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Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Seculifiegation Reform Act of 1995)

This report contains forward looking statements iaf@rmation that are based on the beliefs of mansnt as well as assumptions made by
and information currently available to Level 3 Comnitations, Inc. and its subsidiaries ("Level 3'tloe "Company"). When used in this

report, the words "anticipate”, "believe", "plan®stimate" and "expect" and similar expressiosghay relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetdamties and assumptions. Should one or moreesft risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aaesults may vary materially from those descrilvethis document.

These forward-looking statements include, amongrsttstatements concerning:

. the Company's business plan to increase subatgiits communications and information servicesibass and to expand the range of
services that the Company offers (the "Business"Pléds advantages and the Company's strategyrfplementing the Business Plan;

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

. plans to devote significant management time apital resources to the Company's business;

. expectations as to the Company's future revemiasgins, expenses and capital requirements;

. anticipated dates on which the Company will begipviding certain services or reach specific nidass in the Business Plan; and

. other statements of expectations, beliefs, futleas and strategies, anticipated development®tmed matters that are not historical facts.

These forward-looking statements are subject ks @&d uncertainties, including financial, reguigt@nvironmental, industry growth and
trend projections, that could cause actual eventssults to differ materially from those expressedmplied by the statements. The most
important factors that could prevent Level 3 frochiaving its stated goals include, but are nottlaito, the Company's failure to:

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

. overcome significant early operating losses;

. produce sufficient capital to fund the BusineEmpP

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

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

. successfully complete commercial testing of dfissvitch technology for voice transmission sersice
. hegotiate new and maintain existing peering agesgs; and
. develop and implement effective business suppa@tems for processing customer orders and provigjo

The Company undertakes no obligation to publiclglatp any forward-looking statements, whether &saltr of new information, future
events or otherwise. Further disclosures that thra@any makes on related subjects in its additiblradis with the Securities and Exchange
Commission should be consulted. For further infdromaregarding the risks and uncertainties that afégct the Company's future results,
please review our Current Report on Form 8-K/Adfleith the Securities and Exchange Commission oveNder 9, 1999.
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ITEM 1. BUSINESS

Level 3 Communications, Inc. and its subsidiariégyel 3" or the "Company") engage in the commutidges, information services and coal
mining businesses through ownership of operatimgisiiaries and substantial equity positions in fjubdmpanies. In late 1997, the Comp
announced the business plan to increase subshait8ahformation services business and to exptwedange of services it offers by building
an advanced, international facilities based compatitins network based on Internet Protocol tectgyo(the "Business Plan").

Please see the Glossary of Terms for definitionsedfin terms used in this Report.
History

The Company was incorporated as Peter Kiewit Sboms'jn Delaware in 1941 to continue a construthasiness founded in Omaha,
Nebraska in 1884. In subsequent years, the Comipaagted a portion of the cash flow generated $gadinstruction activities in a variety
other businesses. The Company entered the coahgninisiness in 1943, the telecommunications busifeemsisting of MFS
Communications Company, Inc. ("MFS") and, more nélge an investment in C-TEC Corporation and itscassors RCN Corporation
("RCN"), Commonwealth Telephone Enterprises, InNCofnmonwealth Telephone™) and Cable Michigan, Iirt}988, the information
services business in 1990 and the alternative grmrginess, through an investment in MidAmericarrgy Holdings Company, formerly
known as CalEnergy Company, Inc. ("MidAmericant)1991. Level 3 also has made investments in skdev&lopment-stage ventures.

In 1995, the Company distributed to the holdergso€lass D Stock (as defined) all of its shareMB8. In the seven years from 1988 to
1995, the Company invested approximately $500 onilin MFS; at the time of the distribution to stholders in 1995, the Company's
holdings in MFS had a market value of approxima$dly75 billion. In December 1996, MFS was purchaseW/orldCom in a transaction
valued at $14.3 billion.

In December 1997, the Company's stockholdersedtifie decision of the Board of Directors (the "80ato effect the split-off separating
the Company's construction and mining managemesratipns (the "Construction Group") from the renragnoperations of the Company.
a result of the split- off, which was completedMarch 31, 1998, the Company no longer owns anyestdn the Construction Group. In
conjunction with the split-off, the Company changtschame to "Level 3 Communications, Inc.," anel @onstruction Group changed its
name to "Peter Kiewit Sons', Inc."

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

In November 1998, Avalon Cable of Michigan, Incqaiced all the outstanding stock of Cable Michigia@vel 3 received approximately
$129 million in cash for its interest in Cable Migan and recognized a pre-tax gain of approxim&key million.

Business Plan

Since late 1997, the Company has substantiallyased the emphasis it places on and the resowreesed to its communications and
information services business. Since that timeQbmpany has become a facilities based providat {$ha provider that owns or leases a
substantial portion of the plant, property and pmeént necessary to provide its services) of a braade of integrated communications
services. The Company has expanded substantiallyukiness of its subsidiary PKS Information Sawjdnc. ("PKSIS") and is creating,
through a combination of construction, purchaselaasing of facilities and other assets, an
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advanced, international, facilities based commuiuna network. The Company designed the Level @o¢ based on Internet Protocol
technology in order to leverage the efficiencieshid technology to provide lower cost communicasigervices.

Market and Technology Opportunity. The Companyewals that, as technology advances, a compreheaasige of both consumer and
business communications and information servicdseiprovided over networks utilizing Internet Rycol technology. These services will
include traditional voice services, as well as pthega services such as Internet access and vintivalte networks. The Company believes
shift has begun, and over time should acceleratghé following reasons:

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

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

. Improving Technologies. The Company and othdmetogy companies have developed solutions to addreblems associated with
certain Internet Protocol based applications tlsatthe public Internet. For example, typical vawer Internet Protocol solutions are
characterized by cumbersome two-stage dialing reménts, latency (delay through the network whieh eegatively affect timing sensitive
communications such as voice), quality and concabiosit adequate security and reliability. During&maber 1999, Level 3 commercially
launched (3)Voice long distance service in 10 migtkbe first voice service to utilize softswita@thnology. Level 3 expects to begin
commercial testing of some features associatedladl service, such as caller ID, voice mail aall fIorwarding, during the first quarter of
2000. Level 3's Internet Protocol voice technolpgyvides a seamless interconnection with the PSSibgusoftswitch architecture.

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

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

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

. Combine Latest Generations of Fiber and Eleatsorin order to achieve unit cost reductions fansmission capacity, Level 3 has designed
its network with multiple conduits to deploy sucsige generations of fiber to exploit improvememtsransmission electronics. Optimizing
transmission electronics to exploit specific getiers of fiber optic technology currently provideansmission
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capacity on the new fiber more cost effectivelyntidaploying new electronics on previous generatajrier.

. Offer a Comprehensive Range of Communicationsi&es. The Company provides a comprehensive rahgenomunications services over
the Level 3 network, including private line, (3)¥eilong distance services, colocation, Interneése@and managed modem. Level 3 expects
to begin commercial testing of some features aagediwith local service, such as caller ID, voicalrand call forwarding, during the first
quarter of 2000. Level 3 is also offering dark fileed conduits along its local and intercity netkgoon a long-term lease basis.

. Provide Significant Colocation Facilities. Lex&has been experiencing higher demand for its atilme services from its web centric
customers than was anticipated in preparing thénBas Plan. Level 3 believes that providing colmraservices on its network attracts web
centric customers by allowing Level 3 to offer ta@sistomers reduced bandwidth costs, rapid prawiggoof additional bandwidth,
interconnection with other third-party networks amghroved network performance. Therefore, LevekBdves that controlling significant
colocation facilities in its gateways provides ittwa competitive advantage. In addition, significaeolocation facilities in a gateway allow
Level 3 to price the exchange of traffic betwearciistomers that are colocated in the same faatligjgnificantly lower cost than the
exchange of traffic between a customer locatedaeitie facility and a customer located within theility.

As of December 31, 1999, Level 3 had secured afpairly 3.4 million square feet of space for it¢éegeay facilities and had completed the
buildout of approximately 1.3 million square feétlus space. Level 3 believes it currently has enmolocation space than any of its
competitors. In January 2000, Level 3 announceexpansion of its Business Plan to increase signrifly the aggregate amount of its global
gateway facilities to 6.5 million square feet otlee next two to three years.

. Provide Seamless Interconnection to the PSTNinDubecember 1999, the Company launched its (3)/lwng distance service that allows
the seamless interconnection of the Level 3 netwaitk the PSTN for long distance voice transmissiddeamless interconnection allows
customers to use Level 3's Internet Protocol basedces without modifying existing telephone equgmt or dialing procedures (that is,
without the need to dial access codes or follove#imilar special procedures). The Company's mathagpdem service uses similar
softswitch technology to seamlessly interconne¢h&PSTN.

. Accelerate Market Rolbut. To support the launch of its services and ligve customer base in advance of completing thstoaction of it:
network, Level 3 offers services over a combinatibleased local and intercity facilities. Over &nthese leased networks will be displaced
by the networks that the Company is constructing.

. Target Web Centric Customers. The Company'sildigton strategy is to utilize a direct sales fofeeused on communications intensive
web centric businesses. These businesses inclide &pplication service providers, content proddsystems integrators, next generation
carriers, web-hosting companies, streaming medigpamies and Internet Protocol based storage praviBeoviding continually declining
bandwidth costs to these companies is at the dareedCompany's market enabling strategy becausewvtidth generally represents a
substantial portion of web centric businesses'scost

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

. Leverage Existing Information Services CapaleiitiThe Company is expanding its existing cap&slin computer network systems
integration, consulting, outsourcing and software



reengineering, with particular emphasis on the eosion of legacy software systems to systems tieat@mpatible with Internet Protocol
networks and web browser access.

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

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

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

. A More Readily Upgradable Network Infrastructurevel 3's network design takes advantage of rdo@otvations, incorporating many of
the features that are not present in older comnatinit networks, and provides Level 3 flexibilitytatke advantage of future developments
and innovations. Level 3 has designed the trangonissetwork to optimize all aspects of fiber andatfonics simultaneously as a system to
deliver the lowest unit cost to its customers. iderf and transmission electronic technology chanigesel 3 expects to realize new unit cost
improvements by deploying the latest fiber andgmaission electronics technology in available engstgpare conduit in the multiple conduit
Level 3 network. The Company believes that theespanduit design of the Level 3 network will enabéavel 3 to effect this deployment
more quickly and at lower cost than other carriers.

. Integrated End-to-End Network Platform. LevelSimtegy is to deploy network infrastructure injonanetropolitan areas and to link these
networks with significant intercity networks in NbrAmerica and Europe. The Company believes thairttegration of its local and intercity
networks with its colocation facilities will expanide scope and reach of its nat customer coverage, and facilitate the unifoeplayment ¢
technological innovations as the Company managdatiire upgrade paths.

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

The Level 3 Network

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

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

. leased or owned local networks in 56 North Arratimnarkets;

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

. leased or owned local networks in 21 EuropeanRauific Rim markets;

. approximately 6.5 million square feet of gateviagilities in North America, Europe and the PacRitn; and

. undersea capacity, including a 1.28 Tbps traastit! cable system and a 2.56 Thps Northern Adifecgystem initially connecting Hong
Kong to Tokyo.



Intercity Networks. The Company's nearly 16,00Cerfitber optic intercity network in North Americallwg¢onsist of the following:

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

. Multiple conduits connecting local networks impagximately 200 North American cities. In genetadyel 3 will install groups of 10 to 12
conduits in its intercity network. The Company beés that the availability of spare conduit wilbal it to deploy future technological
innovations in optical networking components ad &glproviding Level 3 with the flexibility to offeconduit to other entities.

. Initial installation of optical fiber strands dgised to accommodate dense wave division multiplgxiansmission technology. This fiber
allows deployment of equipment which transmits algron 32 or more individual wavelengths of light ptrand, thereby significantly
increasing the capacity of the Company's netwdgkixe to older networks which generally use ogtfdzer strands that transmit fewer
wavelengths of light per strand. In addition, thentpany believes that the installation of neweragbtiibers will allow a combination of
greater wavelengths of light per strand, higheitaligransmission speeds and greater spacing afanktelectronics. The Company also
believes that each new generation of optical fitidrallow increases in the performance of theggeass of the fiber and will result in lower
unit costs.

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

. A design that maximizes the use of open, non+jetary hardware and software interfaces to allessIcostly upgrades as hardware and
software technology improves.

In December 1999, Level 3 began carrying custonaéfi¢ between Dallas and Houston on the first ctatgal and lit segment of its North
American intercity network.

To support the launch of its services in the tlgindrter of 1998, the Company leased intercity dap&om two providers. This leased
capacity will be displaced over time by Level 3artid American intercity network.

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



The following diagram depicts the currently planidatth American intercity network when fully constted:
[GRAPHIC OF CURRENTLY PLANNED NORTH AMERICAN INTERC ITY NETWORK]

The Company expects to substantially complete @tliNAmerican intercity network by the end of theay 2000. Deployment of the North
American intercity network will be accomplisheddhgh simultaneous construction efforts in multipleations, with different portions being
completed at different times. As of December 3B9,9he Company had completed 9,334 route miléseointercity network and had
approximately 6,200 route miles under construction.

In Europe, the Company is deploying an approxingadel50 mile fiber optic intercity network with afeeteristics similar to those of the
North American intercity network. As in North Ames, the Company will provide initial service in Bpe over a leased network that will
displaced over time by the intercity network owtgdhe Company.

On April 29, 1999, Level 3 announced that it hahfized contracts relating to construction of Ringf its European network in France,
Belgium, the Netherlands, Germany and the Unitetgom. Ring 1, which is approximately 1,800 miled| connect Paris, Frankfurt,
Amsterdam, Brussels and London. The network is egoeto be ready for service by September 200Q Riis part of the approximately
4,750 mile intercity network. This European netwaiik be linked to the Level 3 North American intély network by the Level 3
transatlantic 1.28 Tbhps cable system currently uddeelopment, also expected to be ready for setwcSeptember 2000.

On July 26, 1999, the Company announced two impbdeavelopments of its European network build vaigheements with Eurotunnel and
Alcatel. Eurotunnel will install and supply Levela8th multiple cross-Channel cables between thdddnKingdom and France through the
high-security service tunnel. The first of thesblea will be completed by the end of the first qaaof 2000. Subsequent cables will be
installed to upgrade and expand the network asdresh required or when new fiber technology becoavedlable. Alcatel will design,
develop and install an undersea cable to link el 3 network between the United Kingdom and BetgiThe cable system is already ur
development and will be completed by the end ofitisé half of 2000.

In addition, on May 4, 1999, Level 3 and COLT TelecGroup plc ("COLT") announced an agreement teesbasts for the construction of
European networks. The agreement calls for Levwelshare construction costs of COLT's
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planned 1,600 mile intercity German network linkBerlin, Cologne, Dusseldorf, Frankfurt, Hamburgymith and Stuttgart. In return, CO
will share construction costs of Ring 1 of Leve Blanned European network.

The Company has entered into transoceanic capagigements that will link Level 3's North Americ&uropean and Pacific Rim intercity

networks. One agreement provides for Level 3'dqpation in the construction of an undersea calitem that will connect Japan and the
United States by the end of the year 2000. The iréntpagreements relate to the Company's trangatleapacity. These agreements are in
addition to the agreement relating to the Compahy8 Thps transatlantic undersea cable system.

In the Pacific Rim, the Company currently intenadlptovide service over a leased line intercity metand long-term leases of submarine

cable capacity. In 1999, Level 3 opened its AsiaifRaheadquarters in Hong Kong. On January 24020@vel 3 announced two important

developments of its Asian network with the plangedstruction of a 2.56 Tbps undersea cable injt@dinnecting Hong Kong to Tokyo and
gateway facilities in each city. This connectiomviEen Hong Kong and Tokyo is intended to be that itage in the construction by Level 3
of an undersea network in the region and is sclegdiar completion in the second quarter of 2001.

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

The Company had secured approximately 3.4 millgpurase feet of space for its gateway facilities aBacember 31, 1999 and had comple
the buildout of approximately 1.3 million squareffef this space. The Company's gateway faciléiesbeing designed to house local sales
staff, operational staff, the Company's transmissiod Internet Protocol routing/switching facil#iand technical space to accommodate
colocation of equipment by higislume Level 3 customers, such as ISPs, in an @mvientally controlled, secure site with direct asc® th
Level 3 network through dual, fault tolerant contieats. The Company is offering private line, (3)¥®j colocation services, Internet access
and managed modem at its gateway sites. The ailitylall these services varies by location.

As of December 31, 1999, the Company had operdtfaoéities based local metropolitan networks &12.S. markets and 3 European
markets. Also, as of December 31, 1999, the Compadyentered into interconnection agreements WB®®8s covering 49 markets.

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

The launches of services in London and Frankfuibfied the Company's acquisitions of BusinessNatitdd, a leading UK ISP, in January
1999 and miknet Internet Based Services GmbH,dirlgaGerman ISP, in September 1998. In additioduime 1999, the Company comple
the construction of its metropolitan network in @igy of London. The Company launched its interoradil gateway in London in January
1999 and Paris, Amsterdam and Frankfurt in Jun®.18BBe 75,000 square foot office and operationditiae London is the hub of Europei
operations and houses the operational center anrieequipment, along with additional space fopaxsion and colocation services. In
addition, in July 1999, Level 3 acquired a buildimigh an additional approximately 263,000 squaet & space to serve as colocation
technical space in London. The Company is curresffigring services in and among London, Paris, Amtstm and Frankfurt.

Communications and Information Services

In connection with the Business Plan, the Comparspbstantially increasing the emphasis it placesnal the resources devoted to its
communications and information services businels. Gompany is building
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on the strengths of its information services bussrend the benefits of the Level 3 network to cdf@road range of other services to business
and other end users.

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

. Transport Services. The Company's transport@esvdonsist of private line and special accesscgand longerm leases of dark fiber a
conduits.

[ JPrivate Line and Special Access. Private lind apecial access services are established as apenbphysical connection between
locations for the exclusive use of the customee Tompany is offering the following types of prigdine and special access services:

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

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

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

The Company is currently offering its special ascasd private line services with available transiois speeds from T1 to OC3 and OC48.

[_]Dark Fiber and Conduits. The Company is offerifegk fiber and conduit along its local and intgreietworks on a long-term lease basis.
Customers can lease dark fiber and conduit in amybination of three ways: (1) segment by segmentfu(l ring or (3) the entire Level 3
network. Level 3 offers colocation space in itsegedy and intercity retransmission facilities tosheustomers for their transmission
electronics. Although Level 3 will not be responsifor the management of the transmission eleatstievel 3 is contemplating providing
installation and maintenance services for this gmeint on a fee for service basis.

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

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

Level 3 is offering customers, including ISPs, tipportunity to colocate their web-server compustrthe Company's larger gateway sites,
enabling them to take advantage of the marketingtotner service, internal company information neksd'intranets") and other benefits
offered by such web presence. By colocating its-aaver in a Level 3 facility, a customer has th#itg to deploy a high-quality, high-
reliability Internet presence without investing itapin data center space, multiple high-speed eotions or other capital intensive
infrastructure. Although the customer is respormsibl maintaining the content and performances$drver, the Company's technicians will
be available to monitor basic server operation. Chenpany will also offer redundant infrastructuomsisting of multiple routers and
connections to Internet backbones.

. Internet Access. The Company is offering Inteawtess to business customers, other carrierssiral These services include high-capacity
Internet connections ranging from 45 Mbps to 1,00ps.

. Managed Modem. The Company is offering to its@uers an outsourced, turn-key infrastructure smiufior the management of dial up
access to either the public Internet or a corpatata network
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that may include access to the public Internet ¢itdped Modem"). This service was the first offergdhe Company that used softswitch
technology to seamlessly interconnect to the PSVNile ISPs are provided a fully managed dial-upmeek infrastructure for access to the
public Internet, corporate customers that purcihdaeaged Modem services receive connectivity foratenusers to support data applications
such as telecommuting, e-mail retrieval, and clgsmter applications. For Managed Modem custonhengel 3 arranges for the provision of
local network coverage, dedicated local telephamabers (which the Managed Modem customer distribtadéts customers in the case of an
ISP or to its employees in the case of a corpanagéomer), racks and modems as well as dedicatetectivity from the customer's location
to the Level 3 gateway facility. Level 3 also pr®$ monitoring of this infrastructure 24 hours g,d®ven days a week. By providing a turn-
key infrastructure modem solution, Level 3 belietlest this product allows its customers to savé lsapital and operating costs.

. Voice. During December 1999, Level 3 commercitdiynched (3)Voice, its Internet Protocol basedyldistance service, which uses
softswitch technology. This long distance servicedrrently available in 10 markets. The Compameess to begin commercial testing of
some features associated with local service, ssdaker ID, voice mail and call forwarding, duritige first quarter of 2000. Customers ac

(3)Voice long distance service by using existiriggbone equipment and dialing procedures. The Cagnpalieves that (3)Voice long
distance service is offered at a quality level étm#hat of the PSTN.

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

PKSIS offers reengineering services that allow canigs to convert older legacy software systemsdadem networked computing systems,
with a focus on reengineering software to enalderosoftware application and data repositoriestadressed by web browsers over the
Internet or over private or limited access IntefPettocol networks. PKSIS also provides customéiis ascombination of workbench tools
and methodologies that provide a complete strateggyonverting mainframe-based application systemdient/server architecture.

Distribution Strategy

Level 3's distribution strategy is to utilize aetit sales force focused on communications interesieweb centric businesses. These
businesses include ISPs, application service pepgjccontent providers, systems integrators, neméation carriers, wetesting companie:
streaming media companies and Internet Protoc@dst®rage providers. Level 3 believes that thesgpanies are the most significant
drivers of bandwidth demand. The past distinctioesveen retail and wholesale have been blurredes®tcommunications intensive and
centric businesses purchase Level 3 services, @dé to our services and then remarket the serticesd-users. Bandwidth constitutes a
significant portion of these companies' cost stmectind their needs for bandwidth in many casegramging at an exponential rate. Provid
continually declining bandwidth costs to these camips is at the core of Level 3's market enablirgegy.
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Level 3 expects that approximately 85% of its saldisbe to web centric customers that package caminations services into value added
services and directly sell into the residential Bodiness markets. The remaining approximately ab2evel 3's sales will be to other
customers that are communications intensive and hagh growth in communications and informationveas consumption. Level 3 has
segmented its sales organization into four chartodlaplement this distribution strategy. Thesdude a Regional/Account Sales Group, a
Carrier Sales Group and a Dark Fiber Sales Group.

Business Support System

In order to pursue its sales and distribution sgis, the Company is developing a set of intedratétware applications designed to autor
the Company's operational processes. Through trelajament of a robust, scalable business suppstesy the Company believes that it has
the opportunity to develop a competitive advantagdative to traditional telecommunications compan@hereas traditional
telecommunications companies operate extensiveyegasiness support systems with compartmentadirelitectures that limit their ability
to scale rapidly and introduce enhanced servicddeatures, the Company has developed a businppsrsisystem architecture intended to
maximize both reliability and scalability.

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

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

. phased completion of software releases designatiaw the Company to test functionality on anrémental basis;

. ""web-enabled" applications so that on-line asdesall order entry, network operations, billimgd customer care functions is available to
all authorized users, including Level 3's custonaerd resellers;

. use of a three-tiered, client/server architectoat is designed to separate data and applicamusis expected to enable continued
improvement of software functionality at minimumsgoand

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

The first four releases of the business suppotesyfiave been delivered and contain functionaktyessary to support the set of services
presently offered. See "--Communications and Inftiam Services."

Interconnection and Peering

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

As of December 31, 1999, the Company had entetedriterconnection agreements covering 49 marRéts.Company may be required to
negotiate new or renegotiate existing interconnectigreements as Level 3 expands its operatiotniwriant and additional markets in the
future and as existing agreements expire or amaittiated.

Peering agreements between the Company and ISRe@essary in order for the Company to exchandféctreith those ISPs without having
to pay transit costs. The Company has peering geraents with approximately 90 domestic ISPs andcequpately 50 international ISPs a
is currently purchasing transit from one major I$Re basis on which the large national ISPs makeipg available or impose settlement
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charges is evolving as the provision of Interneeas and related services has expanded. Recantipanies that have previously offered
peering have cut back or eliminated peering refstiips and are establishing new, more restrictiieria for peering. In order to maintain
certain of its peering relationships, Level 3 vaidlve to meet these more restrictive criteria.

Employee Recruiting and Retention

As of December 31, 1999, Level 3 had 3,175 empkyethe communications portion of its business BH&IS had approximately 681
employees, for a total of 3,856 employees. The Gombelieves that its ability to implement the Bgsis Plan will depend in large part ot
ability to attract and retain substantial numbédradalitional qualified employees. In order to attrand retain highly qualified employees, the
Company believes that it is important to provigea(ivork environment that encourages each indivittuperform to his or her potential, (ii;
work environment that facilitates cooperation todgashared goals and (iii) a compensation prograsigded to attract the kinds of
individuals the Company seeks and to align emplshiagerests with the Company's. The Company bedi¢lie Business Plan and its
relocation to new facilities in the Denver metrdfaoi area help provide such a work environmenthwéspect to compensation programs,
while the Company believes financial rewards alareenot sufficient to attract and retain qualifeadployees, the Company believes a
properly designed compensation program is a negessmponent of employee recruitment and retentiothis regard the Company's
philosophy is to pay annual cash compensation wifithe Company's annual goals are met, is modirareater than the cash compens:
paid by competitors. The Company's non-cash bepefgrams (including medical and health insuratifeejinsurance, disability insurance,
etc.) are designed to be comparable to those dffeyéts competitors.

The Company believes that the qualified candididteseks place particular emphasis on equity-bmegiterm incentive ("LTI") programs.
The Company currently has two complementary progrdinthe equity-based "Shareworks" program, whielps ensure that all employees
have an ownership interest in the Company andraseugaged to invest risk capital in the Compangsks and (ii) an innovative Outperform
Stock Option ("OSO") program applicable to the Camys employees. The Shareworks program currendiples employees to contribute
up to 7% of their compensation toward the purcldigsestricted common stock. If an employee remamgployed by the Company for three
years from the date of purchase, the shares vétl aed be matched by the Company with a grant efgaal number of shares of its comn
stock. The Shareworks program also provides thigfest to satisfactory Company performance, the @ow's employees will be eligible
annually for grants by the Company of its restdatemmon stock of up to 3% of the employees' corsgigon, which shares will vest three
years from the employee's initial grant d:

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

The OSO program was designed by the Company sdtststbckholders receive a market related retartheir investment before OSO
holders receive any return on their options. ThenGany believes that the OSO program aligns direatiployees’ and stockholders' interests
by basing stock option value on the Company'stghidi outperform the market in general, as meashyetthe S&P 500 Index. The value
received for options under the OSO plan is basea fmnmula involving a multiplier related to how ofuour common stock outperforms the
S&P 500 Index. Participants in the OSO programalorealize any value from options unless our comstook price outperforms the S&P
500 Index. To the extent that our common stock erditpms the S&P 500, the value of OSOs to an ogitmder may exceed the value of
NQSOs.
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Subsequent to the split-off of the Construction@rérom its other businesses, the Company adoptedstognition provisions of SFAS No.
123. Under SFAS No. 123, the fair value of an O8©domputed in accordance with accepted optioratialumodels) on the date of grant is
amortized over the vesting period of the OSO. Humgnition provisions of SFAS No. 123 are appliemspectively upon adoption. As a
result, they are applied to all stock awards grairieghe year of adoption and are not applied taraw granted in previous years unless those
awards are modified or settled in cash after adapaf the recognition provisions. The adoption BAS No. 123 resulted in natash charge

to operations of $126 million in 1999 and $39 roiflin 1998 and will continue to result in non-cablarges to operations for future periods
that the Company believes will also be materiak @mount of the non- cash charge will be depenggoh a number of factors, including the
number of options granted and the fair value edédhat the time of grant.

Competition

The communications and information services inguisthighly competitive. Many of the Company's éxig and potential competitors in the
communications and information services industiyehfénancial, personnel, marketing and other resesisignificantly greater than those of
the Company, as well as other competitive advastagsuding existing customer bases. Increasedatiolagion and strategic alliances in the
industry resulting from the Telecom Act, the opgnaf the U.S. market to foreign carriers, technaabadvances and further deregulation
could give rise to significant new competitorsiie Company.

In the special access and private line servicegehathe Company's primary competitors are IXCEQs and CLECs. Most of these
competitors have a significant base of customers/fmm they are currently providing colocation seeg. Due to the high costs to CLECs of
switching colocation sites, the Company may hagerapetitive disadvantage relative to these conmgrstifThe market for the colocation of
web-servers is extremely competitive. In this maritee Company competes with ISPs and many otheisiding Exodus, GlobalCenter and
Qwest.

For voice services, the Company will compete prilpavith national and regional network providersT&T, Sprint, MCl WorldCom and
Qwest currently own nationwide long distance fibptic networks. Significant new competitors couli@ as a result of increased
consolidation and strategic alliances in the industsulting from recent Congressional and FCCoasti MCl WorldCom has entered into an
agreement to acquire Sprint. In Europe, GTS, MCHd@om and Viatel currently own intercity networkdwest's network as well as the
intercity networks being deployed by others, inahgdBroadwing and Williams Communications in theitdd States and KPNQwest, i-21
and Global Crossing in Europe, use advanced tecggaimilar to that of the Level 3 network and offggnificantly more capacity to the
marketplace. Increased capacity may cause signifibacreases in the prices for services. The plofithe Company to compete effectivel
this market will depend upon its ability to maimtdiigh quality services at prices equal to or befloase charged by its competitors.
Interexchange Carriers and certain CLECs with ex@ibsr optic strands may be competitors in thd dier business. In the long distance
market, the Company's primary competitors will ing AT&T, MCI WorldCom, Sprint and Qwest, all of am have extensive experience in
the long distance market. In addition, the Teledahwill allow the RBOCs and others to enter thedalistance market. Bell Atlantic was
recently authorized to conduct in- region longatiste service in New York. SBC has filed an applicato conduct such service in Texas.
These providers are also competitors in the pronisif internet access. In local markets the Competiyyompete with ILECs and CLECSs,
many of whom have extensive experience in the lozaket.

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

The Company's communications and information ses/lusiness will be subject to varying degreesaérfal, state, local and international
regulation.

Federal Regulation

The FCC regulates interstate and internationatt@emunications services. The FCC imposes extemsg@ations on common carriers such
as ILECs that have some degree of market powerFO@imposes less regulation on common carrietsownitmarket power, such as the
Company. The FCC permits these nondominant catagrsovide domestic interstate services (includony distance and access services)
without prior authorization; but it requires cargeo receive an authorization to construct andatpeelecommunications facilities, and to
provide or resell telecommunications services, betwthe United States and international points.d¢mpany has recently obtained FCC
approval to land its transatlantic cable in the.OI$e Company has obtained FCC authorization teigeointernational services on a facilities
and resale basis. The Company has filed tariffé¢$anterstate and international long distanceises with the FCC.

Under the Telecom Act, any entity, including catelievision companies, and electric and gas uslitieay enter any telecommunications
market, subject to reasonable state regulatioafety quality and consumer protection. Becausddmpntation of the Telecom Act is subj
to numerous federal and state policy rulemaking@edings and judicial review, there is still unaery as to what impact it will have on the
Company. The Telecom Act is intended to increasepadition. The Telecom Act opens the local servivesket by requiring ILECs to
permit interconnection to their networks and esshlohg ILEC obligations with respect to:

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

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

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

. Unbundled Access. Requires all ILECs to providadiscriminatory access to specified unbundled agkwlements (including certain
network facilities, equipment, features, functioasd capabilities) at any technically feasible paiithin their networks, on nondiscriminatc
terms and at prices based on cost (which may iecdukasonable profit).

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

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

. Access to Rights-of-Way. Requires all ILECs andeCs to permit competing carriers access to palests, conduits and rights-of-way at
regulated prices.
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ILECs are required to negotiate in good faith va#nriers requesting any or all of the above arrareges. If the negotiating carriers cannot
reach agreement within a prescribed time, eithefazamay request binding arbitration of the digulissues by the state regulatory
commission. Even when an agreement has not beehe@aLECs remain subject to interconnection @lans established by the FCC and
state telecommunications regulatory commissions.

In August 1996, the FCC released a decision (theeftonnection Decision") establishing rules impdatng the above-listed requirements
and providing guidelines for review of interconrnentagreements by state public utility commissidrise United States Court of Appeals for
the Eighth Circuit (the "Eighth Circuit") vacatedrtain portions of the Interconnection Decision.fanuary 25, 1999, the Supreme Court
reversed the Eighth Circuit with respect to the EJ@risdiction to issue regulations governing langerconnection pricing (including
regulations governing reciprocal compensation). $hpreme Court also found that the FCC had authtwripromulgate a "pick and choose"
rule and upheld most of the FCC's rules governaugss to unbundled network elements. The Suprerog,@mwever, remanded to the FCC
the standard by which the FCC identified the nekndements that must be made available on an uhedibasis.

On November 5, 1999, the FCC released an ordegliargtaining its list of unbundled network elengehtt eliminating the requirement that
ILECs provide unbundled access to local switchimgcfustomers with four or more lines in the dengpestion of the top 50 Metropolitan
Statistical Areas, and the requirement to unbuoggrator services and directory assistance.

The Eighth Circuit decisions and their recent reakby the Supreme Court continue to cause unagrtabout the rules governing the prici
terms and conditions of interconnection agreemditts.Supreme Court's action in particular may nexjor trigger the renegotiation of
existing agreements. Although state public utitt®mmissions have continued to conduct arbitratiand to implement and enforce
interconnection agreements during the pendendyeoEtghth Circuit proceedings, the Supreme Corgtent ruling and further proceedings
on remand (either at the Eighth Circuit or the F@@) affect the scope of state commissions' authtiriconduct such proceedings or to
implement or enforce interconnection agreementsyTould also result in new or additional rulesnggiromulgated by the FCC. Given the
general uncertainty surrounding the effect of tighth Circuit decisions and the recent decisiothefSupreme Court reversing them, the
Company may not be able to continue to obtain &orea interconnection terms that are acceptabiediothat are consistent with its business
plans.

The Telecom Act also codifies the ILECs' equal as@nd nondiscrimination obligations and preemmtsnsistent state regulation. The
Telecom Act contains special provisions that mogifgvious court decrees that prevented RBOCs frmwigting long distance services and
engaging in telecommunications equipment manufauihese provisions permit a RBOC to enter timg ldistance market in its traditional
service area if it satisfies several procedural sutibtantive requirements, including obtaining FEp@roval upon a showing that the RBOC
has entered into interconnection agreements (olensome circumstances, has offered to enter utlo agreements) in those states in which
it seeks long distance relief, the interconnectigreements satisfy a 14-point "checklist" of contpetrequirements, and the FCC is satisfied
that the RBOC's entry into long distance marketis the public interest. Recently, the FCC approBedll Atlantic's petition to offer long
distance service in New York. SBC has filed an &aibn to conduct such service in Texas. The Tetedct permitted the RBOCs to enter
the out-of-region long distance market immediatgdpn its enactment.

In October 1996, the FCC adopted an order in whieliminated the requirement that non-dominantieas such as the Company maintain
tariffs on file with the FCC for domestic interstatervices. This order applies to all non-dominatetrstate carriers, including AT&T. The
order does not apply to the RBOCs or other locaharge providers. The FCC order was issued pursoauithority granted to the FCC in
the Telecom Act to "forbear” from regulating anjetmmmunications services provider if the FCC detees that the public interest will be
served. On February 13, 1997, the United Statest@béppeals for the District of Columbia Circigtayed the implementation of the FCC
order pending its review of the order on the me@isrrently, that temporary stay remains in effect.
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If the stay is lifted and the FCC order becomesatife, telecommunications carriers such as theg@omwill no longer be able to rely on
filing of tariffs with the FCC as a means of prawig notice to customers of prices, terms and c@riton which they offer their interstate
services. The obligation to provide non-discrimamgf just and reasonable prices remains unchangeeruhe Communications Act of 1934.
While tariffs provided a means of providing notifeprices, terms and conditions, the Company inggndely primarily on its sales force and
direct marketing to provide such information todtstomers.

The Company's costs of providing long distanceisesy as well as its revenues from providing l@ealices, will both be affected by
changes in the "access charge" rates imposed b@dlda long distance carriers for origination arrchieation of calls over local facilities.
The FCC has made major changes in the interstagsacharge structure. In a December 24, 1996,ddeFCC removed restrictions on
ILECs' ability to lower access prices and relaxeairegulation of new switched access servicesasettmarkets where there are other
providers of access services. On August 5, 199¢@€ adopted an order granting price cap LECs ik pricing flexibility, implementing
certain access charge reforms and seeking commemthers. The order provides certain immediateletgry relief to price cap carriers and
sets a framework of "triggers"” to provide those pamies with greater pricing flexibility to set intéate access rates as competition increases
The order also initiated a rulemaking to determiitether the FCC should regulate the access chaf@@sECs. If this increased pricing
flexibility is not effectively monitored by federagégulators, it could have a material adverse etiadhe Company's ability to price its
interstate access services competitively. A MaylB®7 order substantially increased the amountditEs subject to the FCC's price cap
rules ("price cap LECs") recover through monthbt-flate charges and substantially decreased thardmthat these LECs recover through
traffic sensitive (per-minute) access charges. @éyparties appealed the May 16th order. On Au@@st1998, the Eighth Circuit upheld the
FCC's access charge reform rules.

Beginning in June 1997, every RBOC advised CLE@stthey did not consider calls in the same lochingparea from their customers to
CLEC customers, who are ISPs, to be local callgeuotite interconnection agreements between the REXDE&she CLECs. The RBOCs claim
that these calls are exchange access calls fohvelxichange access charges would be owed. The RB@i@®d, however, that the FCC
exempted these calls from access charges so tltatnmpensation is owed to the CLECs for transporimg terminating such calls. As a
result, the RBOCs threatened to withhold, and imyr@ases did withhold, reciprocal compensatiorttiertransport and termination of such
calls. To date, thirty-six state commissions haued on this issue in the context of state commisarbitration proceedings or enforcement
proceedings. In thirty- three states, to date state commission has determined that reciprocapeosation is owed for such calls. Several of
these cases are presently on appeal. Reviewingsdwave upheld the state commissions in eight decisendered to date on appeal. App
from these decisions are pending in the FourthFaftld U.S. Circuit Courts of Appeal. The SeventlmdDit upheld the lllinois Commerce
Commission decision on June 18, 1999. On Februart 299, the FCC issued a Declaratory Ruling orishee of inter-carrier compensation
for calls bound to ISPs. The FCC ruled that théscake largely jurisdictionally interstate call@thocal calls. The FCC, however, determined
that this issue was not dispositive of whetherristarier compensation is owed. The FCC noted abauraf factors which would allow the
state commissions to leave their decisions requitie payment of compensation undisturbed. The @ompannot predict the effect of the
FCC's ruling on existing state decisions, or thieame of pending appeals or of additional pendiges. The Ninth Circuit dismissed an
appeal of a Washington decision on the grounditltainstituted a collateral attack on the FCC'snqulThe FCC also issued proposed rule
address inter-carrier compensation in the future.

The Company recently entered into an agreementBéthAtlantic which establishes rates for transsioa of local and Internet bound traffic.

The FCC has to date treated ISPs as "enhancedas@naviders," exempt from federal and state rdgula governing common carriers,
including the obligation to pay access chargescamdribute to the universal service fund. Neveghs] regulations governing disclosure of
confidential communications, copyright, excise taxd other requirements may apply to the Compammg\@sion of Internet access services.
The Company cannot predict the likelihood thatesttederal or foreign governments will impose addél
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regulation on the Company's Internet businesscaoiit predict the impact that future regulatioti Wwave on the Company's operations.

In December 1996, the FCC initiated a Notice olingiregarding whether to impose regulations ockarges upon providers of Internet
access and information services (the "Internet NAdlhe Internet NOI sought public comment upon \ubeto impose or continue to foreb:
from regulation of Internet and other packet-swéttimetwork service providers. The Internet NOI #jmadly identifies Internet telephony as
a subject for FCC consideration. On April 10, 199@, FCC issued a Report to Congress on its impitatien of the universal service
provisions of the Telecom Act. In that Report, H&C stated, among other things, that the provisidransmission capacity to ISPs
constitutes the provision of telecommunications sntherefore, subject to common carrier reguitetid’he FCC indicated that it would
reexamine its policy of not requiring an ISP to trifmute to the universal service mechanisms wher 3 provides its own transmission
facilities and engages in data transport over tifi@siéities in order to provide an information see. Any such contribution by a facilities
based ISP would be related to the ISP's provisidheounderlying telecommunications services. mReport, the FCC also indicated that it
would examine the question of whether certain foofiiphone-to-phone Internet Protocol telephony' iaformation services or
telecommunications services. It noted that the B@hot have an adequate record on which to magkelafinitive pronouncements on that
issue at this time, but that the record the FCCrhakwed suggests that certain forms of phonphtone Internet Protocol telephony appe:
have similar functionality to nomternet Protocol telecommunications services acHl the characteristics that would render themrinédion
services. If the FCC were to determine that ceiita@iernet Protocol telephony services are sub@&QC regulations as telecommunications
services, the FCC noted it may find it reasonaté the ISPs pay access charges and make unigersale contributions similar to non-
Internet Protocol based telecommunications semiogiders. The FCC also noted that other formstdrhet Protocol telephony appear to be
information services. The Company cannot predietdtitcome of these proceedings or other FCC prawgethat may effect the Company's
operations or impose additional requirements, gns or charges upon the Company's provisiontefhet access services.

On May 8, 1997, the FCC issued an order estabtishisignificantly expanded federal universal sergobsidy regime. For example, the F
established new universal service funds to sugpt@tommunications and information services pradittequalifying schools and libraries
(with an annual cap of $2.25 billion) and to runehlth care providers (with an annual cap of $400om). The FCC also expanded the
federal subsidies for local exchange telephoneces\provided to low-income consumers and recefdlybled the size of the high cost fund
for non-rural LECs. Providers of interstate teleconmications service, such as the Company, as wekdain other entities, must pay for
these programs. The Company's contribution to thasersal service funds will be based on its tehemunications service end-user
revenues. The extent to which the Company's sendoe viewed as telecommunications services arfagnation services will impact the
amount of the Company's contributions, if any. Adi¢ated in the preceding paragraph, that issuabtalseen resolved. Currently, the FCC
assesses such payments on the basis of a proviertsue for the previous year. The Company iseatiliy unable to quantify the amount of
subsidy payments that it will be required to make the effect that these required payments wilehawv its financial condition because of
uncertainties concerning the size of the univedigad and uncertainties concerning the classificatibits services. The Fifth Circuit Court of
Appeals recently upheld the FCC in most respeciisidjected the FCC's effort to base contributiomsntrastate revenues. The FCC's
universal service program may also be alteredrasudt of the agency's reconsideration of its pedicor by future Congressional action.

The FCC recently adopted new rules designed to ntakesier and less expensive for CLECs to obtaloaation at ILEC central offices by,
among other things, restricting the ILEC's abitiyprevent certain types of equipment from beinlgcated and requiring ILECs to offer
alternative colocation arrangements which will &ssl costly.

On November 18, 1999, the FCC adopted a new oedgiining ILECs to provide line sharing, which wallow CLECs to offer data services
over the same line the consumer uses for voicecesrwithout the CLECs being required to offer ¢bece services. State commissions have
been authorized to establish the prices to the Gf6€such services. The decision has been appealed
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State Regulation

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

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

State regulatory agencies have jurisdiction whem@any facilities and services are used to provitdi@state services. A portion of the
Company's traffic may be classified as intrastatitherefore subject to state regulation. The Camgxpects that it will offer more
intrastate services (including intrastate switchexvices) as its business and product lines expangrovide intrastate services, the Comp
generally must obtain a certificate of public comeace and necessity from the state regulatory@gand comply with state requirements
telecommunications utilities, including state tfni§ requirements. The Company currently is auttestito provide telecommunications
services in all fifty states and the District ofl@mbia, other than Alaska.

The Company has a pending application for authdoifyrovide telecommunications services in Alaskaddition, the Company has filed an
application with the California Public Utilities @onission to expand the Company's network withit stiate. While approval of the
application is expected by mid-2000, the Compamnoapredict how quickly the Commission will acdamhether any such delays will
affect its ability to complete the network.

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

Local Regulation

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

Canadian Regulation

The Canadian Radio-television and Telecommunicat@ommission (the "CRTC") generally regulates Idrsjance telecommunications
services in Canada. Regulatory developments oegpdist several years have terminated the histaiopolies of the regional telephone
companies, bringing significant competition to timdustry for both domestic and international latistance services, but also lessening
regulation of domestic long distance companieselRs, which, as well as facilities-based carriesv have interconnection rights, but
which are not obligated to file tariffs, may notyprovide transborder services to the U.S. bylhiesgthe services provided by the regional
companies and other entities but also may resekéhvices of the former monopoly internationaftiear Teleglobe Canada ("Teleglobe"),
including offering international switched servigasvisioned over leased lines. Although the CRT@ferly restricted the practice of
"switched hubbing" over leased lines through intedate countries to or from a third country, theT€CRecently lifted this restriction. The
Teleglobe monopoly on international services arargrine cable landing rights terminated as of Catdh 1998, although the provision of
Canadian international transmission facilities-lobservices remains restricted to "Canadian cafrieith majority ownership by Canadians.
Ownership of non- international transmission féieii are limited to Canadian carriers but the Camggzan own international submarine
cables landing in Canada. The Company cannot, undegnt or foreseen law, enter the Canadian maketprovider of transmission
facilities-based domestic services. Recent CRTiDgaladdress issues such as the framework fonatienal contribution charges payable to
the local
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exchange carriers to offset some of the capitalcgadtating costs of the provision of switched laaatess services of the incumbent regional
telephone companies, in their capacity as ILECd,tha new entrant CLECs.

While competition is permitted in virtually all athCanadian telecommunications market segment€§dhgany believes that the regional
companies continue to retain a substantial majofityie local and calling card markets. Beginnimd/fiay 1997, the CRTC released a number
of decisions opening to competition the Canadiaalltelecommunications services market, which detsswere made applicable in the
territories of all of the regional telephone comiparexcept SaskTel (although Saskatchewan hascudrstty allowed local service
competition in that province). As a result, netwoodperated by CLECs may now be interconnected th@metworks of the ILECs.
Transmission facilities-based CLECs are subjethéosame majority Canadian ownership "Canadiarietanequirements as transmission
facilities-based long distance carriers. CLECs hheesame status as ILECs, but they do not hawersal service or customer tariff-filing
obligations. CLECs are subject to certain consypnetection safeguards and other CRTC regulatorysiylet requirements. CLECs must file
interconnection tariffs for services to interexcharservice providers and wireless service provideestain ILEC services must be provided
to CLECs on an unbundled basis and subject to marydgaricing, including central office codes, sutiser listings, and local loops in small
urban and rural areas. For a five-year periodagedther important CLEC services must be proviole@n unbundled basis at mandated
prices, notably unbundled local loops in large amrlareas. ILECs, which, unlike CLECs, remained/ftélgulated, will be subject to price cap
regulation in respect of their utility services for initial four-year period beginning May 1, 199nd these services must not be priced below
cost. Interexchange contribution payments are noolgal and distributed among ILECs and CLECs acagrth a formula based on their
respective proportions of residential lines, withexplicit contribution payable from local businesshange or directory revenues. CLECs
must pay an annual telecommunications fee baséledmproportion of total CLEC operating revenuil bundled and unbundled local
services (including residential lines and otheklsdrvices) may now be resold, but ILECs need notige these services to resellers at
wholesale prices. Transmission facilities-basedllaod long distance carriers (but not resellems)eatitled to colocate equipment in ILEC
central offices pursuant to terms and conditiontanffs and intercarrier agreements. Certain l@cahpetition issues are still to be resolved.
The CRTC has ruled that resellers cannot be cladsifs CLECs, and thus are not entitled to CLE€ramnnection terms and conditions.

The Company's Other Businesses

The Company's other businesses include its invegtimnéhe C-TEC Companies (as defined), coal mintihg SR91 Tollroad (as defined) and
certain other assets. In 1998, the Company contbtbtesale of its interests in United Infrastruet@ompany, MidAmerican and Kiewit
Investment Management Corp.

C-TEC Companies

On September 30, 1997, C-TEC completed a tax-&steucturing, which divided C-TEC into three puldampanies (the "C-TEC
Companies"): C-TEC, which changed its name to Conwalth Telephone, RCN and Cable Michigan. The Gomis interests in the C-
TEC Companies are held through a holding compdre/'(€-TEC Holding Company"). The Company owns 9G%e common stock of the
C-TEC Holding Company, and preferred stock of th€EIC Holding Company with a liquidation value ofpapximately $499 million as of
December 31, 1999. The remaining 10% of the comstack of the C-TEC Holding Company is held by Da@idVicCourt, a director of the
Company who was formerly the Chairman of C-TEChka event of a liquidation of the C-TEC Holding Qmany, the Company would first
receive the liquidation value of the preferred ktddny excess of the value of the C-TEC Holding @amy above the liquidation value of the
preferred stock would be split according to the exship of the common stock.

Commonwealth Telephone. Commonwealth Telephoné®snmsylvania public utility providing local telepie service to a 19-county, 5,191
square mile service territory in Pennsylvania. Camwealth
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Telephone services approximately 291,000 main adaess. Commonwealth Telephone also provides mitaocess and long distance
services to IXCs. Commonwealth Telephone's busicgstomer base is diverse in size as well as ingdusith very little concentration. A
subsidiary, Commonwealth Communications Inc. presittlecommunications engineering and technicaicses to large corporate clients,
hospitals and universities in the northeasternadh&tates. Another subsidiary, Commonwealth Lorsjddce operates principally in
Pennsylvania, providing switched services and eesibeveral types of services, using the netwoflsgeveral long distance providers on a
wholesale basis. As of December 31, 1999, the C-HElding Company owned approximately 47.9% of thestanding common stock of
Commonwealth Telephone.

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

RCN. RCN is a full service provider of local, lodggtance, Internet and cable television servicaaaily to residential users in densely
populated areas in the Northeast. RCN operatecaspetitive telecommunications service provideNaw York City and Boston. RCN al
owns cable television operations in New York, N@rsdy and Pennsylvania; a 40% interest in Megac8bte de C.V., Mexico's second
largest cable television operator; and has lontadce operations (other than the operations imiceareas of Pennsylvania). RCN is
developing advanced fiber optic networks to provdadeide range of telecommunications services, gioly local and long distance telepha
video programming and data services (including Isigled Internet access), primarily to residentiast@amers in selected markets in the
Boston to Washington, D.C. and San Francisco to[8eago corridors. During the first quarter of 1988CN acquired Ultranet
Communications, Inc. and Erols Internet, Inc., 18Bs with operations in the Boston to Washingtor@.@orridor. As of December 31, 19!
the C-TEC Holding Company owned approximately 34dhe outstanding common stock of RCN.

Cable Michigan. Cable Michigan was a cable telewvisiperator in the State of Michigan which, as eE@mber 31, 1997, served
approximately 204,000 subscribers including apprately 39,400 subscribers served by Mercom. Cledtprimarily around the Michigan
communities of Grand Rapids, Traverse City, Laeel Monroe (Mercom), Cable Michigan's systems sargal of approximately 400
municipalities in suburban markets and small tov@s.June 4, 1998, Cable Michigan announced thetdtagreed to be acquired by Avalon
Cable. Level 3 received approximately $129 milliorcash when the transaction closed on Novemb#9%3.

Coal Mining

The Company is engaged in coal mining throughutsgliary, KCP, Inc. ("KCP"). KCP has a 50% inte¢iieshree mines, which are operated
by a subsidiary of Peter Kiewit Sons', Inc. ("Nel&3P). Decker Coal Company ("Decker") is a joint tme with Western Minerals, Inc., a
subsidiary of The RTZ Corporation PLC. Black Bufteal Company ("Black Butte") is a joint venture lwBitter Creek Coal Company, a
subsidiary of Union Pacific Resources Group InclfaCreek Mining Company ("Walnut Creek") is a geal partnership with Phillips Cao
Company, a subsidiary of Phillips Petroleum Compdine Decker mine is located in southeastern Mayttre Black Butte mine is in
southwestern Wyoming, and the Walnut Creek mine &ast-central Texas. The coal mines use the@irfaning method.

The coal produced from the KCP mines is sold pripéw electric utilities, which burn coal in ordés produce steam to generate electricity.
Approximately 95% of sales are made under long-tawniracts, and the remainder are made on thenspdtet. Approximately 75%, 77%
and 79% of KCP's revenues in 1999, 1998 and 199 utively, were derived from long-term contracithwommonwealth Edison
Company (with Decker and Black Butte) and The Detdison Company (with Decker). The primary cuséorof Walnut Creek is the
Texas-New Mexico Power Company ("TNP"). KCP alse bther sales commitments, including those withr&iBacific, Idaho Power,
Solvay Minerals, Pacific Power & Light, Minnesotavifer, and
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Mississippi Power, that provide for the deliveryapiproximately 13 million tons through 2005. Theeleof cash flows generated in recent
periods by the Company's coal operations will mottimue after the year 2000 because the delivepyirements under the Company's current
long-term contracts decline significantly.

Under a mine management agreement, KCP pays adg@arysif New PKS an annual fee equal to 30% of sGRjusted operating income.
The fee for 1999 was $33 million.

The coal industry is highly competitive. KCP comgsehot only with other domestic and foreign coaldiers, some of whom are larger and
have greater capital resources than KCP, but atboalternative methods of generating electricitg alternative energy sources. In 1997,
KCP's production represented 1.4% of total U.SI pozduction. Demand for KCP's coal is affectedelspnomic, political and regulatory
factors. For example, recent "clean air" laws ntagdate demand for low sulfur coal. KCP's westernal reserves generally have a low
sulfur content (less than one percent) and areentiyruseful principally as fuel for coal-firedesim-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 coatigbutable to transportation costs. Most ofdbal sold from KCP's western mines is
currently shipped by rail to utilities outside Mana and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are serveti railroads and such competitors' customemsnafienefit from lower transportation
costs because of competition between railroadsdal hauling business. Other western coal produparsicularly those in the Powder River
Basin of Wyoming, have lower stripping ratios (tlgtthe amount of overburden that must be remavgdoportion to the amount of minable
coal) than the Black Butte and Decker mines, ofesulting in lower comparative costs of productids.a result, KCP's production costs per
ton of coal at the Black Butte and Decker mineskma@as much as four and five times greater thadymton costs of certain competitors.
KCP's production cost disadvantage has contribiatétd 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 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.

The Company is required to comply with various fadlestate and local laws and regulations concgrphotection of the environment. KCP's
share of land reclamation expenses for the yeazdeBdcember 31, 1999 was approximately $7 milliki@P's share of accrued estimated
reclamation costs was $100 million at Decemberl®989. The Company did not make significant cagdenditures for environmental
compliance with respect to the coal business i9198e Company believes its compliance with envirental protection and land restorat
laws will not affect its competitive position sinite competitors in the mining industry are sinmijeaffected by such laws. However, failure
comply with environmental protection and land restion laws, or actual reclamation costs in exadshe Company's accruals, could hav
adverse effect on the Company's business, redudisenations, and financial condition.

SR91 Tollroad

The Company has invested $12.9 million for a 65%4itgdnterest and lent $6.4 million to Californigivate Transportation Company L.P.
("CPTC"), which developed, financed, and currepfierates the 91 Express Lanes, a ten mile, foertlairoad in Orange County, California
(the "SR91 Tollroad"). The fully automated highwages an electronic toll collection system and \@eigricing to adjust tolls to demand.
Capital costs at completion were $130 million, $idi0ion of which was funded with debt that was goiaranteed by Level 3. However,
certain defaults by Level 3 on its outstanding deit certain judgments against Level 3 can resudefault under this debt of CPTC.
Revenue collected over the 35-year franchise pesioded for operating expenses, debt repaymettpianiit distributions. The SR91
Tollroad opened in December 1995 and achieved tipgrareak-even in 1996. Approximately 93,900 custos have registered to use the
tollroad as of December 31, 1999, and weekday vetutypically exceed 21,600 vehicles per day duibegember 1999.
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Industry Overview
History and Industry Development

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

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

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

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

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

Over the last three years, several significantsiations have been announced representing cortsmtiad the U.S. telecom industry. Among
the ILECs, Bell Atlantic and NYNEX merged in Augu€97, Pacific Telesis Group and SBC Communicatioasged in April 1997, SBC
Communications and Ameritech merged in October 1@J%E and Bell Atlantic have proposed a merger @ WorldCom has agreed to
acquire Sprint. Long distance providers have sot@bkhhance their positions in local markets, thhotransactions such as AT&T's
acquisition of Teleport Communications Group and efe-Communications, Inc., WorldCom's mergers WS and Brooks Fiber
Properties and Qwest's proposed acquisition of WStWIrhey have also sought to otherwise improvie toepetitive positions, through
transactions such as WorldCom's merger with MCI.

Many international markets resemble that of thetéthBtates prior to the Divestiture. In many caiestrtraditional telecommunications
services have been provided through a monopolyigeovfrequently controlled by the national goveemt; such as a Post, Telegraph and
Telephone Company. In recent years, there hasd&end toward liberalization of many of these netgskparticularly in Europe. Led by the
introduction of competition in the United Kingdothe European Union mandated open competition darmiary 1998. Similar trends are
emerging, albeit more slowly, in Asia.
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Internet Industry. The Internet is a global coliectof interconnected computer networks that alloassimercial organizations, educational
institutions, government agencies and individualsdmmunicate electronically, access and sharenr#tion and conduct business. The
Internet originated with the ARPAnNet, a restrictedwork that was created in 1969 by the UnitedeStBtepartment of Defense Advanced
Research Projects Agency to provide efficient alidiole long distance data communications amongligparate computer systems used by
government-funded researchers and academic orgianizalhe networks that comprise the Internetcaraected in a variety of ways,
including by the public switched telephone netwanki by high speed, dedicated leased lines. Comiatinns on the Internet are enabled by
Internet Protocol, an inter-networking standard #reables communication across the Internet regssdif the hardware and software used.

Over time, as businesses have begun to utilizeigitetransfer and, more recently, intranet axranet services, commercial usage has
become a major component of Internet traffic. I89,%he U.S. government effectively ceased direfethding any part of the Internet
backbone. In the mid-1990s, contemporaneous wilintrease in commercial usage of the Interne¢vatgpe of provider called an ISP
became more prevalent. ISPs offer access, e- cugilpmized content and other specialized servicdgeoducts aimed at allowing both
commercial and residential customers to obtainrimédion from, transmit information to, and utilimesources available on the Internet.

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

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

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

On June 23, 1999, Level 3 announced a minimumyear, $250 million strategic agreement with LucBethnologies to purchase Lucent
systems, including software switches or "softswéth The minimum purchase commitment is subjecettain conditions and has the
potential to grow to $1 billion over five years.

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

Overview of U.S. Market. The traditional U.S. marfa telecommunications services can be dividéd ihree basic sectors: long distance
services, local exchange services and Internesa@mvices. It has been estimated that in 1928 éochange services accounted for
revenues of $96.8 billion, long distance servicesegated revenues of $110.5 billion and Interne¢sg revenues totaled $8.3 billion.
Revenues for both local exchange and long distaecdces include amounts charged by long distaaméecs and subsequently paid to ILE
(or, where applicable, CLECSs) for long distanceeasc

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

The following diagram is a simplified illustratiaf a typical long distance call:
[GRAPHIC OF TYPICAL LONG DISTANCE CALL]

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

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

The following diagram is a simplified illustratiaf a typical Internet access service:
[GRAPHIC OF TYPICAL INTERNET ACCESS SERVICE]

Overview of International Market. The traditionahrket for telecommunications services outside eflinited States can also be divided into
three basic sectors: long distance services, Badiange services and Internet access servidess lteen estimated that in 1998 local
exchange services accounted for revenues of $1llldh, long distance services generated revenfi®d 99.6 billion and Internet access
revenues totaled $7.1 billion.
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Internet Protocol Network and Interconnection. TQmmpany designed the Level 3 network to be optichfpe Internet Protocol based
communications, rather than circuit-switch basemrmminications such as that utilized by the PSTN. fétevork was designed with the goal
of providing the Company with the ability to adétgtfacilities, hardware and software to futurehtealogy developments in packet-switch
based communications systems.

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

The Company has developed its Internet Protocaevservices so that customers will not be requieatial access codes or follow other
special procedures to initiate a call. The Compamy other technology providers have developedyandre commercially testing, softswit
technology to enable the transmission of traff@anskessly between a router-based Internet Protatelark and the circuit-based PSTN.
When commercially deployed, this technology wilbpide the Level 3 network with the same ubiquitytted PSTN. Specifically, this
technology will provide Level 3 with (1) the abjlito originate PSTN telephone traffic from an ILEGWwitch (when the origination point is
not on the Level 3 network), (2) route the trafiicer the Level 3 network and (3) deliver the tia#ither (a) directly to its destination (if the
destination is on the Level 3 network) or (b) toimerconnection point where the traffic is tramsfe back to the PSTN (the routing of traffic
to this interconnection point will be determinedé&d on a least-cost routing criteria). Level 3 exp#o be able to obtain the benefits of
packetswitch based communications protocols on its nekywhile allowing its customers to use their exigtequipment, telephone numkt
and dialing procedures, without additional accestes, for routing the call to the Level 3 netwdrkvel 3 believes that by building its own
network with significant excess capacity, expanlitgand the latest technological advances in nekvad@sign and equipment and having the
ability to route calls over the PSTN in the evehs@rvice disruptions, the other significant issassociated with Internet Protocol voice
transmission (quality, latency, reliability and ggty) will have been satisfactorily addressed. TQ@mmpany commercially launched its
Internet Protocol long distance voice transmissiervices in December 1999. The Company expectsdimltommercial testing of some
features associated with local service, such derdal, voice mail and call forwarding, during tfiest quarter of 2000.

On November 16, 1998, Level 3 and Bell CommunicetiBesearch Inc. announced the merger of theiectisp specifications for a new
protocol designed to bridge between the currestititbased PSTN and emerging Internet Protocoldasévorks. The merged specification,
called the Media Gateway Control Protocol, or MG&presents a combination of the Internet ProtBenlice Control, or IPDC,
specification developed by a consortium formed bydl 3 and made up of leading communications harelaad software companies, and
the Simple Gateway Control protocol, developed b}t Bommunications Research and Cisco SystemsMIBEP specification is available
without a fee to service providers and hardwaresarftivare vendors interested in implementing thigir networks and equipment.

The significance of MGCP is that when implementadlill provide customers with a seamless intercatioa between traditional PSTN and
the newer Internet Protocol technology networksdl& believes that this integration will enableimmers to benefit from the lower cost of
Internet Protocol network services, including voaeel fax, without modifying existing telephone dad equipment or dialing access codes.
Level 3 plans to use MGCP in the development afvts network.

On May 13, 1999, a group of leading telecommuniceticompanies announced the formation of the latemmal Softswitch Consortium, or
the "Consortium." Level 3 was one of the foundingmibers of this
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Consortium. The Consortium currently has approxélyat00 members. The purpose of the organizatiom somote open standards and
protocols and new application development for tiseributed set of hardware and software platforhas are referred to as softswitches and
can seamlessly interconnect the PSTN with inforomaéind applications currently available only over Internet. The Consortium is the first
group to focus exclusively on interconnection betwénternet Protocol networks and the PSTN, ampdamoting worldwide compatibility
and interoperability of these networks. The Cornsors charter also calls for it to act as a catdlystimulating independent software venc
to develop value-added services for service pragidad network users of Internet Protocol networks.
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Directors and Executive Officers

Set forth below is information as of February 10@@bout each director and each executive offittiedCompany. The executive officers of
the Company have been determined in accordancehgttules of the SEC.

Name Age Position
Walter Scott, Jr........ 68 Chairman of the Board
James Q. Crowe.......... 50 President, Chief Execu tive Officer and Director
R. Douglas Bradbury..... 49 Executive Vice Preside nt, Chief Financial Officer and Director
Kevin J. O'Hara......... 39 Executive Vice Preside nt and Chief Operating Officer
Colin V.K. Williams..... 60 Executive Vice Preside nt

Stephen C. Liddell...... 38 Group Vice President
Kathleen A. Perone...... 46 Group Vice President
Gail P. Smith........... 40 Group Vice President
Philip B. Fletcher...... 66 Director

William L. Grewcock..... 74 Director

Richard R. Jaros........ 48 Director
Robert E. Julian........ 60 Director
David C. McCourt........ 43 Director

Kenneth E. Stinson...... 57 Director
Michael B. Yanney....... 66 Director

Other Management

Set forth below is information as of February 10@0about the following members of senior managérmtthe Company.

Name Age Position
Jimmy D. Byrd........... 39 President and Chief Ex ecutive Officer of PKSIS
Linda J. Adams.......... 43 Group Vice President
Daniel P. Caruso........ 36 Group Vice President
Sureel A. Choksi........ 27 Group Vice President a nd Treasurer
Donald H. Gips.......... 40 Group Vice President
Joseph M. Howell, Ill... 53 Group Vice President
Michael D. Jones........ 42 Group Vice President
Thomas C. Stortz........ 48 Group Vice President, General Counsel and Secretary
Ronald J. Vidal......... 39 Group Vice President

John F. Waters, Jr. .... 34 Group Vice President

Walter Scott, Jr. has been the Chairman of theBohthe Company since September 1979, and a direEthe Company since April 1964.
Mr. Scott has been Chairman Emeritus of New PK8esthe split-off. Mr. Scott is also a director odW PKS, Berkshire Hathaway Inc.,
Burlington Resources Inc., MidAmerican, ConAgra;.JrCommonwealth Telephone, RCN and Valmont Inéesstinc.

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

R. Douglas Bradbury has been Executive Vice Presigied Chief Financial Officer of the Company sideegust 1997, and a director of the
Company since March 1998. Mr. Bradbury served dsf@®inancial Officer of MFS from 1992 to 1996, $mrVice President of MFS from
1992 to 1995, and Executive Vice President of Me&nf1995 to 1996.

Kevin J. O'Hara has been Executive Vice PresidetiteoCompany since August 1997, and Chief Opagaifficer of the Company since
March 1998. Prior to that, Mr. O'Hara served asident and Chief
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Executive Officer of MFS Global Network Servicescl from 1995 to 1997, and as Senior Vice PresideMFS and President of MFS
Development, Inc. from October 1992 to August 1995m 1990 to 1992, he was a Vice President of NIel&écom, Inc. ("MFS Telecom").

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

Stephen C. Liddell has been the Group Vice Presiofethe Company since February 1, 2000. Mr Lidgetesponsible for the Company's
Asian operations. Prior to that, Mr. Liddell was®e Vice President of the Company from May 199%é&bruary 1, 2000. Prior to that, Mr.
Liddell was President, Asia- Pacific Region at M@BrldCom from January 1996 to April 1999 and wasé/President and General
Manager, International Networks at MFS Communicegitrom July 1994 to January 1996. Mr. Liddell vzammercial Director and Direci
of Planning and Business Development at Syncoglidigh Telecom) from November 1991 to July 1994 &usiness Development
Executive at British Telecom from April 1989 to Nowber 1991.

Kathleen A. Perone has been Group Vice Presidetteo€ompany since February 1, 2000. Ms. Peroresimonsible for the Company's Nc¢
American operations. Prior to that, Ms. Perone Wias President, Sales of the Company from 1998etarfrary 1, 2000. Prior to that, Ms.
Perone was President, Global Services and Teleast) & MFS/WorldCom, from 1990 to 1998 and Vicedfdent, National Accounts at
Cable & Wireless from 1989 to 1990.

Gail P. Smith has been Group Vice President ofXbepany since February 1, 2000. Prior to that, $#sith served as Senior Vice President,
International Sales and Marketing of the CompanynfDecember 1998 to February 1, 2000. Prior tq tiat Smith was Vice President and
General Manager of WorldCom International Netwdrksn November 1994 to July 1997 and European Margddirector during the start-
up phase of MFS International.

Philip B. Fletcher has been a director of the Camymnce February 1999. Mr. Fletcher was Chairnfah@Board of ConAgra, Inc. from
May 1993 until September 1998. Mr. Fletcher wase€hixecutive Officer of ConAgra, Inc. from Septemh892 to September 1997. Mr.
Fletcher is a director of ConAgra, Inc. and chaimroéits executive committee.

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

Richard R. Jaros has been a director of the Comgpiacg June 1993 and served as President of thg&uonirom 1996 to 1997. Mr. Jaros
served as Executive Vice President of the Compeony 11993 to 1996 and Chief Financial Officer of @@mpany from 1995 to 1996. He
also served as President and Chief Operating @fit€alEnergy from 1992 to 1993, and is preseattlirector of MidAmerican,
Commonwealth Telephone, RCN and Homeservices.com In

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

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

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

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

Linda J. Adams has been Group Vice President HURemources of the Company since February 1, 20@dr. tBrthat, Ms. Adams was Vice
President Human Resources of the Company from Nbee®98 to February 1, 2000. Prior to that, Msard was initially Vice President
of Human Resources Rent-A-Center, a subsidiaryhofi Americas, Inc., and then Senior Vice Presidéituman Resources for Thorn
Americas, Inc. from August 1995 until August 1988ior to that, Ms. Adams was Vice President of Waitle Compensation & Benefits for
PepsiCo, Inc. from August 1994 to August 1995.

Daniel P. Caruso has been Group Vice Presidentab@bstomer Operations of the Company since Fepria2000. Prior to that, Mr.
Caruso served as Senior Vice President, Netwonki&ear of the Company from October 1997 to Febrda000. Prior to that, Mr. Caruso
was Senior Vice President, Local Service Deliver\worldCom from December 1992 to September 1997veasla member of the senior
management of Ameritech from June 1986 to Noverhbep.

Sureel A. Choksi has been Group Vice President @atp Development and Treasurer of the Company $tebruary 1, 2000. Prior to that,
Mr. Choksi served as Vice President and TreasudrdreoCompany from January 1999 to February 1, 2B0@r to that, Mr. Choksi was a
Director of Finance at the Company from 1997 to8 @ Associate at TeleSoft Management, LLC in 1893 an Analyst at Gleacher
Natwest from 1995 to 199

Donald H. Gips has been Group Vice President SalddMarketing of the Company since February 1, 280@r to that, Mr. Gips served as
Senior Vice President, Corporate Development ofGbmpany from November 1998 to February 1, 200i@r Bo that, Mr. Gips served in the
White House as Chief Domestic Policy Advisor to &Rresident Gore from April 1997 to April 1998. Bef working at the White House,
Mr. Gips was at the Federal Communications Comimiisas the International Bureau Chief and Direcid@toategic Policy from January
1994 to April 1997. Prior to his government seryige. Gips was a management consultant at McKisselyCompany.

Joseph M. Howell, 11l has been Group Vice Presidemtporate Marketing of the Company since FebrdaB000. Prior to that, Mr. Howell
served as Senior Vice President, Corporate Margetirthe Company from October 1997 to February0ODQ2 Prior to that, Mr. Howell was
Senior Vice President of MFS/WorldCom from 1993 897.

Michael D. Jones has served as Group Vice PresaehChief Information Officer of the Company siregbruary 1, 2000. Prior to that, Mr.
Jones served as Senior Vice President and Chfnation Officer of the Company from December 189&ebruary 1, 2000. Prior to that,
Mr. Jones was Vice President and Chief Informa@dficer of Corporate Express, Inc. from May 1994vay 1998.
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Thomas C. Stortz has been Group Vice Presidente@e@ounsel and Secretary of the Company sinceuggbl, 2000. Prior to that, Mr.
Stortz served as Senior Vice President, Generah§®and Secretary of the Company from Septemi#8 i®February 1, 2000. Prior to tf
he served as Vice President and General Coungwdtef Kiewit Sons', Inc. and Kiewit ConstructioroGp, Inc. from April 1991 to
September 1998. He has served as a director aof Rieteit Sons', Inc., RCN, C-TEC, Kiewit DiversifiecGroup Inc. and CCL Industries, Inc.

Ronald J. Vidal has been Group Vice President Newtites and Investor Relations of the Company dietuary 1, 2000. Prior to that, I
Vidal served as Senior Vice President, New Ventofdhe Company from October 1997 to February D2®rior to that, Mr. Vidal was a
Vice President of MFS/WorldCom from September 189@ctober 1997. Mr. Vidal joined the Company imstuction project management
in July 1983.

John F. Waters, Jr. has been Group Vice PresitehCaief Technology Officer of the Company sincéreary 1, 2000. Prior to that, Mr.
Waters was Vice President, Engineering of the Caomfiaoam November 1997 until February 1, 2000. Ptithat, Mr. Waters was an
executive staff member of MCI Communications fro894 to November 1997.

The Board is divided into three classes, design@teds I, Class Il and Class lll, each class ctingisas nearly as may be possible, of one-
third of the total number of directors constitutithg Board. The Class | Directors consist of Walteott, Jr., James Q. Crowe and Philip B.
Fletcher; the Class Il Directors consist of WilliamGrewcock, Richard R. Jaros, Robert E. Juliash@avid C. McCourt; and the Class llI
Directors consist of R. Douglas Bradbury, Kennetl$tinson and Michael B. Yanney. There is one vagamong the Class | Directors. The
term of the Class | Directors will terminate on ttete of the 2001 annual meeting of stockholdéesterm of the Class Il Directors will
terminate on the date of the 2002 annual meetirggoakholders; and the term of the Class Il Divestwill terminate on the date of the 2000
annual meeting of stockholders. At each annual imgetf stockholders, successors to the class etttirs whose term expires at that annual
meeting will be elected for three-year terms. Tloenpany's officers are elected annually to servi eath successor is elected and qualified
or until his death, resignation or removal.

Employees

As of December 31, 1999, Level 3 had 3,175 empkeyréhe communications portion of its business BK&1S had approximately 681
employees, for a total of 3,856 employees.

ITEM 2. PROPERTIES

The Company's headquarters are located on 46 iaces Northwest corner of the Interlocken offi@lpwithin the City of Broomfield,
Colorado, and within Boulder County, Colorado. Wigenstruction is completed, the campus facilitgxipected to encompass eventually
over 850,000 square feet of office space. It iscgated that construction will be completed by ¢#mel of the second quarter of 2000. In
addition, the Company has leased approximatelyd®&0square feet of temporary office space in Laliés\vColorado to allow for the
relocation of the majority of its employees (ottiwan those of PKSIS) while its permanent facilites under construction. Properties relating
to the Company's coal mining segment are desctibddr "ITEM 1. BUSINESS--The Company's Other Busgas" above. In connection
with certain existing and historical operationg @ompany is subject to environmental risks.

The Company has approximately 3.4 million squaet & space for its gateway facilities. The Compsuigateway facilities are being
designed to house local sales staff, operatioaffl she Company's transmission and IP routingfhisitg facilities and technical space to
accommodate colocation of equipment by high-vollueeel 3 customers.
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PKSIS maintains its corporate headquarters in Orndéhbraska and leases approximately 35,000 sqaat®f office space in Omaha. The
computer outsourcing business of PKSIS is locateoh 89,000 square foot office space in Omaha &ad8a,000 square foot computer ce
in Tempe, Arizona. PKSIS maintains additional affapace in Boston and Parsippany for its systetagriation business.

ITEM 3. LEGAL PROCEEDINGS

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

The Company and its subsidiaries are parties toymanding legal proceedings. Management belieatsatiny resulting liabilities for legal
proceedings, beyond amounts reserved, will not nadlieaffect the Company's financial conditionsuéts of operations or future cash flows.

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

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

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

Market Information. The Company's common stockaséd on the Nasdaq National Market under the sythlv T." As of February 7,
2000, there were approximately 3,800 holders adnetof the Company's common stock, par value $eblshare. The Common Stock began
trading on the Nasdaq National Market on April 998, the day following the Split-off. The table el sets forth, for the calendar quarters
indicated, the high and low per share closing peies of our common stock as reported by the Nbtdional Market. The prices set forth
in the table have been adjusted to reflect theftwane split of our common stock effected as alsttividend in August 1998.

High Low

Year Ended December 31, 1999

First Quarter......ccooceevvvieeeeeiiieeeeeeeees i, $72.81 $39.75
Second QUANEr......cceveeeeeeeieieiiciiieeeeee 93.06 60.06
Third Quarner.......ccooovcvviiieeeeeees 65.50 46.88
Fourth Quarter.......ccccvcveeveeveneeeeeeeieee 84.56 51.19
Year Ended December 31, 1998

Second Quarter (from April 1, 1998)..........c..... . L. $37.13 $24.00
Third Quarner.......ccooevccviieeeeeees 42.13 29.78
Fourth Quarter.......cccoovvvveveeeeieeeeieeieee 43.13 24.00
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Dividend Policy. The Company's current dividendipglin effect since April 1, 1998, is to retairtdive earnings for use in the Company's
business. As a result, management does not ariéigiaging any cash dividends on shares of CommaockSh the foreseeable future. In
addition, the Company is effectively restricted endertain debt covenants from paying cash dividemdshares of its Common Stock.

Information For Periods Prior to April 1, 1998.

The following information relates to the equity seties of the Company for periods prior to Aprjl11998. As part of the Split-off, an
amended and restated certificate of incorporatiwrtife Company was filed in the State of Delawarprbvide for only one class of common
stock, par value $.01 per share. The informatia fibllows is for historical purposes only andésjuired to be presented by the rules of the
Securities and Exchange Commission.

Company Repurchase Duty. Pursuant to the termseagfbompany's Certificate of Incorporation prio®joril 1, 1998 (the "Pre-April 1998
Certificate"), the Company was generally requiledeppurchase shares at a formula price upon derbintter the Pre-April 1998 Certificate
effective January 1992, the Company had threeeadagscommon stock: Class B Construction & Miningg@ Nonvoting Restricted
Redeemable Convertible Exchangeable Common St@ikgs B"), Class C Construction & Mining Group Ries¢d Redeemable Converti
Exchangeable Common Stock, par value $.0625 pee gtiee "Class C Stock"), and Class D Diversifiad@ Convertible Exchangeable
Common Stock, par value $.0625 per share (the $@eStock"). Prior to April 1, 1998, Class C Staeks issued only to Company
employees and could only be resold to the Compaayf@mula price based on the year-end book vafulke Construction Group. The
Company was generally required to repurchase @a8tock for cash upon a stockholder's demand. Cle&&tock had a formula price based
on the year-end book value of the Diversified GroLipe Company was generally required to repurcldass D Stock for cash upon a
stockholder's demand at the formula price, unlesass D Stock become publicly traded.

Formula values. The formula price of the Class &cktwas based on the book value of the DiversiBedup and its subsidiaries, plus one-
half of the book value, on a stand-alone basith@parent company. The formula price of the C&a&tock was based on the book value of
the Construction Group and its subsidiaries, phestalf of the book value of the unconsolidated pacembpany. A significant element of t
Class C formula price was the subtraction of thekbalue of property, plant, and equipment usecbimstruction activities.

Conversion. Under the Pre-April 1998 Certificatéass C Stock was convertible into Class D Stodkeend of each year. Between October
15 and December 15 of each year a Class C Stoakhwilaks able to elect to convert some or all obiniker shares. Conversion occurred on
the following January

1. The conversion ratio was the relative formuiags of Class C and Class D Stock determined #sedast Saturday in December. Class D
Stock was convertible into Class C Stock only as$ @aan annual offering of Class C Stock to emples. Instead of purchasing the offered
shares for cash, an employee owning Class D Staskalle to convert such shares into Class C Stdble applicable conversion ratio.

Restrictions. Ownership of Class C Stock was géiyeestricted to active Company employees. Upditgment, termination of employme
or death, Class C Stock was required to be resdldet Company at the applicable formula price,rbay be converted into Class D Stock if
the terminating event occurs during the annual emsign period. Class D Stock was not subject toerahnip or transfer restrictions.
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Dividends and Prices. During 1997 the Company dedlar paid the following dividends on shares @<SIC Stock and Class D Stock. The
table also shows the stock price after each diddgeyment or other valuation event.

Date Date Paid Amount Class Date Pric e Adjusted Price
Oct. 25, 1996 Jan. 4, 1997 0.70 C Dec.28,1 996 40.700
Apr. 23,1997 May 1,1997 0.70 C May 1, 199 7 40.000
Oct. 22, 1997 Jan. 5, 1998 0.80 C Dec. 27,1 997 51.200
Oct. 27, 1995 Jan. 5, 1996 0.05 D Dec. 30,1 995  4.950*
Oct. 25, 1996 Jan. 4, 1997 0.05 D Dec.28,1 996  5.425*

D Dec. 27,1 997  5.825*

* All stock prices and dividends for the Class @& reflect a dividend of four shares of Class Bcgtfor each outstanding share of Class D
Stock that was effective December 1997 and a didd# one share of Common Stock (formerly Clasgdzl§ for each outstanding share of
Common Stock effective August 1998.

ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Communicegjdnc. and its subsidiaries appears below.

Fi scal Year Ended (1)
1999 1998 1997 1996 1995
(dollar s in millions, except per

share amounts)
Results of Operations:

Revenue........ccccoveeieeenieene, $ 515 $ 392 $ 332% 652$ 580
Earnings (loss) from continuing

operations (2)......cccccceveeeeeeennn. (487) (128) 83 104 126
Net earnings (10SS) (3)....ccceevuveen. (487) 804 248 221 244

Per Common Share:
Earnings (loss) from continuing

operationsS........cccceveeeeeeeiennnns (1.46) (0.43) 0.33 0.45 0.58
Dividends (4)......coooeeviveriiinannns - - - 0.05 0.05
Financial Position:

Total assets.........ccccvvveveennnen. 8,904 5,522 2,776 3,063 2,942
Current portion of long-term debt....... 6 5 3 57 40
Long-term debt, less current portion

() PR 3,989 2,641 137 320 361
Stockholders' equity (6)................ 3,405 2,165 2,230 1,819 1,607

(1) In October 1993, Level 3 acquired 35% of thestanding shares of C-TEC Corporation ("C-TEC")jckbshares entitled Level 3 to 57%
of the available voting rights of C-TEC. At DecemB8, 1996, Level 3 owned 48% of the outstandireyet and 62% of the voting rights of
C-TEC.

As a result of the restructuring of C-TEC in 19B&yel 3 owns less than 50% of the outstanding shane voting rights of each of the three
entities into which C-TEC was divided, and therefaccounted for each entity using the equity methd®97, 1998 and 1999. Level 3
consolidated C-TEC in its financial statementslf®95 and 1996.

The financial position and results of operationshef construction and mining management busing$Sesstruction Group") of Level 3 ha
been classified as discontinued operations dueetd/fiarch 31, 1998 split-off of Level 3's ConstraatiGroup from its other businesses.

In 1995, Level 3 dividended its investment in @snfier subsidiary, MFS Communications Company, (MdFS") to the holders of Class D
Stock. MFS' results of operations have been class#s a single line item on the statements ofadjmers for 1995.

39



Level 3 sold its energy segment to MidAmerican Bgeadoldings Company (f/k/a CalEnergy Company, lift\JidAmerican™) in 1998 and
classified it as discontinued operations withinfihancial statements.

Certain prior year amounts have been reclassifietform to current year presentation.

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

In 1999 and 1998, RCN Corporation issued stockuislip offerings and for certain transactions. Theaasactions reduced the Company's
ownership in RCN to 35% and 41% at December 319 B9@l 1998, respectively, and resulted in pre-targto the Company of $117
million and $62 million in 1999 and 1998, respeeh

In 1998, Level 3 acquired XCOM Technologies, INXGOM™) and its developing telephone-to-IP netwbridge technology. Level 3
recorded a $30 million nondeductible charge agaastings for the write-off of in- process reseaanl development acquired in the
transaction.

In 1998, Cable Michigan, Inc. was acquired by Awalable of Michigan, Inc. Level 3 received approately $129 million for its shares of
Cable Michigan, Inc. in the disposition and recagdia pre-tax gain of approximately $90 millioriP08.

(3) In 1998, Level 3 recognized a gain of $608 ignllequal to the difference between the carryingesaf the Construction Group and its 1
value. No taxes were provided on this gain dud¢atax-free nature of the split- off.

Level 3 also recognized in 1998 an after-tax g&i$324 million on the sale of its energy segmeritlidAmerican.
(4) The 1996 and 1995 dividends include $.05 forddinds declared in 1996 and 1995 but paid in Jyrofahe subsequent year.

The Company's current dividend policy, in effectcal April 1998, is to retain future earnings foe uis the Company's business. As a result,
management does not anticipate paying any castieids on shares of Common Stock in the foreseéatbie. In addition, the Company is
effectively restricted under certain covenants fjpaging cash dividends on shares of its CommonkStoc

(5) In 1998, Level 3 issued $2 billion of 9.125%n®e Notes due 2008 and received net proceeds@d #8llion from the issuance of $834
million principal amount at maturity of 10.5% Senidiscount Notes due 2008.

In 1999, Level 3 received $798 million of net preds from an offering of $823 million aggregate pifi@l amount of its 6% Convertible
Subordinated Notes Due 2009. In addition, Leveh® eertain Level 3 subsidiaries entered into a8 [llion senior secured credit facility.
Level 3 borrowed $475 million in 1999 under theisesecured credit facility.

(6) In 1999, the Company received approximatelp $illion of proceeds from the sale of 28.75 millishares of its Common Stock.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8fdmunications, Inc. and its subsidiaries ("LevebB8the "Company"). When used in this
document, the words "anticipate”, "believe", "planiestimate” and "expect" and similar expressi@ssthey relate to the Company or its
management, are intended to identify forward-loglstatements. Such statements reflect the curiewswof the Company with respect to
future events and are subject to certain risksetaimties and assumptions. Should one or moreeskt risks or uncertainties materialize, or
should underlying assumptions prove incorrect,aatesults may vary materially from those descrilvetthis document. See "Cautionary

Factors That May Affect Future Results."
Recent Developments
BusinessNet Ltd. Acquisition

On January 5, 1999, Level 3 acquired BusinessNet(LBusinessNet"), a leading London-based Inteseetice provider, in a largely stock-
for-stock transaction valued at $12 million andagted for as a purchase. After completion of ceadjustments, the Company agreed to
issue approximately 400,000 shares of common stadkpaid $1 million in cash in exchange for altré# issued and outstanding shares of
BusinessNet's capital stock. Of the approximatély,d00 shares Level 3 agreed to issue in connegdithrthe acquisition, approximately
150,000 shares of its common stock have been plietgieevel 3 to secure certain indemnification gations of the former BusinessNet
stockholders. In October 1999, Level 3 releasedagmately 42,000 shares of the pledged sharesplduge of the remaining shares will
terminate in July 2000 unless otherwise extendedyaunt to the terms of the acquisition agreemeabilities exceeded assets acquired, and
goodwill of $16 million was recognized from therisaction and is being amortized over five years.

Common Stock Offering

On March 9, 1999, the Company closed the offering8o75 million shares of its common stock throaghublic offering. The net proceeds
from the offering of approximately $1.5 billion taf underwriting discounts and offering expensesbeing used for working capital, capital
expenditures, acquisitions and other general catpgrurposes in connection with the implementatiothe Business Plan.

Increase in Authorized Shares Outstanding

On February 25, 1999, the Company's Board of Dorscipproved an increase in the number of autttbshares of common stock from 500
million to 1 billion. On April 12, 1999, the Boaxf Directors approved a further increase in the beinof authorized shares of common stock
by 500 million to 1.5 billion. The Company's stookihers approved the increase in authorized shaiies 99 Annual Meeting held on May
27, 1999.

Transatlantic Undersea Cable System

On April 23, 1999, Level 3 announced that it hadtcacted with Tyco Submarine Systems Ltd. to deaigth build a transatlantic 1.28 Thps
undersea cable system from Long Island, New YorKdah Cornwall, UK. The cable system is expectetd in service by September 2000
and is expected to cost between $600 to $800 millidne total cost will depend on how the cablepgraded over time. Level 3 has
prefunded the purchase of significant amounts deusea capacity as part of the Business Plan, dytreqjuire additional funding depending
on the cable's ultimate structure, pre-construcges and ownership.
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European Network

Level 3 announced on April 29, 1999 that it hadfimed contracts relating to construction of Ringfits European network in France,
Belgium, the Netherlands, Germany and the Unitetgom. Ring 1, which is approximately 1,800 miled| connect Paris, Frankfurt,
Amsterdam, Brussels and London. The network is egoeto be ready for service by September 200Q) Riis part of the approximately
4,750 mile intercity network. This European netwaiik be linked to the Level 3 North American intély network by the Level 3
transatlantic 1.28 Tbhps cable system currently uddegelopment, also expected to be ready for seilwycSeptember 2000.

On July 26, 1999, the Company announced two impbdavelopments of its European network build aigneements with Eurotunnel and
Alcatel. Eurotunnel will install and supply Levela8th multiple cross-Channel cables between theddnKingdom and France through the
high-security service tunnel. The first of thesblea will be completed by the end of the first daaof 2000. Subsequent cables will be
installed to upgrade and expand the network asndnash required or when new fiber technology becoaweslable. Alcatel will design,
develop and install an undersea cable to link el 3 network between the United Kingdom and BetgiThe cable system is already ur
development and will be completed by the end ofitisé half of 2000.

COLT Cost Sharing Agreement

On May 4, 1999, Level 3 and COLT Telecom Group(pOLT") announced an agreement to share costthéconstruction of European
networks. The agreement calls for Level 3 to skarestruction costs of COLT's planned 1,600 milericity German network linking Berlin,
Cologne, Dusseldorf, Frankfurt, Hamburg, Munich &bdttgart. In return, COLT will share constructicosts of Ring 1 of Level 3's planned
European network.

Lucent Agreement

On June 23, 1999, the Company announced a minirounyear, $250 million strategic agreement with énticTechnologies to purchase
Lucent systems, including new software switchesoftswitches." The minimum purchase commitmerstisject to certain conditions and
has the potential to grow to $1 billion over fiveays.

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

6% Convertible Subordinated Notes

On September 14, 1999, the Company closed thergfef $823 million aggregate principal amounttsf6% Convertible Subordinated
Notes due 2009 ("Convertible Subordinated Noteli® net proceeds from the offering of approxima98 million, after underwritin
discounts and offering expenses, are being usedddding capital, capital expenditures, acquisii@nd other general corporate purposes in
connection with the implementation of the Busineks.
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Senior Secured Credit Facility

On September 30, 1999, the Company entered inemaiSSecured Credit Facility in the aggregategpal amount of $1.375 billion
("Senior Secured Credit Facility"). The facilityéemprised of a senior secured revolving creditifgdn the amount of $650 million and a
two-tranche senior secured term loan facility aggting $725 million. At December 31, 1999 the Comphad $475 million in outstanding
aggregate borrowings under the two-tranche seeimured term loan facility.

(3)Voice(SM)

During December 1999, Level 3 commercially launct@®oice, its Internet Protocol long distance sszywhich utilizes softswitch
technology. This long distance service is curreatigilable in 10 markets. The Company expects ¢inbeommercial testing of some featu
associated with local service, such as caller tigermail and call forwarding, during the first gigst of 2000. Customers access the (3)Voice
long distance service by using existing telephanemment and dialing procedures.

Northern Asia Undersea Cable System

On January 24, 2000, Level 3 announced its intartbadevelop and construct a 2.56 Thps Northeria Asdersea cable system initially
connecting Hong Kong and Tokyo. This connectioexigected to be in service by the end of the seqoader of 2001. The Hong Kong-
Tokyo cable is intended to be the first stage ef@@mpany's construction of an undersea netwaitkeimegion. The Company plans to share
construction and operating expenses of the systémome or more industry partners.

Expansion of Business Plan

On January 24, 2000, Level 3 announced the expawnsiibs Business Plan to increase the amount gy space it intends to secure to
approximately 6.5 million square feet. Level 3 emtly has secured approximately 3.4 million sqdee¢ of gateway space. The Company
completed the buildout of approximately 1.3 millisquare feet of a gateway space.

Securities Offerings

On February 2, 2000, Level 3 announced a serisspdrate securities offerings. As of the date effillng of this Report, the Company is
offering 15 million shares of common stock and $&tilion of convertible subordinated notes in separegistered offerings pursuant to an
effective registration statement. It is also offigrsenior notes and senior discount notes thapeilerate aggregate gross proceeds of $1
billion, and 400 million of euro-denominated (apgroately $391 million) senior notes. The dollarndeninated and eurdenominated senii
notes will not be registered under the Securitiesok 1933 and may not be sold in the United Stabesent registration or an applicable
exemption from the registration requirements. Eafdie offerings is being made pursuant to a sepgmaspectus supplement or offering
memorandum. No offering is conditioned on the ¢igsif any other. The Company may not complete dnlyeoofferings. In addition, the
size of each offering is subject to change. The gamy will use the proceeds from these offeringsyforking capital, capital expenditures,
acquisitions and other general corporate purpasesrinection with the implementation of the Businétan. Although the Company
evaluates potential acquisitions from time to timheurrently has no agreements or understandinig any person to effect any material
acquisition.

Recent Accounting Developments

In December 1999, the SEC staff released Staff iating Bulletin No. 101, "Revenue Recognition" ("‘BA01"). SAB 101 provides
interpretive guidance on the recognition, preséntaand disclosure of revenue in the financialestents. SAB 101 must be applied to the
financial statements no later than the first quast2000. The Company does not believe that tlopahn of SAB 101 will have a material
affect on the Company's financial results.
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Effective July 1, 1999, the Financial Accountingi®tards Board ("FASB") issued Interpretation Nq."®Real Estate Sales, an interpretation
of FASB Statement No. 66." Certain sale and lomgiteght-to-use agreements of dark fiber and capagitered into after June 30, 1999 are
required to be accounted for in the same mannsalas of real estate with property improvemenistegral equipment. Failure to satisfy the
requirements of the Interpretation will result ire tdeferral of revenue recognition for these camdrarhe adoption of this Interpretation does
not have a current effect on the Company's castsflo

Accounting practice and guidance with respect goabcounting treatment of these transactions iviexp Any changes in the accounting
treatment could affect the way the Company accdiantsevenue and expenses associated with theseragnts in the future.

Results of Operations 1999 vs. 1998

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

1999 1998
Communications and Information Services........... . e $289 $144
Coal MiNING....ccooiieiiiiiiieiieeeeees s 207 228
L1 T 19 20

$515 $392

Communications and information services revenueegsed from $144 million for the year ended Decar8tie 1998 to $289 million for the
year ended December 31, 1999. Revenue attributalfee communications business increased from #2ibmin 1998 to $159 million ir
1999. In May 1999 the Massachusetts Departmentiblid®Utilities ruled that Bell Atlantic was no Iger required to pay the established
reciprocal compensation rates for certain servidesa result, beginning in the second quarter, L8waected not to recognize additional
revenue from these agreements until the uncemtaimtere resolved. The Company reached a tentajreement with Bell Atlantic in Octob
1999. The agreement established new intercarrisxaiprocal compensation rates between the twaecarand assures that the Company will
be paid for the traffic it terminates from Bell Afitic. As part of the agreement, the Company ariddlantic have also settled past disputes
over reciprocal compensation billing issues. Thple@mentation of the new rate structure and recgdroempensation billing settlement was
contingent upon certain conditions including appidw relevant regulatory authorities. During tberth quarter, Massachusetts and other
states approved the agreement and therefore, tip&vy recognized $16 million of reciprocal compeiesarevenue. Also during the fourth
guarter the Company completed certain sectionts afifercity and metropolitan networks and recogdi$26 million of revenue from IRU
contracts entered into before June 30, 1999. 19 198 Company recognized a total of $24 million &8d million of revenue attributable to
reciprocal compensation agreements and IRU costreegpectively. In addition the Company recogniret®99 $33 million of revenue
attributable to private line services, $24 millioirevenue attributable to managed modem seng&2&million attributable to colocation
services, and $18 million of revenue attributablénternet access services.

Systems integration revenue increased 11% to $8®min 1999. Revenue for the computer outsourdinginess increased 6% to $67
million in 1999. Revenue attributable to new custosrand additional services for existing custontext¢o the increase in computer
outsourcing and systems integration revenue.

Mining revenue in 1999 decreased to $207 milliamfr$228 million in 1998 due to reduced tonnage irequents under existing contracts

with Commonwealth Edison Company ("Commonwealtmy the expiration of a long-term contract with Coamwealth in 1998. If current
market conditions continue, the Company will expece a significant decline in coal revenue andiegsrbeginning in 2001 as long-term

contracts begin to expire.

Other revenue was consistent with 1998 and is pifyrattributable to California Private Transpoitet Company, L.P. ("CPTC") the owner-
operator of the SR91 tollroad in southern Califarni
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Cost of Revenue increased $161 million or 81% ®0%3illion in 1999 as a result of the expanding ommications business. In 1999,
communications network expenses were $183 millonanpared to $12 million in the prior year. Ther@ase in costs is primarily
attributable to the Frontier and IXC Communicatiteesed network expenses, the costs associatedh&itiCOM Technologies, Inc.
("XCOM") and GeoNet Communications, Inc. ("GeoNettquisitions, and costs attributable to the prgltie Company began offering in
late 1998 and 1999. The cost of revenue for tharmnation services business, as a percentage afueydecreased for the year ended
December 31, 1999 compared to the same periodd8. This decrease is primarily due to an increaghe utilization rates of systems
integration personnel in 1999. The cost of reveiou¢he coal business, as a percentage of revémreased due to the expiration of a high
margin long-term contract in 1998.

Depreciation and Amortization expense increaseah 866 million in 1998 to $228 million in 1999. Thkignificant increase in the amount of
assets placed in service during the latter pat®88 and throughout 1999 for the communicationsniess resulted in the increase in
depreciation expense. The acquisitions of XCOM, k#@and BusinessNet in 1998 and 1999 also congtbtd the increase in depreciation
and amortization expense in 1999.

Selling, General and Administrative expenses irsgdsignificantly to $668 million in 1999 from $3B8%llion in 1998 primarily due to the
cost of activities associated with the expandingcmnications business. Compensation, travel arilitiies costs increased substantially due
to the additional employees that have been hiréghpdement the Business Plan. The total numbengifleyees of the Company increased to
approximately 3,850 at December 31, 1999 from apprately 2,200 at December 31, 1998. Professiced,fincluding legal costs associt
with obtaining licenses, agreements and technigliies and other development costs associatéutive Company's plans to expand
services offered in U.S., European and Asian markensulting fees incurred to develop and impldrtte Company's business support
systems, and advertising, marketing and othemggedosts contributed to the higher selling, genanal administrative expenses. The
Company also recorded $126 million of non-cash cemsption in 1999 for expenses recognized under S¥A3 23 related to grants of
stock options and warrants, up from $39 milliori898. In addition to the expenses noted aboveCtrmepany capitalized $116 million and
$52 million of selling, general and administratexpenses in 1999 and 1998, respectively, whichismusprimarily of compensation exper
for employees and consultants working on capitajguts. As the Company continues to implement theifiss Plan, selling, general and
administrative costs are expected to continuedreimse significantly.

Write-off of In-Process Research and Developmei®3af million in 1998 was the portion of the purabasice allocated to the telephone
network-to-Internet Protocol network bridge technology acediby the Company in the XCOM transaction and veéisnated through form
valuation. In accordance with generally acceptemanting principles, the $30 million was taken asadeductible charge against earning
the second quarter of 1998.

EBITDA, as defined by the Company, consists of e@s (losses) before interest, income taxes, deiiee, amortization, non-cash
operating expenses (including stock-based compensand in process research and development chagdsther non-operating income or
expenses. The Company excludes non- cash compmndat to its adoption of the expense recognitiawipions of SFAS No. 123.

EBITDA decreased from ($100) million in 1998 to 83 million in 1999 primarily due to the signifidaimcrease in selling, general and
administrative expenses, described above, incumrednnection with the implementation of the CompamiBusiness Plan. EBITDA is
commonly used in the communications industry tdy@@acompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods indicated. Saesolidated Statements of Cash Flows.

Interest Income increased from $173 million in 199%212 million in 1999 primarily as a functiontble Company's increasing average c
cash equivalents and marketable securities balambesaverage cash balance increased from apprtelin®8.7 billion during 1998 to
approximately $4.2 billion during 1999 as a restiithe December 1998 Senior Discount Notes offering March 1999 equity offering and
the September 1999 Subordinated Notes offeringSamior Secured Credit Facility agreement. Yieldshan
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portfolio, however, have declined by approximatelybasis points in 1999 from the yields in 1998nariily due to the funds being investes
shorter term treasury securities. The acceler&imgjness Plan has required the Company to shdreeaverage term of treasury securities in
which it invested in 1999. Pending utilization bétcash equivalents and marketable securitiespteimenting the Business Plan, the
Company intends to invest the funds primarily intga States government and governmental agencyisesuThis investment strategy will
provide lower yields on the funds, but is expedteceduce the risk to principal in the short temopto using the funds in implementing the
Business Plan.

Interest Expense, net increased $42 million to $hildon in 1999 due to the completion of the offey of $2 billion aggregate principal
amount of Senior Notes in April 1998, $834 milliaggregate principal amount at maturity of Seniagcddunt Notes offered in December
1998, the Convertible Subordinated Notes issuetkpptember 1999, and Senior Secured Credit Faeiitgred into in September 1999. The
amortization of the related debt issuance costsasatributed to the increased interest expend®®®. The Company capitalized $116
million and $15 million of interest expense on netkvconstruction and business support systems98 88d 1998, respectively.

Equity in Losses of Unconsolidated Subsidiaries®dr7 million in 1999 and are primarily attributaltb the RCN Corporation, Inc. ("RCN
RCN is the largest single source, facilities-basexvider of communications services to the residéntarkets primarily in the Northeast and
California and the largest regional Internet senpcovider in the Northeast. RCN is also incursignificant costs in developing its business
plan. RCN's losses increased from $205 milliond88&.to $369 million in 1999. The Company's proporéite share of these losses, including
goodwill amortization, was $135 million and $92 linih in 1999 and 1998, respectively. In 1998, tlwrPany elected to discontinue its
funding of Gateway Opportunity Fund, LP, ("Gatewaythich provided venture capital to developingibasses. The Company recorded
losses of $28 million in 1998, to reflect Level 8twity in losses of the underlying businessesatE®ay. Also included are equity earnings
and losses of other equity method investmentsnatividually significant.

Gain on Equity Investee Stock Transactions increés&118 million in 1999. RCN issued stock in dlpuoffering and for certain
transactions in 1998 and 1999 which diluted the gamy's ownership of RCN from 41% at December 39816 35% at December 31, 19
The increase in the Company's proportionate sHaREC's net assets as a result of these transaatiswlted in a pre-tax gain of $117
million from subsidiary stock sales for the Compamyt999. The Company recognized $62 million ofhgdior similar stock transactions of
RCN in 1998. The Company also recognized $1 milibgains attributable to other equity method inges.

Gains (Losses) on Sale of Assets decreased sigmiffycin 1999 due to the sale of Cable Michigaktalon Cable of Michigan, Inc. in
November 1998. The Company recognized a gain afoappately $90 million from the ca-for-stock transaction. Included in gains (losses)
on the disposal of assets are ($3) million of lsssed $8 million of gains on the disposal of propeaslant and equipment in 1999 and 1998
respectively, and $1 million and $9 million of gaion the sale of marketable securities in 19991898 respectively.

Income Tax Benefit in 1999 and 1998 differs frora tatutory rate of 35% primarily due to lossesiired by the Company's international
subsidiaries which cannot be included in the cadatéd U.S. federal return, nondeductible goodaritiortization expense and state income
taxes. The income tax benefit in 1999 also diffsess the statutory rate due to foreign tax credipected to be released upon carryback of
1999 net operating losses that the Company willfmble to utilize. The income tax benefit in 19&aliffers from the statutory rate due to
the $30 million nondeductible write-off of the reseh and development costs acquired in the XCOMiiaitapn.

Discontinued Operations includes the one-time ga¥608 million recognized upon the distributiontibé Construction Group to former
Class C stockholders on March 31, 1998. Also inetlish discontinued operations is the gain, neanf of $324 million from the Company's
sale of its energy assets to MidAmerican on JanRahp98.
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Results of Operations 1998 vs. 1997

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

Revenue for the years ended December 31, 1998 aoeniiber 27, 1997 is summarized as follows (in omf):

1998 1997
Communications and Information Service............. . e $144 $ 95
Coal MiNING....ccooiieiiiiiii e s 228 222
L1 T 20 15

$392 $332

Communications and Information Services revenueesmed 52% in 1998. The communications businessrgien revenues of
approximately $24 million in 1998, of which $22 hah is attributable to the acquisition of XCOM. pyximately 87% of XCOM's revenue
is attributable to reciprocal compensation agredsmeith Bell Atlantic. The computer outsourcing mess experienced significant revenue
growth in 1998. The inclusion of a full year of emwe from customers which began service in 1997aaridcrease in revenue from the
existing customer base, resulted in a 26% incrigasetsourcing revenue. The systems integratioimiess experienced a 27% increase in
revenue in 1998. This increase is primarily attdtnle to new acquisitions and a strong demand &ar 2000 renovation during the first six
months of 1998 and other systems reengineeringcsstv

Revenue from coal mines increased slightly in 19@8increase in alternate source coal sales to Camwealth was partially offset by the
expiration of a long-term contract also with Commealth. In 1998, the Company and Commonwealth aegtitkir contract to allow
Commonwealth to accelerate delivery of coal. Thermaed contract requires Commonwealth to take dgliokits year 2001 coal
commitments in 1998, 1999 and 2000. Of the 2001nsidments, 50% was taken in 1998 and 25% will betaik both 1999 and 2000. The
expiration of the long-term contract was partiaffset by contracts with new customers in 1998.

Other revenue is primarily attributable to CPTC ¢hner-operator of the SR91 tollroad in southertif@aia. Revenues increased in 1998
primarily due to higher traffic counts and increasetoll rates.

Cost of Revenue increased 22% from $163 milliohd87 to $199 million in 1998 primarily due to expes incurred in connection with the
Company's Business Plan to expand the communiadind information services businesses. Operatipgreses related to communications
and information services revenue in 1998 were $Bi&mup from $62 million in 1997. Costs attriblie to the XCOM and GeoNet
acquisitions as well as costs associated witheasdd capacity from Frontier were responsibleridd XL million increase in operating
expenses. Operating expenses for the computeruwaisg and systems integration business increaSedilion and $20 million in 1998,
respectively. The increase in the computer outsograperating expenses is primarily attributabléhi startup expenses associated with the
second data center in Tempe, Arizona. Higher tixpe&ed costs for Year 2000 work resulted in tigaificant increase in systems integra
operating expenses in 1998. The Company also iedw@xpenses to refocus its efforts away from Y880Xervices to systems and software
reengineering for IP related applications. Opetpérpenses related to coal mining were consistéhttie prior year.

Depreciation and Amortization expense has incre&dédmillion from $20 million in 1997. The primargason for this increase is the $910
million of capital expenditures in 1998, of whichproximately $481 million was placed in servicelBB8. The majority of the assets placed
in service are associated with 15 gateway sitestaacted for the expansion of the communicatiorsirass. Also contributing to the
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increase was the depreciation and amortizatiorgaipenent purchased for computer outsourcing cotgrassets acquired through business
acquisitions in 1998 and the amortization of godidwlated to these acquisitions. Depreciation ambrtization will continue to increase in
1999 as additional facilities are placed in service

Selling, General and Administrative expenses irsgd&226 million to $332 million in 1998. This irase of 213% from 1997 is primarily
attributable to the implementation of the Busin@km, including additional communications and infation services personnel. The total
number of communications and information serviaepleyees at December 31, 1998 was approximateB02a8 compared to approximat
1,000 at December 27, 1997. Cash compensationdedlin expense increased from $14 million in 199%581 million in 1998. In addition,
$39 million of non-cash stock based compensatigerse was recorded in 1998, of which, $24 milli@swelated to the Company's
Outperform Stock Option program introduced in theahd quarter of 1998. These costs are accountéal &acordance with SFAS No. 123,
"Accounting for Stock-Based Compensation." Profasal fees increased $74 million in 1998 primardy fegal costs associated with
obtaining licenses, agreements and technical fiasiland other development costs associated veittirgy to offer services in U.S. cities. Also
included in professional fees is third party softevand associated development costs incurred ielolging integrated business support
systems. These expenses were recorded in accord@ghabe American Institute of Certified Public éauntant's ("AICPA") Statement of
Position 98-1, "Accounting for the Costs of CompBeftware Developed or Obtained for Internal Usdfich specifically identifies those
costs that should be expensed or capitalized fernally developed software. Selling, general aththiaistrative expenses are expected to
increase significantly in future periods as the @any continues to implement the Business Plan.

Write-off of In-Process Research and Developmers $&0 million in 1998. On April 23, 1998 the Compawmpleted the acquisition of
XCOM, a privately held company that developed éertamponents necessary for the Company to deaidpterface between its IP based
network and the existing public switched telephoatwvork.

The Company accounted for this transaction, vaaietl 54 million, as a purchase. Of the total puseharice, $115 million was originally
allocated to acquired in-process research and oewednt, and was taken as a nondeductible charggrmings in the second quarter of 1998.
In October 1998, the SEC issued new guidelinesdbring acquired research and development whiclapipéied retroactively. Consequently,
the Company has reduced the charge by $85 millibich also increased goodwill by a correspondingam. Goodwill associated with the
XCOM transaction is being amortized over a 5 yeaiqul.

EBITDA, as defined by the Company, decreased fr8hillion in 1997 to ($100) million in 1998 primirdue to the significant increase
selling, general and administrative expenses, destabove, incurred in connection with the implatagon of the Company's Business P
EBITDA is commonly used in the communications irtdyi$o analyze companies on the basis of opergé@rfprmance. EBITDA is not
intended to represent cash flow for the periods. Sensolidated Statements of Cash Flows.

Interest Income increased significantly in 1998133 million from $33 million in 1997 as the Compancash, cash equivalents and
marketable securities balances increased to $Bightat December 31, 1998 from $765 million at Betber 27, 1997 as a result of the two
debt offerings and the proceeds from the salesafriergy business.

Interest Expense, net increased significantly f&irf million in 1997 to $132 million in 1998 duette completion of the offering of $2
billion aggregate principal amount of 9.125% SeNotes due 2008 issued on April 28, 1998 and $8B#bmaggregate principal amount at
maturity of 10.5% Senior Discount Notes due 2088ésl on December 2, 1998. The amortization of aguoof the $79 million of debt
issuance costs associated with the Senior NoteSanidr Discount Notes also increased interestresgp@ 1998. The Company capitalized
$15 million of interest expense on network congtaicand business support systems developmentqgbsdje 1998.
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Equity in Losses of Unconsolidated Subsidiarieseased to $132 million in 1998 primarily due to dwpiity losses attributable to RCN. R¢
also incurred significant costs in developing isibess plan including the acquisition of seventéiinet service providers. RCN's losses
increased from $52 million in 1997 to $205 millizn1998. The Company's proportionate share of thesses, including goodwill
amortization, was $92 million and $26 million ing®and 1997, respectively. In 1998, the Compangtedeto discontinue its funding of
Gateway, which provided venture capital to develgdiusinesses. The Company recorded losses of Bizghrand $15 million in 1998 and
1997, respectively, to reflect Level 3's equityasses of the underlying businesses of Gateway illduded in equity losses were equity
earnings and losses of the Company's other equtiiod investees.

Gain on Equity Investee Stock Transactions wasrfiiibn in 1998. During 1998, RCN issued stock ipuwblic offering and for certain
acquisitions. These transactions decreased the &oyispownership in RCN from 48% in 1997 to 41% 998, but increased its proportion
share of RCN's net assets. The Company recordegtaygain of approximately $62 million to reflebts increase in value.

Gains on Sale of Assets increased significant988 due to the sale of Cable Michigan to Avalobl€af Michigan, Inc. in November
1998. The Company recognized a gain of approxim&@0 million from the cash for stock transactiéiso included in gains on the disposal
of assets are $8 million and $1 million of gainstiba disposal of property, plant and equipmentd@8land 1997 respectively, and $9 million
of net gains on the sale of marketable securitidmth periods.

Income Tax Benefit differs from the expected statytate of 35% primarily due to the nondeductibhite-off of the in-process research and
development costs allocated in the XCOM transactmsses incurred by the Company's internationasisliaries which cannot be included
the consolidated US federal income tax return aate $ncome taxes. In 1997 the effective rate was than the expected statutory rate
primarily due to prior year tax adjustments, pélstiaffset by the effect of nondeductible compemmaexpense associated with the conver
of the information services option and SAR planthLevel 3 Stock Plan.

Discontinued Operations includes the one-time ga¥608 million recognized upon the distributiontivé Construction Group to former
Class C stockholders on March 31, 1998. Also inetLith discontinued operations is the gain, neawf of $324 million from the Company's
sale of its energy assets to MidAmerican on JanRahp98.

Financial Condition

The Company's working capital decreased approxign&@7 billion during 1999 from $3.5 billion at Pember 31, 1998 to $2.8 billion at
December 31, 1999. The decrease was primarily atheetcapital expenditures and operating expemsesred to implement the Business
Plan. Partially offsetting these expenditures vikeeproceeds from the $1.5 billion equity offerowmpleted in March 1999, the $823 million
offering of Convertible Subordinated Notes and$4&5 million proceeds from the $1.375 billion SerBecured Credit Facility. Both the
Convertible Subordinated Notes offering and thei@e®ecured Credit Facility were completed in Seyier 1999.

Cash provided by continuing operations increaseh fapproximately $170 million in 1998 to approxieigt$438 million in 1999 primarily
due to the changes in components of working cagitdlan increase in interest income. An increasledrtosts paid to implement the
Business Plan also reduced cash provided by cangraperations. Interest income increased in 1398 @esult of the proceeds received from
the Senior Notes, Senior Discount Notes, Converttibordinated Notes, the Senior Secured Credilitifand the March 1999 equity
offering. The increase in cash provided by inteirestme was partially offset by the semi-annualmagt of interest on the Senior Notes. The
initial interest payment on the Convertible Suboatied Notes is due in 2000. Interest payments auata outstanding under the Senior
Secured Credit Facility are due periodically bagedhe Company's selection of alternative baseamtiel IBOR loans. A commitment fee on
the unused portions of the Senior Secured Creditifyas payable on the last business day of emdbndar quarter. Interest payments on the
Senior Discount Notes are deferred until 2004.
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Investing activities include the purchase and ebkgpproximately $4.6 billion and $5.2 billion, pextively, of marketable securities. The
Company also incurred costs of $3.4 billion foritalpexpenditures, primarily for the expanding coomitations business. In 1999, the
Company invested $1.4 billion on its U.S. intercitwork, $.5 billion on its international networksd gateway facilities, $.3 billion on
transoceanic networks and $.7 billion on gatewailifees and local networks.

Financing sources in 1999 consisted primarily efilet proceeds of $451 million from the Senior $edCredit Facility, net proceeds of
$798 million from the offering of $823 million agegate principal amount of Convertible Subordindetes due 2009, net proceeds of $1.5
billion from the issuance of 28.75 million sharézommon stock and the exercise of Company stotibpfor $22 million. The Company
also repaid long-term debt of approximately $6 iomllduring 1999.

Liquidity and Capital Resources

Since late 1997, the Company has substantiallgaszd the emphasis it places on and the resowreeted to its communications and
information services business. The Company has amead the implementation of a plan to become éitfasibased provider (that is, a
provider that owns or leases a substantial podfahe property, plant and equipment necessarydwige its services) of a broad range of
integrated communications services. To reach théd, ghe Company is expanding substantially thénmss of its subsidiary, PKS
Information Services, Inc. to create, through a lbiration of construction, purchase and leasingofiities and other assets, an advanced,
international, facilities based communications reetev The Company is designing its network baset¢hternet Protocol technology in order
to leverage the efficiencies of this technologytovide lower cost communications services.

The development of the Business Plan will requigaificant capital expenditures, a substantial jporof which will be incurred before any
significant related revenues from the Business Biarexpected to be realized. These expenditgsttter with the associated early opere
expenses, may result in substantial negative dpgreash flow and substantial net operating lossethe Company for the foreseeable
future. Although the Company believes that its @s$imates and build-out schedule are reason@ld@dtual construction costs or the timing
of the expenditures may deviate from current egésial he Company's capital expenditures in conmeetith the Business Plan were
approximately $3.4 billion in 1999. The Companyirastes that its capital expenditures in connectigh the Business Plan will approximate
$3.5 billion in 2000. The Company's current ligtydand the agreement with INTERNEXT should be sigfit to fund the currently
committed portions of the Business Plan.

On January 24, 2000 the Company announced thasitexpanding the scope of its Business Plan tadech significant increase in the
amount of colocation space available to the Comgamgb-centric customers, and additional localrfiaeilities. The Company currently
estimates that the implementation of the Businéss Will require between $13 and $14 billion ovee tL0-year period of the Business Plan.
The Company's ability to implement the Business Rlad meet its projected growth is dependent utzoatility to secure substantial
additional financing in the future. The Company ects to meet its additional capital needs withpgiteezeeds from credit facilities and other
borrowings, including the Senior Secured Creditilfg@ntered into on September 30, 1999, and saléssuance of additional equity
securities or additional debt securities, includimgse announced on February 2, 2000. The 9.125f61Sdotes and the 10.5% Senior
Discount Notes were issued under indentures whéchip the Company and its subsidiaries to incustattial amounts of debt. The Senior
Secured Credit Facility also permits the Companyntar substantial amounts of unsecured debt.

In addition, the Company may sell or dispose of#xg businesses or investments to fund portionke@Business Plan. The Company may
sell or lease fiber optic capacity, or accessgednduits. The Company may not be successfuladyming sufficient cash flow, raising
sufficient debt or equity capital on terms thatill consider acceptable, or selling or leasingfiloptic capacity or access to its conduits. In
addition, proceeds from dispositions of the Comfmagsets may not reflect the assets' intrinsigevaturther, expenses may
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exceed the Company's estimates and the financiededemay be higher than estimated. Failure to gémsufficient funds may require the
Company to delay or abandon some of its future msipa or expenditures, which could have a matedakrse effect on the implementation
of the Business Plan.

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

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

Year 2000
Level 3 Communications, LLC.

Level 3's wholly owned subsidiary, Level 3 Commuatigns, LLC, is a new company that is implementiegy technologies to provide
Internal Protocol technology-based communicati@nsises to its customers. The expenses associdtied.@vel 3 Communications, LLC's
Year 2000 remediation program did not have a nalteffect on the operating results or financialditon of Level 3 Communications, LLC
through December 31, 1999. There can be no as®jraowever, that the Year 2000 problem, and argilosurred by any customers of Le
3 as a result of the Year 2000 problem, will notéha material adverse effect on Level 3 CommuroeatiLLC's financial condition or resu
of operations in the future.

PKSIS.

PKS Information Services, Inc. ("PKSIS") providewide variety of information technology serviceKRS has two main lines of business:
computer outsourcing and systems integration. Dineptiter outsourcing business is managed by PKS Gmmnfervices LLC ("PKSCS").
The systems integration is managed by PKS Systaetagration LLC ("PKSSI").

PKSIS derived a substantial portion of its reverinek999 from projects that its subsidiary, PKS®Inducted involving Year 2000
assessment and renovation services. This expos8SIRK potential risks that may include problemthwiervices provided by PKSSI to its
customers and the potential claims arising unde8®lIs customer contracts. PKSSI attempts to camtbg limit its exposure to liability for
Year 2000 compliance issues. However, these cdnottbBlémitations may not be effective.

The expenses associated with PKSIS' Year 2000tgfftid not, and the related potential effect orBPK earnings are not expected to, have a
material effect on the future operating resultfimancial condition of Level

3. There can be no assurance, however, that the20€8 problem, and any loss incurred by any custsrof PKSIS as a result of the Year
2000 problem, will not have a material adverseaféam Level 3's financial condition or results giesations in the future.

Costs of Year 2000 Issues. Level 3 Communicatibb€, incurred approximately $2 million of costs i899. These costs primarily arise fr
direct costs of Level 3 employees verifying equiptrend software as Year 2000 ready. However, L&wkdes not separately track the
internal employee costs incurred for its Year 2pfdects. Level 3 does track all material costsiined for its Year 2000 projects as well as
all costs incurred by the Year 2000 program offleevel 3 estimated the time and effort expendedsgmployees on Year 2000 projects
based on an analysis of Year 2000 project plans.
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PKSIS incurred approximately $4 million of costsrtiplement its Year 2000 program through 1998, iandrred an additional approximat:
$4 million of costs in 1999. These costs primaaitise from direct costs of PKSCS employees workingipgrades per vendor specifications
of operating system software for PKSCS outsourcimfomers and the cost of vendor supplied operatistgms software upgrades and the
cost of additional hardware. However, PKSIS dodsseparately track the internal costs incurredtfolrear 2000 projects and does not track
the cost and time its employees spend on Year gafjects. PKSCS has estimated the time and efkpereded by its employees on Year
2000 projects based on an analysis of Year 200@girplans. Labor costs for PKSCS' Year 2000 ptsjaere estimated to be $2 million for
1998 and $1 million in 1999. Costs for software nauigs, additional equipment costs and a test syfsieRKSCS' Year 2000 projects were
estimated to be $2 million for 1998 and $3 milliarl999. Such costs are not available for PKSShbeitnot believed to be material. Year
2000 costs for PKSSI are believed to be substinteds than PKSCS and focus primarily on the obstvaluating and, if necessary,
upgrading network and desktop hardware and softWdre costs incurred by PKSSI for performing Ye@®@ services for its customers are
included within PKSSI's pricing for such services.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

Level 3 is subject to market risks arising frommdes in interest rates, equity prices and foreiginange rates. The Company's exposure to
interest rate risk increased due to the $1.37®bilbenior Secured Credit Facility entered intdl®y Company in September 1999. As of
December 31, 1999, the Company had borrowed $4lfismiinder the Senior Secured Credit Facility. Amts drawn on the term loan and
revolving credit facilities bear interest at theeahate base rate or LIBOR rate plus applicableginar As the alternate base rate and LIBOR
rate fluctuate, so too will the interest expensammounts borrowed under the facility. A hypothdtia percent increase in interest rates
would increase interest expense of the Companyppyoaimately $5 million. The Company continues valeate alternatives to limit interest
rate risk.

Level 3 continues to hold positions in certain pelpltraded entities, primarily Commonwealth Telepk and RCN. The Company accounts
for these two investments using the equity methid@. market value of these investments is approxity&tl.866 billion as of December 31,
1999, which is significantly higher than their géng value of $292 million. The Company does natently have plans to dispose of these
investments; however, if any such transaction gecijthe value received for the investments woeldtiected by the market value of the
underlying stock at the time of any such transactf20% decrease in the price of Commonwealthpgfedae and RCN stock would result in
approximately a $373 million decrease in fair masadue of these investments. The Company doesuregntly utilize financial instruments
to minimize its exposure to price fluctuations quity securities.

The Company's Business Plan includes developingansitructing networks in Europe and Asia. As of@&uaber 31, 1999, the Company |
invested significant amounts of capital in Europd will continue to expand its presence in Europe Asia in 2000. As of December 31,
1999, the Company has not made significant usaah€ial instruments to minimize its exposure tefgn currency fluctuations. The
Company will continue to analyze risk managemenatsgies to reduce foreign currency exchange niske future.

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

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementary financfatimation for Level 3 Communications, Inc. (f/k/atBr Kiewit Sons', Inc.) and
Subsidiaries begin on page F-1.

The financial statements of an equity method iree@$RCN Corporation) are required by Rule 3.09aiticbe filed as a part of this Report
an amendment to this Report upon the filing by R&their Form 10-K for the year ended Decemberl®B9. RCN's filing of their Form 10-
K is not yet due.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

The following information with regard to the Compganchange of independent accountants was firstrteg by the Company's filing of a
Current Report on Form 8-K on September 1, 1998.

The following information is provided in responsethe requirements of Item 304(a)(1) of RegulateK.

i) PricewaterhouseCoopers LLP (formerly Coopersydiand L.L.P. which became PricewaterhouseCoopePsdn July 1, 1998) was
dismissed as the Company's independent accourffetsive as of the close of business on Augustl298.

ii) The reports of PricewaterhouseCoopers LLP endbnsolidated financial statements of the Compdmecember 27, 1997 and December
28, 1996, and for the three years ended Decembdr987 contain no adverse opinion or disclaimesmhion and were not qualified or
modified as to uncertainty, audit scope or accagngpirinciple.

iif) The Company's Audit Committee participatedaimd approved the decision to change independeatiatants.

iv) In connection with its audits for the fiscalays ended December 27, 1997 and December 28, t@oiamugh August 25, 1998 there were
no disagreements with PricewaterhouseCoopers LL&gmatter of accounting principle or practicaaficial statement disclosure, or
auditing scope or procedure, which disagreememigtifesolved to the satisfaction of Pricewatere@oopers LLP, would have caused
PricewaterhouseCoopers LLP to make reference tharegheir report on the financial statements foctsyears.

v) During the fiscal years ended December 27, 88VDecember 28, 1996 and through August 25, 188%@ twere no reportable events (as
defined in Regulation S-K Item 304(a)(1)(v)).

The following information is provided in responsethe requirements of Item 304(a)(2) of RegulateK.

The Company engaged Arthur Andersen LLP as itsindependent accountants as of August 26, 1998 nDuhie most recent two fiscal
years and through August 25, 1998, the Companybisonsulted with Arthur Andersen LLP on items efh{1) were or should have be
subject to a AICPA Statement on Auditing Stand&ds50, "Reports on the Application of Accountingniiples," or (2) concerned the
subject matter of a disagreement or reportabletevith the Company's former auditor (both as sehfin Regulation S-K Item 304(a)(2)).

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information required by this Item 10 is incaorgted by reference to the Company's definitive pretatement for the 2000 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission, however certaintimidion is included above under the
caption "Directors and Executive Officers" undenit1. Business.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is incargted by reference to the Company's definitive pratatement for the 2000 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this Item 12 is incaogted by reference to the Company's definitive pretatement for the 2000 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item 13 is incaorgted by reference to the Company's definitive pretatement for the 2000 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

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 F-1. Exhibits filed as a pathisfreport are listed below. Exhibits incorpotabe reference are indicated in parentheses.

Exhibit
Number Description
3.1 Restated Certificate of Incorporation dated March 31, 1998 (Exhibit 1

3.2

3.3

3.4

35

4.1

4.2

to Registrant's Form 8-A filed on April 1,
Certificate of Amendment of Restated Certif
Level 3 Communications, Inc. (Exhibit 3.1
Report on Form 8-K dated June 3, 1999).
Specimen Stock Certificate of Common Stock,
(Exhibit 3 to the Registrant's Form 8-A fi
Amended and Restated By-laws as of May 27,
Company's Current Report on Form 8-K dated
Rights Agreement, dated as of May 29, 1998,
Norwest Bank Minnesota, N.A., as Rights Ag
Form of Certificate of Designation, Prefer

A. Junior Participating Preferred Stock of

A, the Form of Rights Certificate as Exhib
Rights to Purchase Preferred Stock, as Exh
Registrant's Form 8-A Amendment No. 1 file
Indenture, dated as of April 28, 1998, betw
Schroder Bank & Trust Company as Trustee r
9 1/8% Senior Notes due 2008 (Exhibit 4.1
Registration Statement on Form S-4 File No
Indenture, dated as of December 2, 1998, be
IBJ Schroder Bank & Trust Company as Trust
Registrant's 10 1/2% Senior Discount Notes
the Registrant's Registration Statement on
71687).

4.3.1 Form of Senior Indenture (incorporated by r

Amendment 1 to the Registrant's Registrati
(File No. 333-68887) filed with the Securi
Commission on February 3, 1999).

4.3.2 First Supplemental Indenture, dated as of S

10.1

the Registrant and 1BJ Whitehall Bank & Tr
relating to the Registrant's 6% Convertibl
2009 (Exhibit 4.1 to the Registrant's Curr
dated September 20, 1999).
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Diversified Group Inc., PKS Holdings, Inc.
Group Inc. (Exhibit 10.1 to the Registrant
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Exhibit
Number Description

10.2 Amendment No. 1 to Separation Agreement, da
among PKS, Kiewit Diversified Group Inc.,
Kiewit Construction Group Inc. (Exhibit 10
10-K for 1997).

10.3 Cost Sharing and IRU Agreement between Leve
INTERNEXT, LLC dated July 18, 1998 (Exhibi
Quarterly Report on Form 10-Q for the thre
30, 1998).

10.4 Credit Agreement dated as of September 30,
Communications, Inc., the Borrowers named
thereto and The Chase Manhattan Bank, as A
Registrant's Quarterly Report on Form 10-Q
September 30, 1999).

16  Letter Regarding Change in Certifying Accou
Registrant's Current Report on Form 8-K da

21 List of subsidiaries of the Company

23.1 Consent of Arthur Andersen LLP

23.2 Consent of PricewaterhouseCoopers LLP
23.3 Consent of PricewaterhouseCoopers LLP

27 Financial data schedules

(b) Reports on Form 8-K filed by the Registrantidgrthe fourth quarter of 1999.

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, this 14th day of February, 2000.

LEVEL 3 COMMUNICATIONS, INC.

/sl Janes Q Crowe
By:
Narme: Janes Q Crowe
Title: President and Chief

Executive Oficer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdaticated.

Signature Ti tle Date

/sl Walter Scott, Jr. Chairman of th e Board February 14, 2000

Walter Scott, Jr.

/sl James Q. Crowe President, Chi ef Executive  February 14, 2000
Officer and D irector
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors and Stockholders of Le&/€lommunications, Inc.:

We have audited the consolidated balance sheésvel 3 Communications, Inc. and subsidiaries (l®are corporation) as of December
31, 1999 and 1998 and the related consolidatedrstaits of operations, cash flows, changes in stddkhs' equity and comprehensive
income (loss) for the years then ended. These tidaged financial statements are the responsibilitthe Company's management. Our
responsibility is to express an opinion on thesarftial statements 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 whethenmthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of Level 3
Communications, Inc. and subsidiaries as of Dece®bge1999 and 1998 and the consolidated resulisedf operations and their cash flows
for the years then ended in conformity with gerlgratcepted accounting principles.

/sl Arthur Andersen LLP
Art hur Andersen LLP

Denver, Col orado
February 2, 2000
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

The Board of Directors and Stockholders
Level 3 Communications, Inc. and Subsidiaries
(formerly, Peter Kiewit Sons', Inc.)

We have audited the consolidated statements ofibpes, cash flows, changes in stockholders' e@uity comprehensive income (loss) of
Level 3 Communications, Inc. and Subsidiaries (fenigy Peter Kiewit Sons', Inc.) for the year en@etember 27, 1997. These financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniapion these financial statements based
on our audit.

We conducted our audit in accordance with generalbepted auditing standards. Those standardsegtat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatemd@naudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referealove present fairly, in all material respedts, ¢onsolidated results of operations and cash
flows of Level 3 Communications, Inc. and Subsidiafor the year ended December 27, 1997 in confpmvith generally accepted
accounting principles.

/sl Pricewat er houseCoopers LLP
Coopers & Lybrand LLP

QOraha, Nebraska
March 30, 1998



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For the three years ended December 31, 1999

REVENUE........eiiiiiiiiiiiiii
Cost and Expenses:
Cost of revenue..........c.........
Depreciation and amortization
Selling, general and administrative..............
Write-off of in-process research and development.

Total costs and expenses............ccceveees
Earnings (Loss) from Operations
Other Income (Expense):
Interest iNCOmMe.........cccccceiiiiiiiinens
Interest expense, Net.........ccccevevevvrennne
Equity in losses of unconsolidated subsidiaries,
Gain on equity investee stock transactions
Gain (loss) on sale of assets
Other, net

Total other income (expense)

Earnings (Loss) Before Income Taxes and Discontinue

OPerationsS........cueeeeeiiieeees e
Income Tax Benefit

Earnings (Loss) from Continuing Operations
Discontinued Operations:

Gain on Split-off of Construction Group..........
Construction operations, net of income tax expens

Gain on disposition of energy business net of inc
tax expense of ($175)......ccccccvevviiiennnn.
Energy, net of income tax benefit of $1

Income from discontinued operations

Net Earnings (Loss)

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

Discontinued operations excluding construction
operations

Net earnings (loss) excluding construction
operations

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

See accompanying notes to consolidated financ#tsients.
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1999 1998 1997
(dollars in
millions, except
per share data)
..... $ 515 $392 $332

..... (360) (199) (163)

..... (228) (66) (20)

..... (668) (332) (106)
- (30) --

..... 212 173 33
..... (174) (132) (15)
net. (127) (132) (43)
..... 118 62 --
..... (2) 107 10
..... 7 4 7

..... (707) (153) 35
..... 220 25 48

..... (487) (128) 83

..... $(1.46) $(.43) $ .33

..... $ - $3.09 $.04

..... $ (1.46) $2.66 $ .37

..... $(1.46) $ .64 $.37




LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 1999 and 1998

1999 1998
(dollars in millions,
except per share

data)
Assets

Current Assets:
Cash and cash equivalents...

Marketable securities............ . 2,227 2,863
Restricted securities..........ccoeccvvvveeee. L 46 32
Accounts receivable, less allowances of $9 and$5 ... 148 57
Income taxes receivable........ccococcveeveeee. L 241 54
Other e 55 29
Total Current ASSetS....uuvveveveeeeeeeeeeieeeeeeee 3,936 3,877
Net Property, Plant and Equipment.........cc........ ... 4,287 1,061
INVESIMENS. v 300 300
Other Assets, Net.....uvvveveeveeeeeeiiiiiieieeeee L 381 284

Liabilities and Stockholders' Equity
Current Liabilities:

Accounts payable.......ccccoovveviieniieeeees L $ 830 % 276

Current portion of long-term debt...............~ . 6 5
Accrued payroll and employee benefits............. ... 43 16
Accrued reclamation and other mining costs....... . ... 13 16
Accrued interest......coccvvcceveeiniciieeenne L a7 33
Deferred revenue........ccccoeceeevvceeenneenee L 111 1
Other. i 75 23
Total Current Liabilities........ccooeevveeeeeee. 1,125 370
Long-Term Debt, less current portion................ ... 3,989 2,641
Deferred Income Taxes.......cccoecvvevvevcees L 68 86

Accrued Reclamation CoStS.........ccccocevveeeenne
Other Liabilities......ccccovvvveeiiiiieeeeeee L 218 164
Commitments and Contingencies
Stockholders' Equity:

Preferred stock, $.01 par value, authorized 10,000 ,000

shares: no shares outstanding in 1999 and 1998... ... -- -
Common stock:

Common stock, $.01 par value, authorized 1,500,00 0,000

shares: 341,396,727 outstanding in 1999 and

307,874,706 outstanding in 1998.................. ... 3 3

Class R, $.01 par value, authorized 8,500,000 sha res:

no shares outstanding in 1999 and 1998.......... ... -- --
Additional paid-in capital.........cccceeeeeee. L 2,501 765
Accumulated other comprehensive income (loss)..... ... 5) 4
Retained earnings.......cccccovvveeeevicvs L 906 1,393
Total Stockholders' Equity.........cooovvcceveeeee L 3,405 2,165

$ 8,904 $ 5,522

See accompanying notes to consolidated financsistents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the three years ended December 31, 1999

1999 1998 1997

(dollars in millions)
Cash Flows from Operating Activities:

Net Earnings (LOSS)........cccveevrveecuveennne. ..$ (487)$ 804 $ 248
Less: Income from Discontinued Operations........ .. - (932) (165)
Earnings (loss) from continuing operations....... ... (487) (128) 83

Adjustments to reconcile earnings (loss) from
continuing operations to net cash provided by
continuing operations:

Write-off in process research and development .- 30 --
Equity losses, net..........ccccveveeeeennns .. 127 132 43
Depreciation and amortization................ .. 228 66 20
Amortization of premiums (discounts) on

marketable securities...............c...... .. 10 (24) --
Amortization of debt issuance costs.......... 9 3 -
(Gain) loss on sale of property, plant and

equipment and other assets.................. 2 (17) (10)
Gain on equity investee stock transactions... .. (118) (62) --
Gain on sale of Cable Michigan............... - 0) --

Compensation expense attributable to stock

AWATAS......eveieeiiiiiee e .. 126 39 21
Federal income tax refunds .. 81 46 146
Deferred income taxes ... (56) (50) (103)
Deposits .. (64 - -
Accrued interest on marketable securities.... .. 62 (39 -
Change in working capital items:

Receivables..........cccccoovviiiiinnnnns .. 84 @O ©

Other current assets.........ccccvevveeenns .. (@700 (100 (©»

Payables.................. .. 562 239 (3)

Other liabilities... .. 207 39 (5
Other....ccoocieiieiceeeee 3 3) -

Net Cash Provided by Continuing Operations......... .. 438 170 182

Cash Flows from Investing Activities:
Proceeds from sales and maturities of marketable

SECUNMTIES...evveiiiireee e .. 5169 3,214 167
Purchases of marketable securities... ... (4,555) (5,334) (452)
Purchases of restricted securities............... .. (11 @B @
Capital expenditures.............cooeeeenvnnnne ... (3,436) (910) (26)
Investments and acquisitions, net of cash acquire d.. 3) (67) (42)
Proceeds from sale of property, plant and equipme nt,
and other investments...........ccccocceeene 12 27 1
Proceeds from sale of Cable Michigan............. - 129 -
Other......ocovviiiie e - - 3

Net Cash Used in Investing Activities.............. ... $(2,824) $(2,949) $(351)

See accompanying notes to consolidated financ#tsients.

F-6



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS--(Continued)
For the three years ended December 31, 1999

1999 1998 1997

(dollars in
millions)
Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance costs. ... $1,249 $2,426 $ 17
Payments on long-term debt, including current
[a10] 110 ] o IO - ®) 12 (@
Issuances of common stocK.........ccocevveeeeeee L 1,498 21 117
Exchange of Class C Stock for Class D Stock, net. ... -- 122 72
Stock options exercised.........cooeeevevieeeee. L 22 11 21
Repurchases of common stock.........ccooeeeeeee L - 1 --
Dividends paid.........coovvvvvvvvviiiieenene. L - - (12
Net Cash Provided by Financing Activities.......... ... 2,763 2,567 213
Cash Flows from Discontinued Operations:
Proceeds from sale of discontinued energy operati ons,
net of income tax payments of $192 million...... . ... - 967 -
Discontinued energy operations........ccocceeeee. L. - - 3
Investments in discontinued energy operations.... ... - - (31
Net Cash Provided by (Used in) Discontinued Operati ons.. - 967 (28)
Cash and Cash Equivalents of C-TEC at the Beginning of
1997 i - -~ (76)
Net Change in Cash and Cash Equivalents............ ... 377 755 (60)
Cash and Cash Equivalents at Beginning of Year..... ... 842 87 147
Cash and Cash Equivalents at End of Year.......... ... $1,219 $ 842 $ 87
Supplemental Disclosure of Cash Flow Information:
Income taxes paid......cccoceevvveeiceiiie L $ 2% 246 $ 62
Interest paid........coovvvvivviiiiiiieeeeeees L 193 104 13
Noncash Investing and Financing Activities:
Issuances of stock for acquisitions:
Businessnet Ltd.......ccccoevvvvvcvevvveveees L $ 8% - $--
XCOM Technologies, INC....ovvvvvvvvevevneneee L -- 154 -
GeoNet Communications, InC.......ccocceeveeeeee L -- 19 -
Others...cocoooiviiiiiee e - 10 -

The activities of the Construction Group have besnoved from the consolidated statements of castsflThe Construction Group had cash
flows of ($62) million and $59 million for the theenonths ended March 31, 1998, (the date of thie-&f)l and fiscal 1997, respectively.

See accompanying notes to consolidated financ#tsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS'

For the three years ended December 31, 1999

Class
B&C Additional
Common Common Paid-in

Accumulated
Other
Comprehensive Retained

EQUITY

Stock Stock Capital

Income (Loss) Earnings Total

(dollars in millions)
Balance at December 28,
1996.....cccivurnnnnnn $1 $1 $ 235 $16 $1,566 $1,819
Common Stock:
Issuances............. - - 117 -- -- 117
Stock options
exercised............ - - 21 -- -- 21
Stock dividend........ -- 7 7) -- -- -
Stock plan grants..... - - 27 -- -- 27
Class C Stock:
Issuances............. - - 33 -- -- 33
Repurchases........... - - - -- 2) 2)
Dividends (a)......... - - -- -- (13) (13)
Conversion of
debentures........... - - 1 -- -- 1
Net Earnings............ - - -- -- 248 248
Other Comprehensive
LOSS..ccoiiiiiieenne - - - (21) -- (21)
Balance at December 27,
1997 .. 1 8 427 (5) 1,799 2,230
Common Stock:
Issuances............. -- 1 203 -- -- 204
Stock options
exercised............ - 1 10 -- Q) 10
Designation of par
value to $.01........ - (8 8 - - -
Stock dividend........ -- 1 1) -- -- -
Stock plan grants..... - - 44 -- -- 44

Income tax benefit

from exercise of

options.............. - - 19 -- -- 19
Class R Stock:

Issuance and forced

conversion........... - - 164 -- (164) -
Class C Stock:

Repurchases........... - - (25) -- -- (25)

Conversion of

debentures........... - - 10 -- - 10
Net Earnings............ - - -- -- 804 804
Other Comprehensive

LOSS..eeeeieiieniiaanns - - - (6) - (6)

Split-off of the
Construction & Mining

GrOUD..coovvereerneen, 1 - (94) 15  (1,045) (1,125)

1998......ccccuneeeen. - 3 765 4 1,393 2,165
Common Stock:
Issuances, net of

offering costs....... - - 1,506 -- - 1,506
Stock options

exercised............ - - 22 -- -- 22
Stock plan grants..... - - 130 -- -- 130

Income tax benefit
from exercise of

options - - 78 - - 78
Net LOSS.....c.cv...... - - - - (487) (487)
Other Comprehensive
LOSS...oceureerennne. - - - 9 - 9

1999....iiiii, $-- $3 $2,501 $(5) $ 906 $3,405

(@) Includes $.80 per share for dividends on Claseclared in 1997 but paid in January 1¢



See accompanying notes to consolidated financ#tsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)
For the three years ended December 31, 1999

1999 1998 1997

(dollars in
millions)
Net Earnings (LOSS)...cccccocvvvevvveviieeiieeee i, $(487) $804 $248
Other Comprehensive Income (Loss) Before Tax:
Foreign currency translation adjustments......... ... 200 1 -
Unrealized holding losses arising during period.. ... 3) (2) (23)
Reclassification adjustment for gains included in net
earnings (l0SS)....cccvvvevevveeeeieiiiieieeeee @ 9 9
Other Comprehensive Loss, Before Tax.....ccccce.... Ll (14) (10) (32)
Income Tax Benefit Related to Items of Other Compre hensive
LOSS. i 5 4 11
Other Comprehensive Loss Net of Taxes............... ... 9) (6) (21)
Comprehensive Income (LOSS)......cccocveevvveeveee e, $(496) $798 $227

See accompanying notes to consolidated financ#tsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include te®ants of Level 3 Communications, Inc. and subsids (the "Company" or "Level 3") in
which it has control, which are engaged in entsgwiprimarily related to communications and infdiamaservices, and coal mining. Fifty-
percent-owned mining joint ventures are consolidlate a pro rata basis. Investments in other congganiwhich the Company exercises
significant influence over operating and finangalicies are accounted for by the equity methodlsiynificant intercompany accounts and
transactions have been eliminated.

In 1997, the Company agreed to sell its energytassdidAmerican Energy Holding Company, Inc. (#lCalEnergy Company, Inc.)
("MidAmerican") and to separate the constructioprations ("Construction Group") from the Companierefore, the results of operation:
these businesses have been classified as discedtoperations on the consolidated statements aatipes and cash flows. (See notes 2 and
3)

Communications and Information Services Revenue

Revenue for communications services, includinggigvine, colocation, Internet access, managed madel voice, is recognized monthly as
the services are provided. Revenue attributablleages of dark fiber pursuant to indefeasible sigiftuse agreements ("IRU's") that qualify
for sales-type lease accounting and were entetegiior to June 30, 1999 are generally recognidtie time of delivery and acceptance of
the fiber by the lessee. Dark fiber IRU's that dbmeet the criteria for sales-type lease accograie accounted for as operating leases and
revenue is recognized over the term of the lease.

In June 1999, the Financial Accounting Standardsr@¢'FASB") issued Interpretation No. 43, "Realdfs Sales, an interpretation of FASB
Statement No. 66" ("FIN 43"). Under FIN 43, dadiidi is considered integral equipment and accorgireglease must include a provision
allowing title to transfer to the lessee in ordarthat lease to be accounted for as a sales-#gsel FIN 43 applies to leases of integral
equipment entered into after June 30, 1999.

Dark fiber agreements generally require the custdameake a down payment due upon execution ofgfieement with the balance due u
delivery and acceptance of the fiber. Amounts ditbe cash received in excess of revenue earnegeneded as deferred revenue.

The Company is obliged under dark fiber agreemienisaintain its network in efficient working ordand in accordance with industry
standards. Customers are obligated for the tertneogreement to pay for their allocable sharéefcbsts for operating and maintaining the
network. The Company recognizes this revenue mypithkervices are provided.

The cost of revenue associated with the revenwgrézed for dark fiber agreements entered intorgd@une 30, 1999, was determined b
on an allocation of the total estimated costs efrtatwork to the dark fiber sold to the customéhe allocation takes into account the service
capacity of the specific dark fiber sold to custosnelative to the total expected capacity of thavork.

The Company is recognizing revenue in accordante N 43 and the Securities and Exchange CommigS®EC") Staff Accounting
Bulletin No. 101, "Revenue Recognition in Finan@thtements." However, accounting practice andagge with respect to the accounting
treatment of these transactions is evolving. Angngies in the accounting treatment could affectiing the Company accounts for revenue
and expenses associated with these agreements furttine.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

Information services revenue is primarily deriveahfi the computer outsourcing business and thersgsitgegration business. Level 3
provides outsourcing services, typically throughteacts ranging from 3-5 years, to firms that desirfocus their resources on their core
businesses. Under these contracts, Level 3 reaaginéxenue in the month the service is provided. shistems integration business helps
customers define, develop and implement cost-éffeatformation systems. Revenue from these sesvigeecognized on a time and
materials basis or percentage of completion bageding on the extent of the services provided.

Concentration of credit risk with respect to acdsueceivable are limited due to the dispersiooustomer base among geographic areas anc
remedies provided by terms of contracts and sttute

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 durg®9, 1998, and 1997. The remainder of
Level 3's sales are made on the spot market whiexespare 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 3meetes 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. Additionaliyany competitors have more favorable geologicatitmns than Level 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 lagstoration laws will not affect its competitive i@ since its competitors are similarly
affected by such laws.

Level 3 and its mining ventures have entered imtidous agreements with its customers which stipudalivery and payment terms on the
of coal. Prior to 1993, one of the primary custasmeferred receipt of certain commitments by pwsittaundivided fractional interest in cc
reserves of Level 3 and the mining ventures. Utltkeagreements, revenue was recognized when casteegved. The agreements with 1
customer were renegotiated in 1992. In accordaiiitetiie renegotiated agreements, there were ne shiaterest in coal reserves subseq
to January 1, 1993. Level 3 has delivered andtlasbligation to deliver the coal reserves to tigt@mer in the future if the customer
exercises its option to take delivery of the ctfahe option is exercised, Level 3 presently imtemo deliver coal from unaffiliated mines. In
the opinion of the management, Level 3 has sufficd®al reserves to cover the above sales commigtmen

Level 3's coal sales contracts are with severatrideutility and industrial companies. In the etvémat these customers do not fulfill
contractual responsibilities, Level 3 would purglue available legal remedies.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
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 strightrethods based on the following useful lives:

Facility and Leasehold Improvements................. ... 20--40 years
Operating Equipment:.......ccccocvevevvicicens L
Communications backbone...........cocecvcvceeeee. L 25 years
Transmission equipment and electronics............ ... 3--7 years
Network Construction Equipment..........ccoeeeee.. L 5--7 years
Furniture and Office Equipment.........ccccccceeee.. L 3--7 years
L1 T 2--10 years

Depletion of mineral properties is provided prinhadn an units-of- extraction basis determinedelation to coal committed under sales
contracts.

Software Development Costs

In March 1998, the American Institute of Certifiedblic Accountants ("AICPA") issued Statement o$ifton 98-1, "Accounting for the
Costs of Computer Software Developed or Obtainediternal Use" ("SOP 98-1"). The effective datdio$ pronouncement was for fiscal
years beginning after December 15, 1998, howekierCompany elected to account for internal softvd@relopment costs incurred
developing its integrated business support systerascordance with SOP 98-1 in 1998. The Compacggeized $27 million of expense for
the development of operating support systems i3 188t would have previously been capitalized piaoadoption of SOP 98-1.

Start-Up Costs

In April 1998, the AICPA issued Statement of PasitD8-5, "Reporting on the Costs of Start-Up Ac¢idg", ("SOP 98-5"), which provides
guidance on the financial reporting for start-ug anganization costs. It requires costs of star&efivities and organization costs to be
expensed as incurred. SOP 98-5 was effectiveriantiial statements for fiscal years beginning de&cember 15, 1998, however, the
Company elected to adopt SOP 98-5 in 1998. Thetamopf SOP 98-5 did not result in a significantode to earnings in 1998.

Subsidiary and Investee Stock Activity

The Company recognizes gains and losses from tegissuance and repurchase of stock by its sudv@diand equity method investees in
statements of operations.

Earnings Per Share

Basic earnings per share have been computed Usngdighted average number of shares during eathdp®iluted earnings per share is
computed by including the dilutive effect of commainck that would be issued assuming conversi@xercise of outstanding convertible
debt, stock options and other dilutive securities.

Intangible Assets

Intangible assets primarily include amounts alledaipon acquisitions of businesses, franchisesalnskcriber lists. These assets are
amortized on a straight-line basis over the expkptziod of benefit.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

For intangibles originating from communicationsotier information services related acquisitions, @ompany is amortizing these assets
over a five year period. Intangibles attributallether acquisitions and investments are amortized periods which do not exceed 40 years.

Long Lived Assets

The Company reviews the carrying amount of longdiassets for impairment whenever events or chang@sumstances indicate that the
carrying amount may not be recoverable. Deternonatif any impairment would include a comparisoestimated future operating cash
flows anticipated to be generated during the remagilife of the asset to the net carrying valu¢haf asset.

Reserves for Reclamation

The Company follows the policy of providing an aarfor reclamation of mined properties, basedhanestimated total cost of restoration of
such properties to meet compliance with laws gawngratrip mining, by applying per-ton reclamatiates to coal mined. These reclamation

rates are determined using the remaining estinratdmation costs and tons of coal committed usdks contracts. The Company reviews
its reclamation cost estimates annually and revfseseclamation rates on a prospective basiseesssary.

Income Taxes

Deferred income taxes are provided for the temyaddferences between the financial reporting andldasis of the Company's assets and
liabilities using enacted tax rates in effect foe y/ear in which the differences are expectedverse.

Comprehensive Income (Loss)

Comprehensive income (loss) includes net earnilogs)(and other changes in equity not includeceinearnings (loss), such as unrealized
gains and losses on marketable securities cladsifieavailable for sale and foreign currency tetiesh adjustments related to foreign
subsidiaries.

Foreign Currencies

Generally, local currencies of foreign subsidiades the functional currencies for financial repatpurposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue, expenses and cash flows are texhsksing average exchange rates
prevailing during the year. Gains or losses resglffom currency translation are recorded as a corapt of accumulated other
comprehensive income (loss) in stockholders' equity in the statements of comprehensive income.

Stock Dividend

Effective August 10, 1998 the Company issued adéni of one share, of Level 3 Common Stock for ehetre of Level 3 Common Stock
outstanding. All share information and per shara tiave been restated to reflect the stock dividend

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
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
reported amounts of revenues and expenses duengplorting period. Actual results could differrfrehose estimates.
Recently Issued Accounting Pronouncements

In June 1998, the FASB issued SFAS No. 133, "Actingrior Derivative Instruments and Hedging Actiet’ ("SFAS No. 133"). SFAS No.
133 is effective for fiscal years beginning aftend 15, 2000 (January 1, 2001 for the Company).SSRA. 133 requires that all derivative
instruments be recorded on the balance sheet &ithalue. Changes in the fair value of derivasiare recorded each period in current
earnings or other comprehensive income, dependingh@ther a derivative is designated as part afdgb transaction and, if it is, the type of
hedge transaction. The Company currently makesmainise of derivative instruments as defined by S’ib. 133. If the Company does |
increase the utilization of these derivative instemts by the effective date of SFAS No. 133, thep#dn of this standard is not expected to
have a significant effect on the Company's reafltsperations or its financial position.

In December 1999 the SEC staff released Staff Aatbog Bulletin No. 101, "Revenue Recognition in &mcial Statements” ("SAB 101").
SAB 101 provides interpretive guidance on the redon, presentation and disclosure of revenudénfinancial statements. SAB 101 must
be applied to the financial statements no latem tha first quarter of 2000. The Company does etiete that the adoption of SAB 101 will
have a material affect on the Company's finanesiiits.

Fiscal Year

In May 1998, the Company's Board of Directors cleghigevel 3's fiscal year end from the last Satuiddyecember to a calendar year end.
The results of operations for the additional fiayslin the 1998 fiscal year are reflected in thenany's Form 10-K for the period ended
December 31, 1998 and were not material to theatlvesults of operations and cash flows. Theresv® weeks in fiscal year 1997.

Reclassifications
Certain prior year amounts have been reclassifiegbbform to the current year presentation.
(2) Reorganization--Discontinued Construction Ofiers

Prior to March 31, 1998, the Company had a twosctapital structure. The Company's Class C Stdtécted the performance of the
construction operations ("Construction Group") &mel Class D Stock reflected the performance obther businesses, including
communications, information services and coal ngjnin 1997 the Board of Directors of Level 3 apmd\a proposal for the separation of the
Construction Group from the other operations of@oenpany through a split-off of the Constructioro@ (the "Split-off"). In December
1997, the Company's stockholders approved the-&iplgnd in March 1998, the Company received a gufiom the Internal Revenue Serv
that stated the Split-off would be tax-free to Ustckholders. The Split-off was effected on MaBdh 1998. As a result of the Split-off, the
Company no longer owns any interest in the Constmu&roup. Accordingly, the separate financiatest@ents and management's discussion
and analysis of financial condition and resultepérations of Peter Kiewit Sons', Inc. should b&ioted to review the results of operations of
the Construction Group for the three and twelve tmeended March 31, 1998 and December 27, 1993 ctsely.
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On March 31, 1998, the Company reflected the falue of the Construction Group as a distributiotheClass C stockholders because the
distribution was considered non-pro rata as contpréhe Company's previous two-class capital sshekcture. The Company recognized a
gain of $608 million within discontinued operatioesgjual to the difference between the carryingealithe Construction Group and its fair
value in accordance with Financial Accounting Stadd Board Emerging Issues Task Force Issue 98e¢ounting for Reorganizations
Involving a Non-Pro Rata Split-off of Certain Nonnadary Assets to Owners." No taxes were providethisgain due to the tax-free nature
of the Split-off.

In connection with the Splivdf, the Class D Stock became the common stocke®EL3 Communications, Inc. ("Common Stock"), ahdrdy
thereafter, began trading on the Nasdaq Nationak&fainder the symbol "LVLT".

The Company's certificate of incorporation gavelsholders the right to exchange their Class C Stocklass D Stock under a set
conversion formula. That right was eliminated assalt of the Split-off. To replace that conversi@ht, Class C stockholders received 6.5
million shares of a new Class R Stock in JanuaB81%hich was convertible into Common Stock in adeace with terms ratified by
stockholders in December 1997. The Company reflieict¢he equity accounts the exchange of the caimmeright and issuance of the Class
R Stock at its fair value of $92 million at the elaf the Split-off.

On May 1, 1998, the Board of Directors of Level @@nunications, Inc. determined to force conversiball shares of the Company's Class
R Stock into shares of Common Stock, effective NMiay1998. The Class R Stock was converted into ComBtock in accordance with the
formula set forth in the certificate of incorpommtiof the Company. Each holder of Class R Stodknately received .7778 of a share of
Common Stock for each share of Class R Stock helatal 6.5 million shares of Class R Stock wevewerted into 5.1 million shares of
Common Stock. The value of the Class R Stock atithe of the forced conversion was $164 millioneT®ompany recognized the additional
$72 million of value upon conversion of the ClasStck to Common Stock in the equity accounts.

The following details the earnings per share cakbos for Class C Stock:

Class C Stock 1997
Net Income Available to Common Shareholders (in mil lions)........... $ 155
Add: Interest Expense, Net of Tax Effect Associated with Convertible
Debentures.......cccccvvviviciiciiice e 1
Net Income for Diluted Shares.......cccccccceeeeee. L $ 156
Total Number of Weighted Average Shares Outstanding Used to Compute
Basic Earnings per Share (in thousands)........... . 9,728
Additional Dilutive Shares Assuming Conversion of C onvertible
Debentures......cccovveiiniciiieiiieeeeee e 441
Total Number of Shares Used to Compute Diluted Earn ings per Share... 10,169
Net Income

Basic earnings per share........ccooeceevveeeees e $15.99

Diluted earnings per share.......ccccoceceeeeeee. $15.35

The following is summarized financial informatiofithe Construction Group:

Operations (in millions) 1997
REVENUE.....oeiiiiieiiieic e e $2,764
Net EarNiNgS....cccveeeieieeeeeiesiiiiiieee e 155
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(3) Discontinued Energy Operations

On January 2, 1998, the Company completed theo$itte energy assets to MidAmerican. These aseetsded approximately 20.2 million
shares of MidAmerican common stock (assuming tleeatse of 1 million options held by Level 3), Lex3% 30% interest in CE Electric and
Level 3's investments in international power prt§ea Indonesia and the Philippines. Level 3 re@gphan after-tax gain on the disposition
of $324 million and the aftetax proceeds of approximately $967 million frore thansaction are being used in part to fund therigss Plar
Results of operations for the period through Jan@af 998 were not considered significant and #ia gn disposition was calculated using
the carrying amount of the energy assets as ofrbleee27, 1997.

In order to fund the purchase of Level 3's enespets, MidAmerican sold, in 1997 approximately Ifillion shares of its common stock
price of $37.875 per share. This sale reduced L&sawnership in MidAmerican to approximately 26% increased its proportionate share
of MidAmerican's equity. Level 3 recognized an eftex gain of approximately $44 million from MidAmean transactions in 1997.

of the difference between the value of Northerrctie, plc at the time of privatization and thelititls current value based on profits over a
period of up to four years. CE Electric recordedeamaordinary charge of approximately $194 millishen the tax was enacted in 1997. The
total impact to Level 3 directly through its invesnt in CE Electric and indirectly through its irgst in MidAmerican, was $63 million.

The following is summarized financial informatiaor fdiscontinued energy operations for the fiscalrygnded December 27, 1997:

Income from Discontinued Operations (in millions)

1997
Operations
Equity in:
MidAmerican earnings, Net.....cccccccveeeeeees e $16
CE Electric earnings, Net.....cccccceveeeees e 17
International energy projects earnings, net...... L 5
Income Tax EXPENSE.....ccccevvcieeeiiiiiieeeeee e 9)
Income from operationS......cccccvvveveeveees 29
MidAmerican Stock Transactions
Gain on Investee StoCK ACHIVItY.....ccccovcceeeees s 68
Income TaxX EXPENSE.....vvveveeieveiieiiiieeeeeee e (24)
Gain on MidAmerican stock activity............... 44
Extraordinary Loss--Windfall Tax
Level 3's Share from MidAmerican........ccccccceee. e (39)
Level 3's Share from CE ElectriC................... . e (58)
Income Tax BenefitS.....ccooveevviiiienincceeees e 34
Extraordinary [0SS......ccccovveevvviiieicccceeee s (63)
Income from Discontinued Energy Operations......... . $10
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The following is summarized financial informatiohMidAmerican, CE Electric, and the Internationakegy projects:

Operations (in millions)

1997

Revenue:

MIdAMENCAN. ...c.coiiiiiiiieiiieeieeeeeee e $2,271

CE EIECHIC. .o e 1,564
Net Earnings (Loss):

MIdAMENICAN. ....ccovviiicie e e $ (84)

CEEIECHIC uviiiiieee e (136)

International energy projectS.......ccceeeeeeee e 2

(4) Earnings Per Share

The Company had a loss from continuing operationgtfe years ended December 31, 1999 and 199&fdiner the dilutive impact of the
approximately 12 million shares attributable to @@nvertible Subordinated Notes and the approxilp&te million options and warrants
outstanding at December 31, 1999 and approximatlyillion options and warrants outstanding at Defger 31, 1998, have not been
included in the computation of diluted earnings¢loper share because the resulting computatiotfdvwawe been anti-dilutive. For the year
ended December 27, 1997, potentially dilutive stoptions are calculated in accordance with thestreastock method which assumes that
proceeds from exercise of all options are useépanchase common stock at the average market vetheenumber of shares remaining after
the assumed exercise proceeds are exhausted rptespotentially dilutive effect of the options.
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The following details the earnings (loss) per slealeulations for Level 3 Common Stock. A calcudatbf the earnings per share for the C
C Stock in 1997 can be found in Note 2 to the clidated financial statements.

Year Ended

1999 1998 1997

Earnings (Loss) from Continuing Operations (in

MIllIONS)....coiiiiiiieccie e $ (487)$ (128)$ 83
Discontinued Operations:
Earnings from discontinued energy operations..... - 324 10
Gain on separation of construction operations.... -- 608
Earnings from discontinued operations........... - 932 10

Net Earnings (Loss) Excluding Discontinued
Construction Operations..............c.ccveeann. $ (487)$ 804 $ 93

Total Number of Weighted Average Shares Outstanding
used to Compute Basic Earnings Per Share (in

thousands)........ccccevveenieiniieiiieeee, 334,348 301,976 249,293
Additional Dilutive Stock Options.................. - - 1,079
Total Number of Shares used to Compute Dilutive
Earnings (Loss) Per Share..............cccvveee 334,348 301,976 250,372
Earnings (Loss) per Share (Basic and Diluted):
Continuing operations...............ccceceuv.... $ (1.46)$ (43)$ .33
Discontinued energy operations................... $ - $ 107 % .04

Gain on split-off of discontinued construction
OPEraAtioNS......ccovveeveeerrecreeireeereeenenns $ - $ 202%

Net earnings (loss) excluding discontinued
construction operations..............ccc........ $ (146)$ 266 $ .37

Net earnings (loss) excluding gain on split-off
of construction operations...................... $ (146)$ 64 $ .37

(5) Acquisitions

On January 5, 1999, Level 3 acquired BusinessNet(LBusinessNet"), a leading London-based Inteseetice provider in a largely stock-
for-stock transaction valued at $12 million andaoted for as a purchase. After completion of @erdjustments, the Company agreed to
issue approximately 400,000 shares of Common Stndkpaid $1 million in cash in exchange for alttef issued and outstanding shares of
BusinessNet's capital stock. Of the approximat@ly,d00 shares Level 3 agreed to issue in connegfithrthe acquisition, approximately
150,000 shares of Level 3 Common Stock have bestgph to Level 3 to secure certain indemnificatibligations of the former
BusinessNet stockholders. In October 1999, Leveléased approximately 42,000 shares pursuanetadfuisition agreement. The pledg
the remaining shares will terminate in July 200Q@less otherwise extended pursuant to the ternfsecdi¢quisition agreement. Liabilities
exceeded assets acquired, and goodwill of $16anilas recognized from the transaction and is bamgrtized over five years.

In April 1998, the Company acquired XCOM Technokggilnc. ("XCOM"), a privately held company thaslteveloped technology which
provides certain key components necessary for trepgany to develop an interface between its Intggnatbcol-based network and the
existing public switched telephone network. The @any issued approximately 5.3 million shares ofdl@d/Common Stock and 0.7 million
options and warrants to purchase Level 3 CommocokStoexchange for all the stock, options and wasaf XCOM.
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The Company accounted for this transaction, vaatekl 54 million, as a purchase. Of the total puseharice, $115 million was originally
allocated to in-process research and developmehivas taken as a nondeductible charge to earnintipe isecond quarter of 1998. The
purchase price exceeded the fair value of the sesta acquired by $30 million which was recognagdoodwill.

In October 1998, the SEC issued new guidelinesdbring acquired research and development whicke wpplied retroactively. The
Company believes its accounting for the acquisiti@s made in accordance with generally acceptesuating principles and established
appraisal practices at the time of the acquisitidowever, due to the significance of the chargatig to the total value of the acquisition, the
Company reduced the charge for in-process reseatilevelopment from $115 to $30 million, and iasel the related goodwill by $85
million. The goodwill associated with the XCOM teattion is being amortized over a five-year period.

In September 1998, Level 3 acquired GeoNet Comnatinits, Inc. ("GeoNet"), a regional Internet seevicovider located in Northern
California. The Company issued approximately O.Biomi shares and options in exchange for GeoNapstal stock, which valued the
transaction at approximately $19 million. Acquitabilities exceeded assets, and goodwill of $2llioni was recognized from this
transaction which is being amortized over five gear

The cumulative operating results of BusinessNetOXCand GeoNet and other 1998 acquisitions weresigaotficant relative to the
Company's 1999 and 1998 results.

For the Company's acquisitions, the excess purgivaseover the fair market value of the underlyasgets was allocated to goodwill, other
intangible assets and property based upon prelmniestimates of fair value. The final purchase ¢patlocation for XCOM and GeoNet did
not vary significantly from preliminary estimatdhe Company does not believe that the final purelpaiee allocation for BusinessNet will
vary significantly from the preliminary estimates BusinessNet.

(6) Disclosures about Fair Value of Financial lnstents
The following methods and assumptions were usetermine classification and fair values of finah@nstruments:
Cash and Cash Equivalents

Cash equivalents generally consist of funds inekesténighly liquid instruments purchased with afgoral maturity of three months or less.
The securities are stated at cost, which approxsfair value.

Marketable and Restricted Securities

Level 3 has classified all marketable and restlisecurities as available-for-sale. Restricted siesiinclude investments in mutual funds
that are restricted to fund certain reclamatiohiliges of its coal mining ventures and cash désds collateralize letters of credit. The
amortized cost of the securities used in computimgalized and realized gains and losses is detethily specific identification. Fair values
are estimated based on quoted market prices faetrities on hand or for similar investments. tiekalized holding gains and losses are
included in accumulated other comprehensive incass) within stockholders' equity, net of tax.
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At December 31, 1999 and 1998 the amortized castalized holding gains and losses, and estimaieddlues of marketable and restricted
securities were as follows:

Unre alized Unrealized
Amortized Hol ding Holding Fair
Cost Ga ins Losses Value
(dolla rs in millions)
1999
Marketable Securities:
U.S. Treasury securities.......... $2,231  $ - $(4) $2,227
$2,231 % - $(4) $2,227
Restricted Securities:
Cash and cash equivalents......... $ 16 $ - $-- $ 16
Wilmington Trust:
Intermediate term bond fund..... 13 -- -- 13
Equity fund..................... 10 7 - 17
$ 39 % 7 $-- $ 46
1998
Marketable Securities:
U.S. Treasury securities.......... $2,147 $ 8 $--  $2,155
U.S. Government Agency
SECUNtIeS.......cccuvvrrirens 1 -- 640
Equity securities.... -- ) 51
Other securities.................. -- 3) 17
$2,860 $ 9 $(6) $2,863
Restricted Securities:
Cash and cash equivalents......... $ 6 % - $-- $ 6
Wilmington Trust:
Intermediate term bond fund..... 13 -- -- 13
Equity fund..........ccc....... 10 3 -- 13
$ 29 % 3 $-- $ 32

For debt securities, amortized costs do not vagiicantly from principal amounts. Realized gaaml losses on sales of marketable and
equity securities were $17 million and $16 million1999, $10 million and $1 million in 1998, and $@lion and $- million in 1997,
respectively.

At December 31, 1999, the contractual maturitiethefdebt securities are as follows:

Amortized Fair

Cost Value
(dollars in
millions)
U.S. Treasury Securities:
Lessthan lyear.....cccovvevvvevevvveeeeees Ll $2,231 $2,227

Maturities for the restricted securities have netibpresented as they do not have a single matiaity
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Long-Term Debt

The fair value of long-term debt was estimated gisiie December 31, 1999 and 1998 average of thartidisk price for the publicly traded
debt instruments. The fair value of the outstandimgpunt under the Senior Secured Credit Facilipr@agmates its carrying value at

December 31, 1999.

The carrying amount and estimated fair values ofL8's financial instruments are as follows:

Amoun

Cash and Cash Equivalents...................

Marketable Securities......................
Restricted Securities...
Investments (Note 8)........ccccceveveerenn..

Long-term Debt including current portion

(NOLE 10)...meeeeeeeeeeverereeeeeenne 3,99

(7) Property, Plant and Equipment

Construction in Progress

ng Fair Carrying Fair

t Value Amount Value
ollars in millions)

9 $1,219 $842 $842
7 2,227 2,863 2,863
6 46 32 32

0 1,973 300 818

5 4,034 2,646 2,613

The Company is currently constructing its commuitiices network. Costs associated directly with theampleted network and interest
expense incurred during construction are capitdli@sed on the weighted average accumulated cotistrexpenditures and the interest
rates related to borrowings associated with thetroation (Note 10). Certain gateway facilitiegsdbnetworks and operating equipment have
been placed in service during 1999. These assetseimg depreciated over their useful lives, pritpaanging from 3- 25 years. As other
segments of the network are placed in serviceasisets will be depreciated over their useful lives.

The Company is currently developing business sumystems required for its Business Plan. The patatirect costs of software, materials
and services, payroll and payroll related expefmesmployees directly associated with the projant interest costs incurred when
developing the business support systems are dapdalJpon completion of the projects, the totataaf the business support systems are

amortized over their useful lives of 3 years.

For the year ended December 31, 1999, the Compaegted $3,299 million in its communications bussencluding $1,384 million on the
U.S. intercity network, $255 million on the Pan &pean network, $270 million on transoceanic netwp$613 million on domestic gateway
facilities and local networks, and $221 million Baropean gateway facilities and local networks.
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Capitalized business support systems and netwarktieaction costs that have not been placed in gehave been classified as construction-
in- progress within Property, Plant & Equipmentdvel

Accumulated Book
Cost Depreciation Value

(dollars in millions)

1999
Land and Mineral Properties...............cc....... .$ 56 $(11) $ 45
Facility and Leasehold Improvements
CommMUNICALIONS......ocuvieeeiiiiee e . 400 (149 386
Information Services.............ocevevvinnnne . 26 3) 23
Coal Mining......cccccvveviiiiiieiieeeeeeeeene .18 (15) 3
CPTC......... 92 9) 83
Operating Equipment
CommUNICAtIONS.......vvveeeieeeeeeeieiiieiee . 686 (83) 603
Information Services.............oeeeevvvnnnne . 54  (37) 17
Coal Mining.......ccueeeiiiiiieeeiiiieeees . 176 (156) 20
CPTC. i .17 @) 10
Network Construction Equipment..................... .98 (10 88
Furniture and Office Equipment..................... . 150 (66) 84
Other...ccoiiiiie e . 155 (28) 127
Construction-in-Progress..........ccccccceevveeen. . 2,798 - 2,798
$4,726 $(439) $4,287
1998

Land and Mineral Properties...............cc....... .$ 32 $(11) $ 21

Facility and Leasehold Improvements

Communications 80 Q) 79

Information Services 24 2) 22

Coal Mining.......c.ceeeeiiiiiieeiiieeeeee 18  (15) 3

CPTC. e 91 (5) 86

Operating Equipment

ComMUNICALIONS......ocuvieeeiiiiee e 245  (18) 227
53  (30) 23
180 (155) 25
17 4) 13
46 1) 45
67 (10) 57
72 2 70
390 - 390

$1,315 $(254) $1,061

Depreciation expense was $192 million in 1999, Bdi8on in 1998 and $20 million in 1997. Depreciatiexpense attributable to the network
construction equipment is capitalized and inclutie@onstruction-in-Progress until such time it iaged in service.
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(8) Investments

The Company holds significant equity positionsvio fpublicly traded companies; RCN Corporation ("RTCahd Commonwealth Telephone
Enterprises, Inc. ("Commonwealth Telephone"). REM facilities-based provider of communicationyisess to the residential market
primarily in the northeastern United States andf@alia. RCN provides local and long distance pharable television and Internet services
in several markets; including Boston, New York, Wagton, D.C., and California's San Francisco to Bago corridor.

Commonwealth Telephone holds Commonwealth Telepamepany, an incumbent local exchange carrier dipgran various rural
Pennsylvania markets, and CTSlI, Inc., a competitieal exchange carrier which commenced operaiind997.

On December 31, 1999, Level 3 owned approximatg®p and 48% of the outstanding shares of RCN andn@mmwealth Telephone,
respectively, and accounts for each entity usiegeiiuity method. The market value of the Companysstment in RCN and Commonwe:
Telephone was $1,292 million and $574 million, exgjvely, on December 31, 1999.

The Company recognizes gains from the sale, isguand repurchase of stock by its subsidiaries godyemethod investees in its stateme
of operations. During 1999, RCN issued stock iuhblip offering and for certain transactions whichutéd the Company's ownership of RCN
from 41% at December 31, 1998 to 35% at Decembet®d9. The increase in the Company's proportiosiadee of RCN's net assets as a
result of these transactions resulted in a pregén of $117 million for the Company in 1999. Then@pany also recognized a similar gain of
$62 million in 1998. The Company's investment inNR@cluding goodwill, was $166 million and $184lioin at December 31, 1999 and
1998, respectively.

On October 4, 1999, RCN announced that Vulcan \festunc. had agreed to invest $1.65 billion in RCNis transaction, expected to close
during the first quarter of 2000, is in the formpoéferred stock convertible to 26.6 million shasé®RCN common stock. The preferred shi
must be converted to common shares within a tlireeven year period at $62 per share.

On December 13, 1999, RCN announced that it wasiidieg 21st Century Telecom Group, Inc. ("21st Qeyit) in a transaction valued at
approximately $500 million, payable in RCN stocklassumed debt. RCN expects to issue 4.7 millianestfor the outstanding stock of 2
Century and will offer to exchange approximately $6illion worth of RCN stock for 21st Century's stainding preferred stock. This
transaction is subject to the antitrust and regwadpprovals and is expected to close in the dustrter of 2000.

Level 3, based on current market conditions, exyptectecognize a significant gain when Vulcan Vesgulnc. converts its RCN preferred
stock to RCN common stock and the 21st Centurystietion closes.

During 1999, Commonwealth Telephone issued stockdaain transactions which slightly diluted then@pany's ownership of
Commonwealth Telephone. The increase in the Compangportionate share of Commonwealth Telepharet'sissets as a result of these
transactions resulted in a pre-tax gain of $1 omillior the Company in 1999. The Company's investim@ommonwealth Telephone,
including goodwill, was $126 million and $116 milii at December 31, 1999 and 1998, respectively.

In September 1998, Commonwealth Telephone conductights offering of 3.7 million shares of its comon stock. Under the terms of the
offering, each stockholder received one right feerg five shares of Commonwealth Telephone ComntonkSor Commonwealth Telephone
Class B Common Stock held. The rights enabled tihgeh to purchase Commonwealth Telephone CommorkSiioa subscription price of
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$21.25 per share. Level 3, which owned approxirgat8P6 of Commonwealth Telephone prior to the rigiffering, exercised its 1.8 million
rights it received with respect to the shares I fier $38 million. As a result of subscriptions deaby other stockholders, Level 3 maintained
its 48% ownership interest in Commonwealth Teleghafter the rights offering.

In June 1998, Cable Michigan announced that its@o&Directors had reached a definitive agreenesell the company to Avalon Cable
Michigan, Inc. for $40.50 per share in a cashdfmek transaction. Level 3 received approximatdig®million when the transaction closec
November 1998 and recognized a-tax gain of approximately $90 million.

The following is summarized financial informatiohRCN for each of the three years ended Decemhet®19 and as of December 31, 1999
and 1998 (in millions):

Year Ended

Operations:
RCN Corporation:
REVENUE....cvivievie e, $276 $211 $127
Net loss available to common shareholders........ ... (369) (205) (52)

Level 3's Share:
NEtIOSS. v (134) (91) (26)
Goodwill amortization..........ooeecvccceeee. 1) (1) -

$(135) $(92) $(26)
1999 1998
Financial Position:
CUIMTeNt ASSEtS.....cocvviveiiiecviieciieeeeeeee e, $1,924 $1,092
Other ASSetS....cocccviiiiiiiiieeeeeeeeeeeeeeeee 1,289 816
Total aSSetS....cvvvveeeeeeiieiiiiciiiiies s 3,213 1,908
Current LiabilitieS......ccccvvveveveeeeiiiienees 269 178
Other Liabilities......ccoovvvveeiiieeeaeeeees 2,169 1,282
Minority INterest.......ccoccvveeiiieeenneeeee 130 77
Preferred StocK.......cccovvvvivvveviiiieees s 253
Total liabilities and preferred stock............. L. 2,821 1,537
CoOMMON EQUItY..ceeevvveeeiieeviieecieeeeee e, $ 392% 371
Level 3's Investment:
Equity in net assets......ccocevcveeiceeneee. . $ 139% 150
GOOAWill..eviiiiiiiiiiieeeeee e, 27 34
$ 166 $ 184

In July 1999, the Company and Data Return CorpamgitiData Return") entered into an agreement wheBsia Return would purchase $5
million of capacity from the Company by Decembey 3001. In lieu of cash, the Company agreed togtce¢ the time, approximately 1.9
million shares of Data Return restricted commomlsts payment for services to be provided. The Gompecorded the transaction as an
investment and deferred revenue at the value ofe¢héces to be provided. In October 1999, DataiRetonducted an
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initial public offering. The market value of the @pany's investment in Data Return at December @49 Was approximately $104 million.
The Company, however, can not reflect the fair @alfithe Data Return investment in its financiatetents until it provides the services to

Data Return or certain restrictions expire.

(9) Other Assets

At December 31, 1999 and 1998 other assets codsisthe following:

1999 1998
(in
millions)
Goodwill:
XCOM, net of accumulated amortization of $37 and $ 75 $100
GeoNet, net of accumulated amortization of $4 and 17 20
BusinessNet, net of accumulated amortizatonof$ 4 and$-..... 12 --
Other, net of accumulated amortization of $8 and
Prepaid Network Assets...
DepositS......evveeieiereeieeiiins
Debt Issuance Costs, Net.........ccevvveeeeeeennn.
Pavilion Towers Office CompleX.........cccceueee.

CPTC Deferred Development and Financing Costs...... 15 15

Unrecovered Mine Development Costs.............ce.. 14 15

Other..eiii i s 16 23
Total other assets......cccoovvvvcvvccvvvcvnecne e, $381 $284

Goodwill amortization expense, excluding amortizatexpense attributable to equity method investeas,$36 million in 1999, $17 in 1998
and $ -- in 1997.

(10) Long-Term Debt

At December 31, 1999 and 1998, long-term debt sdslbows:

1999 1998
(dollars in millions)
Senior Notes (9.125% due 2008)..................... ..$ 2,000 $ 2,000
Senior Discount Notes (10.5% due 2008)............. . 559 504

Senior Secured Credit Facility:

Term Loan Facility

Tranche A (9.23% due 2007) . 200 --
Tranche B (9.98% due 2008) . 275 --

Convertible Subordinated Notes (6.0% due 2009)..... . 823 --
CPTC Long-term Debt (with recourse only to CPTC):
(7.6%-9.5% due 2004 -2017).......cccevvrennneen. 115 116
Other. ..o 23 26
3,995 2,646
Less current portion..........ccceeeevvveeeeennnes (6) (5)

$ 3989 % 2641
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9.125% Senior Notes

In April 1998, the Company received $1.94 billidmet proceeds from an offering of $2 billion aggaiee principal amount 9.125% Senior
Notes Due 2008 ("Senior Notes"). Interest on thiesiaccrues at 9.125% per year and is payable griMad November 1 each year in c¢

The Senior Notes are subject to redemption at ptiero of the Company, in whole or in part, at ainyet or from time to time on or after May
1, 2003, plus accrued and unpaid interest ther@timetredemption date, if redeemed during the tvatenths beginning May 1, of the years
indicated below:

Redemption
Year Price
2003 e, 104.563%
2004 e, 103.042%
2005, i e, 101.521%
2006 and thereafter.........ccoovvvvvvveveeee. 100.000%

In addition, at any time or from time to time priorMay 1, 2001, the Company may redeem up to 3b#teooriginal aggregate principal
amount of the Senior Notes at a redemption pricelenp 109.125% of the principal amount of the 8ehlotes so redeemed, plus accrued
and unpaid interest thereon to the redemption dé&te . Senior Notes are senior, unsecured obligatibitse Company, ranking pari passu v
all existing and future senior unsecured indebtesliné the Company. The Senior Notes contain cec@amenants, which among other things,
limit consolidated debt, dividend payments, andgeations with affiliates. The Company used thepneteeds of the Senior Notes offerin
connection with the implementation of its BusinBan to increase substantially its information 8&% business and to expand the range of
services it offers by building an advanced, intéamal, facilities- based communications networkdzhon IP technology.

Debt issuance costs of $65 million were capitaliaed are being amortized over the term of the Sdabes.
10.5% Senior Discount Notes

In December 1998, the Company sold $834 milliorregate principal amount at maturity of 10.5% SeBimcount Notes Due 2008 ("Sen
Discount Notes"). The sales proceeds of $500 millexcluding debt issuance costs, were recordémhgserm debt. Interest on Senior
Discount Notes accretes at a rate of 10.5% perrapoampounded semiannually, to an aggregate paheipount of $834 million by
December 1, 2003. Cash interest will not accrutherSenior Discount Notes prior to December 1, 2008/ever, the Company may elect to
commence the accrual of cash interest on all audgtg Senior Discount Notes on or after Decemb@001, in which case the outstanding
principal amount at maturity of each Senior Disddiate will on the elected commencement date beaed to the accreted value of the
Senior Discount Note as of that date and cashdsteshall be payable on that Note on June 1 andrbleer 1 thereafter. Commencing June 1,
2004, interest on the Senior Discount Notes witirae at the rate of 10.5% per annum and will beapkyin cash semiannually in arrears.
Accrued interest expense for the year ended Dece®ihed 999 on the Senior Discount Notes of $55iamllvas added to long-term debt.
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The Senior Discount Notes will be subject to redeéompat the option of the Company, in whole or artpat any time or from time to time on
or after December 1, 2003 at the following redeoptirices (expressed as percentages of accreteel) yalis accrued and unpaid interest
thereon to the redemption date, if redeemed duhiedgwelve months beginning December 1, of thesg/eaticated below:

Redemption
Year Price
2003 e, 105.25%
2004 ... 103.50%
2005....cccciiiiieeeiinns 101.75%

2006 and thereafter ................... R 100.00%

In addition, at any time or from time to time priorDecember 1, 2001, the Company may redeem 8p%oof the original aggregate
principal amount at maturity of the Notes at a raggon price equal to 110.50% of the accreted vafube notes so redeemed, plus accrued
and unpaid interest thereon to the redemption d&ese notes are senior unsecured obligationsedEtmpany, ranking pari passu with all
existing and future senior unsecured indebtednetedCompany. The Senior Discount Notes contaitagecovenants which, among other
things, restrict the Companys ability to incur aiddial debt, make certain restricted payments,dreiglends, enter into sale and leaseback
transactions, enter into transactions with affdgatand sell assets or merge with another company.

The net proceeds of $486 million were used to acat# the implementation of its Business Plan, ariilmthe funding for the increase in
committed number of route miles of the CompanyS. lhtercity network.

Debt issuance costs of $14 million have been dag@thand are being amortized over the term ofS@rior Discount Notes.
Senior Secured Credit Facility

On September 30, 1999, Level 3 and certain Leweil®idiaries entered into a $1.375 billion secueredit facility (“Senior Secured Credit

Facility"). The facility is comprised of a senia@aired revolving credit facility in the amount &3p million and a twdranche senior secur:
term loan facility aggregating $725 million. Theseed term loan facility consists of a $450 millimanche A and a $275 million tranche B
term loan facility, respectively. At December 39299, Level 3 had borrowed $200 million and $273ionlunder the tranche A and tranch
secured term loan facility, respectively.

The obligations under the revolving credit faciltse secured by substantially all the assets oélL®and, subject to certain exceptions, its
wholly owned domestic subsidiaries (other thantibeower under the term loan facility). Such assalisalso secure a portion of the term
loan facility. Additionally, all obligations undéne term loan facility will be secured by the equgnt that is purchased with the proceeds of
the term loan facility.

Amounts drawn under the secured credit facilityl dlar interest, at the option of the Companynadléernate base rate or reserve-adjusted
LIBOR plus applicable margins. The applicable masdor the revolving credit facility and trancheiékm loan facility range from 50 to 175
basis points over the alternate base rate and f&6to 275 basis points over LIBOR and are fixedlfe tranche B term loan facility at 250
basis points over the alternate base rate and 8&6 points over LIBOR. Interest and commitmens fee the revolving credit facility and the
term loan facilities are payable quarterly withdfie rates determined by actual borrowings undehefacility.
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The revolving credit facility provides for autonatind permanent quarterly reductions of the amawvailable for borrowing under that
facility, commencing at $17.25 million on March 2004, and increasing to approximately $61 millp@n quarter. The tranche A term loan
facility amortizes in consecutive quarterly paynsdméginning on March 31, 2004, commencing at $8aniper quarter and increasing to
$58.5 million per quarter. The revolving creditifiig and tranche A term loan facility mature onpember 30, 2007. The tranche B term |
facility amortizes in consecutive quarterly paynsdméginning on March 31, 2004, commencing at leas $1 million and increasing to $67
million in 2007.

The Senior Secured Credit Facility contains certawvenants, which among other things, limit addidldindebtedness, dividend payments,
certain investments and transactions with affiateevel 3 and the borrowers must also comply sjitecific financial and operational tests
and maintain certain financial ratios.

Debt issuance costs of $24 million were capitalized will be amortized as interest expense ovetetmas of Senior Secured Credit Facility.
6% Convertible Subordinated Notes

On September 14, 1999, the Company received $788mof proceeds, after transaction costs, frono#iaring of $823 million aggregate
principal amount of its 6% Convertible Subordinakémtes Due 2009 ("Subordinated Notes"). The Sulbatdid Notes are unsecured and
subordinated to all existing and future senior btddness of the Company. Interest on the notesi@sat 6% per year and is payable each
year in cash on March 15 and September 15. Theipahamount of the notes will be due on SepteniBe2009. The Subordinated No
may be converted into shares of common stock o€tirapany at any time prior to maturity, unless@uenpany has caused the conversion
rights to expire. The conversion rate is 15.340dresh per each $1,000 principal amount of Suborelthbiptes, subject to adjustment in cel
circumstances. On or after September 15, 2002,ILl3%\a its option, may cause the conversion rightsxpire. Level 3 may exercise this
option only if the current market price exceedsragimately $91.27 (which represents 140% of theveosion price) for 20 trading days
within any period of 30 consecutive trading dayduding the last day of that period. At December 399, less than $1 million of debt had
been converted into shares of common stock.

Debt issuance costs of $25 million were capitalized are being amortized as interest expense bgdetm of the Subordinated Notes.

Level 3 currently is using the proceeds from thei@eSecured Credit Facility and Subordinated Néoesvorking capital, capital
expenditures and other general corporate purpasaainection with the implementation of its busspkan, including the acquisition of
telecommunications assets.

The Company capitalized $116 million and $15 millaf interest expense and amortized debt issuavais telated to network construction
and business systems development projects forehesyended December 31, 1999 and 1998, respectively

CPTC

California Private Transportation Company, LP'sRTC") long-term debt consists of a term note wittoasortium of banks. The liability
under the term note was $61 million and $64 milkamecember 31, 1999 and 1998, respectively. iiteedst rate on the bank note is based
on LIBOR plus a varying rate with principal anderest payable quarterly. CPTC entered into anésteate swap agreement with the same
parties. The swap agreement expires in January 29@4ixes the interest rate on the bank note 8d21% to 9.71% during the term of the
swap agreement. In addition, CPTC's long-term debsists of a term loan held
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by Connecticut General Life Insurance Company,besisiiary of CIGNA Corporation and Lincoln Natioridfe Insurance Company. The
liability under the term loan was $35 million atd@enber 31, 1999 and 1998. The remaining long-tezbt donsists of $9 million of
subordinated debt held by Orange County Transpontatuthority. The debt is due in varying amouritsoigh 2004 and accrues interest at
9%. Lastly, CPTC had borrowed $10 million as of Braber 31, 1999 and $8 million as of December 328%8om it's partners. The debt is
generally subordinated to all other debt of CPTferest on the subordinated debt compounds anrata®ly8-9.5% and is payable only as
CPTC generates excess cash flows.

Future Debt Maturities:

Scheduled maturities of long-term debt are as#8l@n millions): 2000-- $6; 2001--$7; 2002--$8;083-$9; 2004--$59 ; and $3,906
thereafter.

(11) Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compeisét{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiomthrer stockbased compensation (as computed in accordanceeddpted option valuati
models) on the date of grant is amortized ovewtsting periods of the options in accordance wil$B Interpretation No. 28 "Accounting
for Stock Appreciation Rights and Other VariablecktOption or Award Plans"("FIN 28"). The recogaitiprovisions of SFAS No. 123 are
applied prospectively upon adoption. As a resh#,recognition provisions are applied to all stavlards granted in the year of adoption and
are not applied to awards granted in previous yealess those awards are modified or settled ih after adoption of the recognition
provisions. Although the recognition of the valddlee instruments results in compensation or psiferl expenses in an entity's financial
statements, the expense differs from other compiensand professional expenses in that these changs be settled in cash, but rather,
generally are settled through issuance of commaekst

The Company believes that the adoption of SFASI28.will result in material non-cash charges torapens in 2000 and thereafter. The
amount of the non-cash charge will be dependem apmumber of factors, including the number of ¢gamd the fair value of each grant
estimated at the time of its award. On a pro fobasis, adopting SFAS No. 123 would not have hadtenal effect on the results of
operations for the year ended December 27, 1997.

The Company recognized a total of $126 million &88 million of non-cash compensation in 1999 an@8l%espectively. In addition to the
Company capitalized $10 million and $5 million afmcash compensation for those employees diravilylved in the construction of the
network or development of the business supporesyst

Non-qualified Stock Options and Warrants

In December 1997, stockholders approved amendnethe 1995 Level 3 Stock Plan ("the Plan™). Theeaded plan, among other things,
increases the number of shares reserved for issugran the exercise of stock based awards to 7@000increases the maximum numbe
options granted to any one participant to 10,000, Pdovides for the acceleration of vesting in ¢éiwent of a change in control; allows for the
grant of stock based awards to directors of Levaah@ other persons providing services to Leveh8;alows for the grant of nonqualified
stock options ("NQSO") with an exercise price lgem the fair market value of Common Stock. In Deloer 1997, Level 3 converted both
option and stock appreciation rights plans of assliary to the Plan. This conversion resulted mi#suance of 7.4 million options to purct
Common Stock at $4.50 per share. Level 3 recogranegikpense and a corresponding increase in ezgidyresult of
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the transaction. The increase in equity and the@wmion of the stock appreciation rights liabilibyequity are reflected as option activity in
the Statement of Changes in Stockholders' Equtig. dptions vest over three or five years with a fiv ten year life.

The Company granted 55,100 and 7,466,247 nonceralifiock options to employees during the yearsceBaeember 31, 1999 and 1998,
respectively. In addition 1,898,036 warrants waanted to third parties in 1998 to acquire shafé@ammmon Stock at exercise prices ran¢
from $18.50--$20.00 per share all of which werestartding at December 31, 1999. The warrants vesterly through June 30, 2001. The
expense recognized for the year ended Decembdi939, for NQSOs and warrants outstanding at DeceBihet999 in accordance with
SFAS No. 123 was $7 million. In addition to the erpe recognized, the Company capitalized $1 mitifomon-cash compensation costs for
employees directly involved in the constructiortted Internet Protocol network and the developméthebusiness support systems. As of
December 31, 1999, the Company had not yet recedrdiz million of unamortized compensation costdN@QSOs and warrants granted in
1998 and 1999.

The expense recognized in accordance with SFASLR®for NQSOs and warrants in 1998 was $6 milliod $5 million, respectively. In
addition to the expense recognized, the Companyatizpd $2 million of non-cash compensation castated to NQSOs for employees
directly involved in the construction of the IP wetk and the development of the business suppstéss.

The fair value of NQSOs and warrants granted whsilzded using the Black- Scholes method with la fiise interest rate of 5.5% and
expected life of 75% of the total life of the NQS&=l warrants. The Company used an expected vViylatite of 27.5%, except for when the
minimum volatility of .001% was used by the Compamipr to becoming publicly traded in April 1998hd fair value of the NQSOs and
warrants granted in 1999, in accordance with SFAS123 was $1 million.

In 1998, the Company exchanged approximately 7@0¢@@ions and 100,000 options, ranging in pricemff0.12 to $1.76 and primarily
from $0.90 to $1.79 for the XCOM and GeoNet acdjoiss, respectively.

Transactions involving stock options granted urtderNQSO plan are summarized as follows:

Exerci se Price Weighted Average
Shares Per Share Exercise Price
Balance December 28, 1996....... 4,440,000 $4.0 4--$4.95 $4.40
Options granted............... 14,990,930 4.5 0--5.42 4.96
Options cancelled... .. (106,000) 4.95 4.95
Options exercised............. (4,636,930) 4.0 4--4.95 4.46
Balance December 27, 1997....... 14,688,000 $4.0 4--$5.42 $4.95
Options granted............... 7,466,247 $.12 --$41.25 $8.67
Options cancelled............. (668,849) .12 -- 34.69 5.52
Options exercised............. (2,506,079) .12 --34.69 4.22
Balance December 31, 1998....... 18,979,319 $.12 --$41.25 $6.50
Options granted............... 55,100 $41.44 -$84.75  $58.61
Options cancelled............. (1,005,328) .12 --41.25 10.84
Options exercised............. (3,950,528) .12 --41.25 5.60
Balance December 31, 1999....... 14,078,563 $.12 --$84.75 $6.64
Options exercisable
December 27, 1997............. 2,590,538 $4.04 -$4.95 $4.35
December 31, 1998............. 5,456,640 $ .12 --$41.25 $4.67
December 31, 1999............. 6,291,624 $.12 --$41.25 $6.13

F-30



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

The weighted average remaining contractual lifettier14,078,563 options outstanding on Decembet @49 is 7.43 years.

Options Outstanding Options Exercisable
Weighted
Number Average Weighted Number  Weighted
Range of  Outstanding Remaining Average Exercisable Average
Exercise as of Life Exercise as of  Exercise
Prices 12/31/99  (years) Price 12/31/99  Price
$0.12--$0.12 118,361 8.10 $ .12 68,381 $ .12
0.90-- 0.90 20,347 4.40 .90 14,782 .90
1.76-- 1.79 39,303 8.16 1.76 10,906 1.77
4.04-- 543 9,519,226 7.41 5.14 4,963,292 4.90
6.20-- 8.50 3,775,620 8.05 6.95 911,396 7.01
17.50-- 25.03 197,364  3.69 18.44 178,086  17.80
26.80--39.13 305,242 351 30.95 125,947  30.98

40.38-- 51.83 56,500 3.69 41.21 18,834  40.38
56.00-- 57.47 38,000 4.18 56.75 -- --
61.75-- 84.75 8,600 4.27 79.40

14,078,563  7.43 $6.64 6,291,624 $6.13

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforotistoption ("*OSO") program that was designed sotttmCompany's stockholders
would receive a market return on their investmegfibte OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management's and stockinglld@erests by basing stock option value on tam@any's ability to outperform the
market in general, as measured by the Standardo&P@FS&P") 500 Index. Participants in the OSOgream do not realize any value from
awards unless the Common Stock price outperformS&#&P 500 Index. When the stock price gain is gretdtan the corresponding gain on
the S&P 500 Index, the value received for awardteuthe OSO plan is based on a formula involvimgugtiplier related to the level by whi
the Common Stock outperforms the S&P 500 IndexthEcextent that the Common Stock outperforms the S&0, the value of OSOs to a
holder may exceed the value of non- qualified stoutions.

OSO grants are made quarterly to participants eyeplon the date of the grant. Each award vestgualequarterly installments over two
years and has a fc-year life. Each award typically has a two-year atorium on exercising from the date of grant. Assult, once a
participant is 100% vested in the grant the twa yearatorium expires. Therefore, each grant hasxancise window of two years.

The fair value under SFAS No. 123 for the 3,241,680s granted to employees for services performethé year ended December 31,
1999 was $193 million. The Company recognized $hilflon of compensation expense for the year erdedember 31, 1999 for OSOs
granted in 1999 and 1998. In addition to the expeasognized, $7 million of non-cash compensatias vapitalized in 1999 for employees
directly involved in the construction of the IntetriProtocol network and development of businespatsystems. As of December 31, 1999,
the Company had not yet recognized $111 millionr@imortized compensation costs for OSOs grant&é898 and 1999. The Company
recognized $24 million of compensation expenseHeryear ended December 31, 1998 for OSOs outsiguatliDecember 31, 1998. In
addition to the expense recognized the Companyateeid $3 million of non-cash compensation.
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The fair value of the options granted was calcudldg applying the Black- Scholes method with an &8B expected dividend yield rate of
1.8% and an expected life of 2.5 years. The Compaery a blended volatility rate of 26% between3B#& 500 expected volatility rate of
16% and the Level 3 Common Stock expected volatitite of 27.5%. The expected correlation factod.dfwas used to measure the
movement of Level 3 stock relative to the S&P 500.

Transactions involving stock awards granted undeiQSO plan are summarized below:

Weighted
Average
Option Price Per Option
Shares Share Price

Balance December 27, 1997................ - - -

Options granted............ccccc...... 2,139,075 $29.78--$ 37.13 $34.85
Options cancelled...................... (46,562 ) 29.78-- 37.13 35.53
Options exercised...........cccc....... -- - -

Balance December 31, 1998................ 2,092,513 $29.78--$ 37.13 $34.85
Options granted.............ccccuveeee 3,241,599 56.00-- 78.50 66.58
Options cancelled...................... (157,623 ) 29.78-- 78,50 51.31
Options exercised............ ... (37,500 ) 29.78-- 37.13 34.64

Balance December 31, 1999. .... 5,138,989 $29.78--$ 78.50 $54.15

Options vested but not exercisable as of
December 31, 1998...........cccecnneee. 234,305 $29.78--$ 37.13 $34.85
December 31, 1999..........ccceenneee. 2,098,337 $29.78--$ 78.50 44.69

Options Outstanding Options Exercisable
Weighted
Number Average Weighted Number  Weighted
Range of  Outstanding Remaining Average Exercisable Average
Exercise as of Life Option as of Option
Prices 12/31/99  (years) Price 12/31/99  Price
$29.78--$34.50 1,115,214 2.80 $32.26 - $--
37.00-- 56.00 1,459,383 2.70 44.58
59.75-- 78.50 2,564,392  3.66 69.12
5,138,989  3.20 $54.15 - $--

Restricted Stock

In 1999 and 1998, 17,117 and 177,183 shares, rdgggcof restricted stock were granted to empkseThe restricted stock shares were
granted to employees at no cost. The shares vestdiately; however, the employees are restrictaah felling these shares for 3 years. The
fair value of restricted stock granted in 1999 4888 of $1 million and $7 million, respectively, svaalculated using the value of the
Common Stock the day prior to the grant. The expeasognized in 1999 under SFAS No. 123 for restlistock grants was $4 million. The
expense recognized in 1998 under SFAS No. 123 dstriRted stock grants was $3 million.

As of December 31, 1999, the Company had not rezedr$1 million of compensation costs for Restdcgtock granted in 1998 and 1999.
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Shareworks

Level 3 has designed its compensation programspeitticular emphasis on equity-based, long-terrantige programs. The Company has
developed two plans under its Shareworks prograeMatch Plan and the Grant Plan.

Match Plan--The Match Plan allows eligible emplaytedefer between 1% and 7% of their eligible cengation to purchase Common
Stock at the average stock price for the quartay. #ill time employee is considered eligible on finst day of the calendar quarter after their
hire. The Company matches the shares purchasda:gniployee on a one-for-one basis. Stock purchagkgayroll deductions is fully
vested. Stock purchased with the Company's mataungributions vests three years after the ent@fjuarter in which it was made.

The Company's quarterly matching contribution i®gired to compensation expense over the vestirigghef 36 months. In 1999, the
Company's matching contribution was $10 million enthe Match Plan. The compensation expense reoedjim 1999 under this plan was
million. The non-cash compensation expense recegriiz 1998 for the Match Plan was less than $lianill

Grant Plan--The Grant Plan enables the Companyatat ghares of Common Stock to eligible employes®8 upon a percentage of that
employee's eligible salary up to a maximum of 3%vel 3 employees employed on December 31 of ecah y#io are age 21 or older with a
minimum of 1,000 hours credited service are conmeileligible. The shares granted are valued daihenarket value as of the last business
day of the calendar year. All prior and future gsarest immediately upon the employees' third agnsiary of joining the Shareworks Plan.

The annual grant is expensed in the year of thetgleompensation expense recorded for the Sharewarint Plan for 1999 was
approximately $3 million. Approximately $1 milliaof compensation expense was recorded for the Sbakewsrant Plan for 1998.

In addition to the compensation expense recognthedCompany capitalized $2 million of non-cash pemsation costs related to the
Shareworks Plans for employees directly involvethaconstruction of the IP network and the develept of the business support systen
1999 and less than $1 million of non-cash compé@msabsts in 1998.

401(k) Plan

The Company and its subsidiaries offer its qualiéenployees the opportunity to participate in dargef contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code. Each employee wabkitp contribute, on a tax deferred
basis, a portion of annual earnings not to excd®Jd®0 in 1999. The Company does not match emplogegibutions and therefore does
incur any expense related to the 401(k) plan.
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(12) Income Taxes

An analysis of the income tax (provision) benefitibutable to earnings
(loss) from continuing operations before incomestafor the three years ended December 31, 1938wl

1999 1998 1997

(dollars in
millions)
Current:
US.federal...ccooovioiiiiiiiieicceeeee $161 $(15) $(54)
Stale.iiivie v . 3 (10) (@)
164 (25) (55)
Deferred:
US.federal.....coooeovveiviieeciieeceeeeeee . $56 50 103
State....cveiiieeiee e - - -

The United States and foreign components of easnilogs) from continuing operations before incomess follows:

1999 1998 1997

(dollars in
millions)
United States.......ccocevvvvvevieccieeeieeeeees $(578) $(142) $35
FOreign. . (129) (11) --

A reconciliation of the actual income tax (provisjdoenefit and the tax computed by applying the. te8eral rate (35%) to the earnings (I«
from continuing operations, before income taxedlierthree years ended December 31, 1999 follows:

1999 1998 1997

(dollars in
millions)

Computed Tax at Statutory Rate...........coceeeeee. L $247 $53 $(12)
State Income TaxesS......cooevevvviveeensccies 2 (7N @
Write-off of In Process Research & Development..... ... - (11 -
Coal Depletion.......ccoovvvcvcviiiiiiieieeeeees 2 2 3
Goodwill Amortization.........ccccccvvvevveve. (12) (5) --
Tax Exempt Interest.....cccocvvvvevveveeennnenes - - 2
Prior Year Tax Adjustments.......ccccccvvceeees L - - 62
Compensation Expense Attributable to Options....... ... - -
Taxes on Unutilized Losses of Foreign Operations... ... 9 @ -
Foreign Tax CreditS......ccccovvvveeviicveeennees (0) - -
Other..oiiieee - (3 1

During the year ended December 27, 1997, the Coyngeaitled a number of disputed tax issues relatgulior years that have been included
in prior year tax adjustments.
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The components of the net deferred tax liabiliteeghe years ended December 31, 1999 and 1998 asdi@lows:

1999 1998
(dollars
in
millions)
Deferred Tax Liabilities:
Investments in securitieS........coceeeeeeeeeee. e, $2%2
Investments in joint ventures......ccccccceeeeee. s 15 27
Asset bases--accumulated depreciation............ L. 122 83
Coal SaleS....ccvvveieiiiiiiii e 32 32
Othel i e, 3 20
Total Deferred Tax Liabilities........ccccceeeeeee. 174 164
Deferred Tax Assets:
Compensation--and related benefits.............. 76 35
Investment in subsidiaries...................... 11 14
Provision for estimated expenses................. 27 14
[© 1= SRR 12 13
Total Deferred Tax ASSetS....cccovvvvvvveveeees i, 126 76
Net Deferred Tax Liabilities..........ccocceeeeee. L $48$88

(13) Stockholders' Equity

On March 9, 1999 the Company closed the sale gB28iillion shares of its Common Stock through adamritten public offering. The net
proceeds from the offering of approximately $1.fdn after underwriting discounts and offering exiges are being used for working cap
capital expenditures, acquisitions and other gemeraorate purposes in connection with the impletaton of the Company's Business P

F-35



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

Issuances of Common Stock, for sales, conversaptgn exercises and acquisitions, and repurchafsesmmon shares for the three years
ended December 31, 1999 are shown below. Pridret&plit-off, the Company was obligated to repuseh@lass D shares from stockholders.
The Level 3 Stock Plan permits option holders tmlér shares to the Company to cover income taxe®dwption exercises.

December 28, 1996..........ccoovvvvvvvvieeeeees s 231,802,430
Shares ISSUE.....uuvvvvviveieeeiiieieiieeee e, 21,589,100
Shares Repurchased.........ccccccovvveeeneeee. (29,610)
Issuances for Class C Stock Conversions........... e 13,035,430
OptioN ACHIVILY.....ovveiiiiiiieiiiiieeeeeeeee e 4,636,930

December 27, 1997.......coovvvviiciiiiiiieees s 271,034,280
Shares ISSUE......uvveveveeeeeeeieeieiicieeee e, 2,240,467
Shares Repurchased.........ccccccovvveeeneeee. (30,506)
Issuances for Class C Stock Conversions........... e 20,934,244
Issuances for Class R Stock Conversions........... e 5,084,568
Option ACHIVItY.....ceveeiiiiiieiiiieeeeeeeee e 2,506,079
Shares Issued for Acquisition........cccccceeeee. L 6,105,574

December 31, 1998.......ccooviiiviiiiiiiiiiees s 307,874,706
Shares ISSUE......uvvvvveeeeeeeeiieiiiccieeee e, 28,750,000
Option and Shareworks Activity........cccceeeee. L 4,371,578
Shares Issued for Acquisition.........ccccceeeeee. L, 396,379
6% Convertible Notes Converted to Shares......... ... 4,064

December 31, 1999......cccovviiiiiiiiiiieeeeeieees i, 341,396,727

(14) Industry and Geographic Data

In 1998, the Company adopted SFAS No. 131 "Discsabout Segments of an Enterprise and Relatedration”. SFAS No. 131
establishes standards for reporting informatioruélbperating segments in annual financial statesn@mtl requires selected information ak
operating segments in interim financial reportsiéskto stockholders. It also establishes standardtisclosures about products and services
and geographic areas. Operating segments are cemigoof an enterprise for which separate finarniofarmation is available and which is
evaluated regularly by the Company's chief opegadiecision maker, or decision making group, in dieg how to allocate resources and
assess performance. Operating segments are maseggaitely and represent strategic business hatteffer different products and serve
different markets.

The Company's reportable segments include: commatioits and information services (including commatians, computer outsourcing and
systems integration segments), and coal miningeQghimarily includes CPTC, equity investments, attter corporate assets and overhead
not attributable to a specific segment.

Industry and geographic data for the Company'sodisitued construction and energy operations aréncbided.

EBITDA, as defined by the Company, consists of i@ (loss) before interest, income taxes, deptiecizamortization, non-cash operating
expenses (including stock-based compensation aptbess research and development charges) andnath@perating income or expense.
The Company excludes non- cash compensation dteadoption of the expense recognition provisiohSFAS No. 123. EBITDA is
commonly used in the communications industry tdy@eacompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods presented.
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Communications & Informati
Computer
Communications Outsourcing

1999

Capital Expenditures....
Depreciation and
Amortization...........
1998

Capital Expenditures....
Depreciation and
Amortization...........
1997

Identifiable Assets.....
Capital Expenditures....
Depreciation and
Amortization...........

(dollar

$ 159

(390)
5,001
3,299

151

818

$67
19
6
9

$63

1
11

In 1999, 1998, and 1997 Commonwealth Edison Compangal mining customer, accounted for 22%, 348d,48% of Level 3's revenues.

Industry segment financial information follows. @eén prior year information has been reclassifeeddnform with the 1999 presentation.

on Services

Systems Coal
Integration Mining Other Total

s in millions)

$63
(10)
30
1
6

$57
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The following table presents a geographic breakmutevenue, EBITDA, and identifiable assets:

Communications & Informati on Services
Computer Systems Coal
Communications Outsourcing Integration Mining Other Total
(dollar s in millions)
1999
Revenue:
United States......... $ 145 $67 $ 63 $207 $ 19 $ 501
-- -- - - 14
$67 $ 63 $207 $ 19 $ 515
EBITDA:
United States......... $ (297) $19 $(11) $81 $ (87)$(295)
Europe.......cccc..... (86) -- 1 - - (85
Other.....cveee.... (@) -- -- - - )
$ (390) $19 $(10) $81 $ (87)$(387)
Identifiable Assets:
United States......... $3,935 $61 $ 20 $345 $3,467 $7,828
Europe........ccc.... 723 -- 0 - - 733
Other....cveee.... 343 -- -- - - 343
$5,001 $61 $ 30 $345 $3,467 $8,904
1998
Revenue:
United States......... $ 23 $62 $ 56 $228 $ 20 $ 389
1 -- -- - - 1
-- 1 1 - - 2
$ 24 $63 $ 57 $228 $ 20 $ 392
EBITDA:
United States......... $ (128) $14 $(23) $92 $ (449 $ (89)
Europe.... 9) - - - - 9)
Other....uuevene..... 2) -- -- - - 2)
$ (139) $14 $(23) $92 $ (44) $ (100)
Identifiable Assets:
United States......... $ 959 $59 $ 42 $362 $3,987 $5,409
Europe.......ccc..... 60 -- -- - - 60
Other....ueeeene.... 53 -- -- - - 53
$1,072 $59 $ 42 $362 $3,987 $5,522
1997
Revenue:
United States......... $ -- $50 $ 45 $222 $ 15 $ 332
Europe................ -- -- -- -- -- --
Other.....cveee.... -- -- -- - - -
$ -- $ 50 $ 45 $222 $ 15 $ 332
EBITDA:
United States......... $ - $13 $ 1 $88 % (18)% 84
$ -- $13 $ 1 $88 3% (18)% 84
Identifiable Assets:
United States......... $ - $42 $ 19 $499 $ 921 $1,481
Europe..........c..... -- -- -- R
Other....ueevene.... -- -- -- R
$ - $42 $ 19 $499 $ 921 $1,481
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The following information provides a reconciliatiohEBITDA to earnings
(loss) from continuing operations for the threergeended December 31, 1999:

1999 1998 1997

(in millions)

EBITDA ..ot $(387) $(100) $ 84
Depreciation and Amortization Expense.............. ... (228) (66) (20)
Non-Cash Compensation EXpense.........cccccvcceeeee tvvieens (126) (39) (21)
Write-off of In Process Research and Development... ... - (30) --

Earnings (Loss) from Operations.......ccccc...... ... (741) (235) 43
Other Income (EXPENSe).....cccccvvvvevvevennenenee 34 82 (8)
Income Tax Benefit.....coccoevvvieeniccees L 220 25 48
Earnings (Loss) from Continuing Operations......... ... $(487) $(128) $ 83

(15) Commitments and Contingencies

On April 23, 1999, Level 3 announced that it hadtcacted with Tyco Submarine Systems, Ltd. to desigd build a transatlantic terabit
cable system from Long Island, New York to Northri@eall, UK. The cable system is expected to besivise by September 2000 and is
expected to cost between $600 to $800 million. tbked cost will depend on how the cable is upgraolesf time. Level 3 has prefunded the
purchase of significant amounts of undersea capasipart of the Business Plan, but may requirdiaddl funding depending on the cable's
ultimate structure, pre-construction sales and ogirip.

Level 3 announced on April 29, 1999 that it hadfired contracts relating to construction of Ringfits European network in France,
Belgium, the Netherlands, Germany and the Unitetgom. Ring 1, which is approximately 1,800 miled| connect Paris, Frankfurt,
Amsterdam, Brussels and London. The network is eegoeto be ready for service by September 200Q) Riis part of the approximately
4,750 mile intercity network. This European netwaiik be linked to the Level 3 North American intéy network by the Level 3
transatlantic terabit cable system currently untderelopment, also expected to be ready for sebyicgeptember, 2000.

On July 26, 1999, the Company announced two impbdeavelopments of its European network build vaigneements with Eurotunnel and
Alcatel. Eurotunnel will install and supply Leveldth multiple cross-Channel cables between theddnKingdom and France through the
high-security service tunnel. The first of thesblea will be completed by the first quarter of 2080bsequent cables will be installed to
upgrade and expand the network as and when requiretien new fiber technology becomes availableatdl will design, develop, and
install an undersea cable to link the Level 3 nekvimetween the United Kingdom and Belgium. The eayistem is already under
development and will be completed by the end offitisé half of 2000.

On May 4, 1999, Level 3 and COLT Telecom Groupgioounced an agreement to share costs for thergotst of European networks.
The agreement calls for Level 3 to share constrnatbsts of COLT's planned 1,600 mile intercity i@an network linking Berlin, Cologne,
Dusseldorf, Frankfurt, Hamburg, Munich and Stuttghr return, COLT will share construction costsRifig 1 of Level 3's planned European
network.

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

Operating Leases

The Company is leasing rights of way, communicatioapacity and premises under various operatirsgeahich, in addition to rental
payments, require payments for insurance, maintangmoperty taxes and other executory costs rbtatéhe lease. Certain leases provide
adjustments in lease cost based upon adjustmetits tbnsumer price index and increases in thddedid management costs. The lease
agreements have various expiration dates througj.20

In addition to the items described above, futureimum payments for the next five years, under thre-cancelable operating leases with
initial or remaining terms of one year or more, sishof the following at December 31, 1999 (in ioilis):

2000 i e $67
2001 e e 43
2002 e 36
2003 e 35
2004 e 35
Thereafter......cooovcviveeiiiiiiees e, 211

Rent expense under lease agreements was $41 nmllk#99, $18 million in 1998 and $1 million in 1R9
(16) Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstifi@ Company in 1999 and 1998. These
projects include the U.S. intercity network, certiical loops and certain gateway sites, the Corylparew corporate headquarters in
Colorado and a new data center in Tempe, Arizomewl provided approximately $1,024 million and $1@illion of construction services
related to these projects in 1999 and 1998, resedct

Level 3 also receives certain mine managementcasfrom Kiewit. The expense for these services$@&smillion for 1999, $34 million for
1998, and $32 million for 1997, and is recordedetiing, general and administrative expenses. €henue earned by Peter Kiewit Sons', Inc.
in 1997 is included in discontinued operations.

(17) Other Matters

In August 1999 the Company was named as a defemd&chweizer vs. Level 3 Communications, Incakt.a purported national class
action, filed in the District Court, County of Baldr, State of Colorado which involves the Companigtst to install its fiber optic cable
network in easements and right-of-ways crossingthimtiffs' land. In general, the Company obtaitiegl rights to construct its network from
railroads, utilities, and others, and is installitegnetwork along the rights-of-way so granteaitiffs in the purported
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class action assert that they are the owners datigs over which the Company's fiber optic catdevwork passes, and that the railroads,
utilities and others who granted the Company thbtrio construction and maintain its network did Inave the legal ability to do so. The
action purports to be on behalf of a national cté#sswners of land over which the Company's netwmag&ses or will pass. The complaint
seeks damages on theories of trespass, unjushemait and slander of title and property, as wepastive damages. Although the Comp:i

is not aware of any additional similar claims, @@mpany may in the future receive claims and demaeldted to the rights of way issues
similar to the issues in the Schweizer litigatibattmay be based on similar or different legal tieso Although it is too early for the
Company to reach a conclusion as to the ultimateooue of this litigation, management believes thatCompany has substantial defense
the claims asserted in the Schweizer action (agdsamilar claims which may be named in the futues)d intends to defend them vigorously.

The Company is involved in various other lawsuitaims and regulatory proceedings incidental tditsiness. Management believes that
resulting liability for legal proceedings beyondtiprovided should not materially affect the Compafinancial position, future results of
operations or future cash flows.

It is customary in Level 3's industries to use @asi financial instruments in the normal courseudibess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Ziccordance with specified terms and
conditions. As of December 31, 1999, Level 3 hatanding letters of credit of approximately $33liom. The Company does not believe it
is practicable to estimate the fair value of tthieeks of credit and does not believe exposureds is likely.

Level 3 filed with the Securities and Exchange Cassion a "universal” shelf registration statementering up to $3.5 billion of common
stock, preferred stock, debt securities and deguysghares that became effective February 17, 108March 9, 1999 the Company received
approximately $1.5 billion from the sale of 28.78lion shares of Common Stock and on Septembe 289 the Company sold $823 million
aggregate principal amount of its 6% Convertible@dinated Notes under the "universal" shelf regiiin statement.

On December 10, 1999, Level 3 filed with the SE€2@ond "universal” shelf registration covering 0$2.375 billion of common stock,
preferred stock, debt securities and depositargesh&ombined with remaining availability under thigial universal shelf registration
statement, Level 3 may offer an aggregate of §8t6 billion of securities.

Prior to the Split-off, as of January 1 of eachrydalders of Class C Stock had the right to con@aiss C Stock into Class D Stock, subject
to certain conditions. In January 1998, holder€lakss C Stock converted 2.3 million shares, witademption value of $122 million, into 21
million shares of Class D Stock (now known as Comi8tock).

(18) Subsequent Events

On January 24, 2000, Level 3 announced the expaon$ibs business plan to increase the amount gy space it intends to secure to
approximately 6.5 million square feet. Level 3 emtty has secured approximately 3.4 million sqdeet of gateway space. The Company
completed the buildout of approximately 1.3 millisquare feet of space.

Also on January 24, 2000, Level 3 announced plaesnstruct a high speed, broadband undersea spdilem connecting Hong Kong and
Tokyo. The 2.56 terabit system is expected to epteted in the second quarter of 2001. The Honggkbokyo cable is intended to be the
first stage in the Company's construction of anenseia network in the region. The Company plansdoesconstruction and operating
expenses of the Northern Asia cable loop with an@are industry partners.
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On February 2, 2000, Level 3 announced a serisspdrate securities offerings. As of the date efititial filing of the Company's Annual
Report on Form 10-K for the year ended Decembefi 839, the Company is offering 15 million shares@ihmon stock and $500 million of
convertible subordinated notes in separate reg@dtefferings pursuant to an effective registrattatement. It is also offering senior notes
senior discount notes that will generate aggregaiss proceeds of $1 billion, and 400 million ofeeldenominated (approximately $391
million) senior notes. The dollar-denominated antbedenominated senior notes will not be registereder the Securities Act of 1933 and
may not be sold in the United States absent rediistr or an applicable exemption from the regigiratequirements. Each of the offerings is
being made pursuant to a separate prospectus supmier offering memorandum. No offering is coratiged on the closing of any other. 1
Company may not complete any of the offerings.ddition, the size of each offering is subject tamtpe. The Company will use the proce

from these offerings for working capital, capitapenditures, acquisitions and other general cotpgrarposes in connection with the
implementation of the Company's Business Plan.

(19) Unaudited Quarterly Financial Data

March June September December
1999 1998 1999 1998 1999 1998 1999 1998

(in millions except per share data)
Revenue................. $102 $ 87 $106 $ 103 $134 $106 $173 $ 96
Loss from Operations.... (126) (9) (183) (41 ) (207) (52) (225) (133)
Net Earnings (Loss)..... (105) 926 (44) (34 ) (147) (49) (191) (39)

Earnings (Loss) per
Share (Basic and
Diluted):
Continuing
Operations........... $(.33) $(.02) $(.13) $(.11 ) $(.43) $(.16) $(.56) $(.13)
Discontinued
Operations Excluding
Construction

Operations........... - 319 - - -
Net Earnings Excluding
Construction
Operations............. (.33) 3.17 (.13) (11 ) (.43) (.16) (.56) (.13)

Net Earnings Excluding
Gain On Split-Off of

Construction Group..... (.33) 1.09 (.13) (.11 ) (.43) (.16) (.56) (.13)

Earnings (loss) per share was calculated for daeletmonth period on a stand-alone basis. As dt i@fsall the stock transactions, the sum of
the earnings (loss) per share for the four quadeesich year may not equal the earnings (loss¥ipene for the twelve month periods.

The earnings (loss) per share amounts above ase tifd.evel 3 Common Stock.

On January 2, 1998 the Company completed the §étkeenergy assets to MidAmerican, as discusseédbie 3, and recognized an after-tax
gain on the disposition of $324 million.

The Company recognized $111 million of gains relateRCN stock transactions in the second quaft29@09.

On March 31, 1998, as a result of the Split-offlesussed in Note 2, the Company recognized aaf&#608 million equal to the difference
between the carrying value of the Construction @rand its fair value in accordance with Financiatdunting Standards Board Emerging

Issues Task Force Issue 96-4. No taxes were prwdehis gain due to the tax-free nature of thit-8ff. The Company reflected the fair
value of the Construction Group as a distributimithie Class C stockholders.

F-42



Level 3 Communications, Inc.

PKS Information Services, Inc.

Level 3 Communications, LLC
BTE Equipment, LLC

Level 3 International, Inc.
Level 3 Holdings, Inc.

KCP, Inc.

Exhibit 21



EXHIBIT 23.1

CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation of our report dated Februgrg000 on the consolidated financial
statements of Level 3 Communications, Inc. as afdbgber 31, 1999 and 1998 and for the years theedemtluded in this Annual Report

Form 10-K into Level 3 Communications, Inc.'s poasly filed Registration Statements on Forms Sie (Fos. 333-91899, 333-68887 and
333-71713) and on Forms S-8 (File Nos. 333-79533;48465, 333-68447, 333-58691 and 333-52697).

/sl Arthur Andersen LLP

Denver, Col orado

February 14, 2000



EXHIBIT 23.2

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation of our regated March 30, 1998 on our audit of the constdid statements of operations, cash
flows, changes in stockholders' equity and comprgive income (loss) of Level 3 Communications, [ficcmerly Peter Kiewit Sons', Inc.)
for the year ended December 27, 1997 includedisgn®hnual Report on Form 10-K into Level 3 Commutions, Inc.'s previously filed

Registration Statements on Forms S-3 (File Nos-3#99, 333-68887 and 333-71713) and on Formsl&Nos. 333-79533, 333-42465,
333-68447, 333-58691 and 333-52697).

/sl Pricewat erhouseCoopers LLP

QOraha, Nebraska

February 14, 2000



EXHIBIT 23.3

CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the incorporation of our regated March 8, 1999, except for Note 20 as tatvthe date is March 18, 1999, on our
audits of the consolidated financial statementsfarahcial statement schedules of RCN Corporatiuh Subsidiaries as of December 31,
1998 and 1997, and for the years ended Decembd©38, 1997 and 1996, which report is incorpor&gdeference in the 1999 Annual
Report on Form 1& of Level 3 Communications, Inc., into Level 3 Cmmnications, Inc.'s previously filed Registratic@at®ments on Forn

S-3 (File Nos. 333-91899, 333-68887 and 333-71ah8)on Forms S-8 (File Nos. 333-79533, 333-42483;68447, 333-58691 and 333-
52697).

/sl Pricewat erhouseCoopers LLP

Phi | adel phi a, Pennsyl vani a

February 14, 2000



ARTICLE 5

This schedule contains summary financial infornragatracted from the Form 10-K for the year endigember 31, 1999 and is qualified
in its entirety by reference to such financial staénts.

MULTIPLIER: 1,000,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199!
PERIOD END DEC 31 199
CASH 1,21¢
SECURITIES 2,27:
RECEIVABLES 157
ALLOWANCES 9
INVENTORY 3
CURRENT ASSET¢ 3,93¢
PP&E 4,72¢
DEPRECIATION 43¢
TOTAL ASSETS 8,90
CURRENT LIABILITIES 1,12¢
BONDS 3,98¢
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 3
OTHER SE 3,40z
TOTAL LIABILITY AND EQUITY 8,90
SALES 207
TOTAL REVENUES 51E
CGS 93
TOTAL COSTS 267
OTHER EXPENSE¢ 89€
LOSS PROVISION 0
INTEREST EXPENSE 174
INCOME PRETAX (707,
INCOME TAX (220;
INCOME CONTINUING (487,
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (487,
EPS BASIC (1.46;
EPS DILUTED (1.46;
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