkisolder demand. Class D stock has
a formula price based on the year-end book valubeoDiversified Group. The Company must genenapurchase Class D stock for cash
upon stockholder demand at the formula price, riles Class D stock become publicly traded.

Formula values. The formula price of the Classdzlsis based on the book value of Level 3 andubsgliaries, plus one-half of the book
value, on a stand-alone basis, of the parent compa€S. The formula price of the Class C stockasda on the book value of the
Construction Group and its subsidiaries, plus calédf the book value of the unconsolidated pamemhpany. A significant element of the
Class C formula price is the subtraction of thekoealue of property, plant, and equipment usedimstruction activities ($122 million in
1997).



Conversion. Under the PKS Certificate, Class Clsi®convertible into Class D stock at the endaxfteyear. Between October 15 and
December 15 of each year a Class C stockholderateay to convert some or all of his or her sha@emversion occurs on the following
January 1. The conversion ratio is the relativenfda prices of Class C and Class D stock determasenf the last Saturday in December,

is, the last day in the Company's fiscal year. €£@stock may be converted into Class C stock aslgart of an annual offering of Class C
stock to employees. Instead of purchasing the effshares for cash, an employee owning Class R stag convert such shares into Class C
stock at the applicable conversion ratio.

Restrictions. Ownership of Class C stock is geherabtricted to active Company employees. Upomeamtent, termination of employment,
death, Class C stock must be resold to the Comatthe applicable formula price, but may be coraeihto Class D stock if the terminating
event occurs during the annual conversion peritaks<D stock is not subject to ownership or trangfstrictions.

Dividends and Prices. During 1996 and 1997 the Gompuleclared or paid the following dividends orcitsnmon stock. The table also sh¢
the stock price after each dividend payment orroth&iation event.

Dividend Dividend
Declared Dividend Paid Per Share Class Pri ce Adjusted Stock Price
Oct. 27,1995 Jan.5,1996 050 D Dec .30,1995 9.90*
Oct. 25,1996 Jan.4,1997 050 D Dec .28,1996 10.85*
D Dec . 27,1997 11.65*

* All stock prices for the Class D stock refleafli@idend of four shares of Class D stock for eagtstmnding share of Class D stock that was
effective on December 26, 1997.

The Company's current dividend policy is to paggutar dividend on Class C stock of about 15% & 20 the prior year's ordinary earnings
of the Construction Group, with any special divideo be based on extraordinary earnings. AlthabghPKS Board announced in August
1993 that the Company did not intend to pay regiilidends on Class D stock for the foreseeablaréytthe PKS Board declared a special
dividend of $0.50 per share of Class D stock iht@¢tober 1995 and 1996.

A dividend of 4 shares of Class D Stock for eadrslof Class D Stock was effected on December 2%7.1

Stockholders. On March 15, 1998, and after giviffigot to a dividend of 4 shares of Class D Stoagkefach outstanding share of Class D s
effected on December 26, 1997, the Company hafbosving numbers of stockholders and outstandingrss for each class of its common
stock:

Class of Stock  Stockholders  Shares Outstan ding
B - -
C 996 7,681,020
D 2,121 146,943,752

Recent Sales of Unregistered Securities. On Apil9B7, the Company sold 10,000 shares of Clagedk $o Charles Harper and Robert
Daugherty and 8,000 shares of Class D stock ta Retevit Jr. at a sale price of $49.50 per shamhEof Messrs Harper, Daugherty and
Kiewit are members of the PKS Board of Directorse Bale was effected pursuant to an exemption fegistration under the Securities Act
of 1933 contained in

Section 4(2) of such Act.

SELECTED FINANCIAL DATA

The following selected financial data for eachtaf years in the period 1993 to 1997 have beeneatkfiom audited financial statements. The
historical financial information for the DiversifiesGroup and Kiewit Construction & Mining Group slgments the consolidated financial
information of PKS and, taken together, includésaeatounts which comprise the corresponding codated financial information of PKS.

(dollars in millions, Fisca | Year Ended

except per share amounts) 1997 1996 1995 1994 1993
Results of Operations:

Revenue (1) $ 332 % 652 $ 580 $ 537 $ 267
Earnings from continuing operations 83 104 126 28 174
Net earnings (2) 93 113 140 33 181

Per Common Share:
Earnings from continuing operations

Basic .66 90 117 27 174
Diluted .66 90 117 27 1.74
Net earnings

Basic 74 97 129 .32 182
Diluted 74 97 129 .32 181

Dividends (3) - . . - .10
Stock price (4) 1165 1 0.85 9.90 12.05 11.88



Book value 1165 1 0.85 9.90 12.07 11.90

Financial Position:

Total assets (1) 2,127 2 ,504 2,478 3,543 2,756
Current portion of long-term debt (1) 3 57 40 30 11
Long-term debt,less current portion (1) 137 320 361 899 452
Stockholders' equity (5) 1,578 1 ,257 1,140 1,231 1,191

(1) In October 1993, the Group acquired 35% ofahistanding shares of C-TEC Corporation that h&d 6¥the available voting rights. At
December 28, 1996, the Group owned 48% of theandftg shares and 62% of the voting rights.

As a result of the C-TEC restructuring, the Groums less than 50% of the outstanding shares anmtigviaghts of each of the three entities,
and therefore accounted for each entity using tfuityemethod in 1997. The Company consolidated G Tiem 1993 to 1996.

In September 1995, the Group dividended its investrin MFS to Class D shareholders. MFS' resulgpetations have been classified as a
single line item on the statements of earnings. NdF®nsolidated in the 1993 and 1994 balance sheet

In January 1994, MFS issued $500 million of 9.373éfior Discount Notes.
In September 1997, the Group agreed to sell iteggrmegment to CalEnergy Company, Inc. The traimactosed on January 2, 1998.

(2) In 1993, through two public offerings, the Gpoapold 29% of MFS, resulting in a $137 million aftax gain. In 1995 and 1994, additional
MFS stock transactions resulted in $2 million a8 #illion after-tax gains to the Group and reduite@wnership in MFS to 66% and 67%.

(3) The 1996, 1995 and 1993 dividends include $t@ividends declared in 1996, 1995 and 1993 laid j January of the subsequent year.
(4) Pursuant to the Certificate of Incorporatidre stock price calculation is computed annuallhatend of the fiscal year.

(5) Unless Class D Stock becomes publicly trad&f B generally committed to purchase all Classt@iSat the amount computed, in
accordance with the Certificate of Incorporatiomen put to PKS by a stockholder. The aggregatemptien value of the Class D Stock at
December 27, 1997 was $1,578 million.

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

The financial statements of the Diversified Grolth€ Group") include the financial position, resulif operations and cash flows for the
businesses of PKS other than its construction aaténials businesses, and include certain PKS catpasssets and liabilities and related
transactions. The Group's share of corporate agrdt§abilities and related transactions include®unts to reflect certain financial activiti
corporate general and administrative costs, comstaek transactions and income taxes. See Noted & amthe Group's financial stateme

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 GroWhen used in this document, the words "anticipdtelieve”, "estimate" and "expect"
and similar expressions, as they relate to the Boouts management, are intended to identify fedaaoking statements. Such statements
reflect the current views of the Group with respgeduture events and are subject to certain rigksertainties and assumptions. Should one
or more of these risks or uncertainties materiatizeshould underlying assumptions prove incorractiial results may vary materially from
those described in this document.

Results of Operations 1997 vs. 1996

Coal Mining. Revenue from the Group's coal minedided 5% in 1997 compared to 1996. Alternate sewaal revenue declined by $16
million in 1997. The mines primary customer, Comnvealth Edison, accelerated its contractual commitsa 1996 for alternate source
coal, thus reducing its obligations in 1997. Initidd to the decline in tonnage shipped, the pateoal sold to Commonwealth declined 1%
in 1997. Revenue attributable to other contraatseiased by approximately $4 million. The actual ami@f coal shipped to these customers
increased 5% in 1997, but the price at which it s@ld was 4% lower than 1996.

Margin, as a percentage of revenue, declined 1% 1996 to 1997. Margins in 1996 were higher thammal due to the additional high
margin alternate source coal sold to Commonwenl#9B6 and the refund of premiums from a captigeriance company that insured ag:¢
black lung disease. The decline in Commonwealthrsbints and an overall decline in average sellingef@dversely affected the results for
1997. If current market conditions continue, the@r will experience a decline in coal revenue amhiags after 1998 as certain long-term
contracts begin to expire.

Information Services. Revenue increased by 124$®tbmillion in 1997 from $42 million in 1996. Rewsnfrom computer outsourcing
services increased 20% to $49 million in 1997 fi® million in 1996. The increase was due to nempmater outsourcing contracts signed
in 1997. Revenue for systems integration grew ®$dlion in 1997 from less than $1 million in 199%trong demand for Year 2000
renovation services fueled the growth for systemesgration's revenue



Margin, as a percent of revenue, decreased to 882897 from 41% in 1996 for the computer outsoyrdinsiness. The reduction of the g
margin was due to up-front migration costs assediatith new contracts and significant increasgseirsonnel costs due to the tightening
supply of computer professionals. Gross margirtfersystems integration business was approximd@y in 1997. A comparison to 1996
gross margin is not meaningful due to the startvafoire of the business.

General and Administrative Expenses. Excluding @G Tgeneral and administrative expenses increas#dt@®114 million in 1997. The
increase was primarily attributable to a $41 milliacrease in the information services businessge and administrative expenses. The
majority of the increase is attributable to addiibcompensation expense that was incurred dueetodnversion of a subsidiary's option and
SAR plans to the Class D Stock option plan. Theaiader of the increase relates to the increasedresqgs for new sales offices establishe
1997 for the systems integration business anddtgianal personnel hired in 1997 to implementéigansion plan.

Exclusive of the information services business.egahand administrative expenses decreased 26%2ton$ilion in 1997. A decrease in
professional services and the mine managementverspartially offset by increased compensatioreasp. Due to the favorable resolution
of certain environmental and legal matters, cdsis Wwere previously accrued for these issues vex@sed in 1997. Partially offsetting this
reduction were legal, tax and consulting expensssaated with the CalEnergy transaction and tpars¢ion of the Construction and Mining
Group and Diversified Group.

Equity Losses. The losses for the Group's equitgstments increased from $9 million in 1996 to $iflion in 1997. Had the G-EC entities
been accounted for using the equity method in 1886losses would have increased to $13 milliore &kpenses associated with the
deployment and marketing of the advanced fiber agts/in New York, Boston and Washington D.C., amel¢osts incurred in connection
with the buyout of a marketing contract with mirtgishareholders are primarily responsible for titmeéase in equity losses attributable to
RCN from $6 million in 1996 to $26 million in 199The Group's share of Cable Michigan's losses dsetkto $6 million in 1997 from $8
million in 1996. This improvement is attributabtethe gains recognized on the sale of Cable Mictiég@lorida cable systems.
Commonwealth Telephone's earnings were consistiémtirat of 1996. The Group recorded equity earsiofg$9 million in each year
attributable to Commonwealth Telephone. The Grdsp Becorded equity losses attributable to sevdatloping businesses.

Investment Income. Investment income increasedriv¥®97 after excluding C-TEC's $14 million of intragnt income in 1996. Gains
recognized on the sale of marketable securitiésgoily within the Kiewit Mutual Fund ("KMF"), in@ased from $3 million in 1996 to $9
million in 1997. In 1997, KMF repositioned the sdtias within its portfolios to more closely trate overall market. Partially offsetting
these additional gains was a decline in interegirite due to an overall reduction of yield earnedheyKMF portfolios.

Interest Expense. Interest expense increased isigmify in 1997 after excluding $28 million of imést attributable to C- TEC in 1996. CPTC,
the owner-operator of a privatized tollroad in @alia, incurred interest costs of approximatelyn§iion and $11 million in 1996 and 1997.
In 1996, interest of $5 million was capitalized daehe construction of the tollroad. Constructias completed in August 1996, and all
interest incurred subsequent to that date was elaagainst earnings. Interest associated withitlaading of the Aurora, Colorado property
of $1 million, also contributed to the increasenterest expense.

Other Income. Other income in 1996 includes $2iamlbf other expenses attributable to C-TEC. Exicigdhese losses, other income
declined from $8 million in 1996 to $1 million ir®27. The absence of gains on the sale of timbepaoperties and other assets, which
accounted for $6 million of income in 1996, is respible for the decline.

Income Tax (Provision) Benefit. The effective inaiax rate for 1997 is less than the expectedtstgtuate of 35% due primarily to prior
year tax adjustments, partially offset by the efffmondeductible compensation expense assoaondthdhe conversion of the informatic
services option and SAR plans to the Class D Sptaok. In 1996, the effective rate was also lowantthe statutory rate due to prior year tax
adjustments. These adjustments were partially offfg@mondeductible costs associated with goodwilbetization and taxes on foreign
operations. In 1997 and 1996, the Group settlegnaber of disputed tax issues related to prior yeshave been included in prior year tax
adjustments.

Discontinued Operations. Income from discontinupdrations increased to $29 million in 1997 fronn$iion in 1996. The acquisition of
Northern Electric in late 1996 and the commencernénperations at the Mahanagdong geothermal fa@iliJuly, 1997 were the prima
factors that resulted in the increase.

In October 1997, CalEnergy sold approximately I8illion shares of its common stock. This sale redlithe Group's ownership in
CalEnergy to approximately 24% but increased itgprtionate share of CalEnergy's equity. It is@reup's policy to recognize gains or
losses on the sale of stock by its investees. Thoegsrecognized an after tax gain of approximatdlg million from transactions in
CalEnergy stock in the fourth quarter of 1997.

On July 2, 1997, the Labour Party in the Unitedd@iom announced the details of its proposed "Wihd@X" to be levied against privatized
British utilities. This one-time tax is 23% of thdference between the value of Northern at thetohprivatization and the utility's current
value based on profits over a period of up to fears. CE Electric recorded an extraordinary chafggproximately $194 million when the
tax was enacted on July 31, 1997. The total afteiirhpact to the Group, directly through its invesnt in CE Electric and indirectly through
its interest in CalEnergy, was $63 million.

Results of Operations 1996 vs. 19¢



Coal Mining. Revenue and net earnings improved griljndue to increased alternate source tons so@ommonwealth Edison Company in
1996 and the liquidation of a captive insurance gany which insured against black lung disease. Uigoidation, the Group received a
refund of premiums paid plus interest in excesesérves established by the Group for this lighifsince 1993, the amended contract with
Commonwealth provided that delivery commitments lddae satisfied with coal produced by unaffiliatathes in the Powder River Basin in
Wyoming. Coal produced at the Group's mines didchange significantly from 1995 levels

Information Services. Revenue increased 17% ton$ln in 1996 from $36 million in 1995. The inase was primarily due to new
computer outsourcing contracts signed in 1996. Hesms $1 million of revenue was generated by theratons of the new systems integra
business, started in February, 1996.

Margin as a percent of revenue for the outsourbumjness decreased to 41% in 1996 from 45% in IB®&reduction of the gross margin
was primarily due to up-front migration costs fewncustomers which were recognized as an expense imburred.

Telecommunications. Revenue for the telecommuminatsegment increased 13% to $367 million for fi$4€86. C-TEC's telephone group's
$10 million, or 8%, increase in sales and C-TE@H & group's $33 million or 26% increase in revemweee the primary contributors to the
improved results. The increase in telephone greuprue is due to higher intrastate access reveonethe growth in access minutes, an
increase of 13,000 access lines, and higher intexeess and video conferencing sales. Cable gemgmue increased primarily due to higher
average subscribers and the effects of rate inesdasApril 1995 and February 1996. Subscriber tointreased primarily due to the
acquisition of Pennsylvania Cable Systems, forméwyn County Trans Video, Inc., in September 1989%] the consolidation of Mercom,
Inc. since August 1995. Pennsylvania Cable Systamdsviercom account for $23 million of the increaseable revenue in 1996.

The 1996 operating expenses for the telecommuaitabusiness increased $38 million or 18% compard®95. The telephone group
experienced a 9% increase in expenses and thegralip's costs increased 31%. The increase fdetéphone group was primarily
attributable to higher payroll expenses resultiogf additional personnel, wage increases and higlentime. Also contributing to the
increase, were fees associated with the intermetsacservices and consulting services for a vaoifetggulatory and operational matters. The
cable group's increase was due to increased dapoeciamortization and compensation expenses iassdavith the acquisition of
Pennsylvania Cable Systems and the consolidatidheo€om's operations. Also contributing to the leigbosts were rate increases for
existing programming and the costs for additiomagpamming.

General and Administrative Expenses. General andrastrative expenses declined 5% to $181 millior1996. Decreases in expenses
associated with legal and environmental mattergartially offset by higher mine management fesd o the Construction & Mining
Group, the costs attributable to C- TEC and thenopeof the SR91 toll road. C-TEC's corporate oeachand other costs increased
approximately 13% in 1996. This increase is attebie to costs associated with the developmerti®@RICN business in New York and
Boston, the acquisition of Pennsylvania Cable Systehe consolidation of Mercom and the investagatf the feasibility of various
restructuring alternatives.

Equity Earnings, net. Losses attributable to theupis equity investments increased to $9 millioh986 from $5 million in 1995. The
additional losses were attributable to an entegisgaged in the renewable fuels business andlies investment in MegaCable S.A. de
C.F., Mexico's second largest cable television aiper

Investment Income, net. Investment income incre24éd in 1996 compared to 1995. Increasesd gainlseosale of marketable and equity
securities and interest income were partially affgea slight decline in dividend income.

Interest Expense, net. Interest expense in 1996ased 43% compared to 1995. The increase wasrpyimae to interest on the CPTC debt
that was capitalized through July 1996, and C-TE€eemable preferred stock, issued in the Peraxsid\Cable Systems acquisition, that
began accruing interest in 1996.

Gain on Subsidiary's Stock Transactions, net. $hgance of MFS stock for acquisitions by MFS awrdetkercise of MFS employee stock
options resulted in a $3 million net gain to the@r in 1995.

Other, net. The decline of other income in 1996 prawarily attributable to the 1995 settlementhod ¥Whitney Benefits litigation.

Income Tax Benefit (Provision). The effective inaoiax rate for 1996 differs from the statutory rat@5% primarily because of adjustments
to prior year tax provisions, partially offset ipte taxes and nondeductible amounts associatedyaitdwill amortization. In 1995, the rats
lower than 35% due primarily to $93 million of imoe tax benefits from the reversal of certain deftax liabilities originally recognized on
gains from MFS stock transactions that are no longguired due to the tax-free spiff-of MFS, and adjustments to prior year tax psims.

Discontinued Operations. Income from discontinupdrations declined in 1996 by 36% to $9 millionskes attributable to the Group's
interest in the Casecnan project, additional dgraknt expenses for international activities, arddbsts associated with the Northern
Electric transaction were partially offsest by i&sed equity earnings from CalEnergy.

Financial Condition - December 27, 1997

The Group's working capital, excludin-TEC and discontinued operations, increased $39fbmibr 106% during 1997. This is due to"



$182 million of cash generated by operations, prignaoal operations, and the significant financegivities described below.

Investing activities include $452 million to purceamarketable securities, $42 million of investraeartd $26 million of capital expenditures,
including $14 million for the existing informatiaervices business and $6 million for a corporateTjee investments primarily include the
Group's $22 million investment in the Pavilion Toweffice complex, located in Aurora, Colorado, &i& million of investments in
developing businesses. Funding a portion of thigities was the sale of marketable securities B &million.

Sources of financing include $138 million from ibsuance of Class D Stock, $72 million from thehatge of Class C stock for Class D
stock and $16 million from the financing for Pawili Towers. Uses consist primarily of $12 milliom fbe payment of dividends, and $2
million of payments on long-term debt.

Prior to the execution of an agreement with Calgypén September, 1997, the Group invested $31anilin the Dieng, Patuha and Bali
power projects in Indonesia.

In October 1996, the PKS Board of Directors dirdd¥S management to pursue a listing of Class DkSie a way to address certain issues
created by PKS' two-class capital stock structagkthe need to attract and retain the best managdorePKS' businesses. During the course
of its examination of the consequences of a listih@lass D Stock, management concluded thatiadisif Class D Stock would not
adequately address these issues, and instead toegfaidly a separation of the Construction and Mjr@moup and the Diversified Group. At
the regular meeting of the Board on July 23, 198anagement submitted to the Board for consideratiproposal for separation of the
Construction and Mining Group and Diversified Grdabpugh a split-off of the Construction and Mini@goup ("the Transaction"). At a
special meeting on August 14, 1997, the Board ajgaréhe Transaction.

The separation of the Construction and Mining Grangd the Diversified was contingent upon a numibeoaditions, including the favorable
ratification by a majority of both Class C and Gl&sshareholders and the receipt by the Compaan &riternal Revenue Service ruling or
other assurance acceptable to the Board that pfagat@n would be tax-free to U.S. shareholdersD®cember 8, 1997, PKS' Class C and
Class D shareholders approved the transaction mihdaoch 5, 1998 PKS received a favorable rulingrfithe Internal Revenue Service. The
Transaction is anticipated to be effective on Ma&&h1998.

In connection with the sale of approximately 10limil Class D shares to employees in 1997, the Cagnpas retained the right to purchase
the relevant Class D shares at the then curress@aStock price if the Transaction is definitivalyandoned by formal action of the PKS
Board or the employees voluntarily terminate tleeiployment on various dates prior to January 19199

The Group has recently decided to substantiallge@mee its emphasis on and resources to its infamsegrvices to business. Pursuant to the
plan, the Group intends to expand substantiallgutsent information services business, throughettiansion of its existing business and the
creation, through a combination of constructioaslag and purchase of facilities and other aseéts substantial facilities-based internet
communications network.

Using this network the Group intends to providegaange of internet access services at varyingagpevels and, as technology
development allows, at specified levels of quadityservice and security and (b) a number of busieignted communications services wt
may include fax service, which are transmittedant pver private or limited access Transmissionttbfrotocol/Internet Protocol
("TCP/IP") networks and are offered at a lower @tiican public telephone network-based fax serand,voice message storing and
forwarding over the same TCP/IP-based networks.

The Group believes that over time, a substantiaibrar of businesses will convert existing compuppliaation systems to computer systems
which communicate using TCP/IP and are accessesédng employing Web browsers. The Group furthaebes$ that businesses will prefer
to contract for assistance in making this conversvith those vendors able to provide a full ranfyeavvices from initial consulting to interr
access with requisite quality and security levels.

The Group anticipates that the capital expendituegaired to implement this expansion plan willdobstantial. The Group estimates that
these costs may be in excess of $500 million irB1&8 could exceed $1.5 billion in 1999. The Greupirrent financial condition, borrowil
capacity and proceeds from the CalEnergy transadéscribed below should be sufficient for immeagliatplementing and investing
activities including any acquisitions. However, tAeoup expects to raise capital from both the gcaritd debt markets due to the significant
capital requirements of the information servicegassion plan.

In connection with the Expansion Plan, the Groupeeks to devote substantially more managementdmdecapital resources to its
information services business with a view to makimginformation services business, over time pitigcipal business of the Group. In that
respect, the management is conducting a comprefeereiiew of the existing Group businesses to datex how those businesses will
complement the Group's focus on information sesritfet is decided that an existing business isamnpatible with the information services
business and if a suitable buyer can be foundGtioeip may dispose of that business.

In January 1998, the Group and CalEnergy closedaleof the Group's energy assets to CalEnergy Grbup received proceeds of $1,159
million and expects to recognize an after-tax gdiapproximately $324 million in 1998. The aftek-faroceeds from this transaction of
approximately $967 million will be used to fund tlgpansion plan of the information services busr



In January 1998, Class C shareholders convertenhili8n shares, with a redemption value of $12#iom, into 10.5 million shares of Class
D Stock.

In February 1998, the Group announced that it wagimg its corporate headquarters to Broomfield,otado, a northwest suburb of Denver.
The campus facility is expected to encompass 008080 square feet of office space at a constmuciist of over $70 million. The Group is
leasing space in the Denver area while the cangpusder construction. The first phase of the comigecheduled for completion in the
summer of 1999.

In March 1998, PKS announced that its Class D Stattbegin trading on April 1 on the Nasdaq NatdMarket under the symbol "LVLT."
The Nasdagq listing will follow the separation oét&roup and the Construction Group of PKS, whiagkxisected to be completed on March
31, 1998. In connection with the separation, PK&struction subsidiary will be renamed "Peter KieBons', Inc." and PKS Class D Stock
will become the common stock of Level 3 Communimagi Inc.

PKS' certificate of incorporation gives stockhoklitire right to exchange their Class C Stock fos€@ Stock under a set conversion form
That right will be eliminated as a result of theaetion of the Group and the Construction Groupréplace that conversion right, Class C
stockholders received shares of a new Class R staidnuary, 1998, which is convertible into ClBsStock in accordance with terms ratif
by stockholders in December 1997.

The PKS Board of Directors has approved in prircgblan to force conversion of all shares of CRissock outstanding. Due to certain
provisions of the Class R stock, conversion will be forced prior to May 1998, and the final demisio force conversion would be made by
the Level 3 Board of Directors at that time. Theréle3 Board may choose not to force conversiohiifdre decided that conversion is not in
the best interests of the stockholders of Levédl, &s currently anticipated, the Level 3 Boardedletines to force conversion of the Class R
stock on or before June 30, 1998, certain adjudsneitl be made to the cost sharing and risk alieceprovisions of the separation
agreement between Level 3 and the Constructiombssi

If the Level 3 Board of Directors determines toceconversion of the Class R stock, each shardéass@ stock will be convertible into $25
worth of Level 3 (Class D Stock) common stock, lasgon the average trading price of the Level 3room stock on the Nasdag National

Market for the last fifteen trading days of the rtioprior to the determination by the Board of Dites to force conversion. When the spiffi-
occurs, Level 3 will increase paid in capital asduce retained earnings by the fair value of tles€R shares.

DIVERSIFIED GROUP
Index to Financial Statements
Report of Independent Accountants
Financial Statements as of December 27, 1997 acdrblger 28, 1996 and for the three years ended Dredid, 1997:

Statements of Earnings

Balance Sheets

Statements of Cash Flows

Statements of Changes in Stockholders' Equity Niot€$nancial Statements

Schedules not indicated above have been omittemlise®f the absence of the conditions under whiep &re required or because the
information called for is shown in the financiaht&ments or in the notes thereto.

REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors and Stockholders
Peter Kiewit Sons', Inc.

We have audited the financial statements of theiBified Group, a business group of Peter KiewitsSdnc. (as defined in Note 1 to these
financial statements) as listed in the index onpifeeeding page of this exhibit to Form 10-K. Thiisancial statements are the responsibility
of the Company's management. Our responsibility express an opinion on these financial statenteaged on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgedbhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@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 managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove, when read in conjunction with the constéid financial statements of Peter Kiewit
Sons', Inc. and Subsidiaries, present fairly, inmalterial respects, the financial position of Bneersified Group as of December 27, 1997



December 28, 1996 and the results of its operatiodsits cash flows for each of the three yeathérperiod ended December 27, 1997 in
conformity with generally accepted accounting piples.

Coopers & Lybrand L.L.P.

Omaha, Nebraska
March 30, 1998

DIVERSIFIED GROUP
Statements of Earnings

For the three years ended December 27, 1997

(dollars in millions, except per share data) 1997 1996 1995
Revenue $ 332 $ 652 $ 580
Cost of Revenue (175) (384) (345)

General and Administrative Expenses (114) (181) (190)
Operating Earnings 43 87 45
Other (Expense) Income:

Equity losses, net @3) (9 (5
Investment income, net 45 56 45
Interest expense, net (15) (33) (23)
Gain on subsidiary's stock transactions, net - - 3
Other, net 1 6 125

Equity Loss in MFS - - (131)

Earnings Before Income Taxes, Minority Interest

and Discontinued Operations 31 107 59
Income Tax Benefit (Provision) 48 3) 79
Minority Interest in Net Loss (Income)

of Subsidiaries 4 - (12
Income from Continuing Operations 83 104 126

Discontinued Operations:
Income from Operations, net of income tax

expense of ($9), ($9) and ($8) 29 9 14
Gain on Subsidiary's Stock Transactions, net

of income tax expense of ($24) 44 - -
Extraordinary Item - Windfall tax, net of

income tax benefit of $34 (63) - -
Income from Discontinued Operations 10 9 14
Net Earnings $ 93 $ 113 $ 140

Earnings Per Share:
Continuing Operations:

Basic $ 66 $ .90 $ 1.17
Diluted $ 66 $ .90 $ 1.17
Net Income:

Basic $ 74 $ 97 $ 1.29
Diluted $ 74% 97 $ 129

See accompanying notes to financial statements.

DIVERSIFIED GROUP



Balance Sheets

December 27, 1997 and December 28, 1996

(dollars in millions) 1997 1996
Assets

Current Assets:

Cash and cash equivalents $ 87 $ 147
Marketable securities 678 372
Restricted securities 22 17
Receivables, less allowance of $-, and $3 42 76
Investments in discontinued operations 643 608
Other 22 26
Total Current Assets 1,494 1,246

Property, Plant and Equipment, at cost:

Land 15 18
Buildings and leasehold improvements 122 159
Equipment 275 810
412 987
Less accumulated depreciation and amortization (228) (345)
Net Property, Plant and Equipment 184 642
Investments 383 189
Intangible Assets, net 21 353
Other Assets 45 74

$ 2,127 $ 2,504

See Note 19 for 1997 pro forma balance sheet irddan. See accompanying notes to financial statésnen
DIVERSIFIED GROUP
Balance Sheets

December 27, 1997 and December 28, 1996

(continued)

(dollars in millions) 1997 1996
Liabilities and Stockholders' Equity

Current Liabilities:

Accounts payable $ 31 $ 79
Current portion of long-term debt:

Telecommunications - 55
Other 3 2
Accrued reclamation and other mining costs 19 19
Deferred income taxes 15 5
Other 21 87
Total Current Liabilities 89 247

Long-Term Debt, less current portion:

Telecommunications - 207
Other 137 113
Deferred Income Taxes 83 148
Accrued Reclamation Costs 100 98
Other Liabilities 139 216

Minority Interest 1 218



Stockholders' Equity (Redeemable Common Stock,
$1,578 million aggregated redemption value):
135,517,140 shares outstanding in 1997 and
115,901,215 shares outstanding in 1996

Common equity 1,565 1,235

Foreign currency adjustment - 2)

Net unrealized holding gain 13 24
Total Stockholders' Equity 1,578 1,257

See Note 19 for 1997 pro forma balance sheet irddaon. See accompanying notes to financial statésnen
DIVERSIFIED GROUP

Statements of Cash Flows

For the three years ended December 27, 1997

(dollars in millions) 1 997 1996 1995

Cash flows from continuing operations:

Income from continuing operations $ 83 $ 104 $ 126
Adjustments to reconcile income from

continuing operations to net

cash provided by continuing operations:

Depreciation, depletion and amortization 24 132 96
Gain on sale of property, plant and

equipment, and other investments 9) 3) )
Gain on subsidiary's stock transactions, net - - )
Compensation expense attributable to stock option s21 - -
Equity losses, net 43 10 130
Minority interest in subsidiaries 4) - 12
Retirement benefits paid 7) (6) 2)
Federal income tax refunds 146 - 35
Deferred income taxes (103) (68) (152)
Change in working capital items:

Receivables 9) 1) 11
Other current assets 1) -
Payables 3) 9 3)
Other liabilities (5) 13 34
Other 6 - 4)

Net cash provided by continuing operations

Cash flows from investing activities:
Proceeds from sales and maturities of marketable
securities
Purchases of marketable securities (
Increase in restricted securities
Investments and acquisitions, net
of cash acquired
Proceeds from sale of property, plant
and equipment, and other investments
Capital expenditures
Other

Net cash used in investing activities $ (351) £{14 (301)

See accompanying notes to financial statements.

DIVERSIFIED GROUP

182 196 273

167 378 383
452)  (311) (440)

@ @

@)

(42) (59) (136)

1 7

14

(26) (117) (118)
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Statements of Cash Flows

For the three years ended December 27, 1997

(continued)

@



(dollars in millions) 1

Cash flows from financing activities:
Long-term debt borrowings $
Payments on long-term debt, including
current portion
Issuances of common stock
Issuances of subsidiaries' stock
Repurchases of common stock
Dividends paid
Exchange of Class C Stock for
Class D Stock, net

Net cash provided by (used in)

financing activities

Cash flows from discontinued operations:
Discontinued energy operations

Investments in discontinued energy operations
Proceeds from sales of discontinued
packaging operations

Net cash used in discontinued operations

Cash and cash equivalents of C-TEC
in 1997 and MFS in 1995 at beginning of year

Effect of exchange rates on cash

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:

Taxes paid $
Interest paid

Noncash investing and financing activities:

Conversion of CalEnergy convertible debentures
to common stock

Dividend of investment in MFS

Issuance of C-TEC redeemable preferred stock

for acquisition

See accompanying notes to financial statements.

DIVERSIFIED GROUP

997 1996 1995

17 $ 38 $ 49

(2) (60) (49)
138 - 2

- 1 -

- (11) (3)
(12)  (11) -

72 20 155
213 (23) 154

3 5 8
(31) (282)  (101)

- - 29
(28) (277)  (64)
(76) - (22)

- - 2
(60)  (216) 42
147 363 321
87 $ 147 $ 363
62 $ 55 $ 132
13 38 33
- $66 $ -

- - 399
- - 39

Statements of Changes in Stockholders' Equity fi@ttiree years ended December 27, 1997

(dollars in millions, except per share data)

Common equity:

Balance at beginning of year
Issuances of stock
Repurchases of stock

Exchange of Class C Stock for Class D Stock, net

Net earnings

Stock option plan activity

Dividend of investment in MFS

Dividends (per share: $.10 in 1996 and 1995(a))

Balance at end of year
Other equity adjustments:
Balance at beginning of year
Foreign currency adjustment

Net unrealized holding gain (loss)

Balance at end of year

Total stockholders' equity

1997 1996 1995

$ 1,235% 1,125% 1,238

138 - 5

- (1) (3
72 20 155
93 113 140
27 - -

- - (399)

- (12 (1)

1,565 1,235 1,125

22 15 (7)
2 1 @
(11) 8 23
13 2 15

$ 1,578 $1,257 $1,140




(a) Dividend declared in 1996 and 1995 but paidanuary of the subsequent year.
See accompanying notes to financial statements.
DIVERSIFIED GROUP
Notes to Financial Statements
(1) Basis of Presentation

The Class C Stock and the Class D Stock are designgrovide stockholders with separate securigéiecting the performance of Peter
Kiewit Sons', Inc.'s ("PKS") construction and matksrbusiness ("Construction & Mining Group") amsl ather businesses ("Diversified
Group").

The financial statements of the Diversified Grooglide the financial position, results of operagiamd cash flows for PKS' businesses other
than its Construction & Mining Group businessesd by a wholly-owned subsidiary, Level 3 Communiecas, Inc., (formerly Kiewit
Diversified Group Inc.) and certain PKS corporageads and liabilities and related transactionssélimancial statements have been preparec
using the historical amounts included in the PKBsotidated financial statements.

Although the financial statements of PKS' DiversifiGroup and Construction & Mining Group separateport the assets, liabilities and
stockholders' equity of PKS attributed to each syrdup, legal title to such assets and responsilidr such liabilities will not be affected by
such attribution. Holders of Class D Stock and €@sStock are stockholders of PKS. Accordingly,RieS consolidated financial statements
and related notes should be read in conjunctioh thigse financial statements.

(2) Summary of Significant Accounting Policies
Principles of Group Presentation

These financial statements include the accountiseoDiversified Group ("the Group"). The Group'si@onstruction & Mining Group's
financial statements, taken together, comprisefdtie accounts included in the PKS consolidatedrfcial statements. The Group's
enterprises include information services, telecomications (C-TEC entities), coal mining and Califier Private Transportation Company,
L.P. ("CPTC"), the owner-operator of the SR91 to#id in southern California. The Group's only réplole segments are information
services, telecommunications and coal mining.

On September 5, 1997, C-TEC Corporation ("C-TE®@faunced that its board of directors had approlkedgtanned restructuring of C-TEC
into three publicly traded companies. The transactvas effective September 30, 1997. As a resuliefestructuring plan, the Group owns
less than 50% of the outstanding shares and vatihgs of each entity, and therefore has accoufwedach entity using the equity method as
of the beginning of 1997. In accordance with Gelhersccepted Accounting Principles, C-TEC's finaalgdosition, results of operations and
cash flows are consolidated in the 1996 and 19%nfiial statements.

Fifty-percent-owned mining joint ventures are cditsded on a pro rata basis. Investments in otbherganies in which the Group exercises
significant influence over operating and finangialicies are accounted for by the equity methodlsignificant intercompany accounts and
transactions, except those directly between theiGamd the Construction & Mining Group, have belminated.

The results of operations of MFS Communications @amy, Inc. ("MFS"), (which later merged into Worlol@ Inc.), prior to its spin-off in
September 1995, have been classified as a simglétéim on the 1995 statement of earnings (See Hote

The Group invests in the portfolios of the Kiewitial Fund, ("KMF"), a registered investment compatMF is not consolidated in the
Group's financial statements.

Coal Sales Contracts

The Group's coal is sold primarily under long-teromtracts with electric utilities, which burn caalorder to generate steam to produce
electricity. A substantial portion of the Grouptsatsales were made under long-term contracts gl®97, 1996 and 1995. The remainder of
the Group's sales are made on the spot market yhiess are substantially lower than those in timgterm contracts. As the long-term
contracts expire, a higher proportion of the Grswgles will occur on the spot market.

The coal industry is highly competitive. The Gragmpetes not only with other domestic and foreigal suppliers, some of whom are lar
and have greater capital resources than the Ghaiglso with alternative methods of generatingteilgity and alternative energy sources.
Many of the Group's competitors are served by tioaads and, due to the competition, often betfiefin lower transportation costs than the
Group, which is served by a single railroad. Adudlitlly, many competitors have lower stripping ratilban the Group, often resulting in lo\
comparative costs of productic



The Group is also required to comply with varioeddral, state and local laws concerning proteaifahe environment. The Group believes
its compliance with environmental protection anadlaestoration laws will not affect its competitipesition since its competitors are
similarly affected by such laws.

The Group and its mining ventures have enteredvatimus agreements with its customers which stijgudielivery and payment terms for the
sale of coal. Prior to 1993, one of the primaryteoeers deferred receipt of certain commitments drglpasing undivided fractional interests
in coal reserves of the Group and the mining veastudnder these arrangements, revenue was recdgmimn cash was received. The
agreements with this customer were renegotiatd®®?2. In accordance with the renegotiated agreesntirdre were no sales of interests in
coal reserves subsequent to January 1, 1993. Togp®ias the obligation to deliver the coal resetoghe customer in the future if the
customer exercises its option. If the option isreised, the Group presently intends to deliver éaah unaffiliated mines. In the opinion of
management, the Group has sufficient coal res¢ovesver the above sales commitments.

The Group's coal sales contracts are with seveetrie utility and industrial companies. In theeew that these customers do not fulfill
contractual responsibilities, the Group would perthe available legal remedies.

Telecommunications Revenue

In 1996 and 1995 C-TEC's most significant operagjraups are its local telephone service and cafsiies operations. C- TEC's telephone
network access revenues are derived from net acbasges, toll rates and settlement arrangementsafific that originates or terminates
within C-TEC's local telephone company. Revenuesftelephone services and basic and premium cabdgagmming services are recorded
in the month service is provided.

The telecommunications industry is subject to lpstte and federal regulation. Consequently, Itfiéyaof the telephone and cable groups to
generate increased volume and profits is largebeddent upon regulatory approval to expand custdases and increase prices.

Competition for the cable group's services traddity has come from broadcast television, videdaisrand direct broadcast satellite received
on home dishes. Future competition is expected tedephone companies.

Concentration of credit risk with respect to acasueceivable is limited due to the dispersionudtomer base among geographic areas and
remedies provided by the terms of contracts artdtets

As noted above, the investment in C-TEC has beeousted for using the equity method in 1997. (Sete)
Information Services Revenue

Information services revenue is primarily deriveahfi the computer outsourcing business and thersgsitgegration business. The Group
provides outsourcing service, typically throughtcacts ranging from 3-5 years, to firms that detiréocus their resources on their core
businesses. Under these contracts, the Group reesgrevenue in the month the service is providée. systems integration business helps
customers define, develop and implement cost-@fie@tformation systems. Revenue from these sesvidilled on a time and materials
basis or percentage of completion basis dependirteextent of the services provided.

Depreciation and Amortization

Property, plant and equipment are recorded at Baegireciation and amortization for the majorityttoé Group's property, plant and equipn
are computed on accelerated and straight-line mistHdepletion of mineral properties is providedmaiily on an units-of-extraction basis
determined in relation to estimated reserves.

Intangible Assets

Intangible assets primarily consist of amountscalted upon purchase of existing operations, frasshand subscriber lists. These assets are
amortized on a straight-line basis over the expkptriod of benefit, which does not exceed 40 years

Long Lived Assets

The Group reviews the carrying amount of long liasgets for impairment whenever events or chamgeiscumstances 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.

Reserves for Reclamation

The Group follows the policy of providing an acdrfa reclamation of mined properties, based onetbtmated cost of restoration of such
properties, in compliance with laws governing strijming. It is at least reasonably possible thataktimated cost of restoration will be
revised in the near terr



Foreign Currencies

Generally, the local currencies of foreign subsidmare the functional currencies for financiglading purposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue and expenses are translated usiraggavexchange rates prevailing during the
year. Gains or losses resulting from currency tedios are recorded as adjustments to stockholdqsty.

Subsidiary and Investee Stock Activity
The Group recognizes gains and losses from theisaleance and repurchase of stock by its subsdiand equity investees.
Earnings Per Share

In 1997, the Group adopted Statement of Finanatalbfinting Standards ("SFAS") No. 128, "Earnings$leare". The Statement establishes
standards for computing and presenting earningsigge and requires the restatement of prior paestata presented. Basic earnings per
share have been computed using the weighted aveumgleer of shares outstanding during each periditlited earnings per share is
computed by including stock options and convertd#bentures considered to be dilutive common stockvalents.

Potentially dilutive stock options are calculatediccordance with the treasury stock method whéslimes that proceeds from the exercis

all options are used to repurchase common stottleaverage market value. The number of sharesmergaafter the proceeds are exhausted
represent the potentially dilutive effect of thaiops. The potentially dilutive convertible debemtsiare calculated in accordance with the "if
converted" method. This method assumes that tee-@x interest expense associated with the del@mnisian addition to income and the
debentures are converted into equity with the tegutommon shares being aggregated with the weibaverage shares outstanding.

The following details the earnings per share calbohs for Class D Stock:

1997 1996 1995

Income from continuing operations
available to common shareholders
(in millions) $ 83 $ 104 $ 126
Add: Interest expense, net of tax
effect associated with convertible
debentures - - -*

Income from continuing operations

for fully diluted shares 83 104 126
Income from discontinued operations 10 9 14
Net Income $ 93 % 113  $ 140

Total number of weighted average

shares outstanding used to compute

basic earnings per share

(in thousands) 124,647 11 6,006 108,594

Additional dilutive stock options 539 311 -

Additional dilutive shares assuming
conversion of convertible debentures - - 257

Total number of shares used to
compute diluted earnings per share 125,186 11 6,317 108,851

Continuing Operations:
Basic earnings per share $ 66 $ 90 $ 1.17

Discontinued Operations:

Basic earnings per share $ .08 $ 07 $ .12
Diluted earnings per share $ 08 $ 07 $ .12
Net Income:
Basic earnings per share $ 74 % 97 $ 1.29



*Interest expense attributable to convertible déles was less than $1 million in 1995.
Stock Dividend

Effective December 26, 1997, the PKS Board of Daecapproved a dividend of four shares of Clasddxk for every one share of Class D
Stock held. All share information and per sharadetve been restated to reflect this dividend.

Income Taxes

Deferred income taxes are provided on the tempdiiffisrences between the financial reporting basid the tax basis of the Group's assets
and liabilities using enacted tax rates in effectthe year in which the differences are expeategverse.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgassets and liabilities at the date of the
financial statements and the reported amountsveinges and expenses during the reporting perioaiahcesults could differ from those
estimates.

Recently Issued Accounting Pronouncements

In June 1997, the Financial Accounting Standardsr@¢'FASB") issued SFAS No. 130, "Reporting Conmgresive Income”, which requires
that changes in comprehensive income be showfiiraacial statement that is displayed with the s@mmminence as other financial
statements.

Also in 1997, the FASB issued SFAS No. 131, "Disales about Segments of an Enterprise and Relafimaniation”, which changes the w
public companies report information about segme3EAS No. 131, which is based on the managemembagpip to segment reporting
includes requirements to report selected segmémiration quarterly, and entity wide disclosuresuattproducts and services, major
customers, and geographic data.

These statements are effective for financial statémfor periods beginning after December 15, 188hagement does not expect adoption
of these statements to materially affect the Gwofipancial statements.

Reclassifications

Where appropriate, items within the financial staats and notes thereto have been reclassifiedgremous years to conform to current
year presentatiot

Fiscal Year
The Group's fiscal year ends on the last Satund@eicember. There were 52 weeks in fiscal yearg 18996 and 1995.
(3) Reorganization

In October 1996, the PKS Board of Directors dirdd¥S management to pursue a listing of Class DkSie a way to address certain issues
created by PKS' two-class capital stock structagkthe need to attract and retain the best managdorePKS' businesses. During the course
of its examination of the consequences of a listih§lass D Stock, management concluded thatiadistf Class D Stock would not
adequately address these issues, and instead toegfaidly a separation of the Construction and Mjr@moup and the Diversified Group. At
the regular meeting of the Board on July 23, 198a@nagement submitted to the Board for consideratiproposal for separation of the
Construction and Mining Group and Diversified Grabpugh a split-off of the Construction and Mini@goup ("the Transaction"). At a
special meeting on August 14, 1997, the Board ajgaréhe Transaction.

The separation of the Construction and Mining Grangd the Diversified was contingent upon a numibeoaditions, including the favorable
ratification by a majority of both Class C and Gl&sshareholders and the receipt by PKS of anfatdkevenue Service ruling or other
assurance acceptable to the Board that the sepavatiuld be tax-free to U.S. shareholders. On Déesr@, 1997, PKS' Class C and Class D
shareholders approved the transaction and on Mart@98 PKS received a favorable ruling from therdnmal Revenue Service. The
Transaction is anticipated to be effective on Ma&3&h1998.

The Group has recently decided to substantiallgemee its emphasis on and resources to its infmmsgérvices business. Pursuant to the
plan, the Group intends to expand substantiallgutsent information services business, throughettiansion of its existing business and the
creation, through a combination of constructioaslag and purchase of facilities and other aseéts substantial facilities-based internet
communications network ("the Expansion Pla



Using this network the Group intends to providegaange of internet access services at varyingagpevels and, as technology
development allows, at specified levels of quaditypervice and security and (b) a number of busieignted communications services wt
may include fax service, which are transmittedant pver private or limited access Transmissionttfrotocol/Internet Protocol
("TCP/IP") networks and are offered at lower pritiesn public telephone network-based fax serviod,\eice message storing and
forwarding over the same TCP/IP-based networks.

(4) Discontinued Operations

In connection with the Expansion Plan, the Groupeeks to devote substantially more managementdmdecapital resources to its
information services business with a view to makimginformation services business, over time pitigcipal business of the Group. In that
respect, management is conducting a comprehersii@ar of the existing Group businesses to deterinove those businesses will
complement the Group's focus on information sesritfet is decided that an existing business isamnpatible with the information services
business and if a suitable buyer can be foundGtioeip may dispose of that business.

On September 10, 1997, the Group and CalEnergy @oympnc. ("CalEnergy") entered into an agreemdmeneby CalEnergy contracted to
purchase the Group's energy investments for $17iibidn, subject to adjustments. These energy itmests included approximately 20.2
million shares of CalEnergy common stock (assurttiregexercise of 1 million options held by the Grpupe Group's 30% ownership intel

in CE Electric UK, plc ("CE Electric") and the Giga investments, made jointly with CalEnergy, itemational power projects in Indonesia
and the Philippines. The transaction was subjetiidatisfactory completion of certain provisiofishe agreement and closed on January 2,
1998. These assets comprised the energy segmir Gfoup. Therefore, the Group has reflected thssets, the earnings and losses
attributable to these assets, and the relatedftaglitems as discontinued operations on the baameets, statements of earnings and cash
flows for all periods presented.

In order to fund the purchase of these assets,néadfy sold, in October 1997, approximately 19.Jiamlshares of its common stock at a
price of $37.875 per share. This sale reduced toegs ownership in CalEnergy to approximately 2d%bincreased its proportionate share
of CalEnergy's equity. It is the Group's policyégognize gains or losses on the sale of stockshipvestees. The Group recognized an after-
tax gain of approximately $44 million from transaos in CalEnergy stock in the fourth quarter 0979

The Agreement with CalEnergy included a provisidrereby CalEnergy and the Group shared equally esgepds from the offering above
or below a specified amount. The offering was catelth at a price above that provided in the agreéaahtherefore, the Group received
additional proceeds of $16 million at the time ffsing.

The Group expects to recognize an after-tax gaitherdisposition of its energy assets in 1998 graximately $324 million. The after-tax
proceeds from the transaction of approximately $®@lfon will be used to fund the expansion plartfeé information services business.

The following is summarized financial informatiaor fdiscontinued operations:

Income from Discontinued Operations 1997 1996 1995
Operations
Equity in:
CalEnergy earnings, net $1 6 $ 20 $ 10
CE Electric earnings, net 1 7 2)
International energy projects earnings, net 5 B) 6
Investment income from CalEnergy - 5 6
Income tax expense ( 9 (9 (B
Income from operations $ 2 9 % 9%14

CalEnergy Stock Transactions

Gain on investee stock activity $ 6 8 % - % -
Income tax expense (2 4) -
$4 4% - $ -

Extraordinary Loss - Windfall Tax

Group's share from CalEnergy $@3 9 %$- % -
Group's share from CE Electric 5 8) - -
Income tax benefit 3 4
Extraordinary loss $ (6 3)$- % -

Investments in Discontinued Operations 1 997 1996



Investment in CalEnergy $ 337 $ 292

Investment in CE Electric 135 176
Investment in international energy projects 186 149
Restricted securities 2 8

Deferred income tax liability an @n
Total $ 643 $ 608

At December 27, 1997, the Group owned 19.2 milfibares or 24% of CalEnergy's outstanding commark stod had a cumulative
investment in CalEnergy common stock of $337 milli€alEnergy common stock is traded on the New Yidck Exchange. On December
27, 1997, the market value of the Group's investrime@alEnergy common stock was $548 million.

The following is summarized financial informatioh@alEnergy Company, Inc.:

Operations (dollars in millions) 1997 1996 1995

Revenue $ 22 71 $ 576 $ 399
Income before extraordinary item 52 92 62
Extraordinary item - Windfall tax 1 36)
Group's share:

Income before extraordinary item 18 22 13
Goodwill amortization 2 @ ?3)

Equity in income of CalEnergy before

extraordinary item $ 16 $ 20 $ 10
Extraordinary item - Windfall tax $ ( 39) % $
Financial Position (dollars in millions) 1997 1996
Current assets $ 2,063 $ 945
Other assets 5,435 4,768
Total assets 7,488 5,713
Current liabilities 1,440 1,232
Other liabilities 4,494 3,301
Minority interest 134 299
Total liabilities 6,068 4,832
Net assets $ 1,420 $ 881

Group's share:

Equity in net assets $ 337 $ 267
Goodwill - 25
Investment in CalEnergy $ 337 $ 292

In December 1996, CE Electric, which is 70% owngdChlEnergy and 30% owned by the Group, acquirgdnibaownership of the
outstanding ordinary share capital of Northern &iecplc. pursuant to a tender offer (the "Ten®&er") commenced in the United Kingdom
by CE Electric in November 1996. As of March 19@E Electric effectively owned 100% of Northern'sioary shares.

As of December 27, 1997, CalEnergy and the Grodpchatributed to CE Electric approximately $410limil and $176 million, respective
of the approximately $1.3 billion required to acguéll of Northern's ordinary and preference sharemnnection with the Tender Offer. The
remaining funds necessary to consummate the TeDidier were provided by a term loan and a revolviexglity agreement obtained by CE
Electric. The Group has not guaranteed, and igthatrwise subject to recourse for, amounts borroweter these facilities.

On July 2, 1997, the Labour Party in the Uniteddiom announced the details of its proposed "Wihd@X" to be levied against privatized
British utilities. This one-time tax is 23% of thdference between the value of Northern Elecpic, at the time of privatization and the
utility's current value based on profits over aigetof up to four years. CE Electric recorded atraotdinary charge of approximately $194
million when the tax was enacted in July 1997. #dtal after-tax impact to the Group, directly thghuts investment in CE Electric and
indirectly through its interest in CalEnergy, wa33$nillion.

The following is summarized financial informatioh@E Electric as of December 31, 1997 and Decer@bel 996:



Operations (dollars in millions) 1997 1996
Revenue $ 1,564 $ 37
Income before extraordinary item 58 -
Extraordinary item - Windfall tax (194) -
Group's share:
Income before extraordinary item $ 17 $ -
Management fee paid to CalEnergy - 2)
$ 17 $
Extraordinary item - Windfalltax $ (58) $ -
Financial Position (dollars in millions) 1997 1996
Current assets $ 419 $ 583
Other assets 2,519 1,772
Total assets 2,938 2,355
Current liabilities 1,166 785
Other liabilities 1,265 718
Preferred stock 56 153
Minority interest - 112
Total liabilities 2,487 1,768
Net assets $ 451 $ 587
Group's Share:
Equity in net assets $ 135 $ 176

CE Electric's 1995 and 1996 operating results gadhe acquisitions were not significant relatisehe Group's results after giving effect to
certain pro forma adjustments related to the adgpris, primarily increased amortization and instrexpense.

In 1993, the Group and CalEnergy formed a ventugevelop power projects outside of the UnitedestaBince 1993, construction has be
on the Mahanagdong, Casecnan and Dieng power pojdte Mahanagdong project is a 165 MW geothepoaier facility located on the
Philippine island of Leyte. The Casecnan projeet t®mbined irrigation and 150 MW hydroelectric goweneration facility located on the
island of Luzon in the Philippines. Dieng Unit lass5 MW geothermal facility on the Indonesiannslaf Java. An additional five units are
expected to be constructed on a modular basiedding site, as geothermal resources are develapddne 1997, the Group and CalEn
closed a $400 million revolving credit facility fimance the development and construction of theaiemg Indonesian projects. The credit
facility is collateralized by the Indonesian assetd is nonrecourse to the Group.

Generally, costs associated with the developmaran€ing and construction of the international gggrrojects have been capitalized by each
of the projects and will be amortized over the éfeeach project.

The following is summarized financial informaticor the international energy projects:

Financial Position

(dollars in millions) Mahanagdong Casecnan Dieng Other Total

1997
Current assets $ 42 $ 334 $ 87 $ 67% 530
Other assets 252 148 240 171 811
Total assets 294 482 327 238 1,341
Current liabilities 11 12 88 61 172
Other liabilities 186 372 123 56 737
Total liabilities

(with recourse only

to the projects) 197 384 211 117 909
Net assets $ 97 $ 098 $ 116 $121 $432
Group's share:

Equity in net assets $ 48 $ 49 $ 46 $ 43 $186




1996

Current assets $ 1 $ 441 $ 15 $ 10 $467
Other assets 239 51 118 36 444
Total assets 240 492 133 46 911
Current liabilities 15 9 24 11 59
Other liabilities 153 372 35 - 560
Total liabilities

(with recourse only

to the projects) 168 381 59 11 619
Net assets $ 72 $ 111 $ 74 $ 35 $292
Group's share:

Equity in net assets $ 36 $ 55 $36 % 17 $144
Loan to Project - - 5 - 5

$ 36 $ 55 $ 41 $ 17 $149

In late 1995, the Casecnan joint venture closeghfimg for the construction of the project with berissued by the project company. The
difference between the interest expense on theatebthe interest earned on the unused fundstorjpsyment of construction costs resulted
in a loss to the venture of $12 million in 1997 d&¥®6. The Group's share of these losses were I§6min each year. The Mahanagdong
facility commenced operation in July, 1997. The @x'e proportionate share of the earnings attridet@bMahanagdong was $7 million 19
No income or losses were incurred by the intermaliprojects in 1995. In addition to the equityréiags and losses, the Group incur

project development and insurance expenses, apivegcmanagement fee income related to the inferratprojects in all years.

In late 1995, a Group and CalEnergy venture, CEeGlen Water and Energy Company, Inc. ("CE Casegrérsed financing and
commenced construction of a $495 million irrigatamd hydroelectric power project located in thdippines island of Luzon. The Group
and CalEnergy each made $62 million of equity dbations to the project.

The CE Casecnan project was being constructedantand several basis by Hanbo Corporation analida&Engineering & Construction C
Ltd. On May 7, 1997, CE Casecnan announced thaiditterminated the Hanbo Contract. In connectidh thie contract termination, CE
Casecnan made a $79 million draw request unddettes of credit issued by Korea First Bank ("KFBJ)pay for certain transition costs and
other damages under the Hanbo Contract. KFB faddwnor the draw request; the matter is beingdtgd. If KFB would not be required to
honor its obligations under the letter of credi;ls action may have a material adverse effect erCt Casecnan project. The Group does not
expect the outcome of the litigation to affecffitencial position due to the transaction with GaEgy.

(5) MFS Spin-off

In September 1995, the PKS Board of Directors api@ plan to make a tax-free distribution of it§ire ownership interest in MFS to the
Class D stockholders (the "Spin-off") effective ®aptember 30, 1995. Shares were distributed obasis of approximately .348 shares of
MFS Common Stock and approximately .130 sharesk® Mreferred Stock for each share of outstandiaggdD Stock.

The net investment in MFS distributed on Septen3iBer1 995 was approximately $399 million.

Operating results of MFS through September 30, E88Summarized as follows:

(dollars in millions) 1995
Revenue $ 412
Loss from operations (176)
Net loss (196)
Group's share of loss in MFS (131)

Included in the income tax benefit on the statenoémiarnings for the year ended December 30, 1I8¥83 million of tax benefits from the
reversal of certain deferred tax liabilities reciaga on gains from previous MFS stock transacttbas were not taxed due to the Spin-off.

(6) Corporate Activities
Financial Structure

PKS, in addition to specifically attributable itenhss corporate assets, liabilities and relatedmecand expense which are not separately
identified with the ongoing operations of the Grauphe Construction & Mining Group. The items igttitable to the Group and the Grou



50% portion of PKS are as follows:

(dollars in millions) 1997 1996
Marketable securities $ 3 $ 5
Property, plant and equipment, net 10 5
Other assets - 1
Total Assets $ 13 $ 11
Accounts payable $ 10 $ 17
Noncurrent liabilities 2 1
Total Liabilities $ 13 $ 18

1997 1996 1995
Other (expense) income Q) 1

Corporate General and Administrative Costs

A portion of PKS' corporate general and administeatosts has been allocated to the Group baseu egrtain measures of business activity,
such as employment, investments and sales, whidkagement believes to be reasonable. These allasatiere $5 million, $6 million and :
million in 1997, 1996 and 1995.

Income Taxes

All domestic members of the PKS affiliated group arcluded in the consolidated U.S. income taxrrefiled by PKS as allowed by the
Internal Revenue Code. Accordingly, the provisioniicome taxes and the related payments or refohtdsc are determined on a
consolidated basis.

The financial statement provision and actual caglpayments have been reflected in the Group'€Camdtruction & Mining Group's
financial statements in accordance with PKS' téocation policy for such groups. In general, suoligy provides that the consolidated tax
provision and related cash flows and balance sireeunts are allocated between the Group and thst@ation & Mining Group, for group
financial statement purposes, based principallynupe financial income, taxable income, creditgfgnences and other amounts directly
related to the respective groups. The provisioreftimated United States income taxes for the Gdogs not differ materially from that
which would have been determined on a separaterbasis.

(7) Gain on Subsidiary's Stock Transactions, net

Stock issuances by MFS for acquisitions and emg®yeck options, reduced the Group's ownershipki$ Mrior to the Spin- off in 1995 to
66% from 67% in 1994. As a result, the Group recgha gain of $3 million in 1995 representing iterease in the Group's proportionate
share of MFS' equity. Deferred income taxes had lestablished on this gain prior to the Spin-off.

(8) 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 invkstehe Kiewit Mutual Fund-Money Market Portfolamd highly liquid instruments
purchased with an original maturity of three mordh¢ess. The securities are stated at cost, wapgnoximates fair value.

Marketable Securities, Restricted Securities and-blarent Investments

The Group has classified all marketable securitestyicted securities and marketable non-currerdgstments not accounted for under the
equity method as available-feale. Restricted securities primarily include inweents in various portfolios of the Kiewit Mutualifrd that ar
restricted to fund certain reclamation liabilitefsits coal mining ventures. Due to the anticipatestease in capital expenditures, the Group
has reclassified its investments in marketabletgaaicurities from non-current to current in 198@e amortized cost of the securities used in
computing unrealized and realized gains and losséstermined by specific identification. Fair vieduare estimated based on quoted market
prices for the securities on hand or for similareistments. Net unrealized holding gains and loasesgeported as a separate component of
stockholders' equity, net of tax.

At December 27, 1997 and December 28, 1996 thetaadrcost, unrealized holding gains and losses eatimated fair values of marketa



securities, restricted securities and marketabteausrent investments were as follows:

Unrealized U

nrealized
Amortized Holding Holding Fair
(dollars in millions) Cost Gains Losses Value
1997:
Marketable Securities:
Kiewit Mutual Fund:
Short-term government  $ 234 $ - $ - $ 234
Intermediate term bond 195 3 - 198
Tax exempt 154 3 - 157
Equity 7 4 - 11
Collateralized mortgage
obligations - 1 - 1
Equity securities 48 9 - 57
Other securities 20 - - 20
$658 $ 20 $ - $678
Restricted Securities:
Kiewit Mutual Fund:
Intermediate termbond  $ 10 $ - $ - $10
Equity 12 - - 12
$22 % - $ - $22
Unrealized Unrealized
Amortized Holding Holding Fair
(dollars in millions) Cost Gains Losses Value
1996:

Marketable Securities:
Kiewit Mutual Fund:

Short-term government $ 100 $ - $ - $ 100
Intermediate term bond 65 2 - 67
Tax exempt 126 2 - 128
Equity 5 2 - 7
Corporate debt securities
(held by C-TEC) 47 - - a7
Collateralized mortgage
obligations - 1 - 1
Other securities 20 2 - 22
$ 363 $ 9 $ - $ 372
Restricted Securities:
Kiewit Mutual Fund:
Intermediate term bond $ 8% - $ - $ 8
Equity 7 2 - 9
$ 15 % 2 $ - $ 17
Non-current investments:
Equity securities $ 49 $ 26 $ -$ 75

Other securities consist of bonds issued by the@es project and purchased by the Group.

For debt securities, amortized costs do not vaggiicantly from principal amounts. Realized gaarsl losses on sales of marketable and
equity securities were $9 million and $- million1897, $3 million and $- million in 1996, and $1lion and $2 million in 1995.

At December 27, 1997, the contractual maturitiekhefdebt securities are as follows:

(dollars in millions) Amortized C ost  Fair Value
Other securities:
10+ years $ 20

Maturities for the mutual fund, equity securitieslacollateralized mortgage obligations have nonljgesented as they do not have a single
maturity date.

Long-term Debt



The fair value of debt was estimated using theemantal borrowing rates of the Group for debt efshme remaining maturities. The fair

value of the debt approximates the carrying amount.

(9) Investments

Investments consist of the following at December@®7 and December 28, 1996:

(dollars in millions) 1997

Commonwealth Telephone Enterprises Inc.

RCN Corporation 214
Cable Michigan 46

Pavilion Towers 22
Equity securities (Note 8) -
C-TEC investments:

Megacable S.A. de C.V.

Other -
Other 26

1996

In September 1997, C-TEC announced that its bdaditectors had approved the planned restructwin@-TEC into three publicly traded
companies effective September 30, 1997. Underetimest of the restructuring C-TEC shareholders recestock in the following companies:

Commonwealth Telephone Enterprises, Inc., contgittie local telephone group and related enginedrnirsiness;

Cable Michigan, Inc., containing the cable telemisoperations in Michigan; and

RCN Corporation, Inc., which consists of RCN TelacBervices; C-TEC's existing cable systems in thgtd@h-Washington D.C. corridor;
and the investment in Megacable S.A. de C.V., decaperator in Mexico. RCN Telecom Services is@vjater of packaged local and long
distance telephone, video, and internet accesgssrprovided over fiber optic networks to resitirtustomers in Boston, New York City

and Washington D.C.

As a result of the restructuring, the Group owss lhan 50% of the outstanding shares and votiysriof each entity, and therefore accol
for each entity using the equity method as of thgifining of 1997. C-TEC's financial position, résuf operations and cash flows are

consolidated in the 1996 and 1995 financial statéme

The following is summarized financial informatiohtbe three entities created as result of the C-T&@ructuring:

Operations (dollars in millions) 1
Commonwealth Telephone Enterprises

Revenue $
Net income available to common stockholders

Group's share:
Net income
Goodwill amortization

Equity in net income $

Cable Michigan

Revenue $
Net loss available to common stockholders

Group's share:
Net loss
Goodwill amortization

Equity in net loss $

RCN Corporation

Revenue $
Net (loss) income available to
common stockholders

Group's share:

997

197
20

(52)

1996 1995
$ 186 $ 174
20 31
10 15
® 1
$ 9 $16
$ 76 $60
8) (10
4 (5
@ @
$ (8) $(9)
$ 105 $91
® 2



Net (loss) income
Goodwill amortization

Equity in net (loss) income $
Commonwealth
Telephone
Enterprises
Financial Position (in millions) 1997 1996
Current assets $71 $51
Other assets 303 266
Total assets 374 317
Current liabilities 76 59
Other liabilities 260 189

Minority interest - -

Total liabilities 336 248

Net assets (liabilities) $ 38 $ 69

Group's Share:

Equity in net assets $ 18 $ 33
Goodwill 57 58
$ 75 $ 91

On December 27, 1997 the market value of the Gsaopestments in Commonwealth Telephone, Cable iglashand RCN was $215

million, $76 million and $485 million, respectively

In February 1997, the Group purchased the Pavilliowers office building in Aurora, Colorado for $2#lllion.

Investments in 1996 also include C-TEC's 40% owhipref Megacable S.A. de C.V., Mexico's seconddatgable operator, accounted for

using the equity method.

(10) Intangible Assets

(26) 3 1
- (3) 1
(26) $ (6) $ 2

Cable RCN
Michigan Corporation
1997 1996 1997 1996
$ 23% 10% 698 %143
120 139 453 485

143 149 1,151 628

16 24 70 57
166 190 708 175
15 15 16 5

$ (54) $(80) $ 357 $ 391

$(26) $(38) $173 $ 189
72 75 41 41

$ 46 $37 $214$230

Intangible assets consist of the following at Deben?7, 1997 and December 28, 1996:

(dollars in millions) 1997

CPTC intangibles and other $
C-TEC:
Goodwill -
Franchise and subscriber lists
Other -

23
Less accumulated amortization

At December 27, 1997 and December 28, 1996, lomg-tiebt was as follows:

(dollars in millions)

CPTC Long-term Debt (with recourse only to CPTC):

Bank Note
(7.7% due 2008)

Institutional Note
(9.45% due 2017)

OCTA Debt
(9.0% due 2006)

Subordinated Debt
(9.5% No Maturity)

1997 1996

$ 65 $ 65

35 35
8 6
6 2



Other:

Pavilion Towers Debt (8.4% due 2007) 15 -
Capitalized Leases 6 1
Other 5 6

26 7

C-TEC Long-term Debt (with recourse only to C-TEC)
Credit Agreement - National Bank for Cooperatives

(7.51% due 2009) - 110
Senior Secured Notes
(19.65% due 1999) - 134
Term Credit Agreement - Morgan Guaranty Trust Comp any
(7% due 2002) - 18
262
140 377
Less current portion 3) (57)
$ 137 $ 320
CPTC:

In August 1996, CPTC converted its constructiomarficing note into a term note with a consortiumariks ("Bank Debt"). The interest rate
on the Bank Debt is based on LIBOR plus a varyatg with interest payable quarterly. Upon completiéthe SR91 toll road, CPTC entel
into an interest rate swap arrangement with theegzemties. The swap expires in January 2004 aed fixe interest rate on the Bank Debt

from 9.21% to 9.71% during the term of the swapeagrent.

The institutional note is with Connecticut Gendrid¢ Insurance Company, a subsidiary of CIGNA Caogtion. The note converted into a
term loan upon completion of the SR91 toll road.

Substantially all the assets of CPTC and the per'tequity interest in CPTC secure the term debt.

Orange County Transportation Authority holds $8lioil of subordinated debt which is due in varyimyaants over 10 years. Interest accrues
at 9% and is payable quarterly beginning in 2000.

In July 1996, CPTC borrowed from the partners $Hignito facilitate the completion of the projetit. 1997, CPTC borrowed an additional
million from the partners in order to comply withugty maintenance provisions of the contract whth State of California and its lenders.
debt is payable to the partners and is generabigrsiinated to all other debt of CPTC. Interestlmgubordinated debt compounds annua
9.5% and is payable only as CPTC generates exashslows.

CPTC capitalized interest of $- million, $5 milli@md $7 million in 1997, 1996 and 1995.

Other:
In June 1997, a mortgage with Metropolitan Life veatablished. The Pavilion Towers building in Aa,0€O collateralizes this debt.
Scheduled maturities of long-term debt through 28@2as follows (in millions): 1998 - $3; 1999 -#®00 - $5; 2001 - $6 and $8 in 2002.
(12) Income Taxes

An analysis of the income tax benefit (provisiottjibutable to earnings from continuing operatitwe$ore income taxes and minority interest
for the three years ended December 27, 1997 follows

(dollars in millions) 1997 1996 1995

Current:

U.S. federal $ (54) $ (61) $ (66)

Foreign - ) ()

State 1) ® (3
(55) (71)  (73)

Deferred:

U.S. federal 103 67 145



Foreign - - 3
State - 1 4
103 68 152
$ 48 $ 3 $ 79

The United States and foreign components of easrfirogn continuing operations for tax reporting mses, before equity loss in MFS
(recorded net of tax), minority interest and incaipees follows:

(dollars in millions) 1997 1996 1995
United States $ 31 $ 106 $ 187
Foreign - 1 3

$ 31 $ 107 $190

A reconciliation of the actual income tax bengfitqvision) and the tax computed by applying the.fe8eral rate (35%) to the earnings from
continuing operations before equity loss in MFEdreled net of tax), minority interest and incomestafor the three years ended December

27, 1997 follows:

(dollars in millions) 1997 1996 1995
Computed tax at statutory rate $ (11) $ (37) $ (67)
State income taxes Q) ) -
Depletion 3 3 2
Goodwill amortization - 3) 2)
Tax exempt interest 2 2 2
Prior year tax adjustments 62 44 51
Compensation expense attributable

to options ©) - -
MFS deferred tax - - 93
Taxes on foreign operations - ) 1
Other - ) (1)

$ 48 $ (3 $ 79

During the three years ended December 27, 199G tbap settled a number of disputed tax issuesectka prior years that have been
included in prior year tax adjustments.

Possible taxes, beyond those provided on remittaotandistributed earnings of foreign subsidigrae not expected to be material.

The components of the net deferred tax liabiliteeghe years ended December 27, 1997 and Dece28hé©96 were as follows:

(dollars in millions) 1 997 1996
Deferred tax liabilities:

Investments in securities $ 7 $ 11
Investments in joint ventures 33 45
Asset bases - accumulated depreciation 53 225
Coal sales 41 15
Other 16 16
Total deferred tax liabilities 150 312

Deferred tax assets:

Compensation - retirement benefits 25
Investment in subsidiaries 8
Provision for estimated expenses 7 26
Net operating losses of subsidiaries -

Foreign and general business tax credits 3
Alternative minimum tax credits -

Other 9
Valuation allowances -

Total deferred tax assets 52 159

Net deferred tax liabilities $ 98 $ 153

(13) Stockholders' Equil



PKS is generally committed to purchase all Classt@rk in accordance with the Certificate of Incogimn. Issuances and repurchases of
common shares, including conversions, for the thieegs ended December 27, 1997 were as follows:

Class
D Stock
Shares issued in 1995, including conversions
of 12,847,155 13,377,765
Shares repurchased in 1995 210,735
Shares issued in 1996, including conversions
of 2,052,245 2,052,425
Shares repurchased in 1996, including conversions
of 150,995 1,276,080
Shares issued in 1997, including conversions
of 6,517,715 19,630,730
Shares repurchased in 1997, including conversions
of 1,180 14,805

(14) Class D Stock Plan

In December 1997, stockholders approved amendnettie 1995 Class D Stock Plan ("the Plan"). Theraded plan, among other things,
increases the number of shares reserved for issugran the exercise of stock based awards to 3®000increases the maximum numbe
options granted to any one participant to 5,000,P08vides for the acceleration of vesting in tkiere of a change in control, allows for the
grant of stock based awards to directors of theu@and other persons providing services to the grand allows for the grant of
nonqualified stock options with an exercise pri€éess than the fair market value of Class D Stock.

In December 1997, the Group converted both optimhstock appreciation rights plans of a subsidiaryhe Group's plan. This conversion
resulted in the issuance of 3.7 million optionptwchase Class D Stock at $9 per share. The Gemggnized a one time expense, and a
corresponding increase in equity, as a result®trtdnsaction. This increase in equity and the emion of the stock appreciation rights
liability to equity are reflected as option actyih the Statement of Changes in Stockholders'tigqiihe options vest over three years and
expire in December 2002.

The Group has elected to adopt only the requirsdasure provisions and not the optional expensegmtion provisions under SFAS No.
123 "Accounting for Stock Based Compensation”, Wwhstablished a fair value based method of acaogyifidr stock options and other eqt
instruments. The fair value of the options outstagavas calculated using the Black-Scholes mettsidgurisk-free interest rates ranging
from 5.5% to 6.77% and expected lives of 75% oftéren of the option. The Group used an expectedtiity rate of 0%, which is allowed
for private entities under SFAS No. 123. Once theoB's stock becomes listed, volatility factorsl Wwé incorporated in determining fair
value. The Group's net income and earnings peesbhad 997 and 1996 would have been reduced tprivéorma amounts shown below if
SFAS No. 123 had been applied.

1997 1996

Net Income

As Reported $ 93 $ 113

Pro Forma 93 112
Basic Earnings per Share

As Reported $ .74 $ .97

Pro Forma 74 .97
Diluted Earning per Share

As Reported $ .74 $ .97

Pro Forma 74 .96

The 1995 historical pro forma amounts did not vas\the options granted in 1995 had not vested.

Transactions involving stock options granted urilerPlan are summarized as follows:

Option Price  Weighted Avg.
Shares  Per Sha re Option Price
Balance December 31, 1994 - % - $
Options granted 1,340,000 8 .08 8.08
Options cancelled - - -
Options exercised
Balance December 30, 1995 1,340,000 $ 8 .08 $ 8.08

Options granted 895,000 $ 9 .90 $ 9.90



Options cancelled (15,000) 8 .08 8.08
Options exercised - - -

Balance December 28, 1996 2,220,000 $8.08 - $9 .90 $ 8.81
Options granted 7,495,465 $9.00 - $1 0.85 $ 9.93
Options cancelled (53,000) $ 9.90 $ 9.90
Options exercised (2,318,465) $8.08 - $ 9.90 $ 8.93

Balance December 27, 1997 7,344,000 $8.08 - $1 0.85 $ 9.91

Options exercisable

December 30, 1995 - $ - $ -
December 28, 1996 265,000 8.08 8.08
December 27, 1997 1,295,269 $8.08 - $ 9.90 8.70

The weighted average remaining life for the 7,3@@,6ptions outstanding on December 27, 1997 iy&aBs.
(15) Industry and Geographic Data

The Group operates primarily in three reportabtgmsents:

information services, telecommunications and cdaimg. Other primarily includes CPTC and corporaterhead not attributable to a spec
segment and marketable securities.

Equity earnings is included due to the significanguity investments in the telecommunication busines
In 1997, 1996 and 1995 Commonwealth Edison Compangunted for 43%, 23% and 23% of the Group's nga&n

A summary of the Group's operations by industry g@olgraphic region is as follows:

Telecom-
Industry Data Information munications Coal Discontinued
(dollars in Service  (C-TEC Mining Other Operations Consolidated
millions) Entities)
1997

Revenue $ 94 $ - $222 %16 $ - $ 332
Operating

Earnings  (16) - 82 (23 ) - 43

Equity Losses,

net - (23) - (20 ) - (43)

Identifiable

Assets 61 336 499 588 643 2,127
Capital

Expenditures 14 - 3 9 - 26

Depreciation,

Depletion &

Amortization 8 - 8 8 - 24

1996

Revenue $ 42 $367 $234 $ 9 % - $ 652
Operating

Earnings 3) 31 94 (3 5) - 87

Equity Losses,

net 1) (€] - - 9)

Identifiable

Assets 29 1,100 387 38 0 608 2,504
Capital

Expenditures 11 87 2 1 7 - 117

Depreciation,

Depletion &

Amortization 10 106 12 4 - 132

1995

Revenue $ 36 $ 325 $216 $ 3 $ - $ 580
Operating

Earnings 4 37 77 (73 ) - 45
Equity Losses,

net - 3) - (2 ) - (5)
Identifiable

Assets 34 1,143 368 614 319 2,478



Capital

Expenditures 6 72 4 36 - 118

Depreciation,

Depletion &

Amortization 5 81 7 3 - 96

Telecom-

Geographic Data Information munications Coal Discontinued

(dollarsin  Services (C-TEC  Mining Ot her Operations Consolidated

millions) Entities)

1997

Revenue:

United States $ 94 $ - $222 % 16 $ - $ 332

Other - - - - - -
$94 $ - $222 % 16 $ - $ 332

Operating Earnings:
United States $(16) $ - $82 % 23) $ - $ 43
Other - - - - - -

$(16) $ - $82 % (23) $ - $ 43

Identifiable Assets:

United States $ 59 $ 336 $499 $ 588 $ 321  $1,803
Other 2 - - - 322 324
$61 $ 336 $499 $ 588 $ 643  $2,127
1996
Revenue:
United States $ 42 $ 367 $234 $ 9% - $ 652
Other - - - - - -
$ 42 $ 367 $234 % 9 % - $ 652

Operating Earnings:
United States $ (3) $ 31 $9%4 % (3%) % - $ 87
Other - - - - - -

Identifiable Assets:

United States $ 29 $1,100 $387 $ 380 $ 287 $2,183
Other - - - - 321 321

$ 29 $1,100 $387 $ 380 $ 608 $2,504
1995
Revenue:
United States $ 36 $ 325 $216 $ 3% - $ 580
Other - - - - - -

$ 36 $ 325 $216 $ 3 % - $ 580

Operating Earnings:
United States $ 4 $ 37 $77 $ (73) $ - $ 45
Other - - - - - -

$ 4 $ 37 $77 $ (73) $ - $ 45

Identifiable Assets:

United States $ 34 $1,143 $368 $ 614 $223  $2,382
Other - - - - 96 96
$34 $1,143 $368 $ 614 $319 $2478

(16) Related Party Transactia



The Group receives certain mine management serfrimesthe Construction & Mining Group. The expefsethese services was $32 milli
for 1997, $37 million for 1996 and $30 million f@®95, and is recorded in general and administraypenses.

(17) Fair Value of Financial Instruments

The carrying and estimated fair values of the Gofipancial instruments are as follows:

1997 1996

Carr ying Fair  Carrying Fair
(dollars in millions) Amou nt Value Amount Value
Cash and cash equivalents (Note 8) $ 87 $ 87 $ 147 $ 147
Marketable securities (Note 8) 6 78 678 372 372
Restricted securities (Note 8) 22 22 17 17
Investments in C-TEC entities (Note 9) 3 35 776 355 315
Investment in equity securities (Notes 8 & 9) - - 75 75
Investments in discontinued operations (Note 4) 6 43 854 608 960
Long-term debt (Notes 8 & 11) 1 40 140 377 384

(18) C-TEC Restructuring

The following is financial information of the Groiqad C-TEC been accounted for utilizing the eqmithod as of December 27, 1997 and
December 28, 1996 and for each of the three yemlsdeDecember 27, 1997. The 1997 financial statesneclude C-TEC accounted for
utilizing the equity method and are presented Fmareomparative purposes only.

Operations (dollars in millions) 1997 1996 1995
Revenue $ 332 $ 285 $ 255
Cost of Revenue (175)  (134) (133)

General and Administrative Expenses (114) (95) (114)
Operating Earnings 43 56 8
Other (Expense) Income:

Equity earnings (losses), net (43) (13) 7
Investment income, net 45 42 30
Interest expense, net (15) 5) (2)
Gain on subsidiary's stock transactions, net - - 3
Other, net 1 11 120

Equity Loss in MFS -

- (131

Earnings from Continuing Operations

before Income Taxes and Minority Interest 31 91 36
Income Tax Benefit 48 11 90
Minority Interest in Net Loss of Subsidiaries 4 2 -
Income from Continuing Operations 83 104 126
Income from Discontinued Operations 10 9 14
Net Earnings $ 93 $ 113 $140
Financial Position (dollars in millions) 1997 1996
Assets
Current Assets:

Cash and cash equivalents $ 87 $ 71
Marketable securities 678 325
Restricted securities 22 17
Receivables 42 34
Investments in Discontinued Operations 643 608
Other 22 12

Total Current Assets 1,494 1,067



Net Property, Plant and Equipment 184 174

Investments 383 458
Intangible Assets, net 21 23
Other Assets 45 49

$2,127 $1,771

Liabilities and Stockholders' Equity

Current Liabilities:

Accounts payable $ 31 $ 41
Current portion of long-term debt 3 2
Accrued reclamation and other mining costs 19 19
Other 36 27
Total Current Liabilities 89 89
Long-term Debt, less current portion 137 113
Deferred Income Taxes 83 47
Accrued Reclamation Costs 100 98
Other Liabilities 139 163
Minority Interest 1 4
Stockholders' Equity 1,578 1,257

$2,127 $1,771

(19) Pro Forma Information (unaudited).

The following information represents the pro forfilancial position of the Group after reflectingetimpact of the transactions with
CalEnergy (Note 4) and the conversion of Class&eshto Class D shares (Note 21) both of which medwsubsequent to the fiscal year end.

1997 1997
(dollars in millions) Historical ~Adjus tments Pro Forma
Current Assets
Cash & marketable securities $ 765 $ 12 2(@) $ 2,046
1,15 9 (b)
Investment in discontinued
Operations 643 (64 3)(b) -
Other current assets 86 86
Total Current Assets 1,494 63 8 2,132
Property, Plant & Equipment, net 184 184
Other Non-current assets 449 449
$2,127 $63 8 $ 2,765
Current Liabilities $ 89 $19 2(b) $ 281
Non-current Liabilities 459 459
Minority Interest 1 1
Stockholders' Equity 1,578 12 2 (a) 2,024
32 4 (b)

$ 2,127 $63 8 $ 2,765

(a) Reflect conversion of 2.3 million Class C slsaie10.5 million Class D shares.
(b) Reflect sale of energy assets to CalEnergyralatied income tax liability.

(20) Other Matters

In connection with the sale of approximately 10limil Class D shares to employees in 1997, the Cagnpas retained the right to purchase
the relevant Class D shares at the then curress@aStock price if the Transaction is definitivalyandoned by formal action of the PKS
Board or the employees voluntarily terminate tle@iployment on various dates prior to January 191



In May 1995, the lawsuit titted Whitney Benefitacl and Peter Kiewit Sons' Co. v. The United Statas settled. In 1983, plaintiffs alleged
that the enactment of the Surface Mining Contral BReclamation Act of 1977 had prevented the miwifhtipeir Wyoming coal deposit and
constituted a government taking without just congagion. In settlement of all claims, plaintiffs agd to deed the coal deposits to the
government and the government agreed to pay gfai®200 million, of which Peter Kiewit Sons' Ca.Level 3 subsidiary, received
approximately $135 million in June 1995 and recdrilén other income on the statements of earnings.

The Group is involved in various other lawsuitgiicls and regulatory proceedings incidental toutsitess. Management believes that any
resulting liability, beyond that provided, shouldt materially affect the Group's financial positidmture results of operations or future cash
flows.

The Group leases various buildings and equipmeti¢uboth operating and capital leases. Minimumalgrayments on buildings and
equipment subject to noncancelable operating leds®sg the next 7 years aggregate $29 million.

It is customary in the Group's industries to usgoues financial instruments in the normal coursduadiness. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of the Grivuaccordance with specified terms and
conditions. As of December 27, 1997, the Groupdwatdtanding letters of credit of approximately $@iflion.

(21) Subsequent Events

In January 1998, approximately 2.3 million share€lass C Stock, with a redemption value of $12Riom, were converted into 10.5 million
shares of Class D Stock.

In March 1998, PKS announced that its Class D Stattbegin trading on April 1 on the Nasdaq NatdMarket under the symbol "LVLT."
The Nasdagq listing will follow the separation oét@roup and the Construction Group of PKS, whiakxisected to be completed on March
31, 1998. In connection with the separation, PK&struction subsidiary will be renamed "Peter Kig8ons', Inc." and PKS Class D stock

will become the common stock of Level 3 Communimadi Inc.

PKS' certificate of incorporation gives stockhoklitire right to exchange their Class C Stock fos€@ Stock under a set conversion form
That right will be eliminated as a result of theaetion of the Group and the Construction Groupréplace that conversion right, Class C
stockholders received 6.5 million shares of a néas€£R stock in January, 1998, which is converiittie Class D Stock in accordance with
terms ratified by stockholders in December 1997.

The PKS Board of Directors has approved in prircgblan to force conversion of all shares of CRissock outstanding. Due to certain
provisions of the Class R stock, conversion will be forced prior to May 1998, and the final demisio force conversion would be made by
Level 3 Board of Directors at that time. The Le8é8oard may choose not to force conversion if itawe decide that conversion is not in the
best interests of the stockholders of Level 3asfcurrently anticipated, the Level 3 Board deteasito force conversion of the Class R stock
on or before June 30, 1998, certain adjustmentd@imade to the cost sharing and risk allocatimvigions of the separation agreement
between Level 3 and the Construction business.

If the Level 3 Board of Directors determines toceconversion of the Class R stock, each shardéasS@ stock will be convertible into $25
worth of Level 3 (Class D Stock) common stock, lasgon the average trading price of the Level 3room stock on the Nasdag National

Market for the last fifteen trading days of the rtioprior to the determination by the Board of Dites to force conversion. When the spiffi-
occurs, Level 3 will increase paid in capital asduce retained earnings by the fair value of tles€R shares.
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