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FORM 10-Q

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the Quarterly Period Ended September 30, 1999

or

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period to

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its ch arter)
Delaware 47-0210602
(State of Incorporation) (I.R.S. Employer
Identification No.)
1025 Eldorado Blvd., Broomfield, CO 80021
(Address of principal executive offices) (Zip Code)

(720) 888-1000
(Registrant's telephone num ber,
including area code)

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sslwbrter period that the registrant was requirdilésuch reports(s)), and (2) has been
subject to such filing requirements for the pastag@s. Yes X No

The number of shares outstanding of each clagseassuer's common stock, as of October 29, 1999:

Common Stock 341,076,021 sha
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Operations
(unaudited)

Three Months Ended Nine Months Ended

September 30, September 30,
(dollars in millions, except share data) 1999 1998 1999 1998
Revenue $134 $106 $ 342 $ 296
Costs and Expenses:
Cost of revenue 100 47 243 138
Depreciation and amortization 63 15 155 31
Selling, general and administrative expenses 178 96 460 199
Write-off of in-process research & development - - - 30
Total costs and expenses 341 158 858 398
Loss from Operations (207) (52) (516) (102)
Other Income (Expense):
Interest income 51 53 158 124
Interest expense, net (34) (46) (132) (86)
Gain on equity investee stock transactions 5 4 116 25
Other, net (35) (31) (65) (78)
Total other income (expense) (13) (20) 77 (15)
Loss Before Income Taxes and
Discontinued Operations (220) (72)  (439) (117)
Income Tax Benefit 73 23 143 28
Loss from Continuing Operations (147) (49) (296) (89)
Discontinued Operations:
Gain on split-off of Construction Group - - - 608
Gain on disposition of energy business,
net of income tax expense of $175 - - - 324
Earnings from discontinued operations - - - 932
Net Earnings (Loss) $(147) $(49) $(296) $ 843
Earnings (Loss) Per Share (Basic and Diluted):
Continuing operations $(.43) $(.16) $(.89) $(.30)
Discontinued operations $ - $ - 8 - $3.11
Net earnings (loss) $(.43) $(.16) $(.89) $2.81
Net earnings (loss), excluding gain on
split-off of Construction Group $(.43) $(.16) $(.89) $.78

See accompanying notes to consolidated condensed fi nancial statements.



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

(unaudited)

Septe
(dollars in millions, except share data) 1

Assets

Current Assets
Cash and cash equivalents $ 1,
Marketable securities 2,
Restricted cash and securities
Accounts receivable, net
Income taxes receivable
Other

Total Current Assets 5,
Property, Plant and Equipment, net 3,
Investments

Other Assets, net

See accompanying notes to consolidated condensed fi

mber 30, December 31,

999 1998
486 $ 842
732 2,863
528 32
118 57
163 54
43 29
070 3,877
072 1,061
363 323
330 261
835 $ 5,522

nancial statements.



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

(unaudited)
Septem ber 30, December 31,

(dollars in millions, except share data) 19 99 1998
Liabilities and Stockholders' Equity
Current Liabilities:

Accounts payable $ 6 53 $ 276

Current portion of long-term debt 6 5

Accrued payroll and employee benefits 62 16

Accrued interest 81 33

Deferred revenue 84 1

Other 53 39
Total Current Liabilities 9 39 370
Long-Term Debt, less current portion 3,9 77 2,641
Deferred Income Taxes 40 86
Accrued Reclamation Costs 97 96
Other Liabilities 2 51 164

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
1,500,000,000 shares;
340,689,116 shares outstanding in 1999
and 307,874,706 outstanding in 1998 3 3
Class R, $.01 par value, authorized
8,500,000 shares;
no shares outstanding in 1999 and 1998 - -

Additional paid-in capital 2,43 5 765
Accumulated other comprehensive (loss)
income ( 4) 4
Retained earnings 1,09 7 1,393
Total Stockholders' Equity 3,53 1 2,165
$8,83 5 $5,522

See accompanying notes to consolidated condensed fi nancial statements.



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Condensed Statements of Cash Flows
(unaudited)

Nine Months Ended
September 30,

(dollars in millions) 1999 1998

Cash flows from continuing operations:
Net cash provided by continuing operations $ 408 $ 128

Cash flows from investing activities:
Proceeds from sales and maturities of

marketable securities 4,369 2,882
Purchases of marketable securities (4,254) (5,132)
Capital expenditures (2,154) (409)
Investments 3) (24)
Proceeds from sale of property, plant and
equipment and other investments 11 26
Other 1 -
Net cash used in investing activities (2,030) (2,657)
Cash flows from financing activities:
Issuance of long-term debt, net of issuance cost s 1,250 1,937
Payments on long-term debt including current por tion 5) )
Increase in cash and restricted securities (495) -
Issuances of common stock 1,498 21
Proceeds from exercise of stock options 18 7
Exchange of Class C Stock for Common Stock, net - 122
Net cash provided by financing activities 2,266 2,080

Cash flows from discontinued operations:
Proceeds from sale of energy operations,

net of income tax payments of $144 million - 1,015

Net cash provided by discontinued operations - 1,015
Net change in cash and cash equivalents 644 566
Cash and cash equivalents at beginning of year 842 87
Cash and cash equivalents at end of period $ 1,486 $ 653
The activities of the Construction & Mining Gro up have been removed from the
consolidated condensed statements of cash flows in 1998. The Construction Group
had cash flows of ($62) million for the three month s ended March 31, 1998.

See accompanying notes to consolidated condensed fi nancial statements.



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statement of Changes in Stockhol&epsty For the nine months ended September 30, 1999

(unaudited)

Accumulated

A dditional Other
Common Paid-in  Comprehensive  Retained

(dollars in millions) Stock Capital  Income (Loss)  Earnings To tal
Balance at

December 31, 1998 $ 3 $ 765 $ 4 $1,393 $2 ,165
Common Stock:

Issuances, net - 1,504 - - 1 ,504

Stock options exercised - 18 - - 18

Stock option grants - 88 - - 88

Income tax benefit from

exercise of options - 60 - - 60

Net Loss - - - (296) (296)
Other Comprehensive Loss - - (8) - (8)
Balance at September 30, 1999 $ 3 $2,435 $ (4) $ 1,097 $3 531

See accompanying notes to consolidated condensed fi nancial statements.



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (kg)
(unaudited)

Three Months Ended Nine Months Ended

September 30, September 30,

(dollars in millions) 1999 1998 1999 1998
Net (Loss) Earnings $ (147) $ (49) $(296) $843
Other Comprehensive Income (Loss) Before Tax:

Foreign currency translation adjustments 9 - 1 1

Unrealized holding loss arising during period - 4) 2) Q)

Reclassification adjustment for gains

included in net (loss) earnings - - (12) (8)

Other Comprehensive Income (Loss) Before Tax 9 4) (13) (8)
Income Tax (Expense) Benefit Related to Items of

Other Comprehensive Income (Loss) 3) 1 5 3
Other Comprehensive Income (Loss) Net of Taxes 6 3) 8) 5)
Comprehensive (Loss) Income $ (141) $ (52) $(304) $838

See accompanying notes to consolidated condensed fi nancial statements.



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Condensed Financial Statement
1. Basis of Presentation

The consolidated condensed balance sheet of Le@ehBnunications, Inc. and subsidiaries ("Level B8the "Company"), at December 31,
1998 has been condensed from the Company's alwditedce sheet as of that date. All other finarat@lements contained herein are
unaudited and, in the opinion of management, corgtiadjustments (consisting only of normal remgraccruals) necessary for a fair
presentation of financial position, results of @iiems and cash flows for the periods presented.démpany's accounting policies and ce
other disclosures are set forth in the notes tetmsolidated financial statements contained irGbmpany's Annual Report on Form 10-K,
for the year ended December 31, 1998. These fiabsigEtements should be read in conjunction wighGompany's audited consolidated
financial statements and notes thereto. The préparaf the consolidated condensed financial statgmin conformity with generally
accepted accounting principles requires managetoenake estimates and assumptions that affecefharted amount of assets and
liabilities, disclosure of contingent assets aatilities and the reported amount of revenue ampeeses during the reported period. Actual
results could differ from these estimates.

The Company has embarked on a plan to becomeliiéaebased provider (that is, a provider that even leases a substantial portion of the
property, plant and equipment necessary to pratsdgervices) of a broad range of integrated comaoations services in the United States,
Europe and Asia. To reach this goal, the Compaexpgnding substantially the business of its PK8rination Services, Inc. subsidiary and
creating, through a combination of constructiormchase and leasing of facilities and other asaetinternational, end-to-end, facilitibgsec
communications network (the "Business Plan"). Then@any is building the network based on Internetd?iol technology in order to
leverage the efficiencies of this technology tovidle lower cost communications services.

In 1997, the Company agreed to sell its energytassdidAmerican Energy Holding Company, Inc. (#lCalEnergy Company, Inc.)
("MidAmerican") and to separate the constructioprations (“"Construction Group") from the Company. January 2, 1998, the Company
completed the sale of its energy assets to MidAcaariOn March 31, 1998, the Company completedgliecff of the Construction Group
stockholders that held Class C Stock. Thereforeréisults of operations of both businesses have dlassified as discontinued operations on
the consolidated condensed statements of operdtiod998.

On May 1, 1998, the Company's Board of Directo@ngfed Level 3's fiscal year end from the last Satyiin December to a calendar year
end. The additional four days for the period enddegptember 30, 1998, were not material to the dvesults of operations and cash flows.

The results of operations for the nine months er@igatember 30, 1999, are not necessarily indicafitiee results expected for the full year.

Where appropriate, items within the consolidatendemsed financial statements have been reclas#ifiedthe previous periods to conform
to current period presentation.

2. Reorganization - Discontinued Construction Ofiena

Prior to March 31, 1998, the Company had a twosctapital structure. The Company's Class C Stdtdcted the performance of the
Construction Group and the Class D Stock refletiiecberformance of the other businesses, includamgmunications, information services
and coal mining. In 1997 the Board of Directord.efel 3 approved a proposal for the separatiom®fQonstruction Group from the other
operations of the Company through a split-off @& @onstruction Group (the "Split-off"). In Decemld®97, the Company's stockholders
approved the Split-off and in March 1998, the Comypi@ceived a ruling from the Internal Revenue ®erthat stated the Split-off would be
tax-free to U.S. stockholders. The Split-off waleefed on March 31, 1998. As a result of the Syffitthe Company no longer owns any
interest in the Construction Group. Accordinglye 8eparate financial statements and managemesttssdion and analysis of financial
condition and results of operations of Peter Kie®ans', Inc. should be obtained to review the tesiiloperations of the Construction Group
for the three months ended March 31, 1998.

On March 31, 1998, the Company reflected the falue of the Construction Group as a distributiotheClass C stockholders because the
distribution was considered non-pro rata as contpréhe Company's previous two-class capital sshekcture. The Company recognized a
gain of $608 million within discontinued operatioesjual to the difference between the carryingealithe Construction Group and its fair
value in accordance with Financial Accounting Stadd Board Emerging Issues Task Force Issue 98etounting for Reorganizations
Involving a Non-Pro Rata Split-off of Certain Nonnatary Assets to Owners". No taxes were providethisgain due to the tax-free nature
of the Split-off.

In connection with the Splibff, the Class D Stock became the common stockesEL3 Communications, Inc. ("Common Stock"), ahdrdy
thereafter, began trading on the Nasdaq Nationakélainder the symbol "LVLT".

3. Discontinued Energy Operations

On January 2, 1998, the Company completed theo$dtie energy assets to MidAmerican. These aseebsded approximately 20.2 million
shares of MidAmerican common stock (assuming tleeatse of 1 million options held by Level 3), Lex8$ 30% interest in CE Electric a



Level 3's investments in international power prt§eo Indonesia and the Philippines. Level 3 reigphan after-tax gain on the disposition
of $324 million and the after-tax proceeds of agpmately $967 million from the transaction are lgpirsed in part to fund the Business Plan.
Results of operations for the period through Jan@af 998 were not considered significant and #ia gn disposition was calculated using
the carrying amount of the energy assets as ofrbleee27, 1997.

4. Earnings (Loss) Per Share

Basic earnings (loss) per share have been compsied the weighted average number of shares dedao period. The Company had a loss
from continuing operations for the three and niranth periods ended September 30, 1999 and 1998efbine, the dilutive impact of the
Convertible Subordinated Notes and the 21,534,488ms and warrants outstanding at September 38 48d 19,690,144 options and
warrants outstanding at September 30, 1998 havkeesut included in the computation of diluted eagri(loss) per share because the
resulting computation would have been anti-dilutive

Effective August 10, 1998, the Company issued &divd of one share of Level 3 Common Stock for esdare of Level 3 Common Stock
outstanding. All share information and per shate thave been restated to reflect the stock dividend

The following details the earnings (loss) per stealeulations for Level 3 Common Stock:

Three Months Ended Nine Mo nths Ended
September 30, Septe mber 30,
1999 1998 1999 1998
Loss From Continuing Operations (in millions) $ (147) $ (49) $ (296) $ (89)
Discontinued Operations:
Gain on Split-off of Construction Group - - - 608
Earnings from Discontinued Energy Operations - - - 324
Earning from Discontinued Operations - - - 932
Net Earnings (Loss) $ (147) $ (49) $ (296) $ 843
Total Number of Weighted Average Shares
Outstanding Used to Compute Basic and
Diluted Earnings Per Share (in thousands) 340,298 306,515 332,039 300,151
Earnings (Loss) Per Share (Basic and Diluted):
Continuing operations $ (43) $(16) $ (.89 $ (.30)
Discontinued operations $ - $ - $ - $ 3.11
Net earnings (loss) $ (43) $(16) $ (.89 $ 281
Net earnings (loss), excluding gain on Split-off
of Construction Group $ (43) $(16) $ (.89 $ .78

5. Acquisitions

On January 5, 1999, Level 3 acquired BusinessNet(LBusinessNet"), a leading London-based Inteseetice provider in a largely stock-
for-stock transaction valued at $12 million andaated for as a purchase. After completion of ceadjustments, the Company agreed to
issue approximately 400,000 shares of Common Stndkpaid $1 million in cash in exchange for alttef issued and outstanding shares of
BusinessNet's capital stock. Of the approximatély,d00 shares Level 3 agreed to issue in connegdithrthe acquisition, approximately
150,000 shares of Level 3 Common Stock have besigptl to Level 3 to secure certain indemnificatibhigations of the former
BusinessNet stockholders. In October 1999, Leveléased approximately 42,000 shares pursuanetadfuisition agreement. The pledg
the remaining shares will terminate approximateéyronths from the acquisition date, unless otherwidended pursuant to the terms of the
acquisition agreement. Liabilities exceeded assedsired, and goodwill of $16 million was recogmiZeom the transaction which is being
amortized over five years.

On April 23, 1998, the Company acquired XCOM Tedbgs, Inc. ("XCOM"), a privately held company theas developed technology
which provides certain key components necessarthtoCompany to develop an interface between iesriet Protocobased network and t
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 wagaf XCOM.

The Company accounted for this transaction, vaatetll 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 seita acquired by $30 million which was recognasdoodwill.



In October 1998, the Securities and Exchange Cogiomig"SEC") issued new guidelines for valuing dcepliresearch and development
which are applied retroactively. The Company belgeits accounting for the acquisition was madecocoedance with generally accepted
accounting principles and established appraisatioes at the time of the acquisition. However, tuthe significance of the charge relative
to the total value of the acquisition, the Compeawiewed the facts with the SEC. Consequently,giie revised guidelines and
assumptions, the Company reduced the charge famicess research and development from $115 to $86mand increased the related
goodwill by $85 million. The goodwill associatedtivthe XCOM transaction is being amortized oveiva fear period. The results for the
three and nine months ended September 30, 1998deaverestated to reflect the reduced charge fpraness research and development and
increased amortization expense.

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

The cumulative operating results of BusinessNetOXCand other 1998 acquisitions were not significqadtive to the Company's 1999 and
1998 results.

For the Company's acquisitions, the excess purgbraseover the fair market value of the underlyasgets was allocated to goodwill and
other intangible assets and property based updimimary estimates of fair value. The final purcégsice allocation for XCOM did not vary
significantly from preliminary estimates. The Compaloes not believe that the final purchase priloeation will vary significantly from the
preliminary estimates for the entities acquire@raB8eptember 30, 1998.

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

The Company is currently constructing its commuitiices network. Costs associated directly with theampleted network and interest
expense incurred during construction are capitdlizEsed on the weighted average accumulated cotistrexpenditures and the interest
rates related to borrowings associated with thetroation. Certain gateway facilities, local netk®and operating equipment have been
placed in service during 1999. These assets ang ldepreciated over their useful lives, primardpnging from 3-25 years. As other segments
of the network are placed in service, the assdtdeidepreciated over their useful lives.

The Company is currently developing business sumystems required for its Business Plan. The patefirect costs of software, materials
and services, payroll and payroll related expefaesmployees directly associated with the progeat interest costs incurred when
developing the business support systems are dapdalUpon completion of the projects, the totats®f the business support systems are
amortized over their useful lives of 3 years.

For the nine months ended September 30, 1999,dhg@ény invested $2,021 million in its communicasidusiness, including $825 million
on the U.S. intercity network, $464 million on imational networks, $144 million on transoceanitwogks and $419 million on gateway
facilities and local networks.

Capitalized business support systems and netwarktaation costs that have not been placed insehave been classified as construction-
in-progress within Property, Plant and Equipmerbive

Accumulated  Book
(dollars in millions) Cost Depreciation  Value

September 30, 1999

Land and Mineral Properties $ 41 $ (16) $ 25
Facility and Leasehold Improvements:
Communications 162 4) 158
Information Services 26 3) 23
Coal Mining 73 (63) 10
CPTC 91 8) 83
Operating Equipment:
Communications 369 (64) 305
Information Services 59 (36) 23
Coal Mining 115 (104) 11
CPTC 17 (6) 11
Network Construction Equipment 91 (@) 84
Furniture and Office Equipment 103 (33) 70
Other 126 (31) 95
Construction-in-Progress 2,174 - 2,174
$3,447 $ 375 $3,072

December 31, 1998

Land and Mineral Properties $ 37 $ (16) $ 21
Facility and Leasehold Improvements:



Communications 80 Q) 79

Information Services 24 2) 22
Coal Mining 74 (61) 13
CPTC 91 (5) 86
Operating Equipment:
Communications 245 (18) 227
Information Services 53 (30) 23
Coal Mining 119 (104) 15
CPTC 17 (4) 13
Network Construction Equipment 46 1) 45
Furniture and Office Equipment 67 (10) 57
Other 72 ) 70
Construction-in-Progress 390 - 390
$1,315 $ (254) $1,061

7. Investments

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

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

On September 30, 1999, Level 3 owned approxim@®dg and 48% of the outstanding shares of RCN amdn@mnwealth Telephone,
respectively, and accounts for each entity usiegeiiuity method. The market value of the Companysstment in the two entities was
$1,092 million and $468 million, respectively, oagiember 30, 1999.

The Company recognizes gains from the sale, isguand repurchase of stock by its subsidiaries godyemethod investees in its statement
of operations. During 1999, RCN issued stock iuhblip offering and for certain transactions whichutbd the Company's ownership of RCN
from 41% at December 31, 1998 to 35% at Septenmbet®9. The increase in the Company's proport@oshare of RCN's net assets as a
result of these transactions resulted in a preggan of $5 million and $116 million for the Compafy the three and nine months ended
September 30, 1999. The Company also recognizeghaof$4 million and $25 million for the three anithe months ended September 30,
1998 related to stock transactions of RCN.

In October 1999, RCN announced that Vulcan Ventures had agreed to invest $1.65 billion in RCMisTtransaction, 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 tlrseven year period at $62 per share. Level 3do@seurrent market conditions, expects
to recognize a significant gain when Vulcan Vensutac. converts its RCN preferred stock to RCN gmmn stock.

The following is summarized financial informatiohRCN and Commonwealth Telephone for the threerand months ended September 30,
1999 and 1998, and as of September 30, 1999 anehibexr 31, 1998 (in millions):

Three Months Ended Nine Months Ended
September 30, September 30,
Operations 1999 1998 1999 1998
RCN Corporation:
Revenue $ 70 $ 58 $ 204 $ 148
Net loss available to common shareholders (96) (53) (232) (170)

Level 3's share:
Net loss (37) (22) (89)  (75)
Goodwill amortization - - Q) -

Equity in net loss $ (37) $ (22) $ (90) $(75)
Commonwealth Telephone Enterprises:
Revenue $ 68 $ 58 $ 192 $167
Net income available to common shareholders 6 3 17 12

Level 3's share:
Net income 3 2 8 6
Goodwill amortization - - Q) Q)

Equity in net income $ 3 $ 2 $ 7 $5




Commonwealth

RCN Telephone
Corp oration Enterprises
Financial Position 1999 1998 1999 1998
Current assets $1,704 $1,093 $ 8 $ 79
Other assets 1,150 815 403 354
Total assets 2,854 1,908 488 433
Current liabilities 192 178 84 85
Other liabilities 1,766 1,282 262 223
Minority interest 129 77 - -
Preferred stock 249 - - -
Total liabilities and preferred stock 2,336 1,537 346 308
Common Equity $ 518 $ 371 $ 142 $125
Level 3's share:
Equity in net assets $ 184 $ 150 $ 68 $ 60
Goodwill 26 34 54 56
$ 210 $ 184 $ 122 $116

Investments at September 30, 1999 and Decemb@©98,also include $23 million for the Company'sastment in the Pavilion Towers
office buildings in Aurora, Colorado.

8. Other Assets, net

At September 30, 1999 and December 31, 1998 offisetsiconsisted of the following:

(in millions) 1999 1998
Goodwill:
XCOM, net of accumulated amortization of $32 and $15 $ 80 $ 100
GeoNet, net of accumulated amortization of $3 an d$1 18 20
BusinessNet, net of accumulated amortization of $3 and $- 13 -
Other, net of accumulated amortization of $5 and $1 15 19
Prepaid Network Assets 51 -
Deferred Debt Issuance Costs 106 67
Deferred Development and Financing Costs 15 15
Unrecovered Mine Development Costs 14 15
Leases 6 9
Timberlands 3 3
Other 9 13
Total other assets $ 330 $ 261

9. Long-Term Debt
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@umpany has caused the conversion
rights to expire. The conversion rate is 15.340resh per each $1,000 principal amount of Suborelthbiptes, subject to adjustment in cel
circumstances. On or after September 15, 2002,I13\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 thevewosion price) for 20 trading days
within any period of 30 consecutive trading dayduding the last day of that period.

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

Senior Secured Credit Facilities



On September 30, 1999, certain Level 3 subsidiamésred into $1.375 billion of secured creditliies ("Senior Secured Credit Facilities").
The facilities are comprised of a senior securedlwing credit facility in the amount of $650 mdk and a two-tranche senior secured term
loan facility aggregating $725 million. The secutedn loan facility consists of a $450 million tcdre A and a $275 million tranche B term
loan facilities.

On September 30, 1999, Level 3 borrowed $475 millinder the secured term loan facility. The $47lianiand prepaid interest have been
placed in an interest bearing escrow account tirgiiCompany receives the remaining state regulatppyovals necessary to close this
financing. The Company expects to receive all theessary regulatory approvals during the fourthtguaf 1999.

The obligations under the revolving credit facilétse secured by substantially all the assets oélL&and, subject to certain exceptions, its
wholly owned domestic subsidiaries (other thanlibeower under the term loan facilities). Such tsgéll also secure a portion of the term
loan facilities. Additionally, all obligations undéhe term loan facilities will be secured by tlgpiggment that is purchased with the proceeds
of the term loan facilities.

Amounts drawn under the secured credit facility dar interest, at the option of the Companyhatditernate base rate or reserve-adjusted
LIBOR plus applicable margins. The applicable masdor the revolving credit facility and trancheékm loan facility range from 50 to 175
basis points over the alternate base rate and &fivto 275 basis points over LIBOR and are fixedlfe tranche B term loan facility at 2.5%
over the alternate base rate and 3.5% over LIBOfRrést and commitment fees on the revolving cffeditity and the term loan facilities are
payable quarterly with specific rates determinechbial borrowings under each facility.

The revolving credit facility provides for auton@atind permanent quarterly reductions of the amavailable for borrowing under that
facility, commencing at $17.25 million on March 2004, and increasing to approximately $61 mill@n quarter. The tranche A term loan
facility amortizes in consecutive quarterly paynseméginning on March 31, 2004, commencing at $8aniper quarter and increasing to
$58.5 million per quarter. The revolving creditifiag and tranche A term loan facility mature onpBember 30, 2007. The tranche B term |
facility amortizes with substantially all of thehsmluled payments due in equal amounts from Mar¢cR@17 to January 15, 2008.

The Senior Secured Credit Facilities contain certavenants, which among other things, limit addiil indebtedness, 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 $23 million were capitaliaed will be amortized as interest expense ovetetmas of Senior Secured Credit
Facilities.

Level 3 currently intends to use the proceeds fiteenSenior Secured Credit Facilities and Subordahatotes for working capital, capital
expenditures and other general corporate purpasaainection with the implementation of its busspkan, including the acquisition of
telecommunications assets.

9.125% Senior Notes

On April 28, 1998, the Company received $1.94 dillof net proceeds from an offering of $2 billiaygeegate principal amount 9.125%
Senior Notes Due 2008 ("Senior Notes"). Interesth@nnotes accrues at 9.125% per year and is pagalbWiay 1 and November 1 each year
in cash.

Debt issuance costs of $65 million were capitaliaed are being amortized as interest expense lbgdetm of the Senior Notes.
10.5% Senior Discount Notes

On December 2, 1998, the Company sold $834 miliggregate principal amount at maturity of 10.5%i&eDiscount Notes Due 2008
("Senior Discount Notes"). The sales proceeds 0D$4illion, excluding debt issuance costs, weremed as long term debt. Interest on
Senior Discount Notes accretes at a rate of 10.80&apnum, compounded semiannually, to an aggregiaapal amount of $834 million by
December 1, 2003. Cash interest will not accrutherSenior Discount Notes prior to December 1, 200%ever, the Company may elect to
commence the accrual of cash interest on all cudgtg Senior Discount Notes on or after Decemb@00,1. Accrued interest expense for
nine months ended September 30, 1999 on the S@isoount Notes of $40 million was added to longrtatebt.

Debt issuance costs of $14 million have been dag@thand are being amortized as interest expewvesetbe term of the Senior Discount
Notes.

The Company capitalized $35 and $65 million of iegt expense and amortized debt issuance costsdétanetwork construction and
business systems development projects for the méenine months ended September 30, 1999 andI&naind $6 million for the three a
nine months ended September 30, 1998.

10. Employee Benefit Plai



The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compeisdt{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiondasiputed in accordance with accepted option viamamhodels) on the date of grant is
amortized over the vesting periods of the optidie recognition provisions of SFAS No. 123 are egapprospectively upon adoption. As a
result, the recognition provisions are applieditetack awards granted in the year of adoption arednot applied to awards granted in
previous years unless those awards are modifiséttied in cash after adoption of the recognitimvisions. Although the recognition of the
value of the stock awards results in compensatigrafessional expenses in an entity's financetieshents, the expense differs from other
compensation and professional expenses in that ttemges will not be settled in cash, but rathenerally, through issuance of common
stock.

The Company believes that the adoption of SFASI28.will result in material non-cash charges torapens in 1999 and thereafter. The
amount of the non-cash charges will be dependemt amumber of factors, including the number ohtgand the fair value of each grant
estimated at the time of its award.

Non-Qualified Stock Options and Warrants

The Company granted 55,100 nonqualified stock optisith a fair value of $1 million ("NQSQ") to engylees during the nine months ended
September 30, 1999. The expense recognized fahtbe and nine months ended September 30, 1999G&O0s and warrants outstanding at
September 30, 1999 in accordance with SFAS Nowi#3$1 million and $5 million, respectively. In d@ilth to the expense recognized, the
Company capitalized less than $1 million and $liomlof non-cash compensation costs for the threerdne months ended September 30,
1999, respectively, related to NQSOs and warramtemployees directly involved in the constructadrihe Internet Protocol network and the
development of the business support systems. Sgpfember 30, 1999, the Company had not recogfizaxillion of compensation costs
for NQSOs and warrants granted in 1998 and 1998.admpany recognized $3 million and $9 million gpense for the three and nine
months ended September 30, 1998 for NQSOs andntsugeanted during the nine months ended SepteBiher998. In addition to the
expense recognized, the Company capitalized $lomidlif non-cash compensation costs for the threlename months ended September 30,
1998.

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 tom@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 @retitan 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 stoufons.

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 twaryaoratorium expires. Therefore, each grant hasxarcise window of two years.

The fair value recognized under SFAS No. 123 feral809,247 OSOs granted to employees for serpedsrmed for the nine months enc
September 30, 1999 was $139 million. The Compaoggeized $35 million and $74 million of compensatexpense for the three and nine
months ended September 30, 1999 for OSOs grantE2bi® and 1998. In addition to the expense recegni2 million and $5 million of
non-cash compensation was capitalized for the thinelenine months ended September 30, 1999 for geqsadirectly involved in the
construction of the Internet Protocol network aegielopment of business support systems. As of 8dqae30, 1999, the Company had not
recognized $99 million of compensation costs fold8granted in 1998 and 1999. The Company recogii@edillion and $14 million of
expense for the three and nine months ended Septe88h1998 for OSOs outstanding at September®i8.1n addition to the expense
recognized the Company capitalized $1 million ofiftash compensation for the three and nine momithsceSeptember 30, 1998.

Shareworks and Restricted Stock

The Company recorded $3 million and $7 million ohrcash compensation expense for the three andmonéhs ended September 30, 1999
related to the Shareworks and restricted stockrprog adopted in the third quarter of 1998. As gqft&mber 30, 1999, the Company had not
recognized $9 million of compensation costs forr8harks and restricted stock granted in 1998 arg®1%he non-cash compensation
expense for the Shareworks and restricted stodjranas was less than $1 million for the three ané mionths ended September 30, 1998.

11. Stockholders' Equity

On March 9, 1999 the Company closed the offering&7¥5 million shares of its Common Stock througtuaderwritten public offering. The
net proceeds from the offering of approximatelys5$dillion after underwriting discounts and offeriagpenses will be used for working
capital, capital expenditures, acquisitions an&iotgeneral corporate purposes in connection wihrtiplementation of the Company's
Business Plar



12. Industry Data

In 1998, the Company adopted SFAS No. 131 "Discesabout Segments of an Enterprise and Relatedhafion”. SFAS No. 131
establishes standards for reporting informatioruélbperating segments in annual financial statesn@mtl requires selected information ak
operating segments in interim financial reportsiéssto stockholders. Operating segments are compgooéan enterprise for which separate
financial information is available and which is Biated regularly by the Company's chief operatiagision maker, or decision making gra
in deciding how to allocate resources and assefsrpmnce. Operating segments are managed sepaaatélepresent strategic business
units that offer different products and serve défe markets.

The Company's reportable segments include: commtioits and information services (including commatians, computer outsourcing and
systems integration segments), and coal miningeQihimarily includes California Private Transptida Company L.P. ("CPTC"), a
privately owned tollroad in southern Californiapéy investments and other corporate assets anthead not attributable to a specific
segment.

Industry data for the Company's discontinued coitiotn and energy operations are not included.

EBITDA, as defined by the Company, consists of i@ (loss) before interest, income taxes, deptiecizamortization, non-cash operating
expenses (including stock-based compensation aprbtess research and development charges) andnmth@perating income or expense.
The Company excludes noncash compensation dug addiption of the expense recognition provisionSIEAS No. 123. 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.

The information presented in the table below inekighformation for the three and nine month perieided September 30, 1999 and 1998
for all income statement and cash flow informatiwesented and as of September 30, 1999 and Dec&hb&998 for all balance sheet
information presented.

Communications & Info rmation Services
Comput er Systems Coal
(dollars in millions) Communications Outsour cing Integration Mining Other To tal

1999

Three Months Ended September 30, 1999

Revenue $ 36 $ 17 $ 16 $ 60 $5 $ 134
EBITDA (105) 4 (4) 25 (25) (105)
Capital Expenditures 903 2 - 1 33 939
Depreciation and

Amortization 51 3 1 2 6 63
Nine Months Ended September 30, 1999
Revenue $ 69 $ 51 $ 48 $158 $ 16 % 342
EBITDA (272) 11 @) 64 (71) (275)
Capital Expenditures 2,021 7 1 1 124 2,154
Depreciation and

Amortization 111 7 4 4 29 155
1998
Three Months Ended September 30, 1998
Revenue $ 8 $ 16 $ 13 $ 63 $ 6 $ 106
EBITDA (39) 3 (4) 27 (12) (25)
Capital Expenditures 243 1 - - 21 265
Depreciation and

Amortization 9 2 - 1 3 15
Nine Months Ended September 30, 1998
Revenue $ 14 $ 46 $ 42 $ 178 $ 16 $ 296
EBITDA (68) 11 ) 73 (27) (18)
Capital Expenditures 350 10 3 1 45 409
Depreciation and

Amortization 14 6 1 4 6 31
Identifiable Assets

September 30, 1999 $ 3,119 $ 63 $ 51 $ 347  $5,255 $8,835

December 31, 1998 1,072 59 42 362 3,987 5,522

The following information provides a reconciliatiohEBITDA to loss from continuing operations ftretthree and nine months ended
September 30, 1999 and 19



Three Months Ended Nine Mo nths Ended

September 30, Septe mber 30,
(in millions) 1999 1998 1999 1998
EBITDA $ (105) $ (25) $(275) $ (18)
Depreciation and Amortization Expense (63) (15) (155) (31)
Non-Cash Compensation Expense (39) (12) (86) (23)
Write-off of In-Process Research and Development - - - (30)
Loss from Operations (207) (52) (516) (102)
Other (Expense) Income (13) (20) 77 (15)
Income Tax Benefit 73 23 143 28
Loss from Continuing Operations $ (147) $ (49) $(296)

13. Related Party Transactions

Peter Kiewit Sons', Inc. ("Kiewit") acted as thengeal contractor on several significant projectstii@ Company in 1999 and 1998. These
projects include the intercity network, local loaggsd gateway sites, the Company's new corporatégnesters in Colorado and a new data
center in Tempe, Arizona. Kiewit provided approxieta $592 million and $37 million of constructioarsices related to these projects in the
first nine months of 1999 and 1998, respectively.

Level 3 also receives certain mine managementasfrom Kiewit. The expense for these services$@amillion and $23 million for the
three and nine months ended September 30, 199 atdgely and $10 million and $27 million for tHa¢e and nine months ended Septer
30, 1998, respectively, and is recorded in sellganeral and administrative expenses.

14. Other Matters

Prior to the Split-off, as of January 1 of eachrybalders of Class C Stock had the right to con@aiss C Stock into Class D Stock, subject
to certain conditions. In January 1998, holder€laks C Stock converted 2.3 million shares, withdemption value of $122 million, into 21
million shares of Class D Stock (now known as Comt8tock).

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 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 issues in the Schweizer litigation thay be based on similar or different legal theoridthough it is too early for the Company
to reach a conclusion as to the ultimate outconthisflitigation, management believes that the Canyphas substantial defenses to the cl
asserted in the Schweizer action (and any simigams which may be named in the future), and intetoddefend them vigorously.

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

Level 3 filed with the Securities and Exchange Cassion a "universal" shelf registration statemestesing 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 229 the Company sold $823 million
aggregate principal amount of its 6% Convertible@dinated Notes under the "universal" shelf regisin statement.

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Management's Discussion and Analysis of Financtaddition and Results of Operations

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

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

by and information currently available to the Compa/Nhen used in this document, the words "antieihdbelieve”, "estimate" and "expe
and similar expressions, as they relate to the @Gomypr its management, are intended to identifwéwc-looking statements. Such statem



reflect the current views of the Company with rete future events and are subject to certairsrighcertainties and assumptions. Should
one or more of these risks or uncertainties mdizeizor should underlying assumptions prove inectiractual results may vary materially
from those described in this document. For a metaiktd description for these risks and factorsapé see the Company's additional filings
with the Securities and Exchange Commission.

Recent Developments
BusinessNet Ltd. Acquisition

On January 5, 1999, Level 3 acquired BusinessNet htleading London-based Internet service provida largely stock-for-stock
transaction valued at $12 million and accountedafoa purchase. After completion of certain adjesiisy the Company agreed to issue
approximately 400,000 shares of Common Stock arti§famillion in cash in exchange for all of theusd 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 releasedapmately 42,000 shares pursuant to the acquiségreement. The pledge of the
remaining shares will terminate approximately 1&iths from the transaction date. Liabilities excekdssets acquired, and goodwill of $16
million was recognized from the transaction whigslbéing amortized over five years.

Common Stock Offering

On March 9, 1999 the Company closed the offering&75 million shares of its Common Stock througdublic offering under the February
17, 1999 "universal" shelf registration statem@iie net proceeds from the offering of approxima&ilys billion, after underwriting discoutr
and offering expenses, will be used for workingitzdpcapital expenditures, acquisitions and othemeral corporate purposes in connection
with the implementation of the Business Plan.

Increase in Authorized Shares Outstanding

On February 25, 1999, the Board of Directors appdoan increase in the number of authorized shd@smmon Stock from 500 million to
billion. On April 12, 1999, the Board of Directaapproved a further increase in the number of aigbdrshares of Common Stock by 500
million to 1.5 billion. The Company's stockholdeqgproved the increase in authorized shares a®9%8 Annual Meeting held on May 27,
1999.

Transatlantic Cable

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

European Network

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

On July 26, 1999, the Company announced two impbdeavelopments of its European network build vaigheements with Eurotunnel and
Alcatel. Eurotunnel will provide Level 3 with mydlie cross-Channel cables between the United Kingaoeahcontinental Europe. Eurotunnel
will install and supply Level 3 with multiple cro€hannel cables between the United Kingdom anddéeréimrough the high-security service
tunnel. The first of these cables will be compleigahe first quarter of 2000. Subsequent cabldiswiinstalled to upgrade and expand the
network as and when required or when new fiberrteldgy becomes available. Alcatel will provide LESeawith a cross-Channel undersea
cable link between the United Kingdom and Belgidticatel will design, develop, and install an una@ergable to link the Level 3 network
between the United Kingdom and Belgium. The captesn is already under development and is expaotbd completed during the first
quarter of 2000.

Colt Cost Sharing Agreement

On May 4, 1999, Level 3 and Colt Telecom Group(p@olt") announced an agreement to share costhéconstruction of European
networks. The agreement calls for Level 3 to skarestruction costs of Colt's planned 1,600 milericity German network linking Berlin,
Cologne, Dusseldorf, Frankfurt, Hamburg, Munich &tdttgart. In return, Colt will share constructioosts of Ring 1 of Level 3's planned
European networl



Lucent Agreement

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

Under this non-exclusive agreement, Lucent wiliile Level 3 its Lucent Technologies Softswitctsadtware switch for Internet Protocol
networks that is intended to combine the reliabéihd features that customers expect from the pshlitched 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 serviceflaim quality and ease of use to service on traial circuit voice networks. In addition,
the companies also agreed to collaborate on fetihancements of softswitches and gateway produstispport next-generation broadband
services for business and consumers that will coenbigh-quality voice and video communications witternet-style web data services.

6% Convertible Subordinated Notes

Level 3 filed a "universal" shelf registration statent covering up to $3.5 billion of common stquieferred stock, debt securities and
depository shares that became effective Februgrg999. On September 14, 1999 the Company clogedffaring of $823 million aggregate
principal amount of its 6% Convertible Subordinakémtes Due 2009. The net proceeds from the offesfrapproximately $798, after
underwriting discounts and offering expenses, bgllused for working capital, capital expenditueegjuisitions and other general corporate
purposes in connection with the implementatiort®business plan, including the acquisition ofdeftamunications assets.

Senior Secured Credit Facilities

On September 30, 1999 the Company entered intd$hiflion of senior secured credit facilities. Ttaeilities are comprised of a senior
secured revolving credit facility in the amount$&50 million and a twdranche senior secured term loan facility aggrege®i725 million. Al
September 30, 1999 the Company borrowed $475 millieder the twdranche secured term loan facility. These fundsthadrepaid intere
are restricted until certain state regulatory apgl®are obtained.

Results of Operations

In late 1997, the Company announced a plan to &sersubstantially its information services busiresbto expand the range of services it
offers by building an advanced, international, lfies based communications network based on letéPnotocol technology. Since the
Business Plan represents a significant expansitimo€ompany's communications and information ses/business, the Company does not
believe that the Company's financial condition eeglilts of operations for prior periods will seagea meaningful indication of the
Company's future financial condition or resultopérations. The Company expects to incur substargtaperating losses for the foresee:
future and it may not be able to achieve or susiperating profitability in the future.

Third Quarter 1999 vs. Third Quarter 1998

Revenue for the quarters ended September 30, ismatiged as follows (in millions):

1999 1998
Communications and Information Services $ 69 $ 37
Coal Mining 60 63
Other 5 6

$134 $ 106

Communications and information services revenughferthree months ended September 30, 1999 inct&886 compared to the same pe

in 1998. New products which the Company began ioiflein late 1998 and early 1999, including priviéae, colocation and managed modem
services, provided $36 million of revenue for tlenenunications segment in 1999. In 1998, commurdnatrevenue of $8 million was
directly attributable to XCOM which was acquiredAipril 1998. A significant portion of XCOM's reveaus attributable to reciprocal
compensation agreements with Bell Atlantic. Thege@ments require the company originating a catbtopensate the company terminating
the call. The Federal Communication Commission CFhas been considering whether local carrierobligated to pay compensation to
each other for the transport and termination dbdal Internet service providers when a local safilaced from an end user of one carrier to
an Internet service provider served by the compdtinal exchange carrier. Earlier this year, th&€F@termined that it had no rule addres
inter-carrier compensation for these calls. The R0 released for comment alternative federakrtdegovern compensation for these calls
in the future. If state commissions, the FCC ordberts determine that inter-carrier compensatioeschot apply, carriers, including the
Company, may be unable to recover their costs hb&icompensated at a significantly lower rate avay be required to refund amounts
previously received. In May 1999 the Massachudagsartment of Public Utilities ruled that Bell Atiic was no longer required to pay the
established reciprocal compensation rates foricestvices. As a result Level 3 elected, effectitéhe beginning of the second quarter of
1999, not to recognize this revenue source urdgdetuncertainties were resolved. Bell Atlantic alstified the Company that it would escrow
all amounts due the Company under the reciprocapemsation agreements until the issue was resolvedCompany reached a tental



agreement with Bell Atlantic in October 1999. Tlygeement establishes new intercarrier or reciprosaipensation rates between the two
carriers and assures that the Company will be foaithe traffic it terminates from Bell Atlantic.s/part of the agreement, the Company and
Bell Atlantic have also settled past disputes @eeiprocal compensation billing issues. The impletagon of the new rate structure and the
reciprocal compensation billing settlements ardiogent upon certain conditions including apprawalrelevant regulatory authorities.
Revenue attributable to the Bell Atlantic settletnegreement will not be recognized until the uraiaties related to the regulatory approvals
have been resolved.

Revenue for the computer outsourcing and systetagration businesses increased 6% and 23% to $lidmand $16 million, respectively.
The growth for the computer outsourcing businesdtitbhutable to additional services provided tsgrg customers while the increase in
system integration revenue is due to applicatiasaurcing work performed for new clients.

Coal mining revenue decreased $3 million, or 5% éthird quarter of 1999 compared to the samegdeni 1998. This decrease is primarily
due to the expiration of a long-term coal continct998. The expiration of these contracts are ebgukto result in a 10% decline in coal
revenues in 1999. Partially offsetting this declivees an increase in shipments taken by Commonwedigon Company ("Commonwealth™).
Commonwealth is obligated to purchase annuallyjmmam amounts of coal; however, it is Commonwealtipgon as to when the coal will
be purchased.

If current market conditions continue, the Compuwiilyexperience a significant decline in coal reuerand earnings beginning in 2001 as
delivery requirements under long-term contractdide@s additional long-term contracts begin toiexp

Other revenue is primarily attributable to CPT@yi@ately owned tollroad in southern California.

Cost of Revenue increased 113% in 1999 to $100omiffom $47 million in 1998. This increase waspatrily due to the continued
expansion of the communications and informatiorises businesses. Cost of revenue for the commtimisabusiness is expected to incre
substantially in the future as the Company consrtoancrease the number of markets in which grmsfservices and the products available in
each of those markets. The cost of revenue foinfoemation services business was consistent waghcorresponding increase in revenue.
The cost of revenue for the coal business, as@ptrge of revenue, increased approximately 2%altiee expiration of the higher margin
long-term contract in 1998.

Depreciation and Amortization expense increasekb®million in 1999 from $15 million in 1998. Themmencement of operations in 26
U.S. and 4 European markets and the completioheoifitial installation of 17 local networks in teecond half of 1998 and 1999 resulted in
the higher depreciation expense in 1999. In additioe amortization of goodwill attributable to thequisitions of GeoNet, BusinessNet and
others contributed to the higher depreciation andréization expense in 1999.

Selling, General and Administrative expenses irsgdasignificantly in 1999 to $178 million from $&6llion in 1998 primarily due to the
cost of activities associated with the expandingomnications business. The Company incurred incnégtheompensation and travel costs
for the substantial number of new employees the¢ eeen hired to implement the Business Plan. Gtaénumber of employees of the
Company increased to approximately 3,600 at SepeBl 1999. Professional fees and other developoosts associated with the
Company's plans to expand services offered in tise, Burope and Asia, consulting fees to develapimplement the Company's business
support systems, and advertising, marketing aneratblling costs for the Company's new Internetdea products and services also
increased selling, general and administrative exgenn addition to the costs to expand the comeatinins and information services
businesses, the Company recorded $39 million ofaasth compensation expense in the third quart#®@® under SFAS No. 123 related to
grants of stock options and warrants. General dnairastrative costs are expected to increase stgmifly in future periods as the Company
continues to implement the Business Plan.

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 chaagdother non-operating income or
expenses. EBITDA was $(25) million in 1998 and &)@illion in 1999. The primary reason for the d=xge between periods is the
significant increase in cost of revenue and sellggneral and administrative expenses, describedeaincurred in connection with the
implementation of the Company's Business Plan. EBITs commonly used in the communications indusbranalyze companies on the
basis of operating performance. EBITDA, howeveguth not be considered an alternative to operaiinget income as an indicator of the
performance of the Company's businesses, or aseainadive to cash flows from operating activitesa measure of liquidity, in each case
determined in accordance with generally accepteduwating principles. See "Consolidated CondensatéBients of Cash Flows".

Interest Income decreased 4% in 1999 to $51 mifliom $53 million in 1998. The Company's averagehc@ash equivalents and marketable
securities balance increased slightly from apprexéty $3.7 billion during the third quarter of 19@Bapproximately $3.9 billion during the
third quarter of 1999. However, the weighted avergigld for the Company's portfolio decreased hyraximately 50 basis points in 1999
primarily due to the funds being invested in shotgem treasury securities. Pending utilizationhaf cash equivalents and marketable
securities in implementing the Business Plan, tomg@any intends to invest the funds primarily in ggmment and governmental agency
securities. This investment strategy will providevér yields on the funds, but is expected to redbegisk to principal in the short term prior
to using the funds in implementing the Business Pla

Interest Expense, net decreased from $46 millidtP®8 to $34 million in 1999. This decrease isradiresult of capitalized interest for
network construction and business support systaoisasing from $5 million for the three months eh8eptember 30, 1998 to $35 million
for the corresponding period in 1999. Interest€ost the Company's outstanding debt increasedodie issuance in December 1998 of §



million aggregate principal amount at maturity 6£8% Senior Discount Notes due 2008 and the $82Bmof 6% Subordinated
Convertible Notes due 2009 issued in Septembédri®f/ear. The amortization of debt issuance caste@ated with the Senior Discount
Notes and Convertible Subordinated Notes also asa@ interest expense in 1999. Interest costavillinue to increase due to the Sel
Secured Credit Facilities entered into by the Camygan September 30, 1999.

Gain on Equity Investee Stock Transactions was #fi®min 1999. In the third quarters of 1998 ar@P® RCN issued stock for certain
acquisitions which diluted the Company's ownerstiiRCN but increased its proportionate share of RGNt assets. The increase in the
Company's proportionate share of RCN's net assststed in a pre-tax gain of $5 million for the GQmamy in the third quarter of 1999. In
1998, the Company recognized a $4 million gairhanthird quarter related to RCN stock activity.

Other Expense, net increased in 1999 to $35 mifliom $31 million. Other expense consists primaoiythe Company's share of losses
incurred by the Company's equity method investescipally RCN. RCN is incurring significant costsdeveloping its business plan
including the acquisitions of several Internet sanproviders. The Company recorded $37 millioe@dity losses attributable to RCN in the
third quarter of 1999, as compared to $22 millietthie third quarter of 1998. In 1998, the Compadeygted to discontinue its funding of
Gateway Opportunity Fund, LP, ("Gateway"), whiclyided venture capital to developing businesses.ddmpany recorded losses of $11
million in the third quarter of 1998 to reflect Leh\3's equity in losses of the underlying businesgeGateway. Also included in other expe
are equity earnings in Commonwealth Telephone Brites, Inc., and realized gains and losses osdleeof other assets each not
individually significant to the Company's resulfsoperations.

Income Tax Benefit in 1998 and 1999 differs frora itatutory 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 goodarifiortization expense and state income
taxes.

Nine Months 1999 vs. Nine Months 1998

Revenue for the nine months ended September 3Qisarized as follows (in millions):

1 999 1998
Communications and Information Services $ 168 $102
Coal Mining 158 178
Other 16 16

$ 342 $ 296

Communications and information services revenueecgeed from $102 million for the nine months en8egdtember 30, 1998 to $168 milli
for the nine months ended September 30, 1999. 1989 the Massachusetts Department of Publictidslruled that Bell Atlantic was no
longer required to pay the established reciprosaipensation rates for certain services. As a reseltel 3 elected not to recognize additic
revenue, beginning in the second quarter, frometlagseements until the uncertainties are resolviee.Company reached a tentative
agreement with Bell Atlantic in October 1999. Tlygeement establishes new intercarrier or reciprosaipensation rates between the two
carriers and assures that the Company will be foaithe traffic it terminates from Bell Atlantic.s/part of the agreement, the Company and
Bell Atlantic have also settled past disputes aeeiprocal compensation billing issues. The impletagon of the new rate structure and
reciprocal compensation billing settlement are i@@nt upon certain conditions including approwarélevant regulatory authorities.
Revenue attributable to the Bell Atlantic settletne@greement will not be recognized until the uraiaties related to the regulatory approvals
have been resolved.

Systems integration revenue increased 14% to $#®min 1999. Revenue for the computer outsourdinginess increased 11% to $51
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 $158 milli@mfr$178 million in 1998 due to timing of shipmetgken by Commonwealth. The
purchase agreement with Commonwealth requiresriranum amounts of coal must be purchased; howéveoes not stipulate when the
coal must be purchased. In addition, the expiratioa long-term contract in late 1998 will resuitan approximate 10% decline in 1999 coal
sales from 1998 levels.

Other revenue, was consistent with 1998, and mmanily attributable to CPTC.

Cost of Revenue increased $105 million or 76% #@3%aillion in 1999 as a result of the expanding owmications business. In 1999
network expenses were $107 million as compared tmiflion in the prior year. The increase in castprimarily attributable to the XCOM
and GeoNet acquisitions, the costs associatedthétrrontier and IXC Communications leases andsastibutable to the products the
Company began offering in late 1998 and 1999. Tt of revenue, as a percentage of revenue, fantbenation services business
increased slightly for the nine months ended Seb&B0, 1999 compared to the same period in 1988.ificrease is primarily due to the
costs incurred by the systems integration segneetnasition from Year 2000 services to systemssaftivare reengineering for Internet
Protocol related applications. The cost of revefoud¢he coal business as a percentage of revencieased due to the expiration of the high
margin lon¢-term contract in 199¢



Depreciation Expense increased from $31 millioh988 to $155 million in 1999. The significant inase in the amount of assets placed in
service during the last half of 1998 and first ninenths of 1999 for the communications businesgitesdin the increase in depreciation
expense. The acquisitions of XCOM, GeoNet and RassiNet in 1998 and 1999 resulted in goodwill ammatitbn increasing to $26 million in
1999.

Selling, General and Administrative expenses irsgdasignificantly to $460 million in 1999 from $188llion in 1998 primarily due to the
cost of activities associated with the expandingiecmnications business. Compensation, travel arititiies costs increased substantially due
to the additional employees that have been hiréahpdement the Business Plan. The total numbengifleyees of the Company increased to
approximately 3,600 at September 30, 1999. Prafeatfees, including legal costs associated witlaiobg licenses, agreements and
technical facilities and other development costoaisited with the Company's plans to expand sesffered in U.S., European and Asian
markets, consulting fees incurred to develop arulément the Company's business support systemsdvmtising, marketing and other
selling costs contributed to higher selling, geharal administrative expenses. In addition, the gamy recorded $86 million of non-cash
compensation in the first nine months of 1999 fqemses recognized under SFAS No. 123 relatedatttgyof stock options and warrants, up
from $23 million in 1998. As the Company contint@smplement the Business Plan, general and adiratiiee costs are expected to
continue to increase significantly.

Write-off of In-Process Research and Developme$38f million in 1998 was the portion of the purabhasice allocated to the telephone
network-to-Internet Protocol network bridge teclogy acquired by the Company in the XCOM transactind was estimated through formal
valuation. In accordance with generally acceptemanting principles, the $30 million was taken asadeductible charge against earning
the second quarter of 1998.

EBITDA decreased from $(18) million in 1998 to $&illion in 1999. The primary reason for the d=se between periods is the
significant increase in cost of revenue and sellggneral and administrative expenses, describedeaincurred in connection with the
implementation of the Business Plan.

Interest Income increased substantially from $184om in 1998 to $158 million in 1999 primarily asfunction of the Company's increasing
average cash, cash equivalents and marketabldtsecbhalances. The average cash balance incréasedpproximately $2.9 billion during
the first nine months of 1998 to approximately $idm during the first nine months of 1999. Yields the portfolio, however, have declined
slightly from 1998. The accelerating Business Plas required the Company to shorten the averagedgtreasury securities in which it
invests in 1999. Pending utilization of the cashiegjents and marketable securities in implementiregBusiness Plan, the Company intends
to invest the funds primarily in government and grovnental agency securities. This investment gjyatall provide lower yields on the
funds, but is expected to reduce the risk to ppalcin the short term prior to using the fundsmpiementing the Business Plan.

Interest Expense, net increased $46 million to $h8@on in 1999 due to the completion of the offey of $2 billion aggregate principal
amount of 9.125% Senior Notes Due 2008 in April& %834 million aggregate principal amount at matwf 10.5% Senior Discount Notes
Due 2008 offered in the fourth quarter of 1998 #rel6% Convertible Subordinated Notes issued iredaiper 1999. The amortization of the
related debt issuance costs also contributed tintineased interest expense in 1999. The Compapitatiaed $65 million and $6 million of
interest expense on network construction and basisepport systems in the first nine months of 18891998, respectively.

Gain on Equity Investee Stock Transactions increéésé&116 million during the first nine months &9B. RCN issued stock in a public
offering and for certain transactions which diluted Company's ownership of RCN from 41% at Decerlie1998 to 35% at September
1999. The increase in the Company's proportiorfaeesof RCN's net assets as a result of theseatrtmiss resulted in a pre-tax gain of $116
million from subsidiary stock sales for the Compamyhe first nine months of 1999. The Company ggiped $25 million of gains for simil
stock transactions of RCN in 1998.

Other Expense, net decreased to $65 million in 888 $78 million in 1998. Other expense consistthhe Company's share of losses
incurred by the Company's equity method investesiarily RCN. RCN is incurring significant costs developing its business plan
including the acquisitions of several Internet garnproviders. The Company recorded $90 millioeadity losses attributable to RCN in the
first nine months of 1999, as compared to $75 arilin the first nine months of 1998. The Comparsp alold 1.2 million shares of Burlingt
Resources common stock, resulting in a pre-tax ga#17 million for the Company in 1999. In 1998etCompany elected to discontinue its
funding of Gateway Opportunity Fund, L.P., whicloyided venture capital to developing businesses.dbmpany recorded losses of $18
million in 1998 to reflect Level 3's equity in lessof the underlying businesses of Gateway. Eaatpings of Commonwealth Telephone
Enterprises, Inc. and gains on the dispositiontloéinassets were not individually significant ie first nine months of 1999 or 1998.

Income Tax Benefit in 1998 and 1999 differs frora itatutory 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 1998 also diffevm the statutory rate due to the $30 million nedhactible write-off of the research and
development costs acquired in the XCOM acquisition.

Discontinued Operations includes the one-time g&®608 million recognized upon the distributiontioé 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 - September 30, 199



The Company's working capital increased $624 mmildoring 1999 from $3.5 billion at December 31,899 $4.1 billion at September 30,
1999. The increase was primarily due to the $llbbiequity offering completed in March 1999, 1823 million offering of Convertible
Subordinated Notes and the $475 million proceeats fthe $1.375 billion of Senior Secured Credit ées, both completed in September
1999. The proceeds from these offerings were pigroéfset by the capital expenditures and opemBrpenses incurred to implement the
Business Plan.

Cash provided by continuing operations increaseswh 128 million in 1998 to $360 million in 1999 prarily due to the changes in
components of working capital and an increaseter@st income. Interest income increased in 1999rasult of the proceeds received from
the Senior Notes, Senior Discount Notes, Converttibordinated Notes and the March 1999 equityinffeThe increase in cash provided
by interest income was partially offset by the samiual payment of interest on the Senior Notdsréist payments on the Senior Discount
Notes are deferred until 2004. An increase in thecpaid to implement the Business Plan also estinash provided by continuil
operations.

Investing activities include the purchase and sakpproximately $4.3 billion and $4.4 billion, pesctively, of marketable securities. The
Company also incurred costs of $2.1 billion foritaexpenditures, primarily for the expanding couomitations business. In addition, the
Company realized $11 million of proceeds from take ©f property, plant and equipment.

Financing sources in the first nine months of 1888sisted primarily of the net proceeds of $475iomlfrom the Senior Secured Credit
Facilities, net proceeds of $798 million from tHéedng of $823 million aggregate principal amowfitt% Convertible Subordinated Notes
Due 2009, net proceeds of $1.5 billion from theidgsee of 28.75 million shares of Common Stock &wedetxercise of the Company's stock
options for $18 million. The proceeds from the $eiecured Credit Facilities and prepaid interasetbeen placed in an escrow account
until the necessary regulatory approvals have besgived. The Company also repaid long-term deBbahillion during the first nine
months of 1999.

Liquidity and Capital Resources

Since late 1997, the Company has substantiallyased the emphasis it places on and the resowreesed to its communications and
information services business. The Company has camed the implementation of a plan to become étfasibased provider (that is, a
provider that owns or leases a substantial podfdhe property, plant and equipment necessaryduige its services) of a broad range of
integrated communications services. To reach thid, ghe Company is expanding substantially thénmss of its subsidiary, PKS
Information Services, Inc. to create, through alsim@tion of construction, purchase and leasingoflities and other assets, an advanced,
international, facilities based communications rarkww The Company is designing its network basethternet Protocol technology in order
to leverage the efficiencies of this technologyptovide 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 Riarexpected to be realized. These expenditugsthter with the associated early opere
expenses, may result in substantial negative dpgraaish flow and substantial net operating lofsethe Company for the foreseeable
future. Although the Company believes that its @sstmates and build-out schedule are reasondl@e@dtual construction costs or the timing
of the expenditures may deviate from current egésial he Company estimates that its capital experadi in connection with the Business
Plan will approximate $3 billion in 1999. The Compa current liquidity and the agreement with INTSEHRXT should be sulfficient to fund
the currently committed portions of the BusinesnPlI

The Company currently estimates that the implentiemtaf the Business Plan, as currently contemg|aiéll require between $9 and $11
billion over the 10 year period of the BusinessPlEhe Company's ability to implement the Busirelssy and meet its projected growth is
dependent upon its ability to secure substantiditiathal financing in the future. The Company exjsdo meet its additional capital needs
with the proceeds from credit facilities and otherrowings, including the $1.375 billion secureddit facility entered into on September 30,
1999, and sales or issuance of additional equityréiees or additional debt securities. The 9 1/88kior notes and the 10 1/2% senior
discount notes were issued under indentures whaamipthe Company and its subsidiaries to incustartial amounts of debt. After the 6%
Convertible Subordinated Notes offering, the Conypaas approximately $1.1 billion of securities dafalie for future issuances under the
"universal" shelf registration statement that waslared effective by the Securities and Exchangar@ission in February 1999.

In addition, the Company may sell or dispose o#xg businesses or investments to fund portionke@Business Plan. The Company may
sell or lease fiber optic capacity, or accesssednduits. The Company may not be successfuladuyming 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 exceed the
Company's estimates and the financing needed mhigher than estimated. Failure to generate sefiiciunds may require the Company to
delay or abandon some of its future expansion peweditures, which could have a material adversecetin the implementation of the
Business Plan.

The Company may not be able to obtain such finanifiand when it is needed and, if available, sfichncing may not be on terms
acceptable to the Company. If the Company is un@abbbtain additional financing when needed, it hayrequired 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 servicket.i$ decided that an existir



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
General

The Company's wholly owned subsidiary, Level 3 Camivations, LLC is a new Company that is implenmmsgtiew technologies to provide
Internet Protocol (IP) technology-based communicetiservices to its customers. The Company hagediapstrategy to select technology
vendors and suppliers that provide products thatepresented by such vendors and suppliers teebe 2000 compliant. In negotiating its
vendor and supplier contracts, the Company sed(gas 2000 warranties that address the Year 200@kance of the applicable product(s).
As part of the Company's Year 2000 compliance mnogithese products are being tested to confirmdhey ear 2000 ready.

PKS Systems Integration LLC ("PKSSI"), a subsidiaf?KS Information Services, Inc. ("PKSIS") proggla wide variety of information
technology services to its customers. In fiscal y&98, approximately 57% of the revenue generayellKSSI related to projects involving
Year 2000 assessment and renovation services perfoby PKSSI for its customers. These contractergély require PKSSI to identify date
affected fields in certain application softwardtefcustomers and, in many cases, PKSSI underefk@ss to remediate those date-affected
fields so that Year 2000 data may be processeds, T¥ear 2000 issues affect many of the servicesIBvides to its customers. This
exposes PKSSI to potential risks that may incluadblems with services provided by PKSSI to its oostrs and the potential for claims
arising under PKSSI's customer contracts. PKS8igits to contractually limit its exposure to lidifor Year 2000 compliance issues.
However, there can be no assurance as to theieffieess of these contractual limitations.

Outlined below is additional information with regpéo the Year 2000 compliance programs that aimglgursued by Level 3
Communications, LLC and PKSIS.

Level 3 Communications, LLC

Level 3 Communications, LLC ("Level 3"), uses sddter and related technologies throughout its busitiest may be affected by the date
change in the Year 2000. The inability of systemagpropriately recognize the Year 2000 could teswd disruption of Level 3's operations.
Level 3 has one main line of business: delivergaxhmunications services to commercial clients dib@r optic cable. The delivery of
service will be over Level 3 owned cable when teamork construction is complete. In the interintvsges will be delivered over both own
and leased lines.

Level 3 faces two primary Year 2000 issues witlpees to its business. First, Level 3 must assassahdiness of its systems that are required
to provide its customer's communications servit8srice Delivery Systems"). Second, Level 3 mustgate the Year 2000 readiness of its
internal business support systems ("Internal Bissif@pport Systems"). Level 3 must also verifyréaeliness of the providers of the leased
lines currently in use.

Level 3 has designated a full-time Year 2000 doett addition to establishing a program officeffeta in part by experienced Year 2000
consultants. Level 3 is progressing through a cetmgmsive program to evaluate and address the efféot Year 2000 on its Internal
Business Support Systems, and the Service DelBgsyems. The plans' focus upon Year 2000 issuesstsiof the following phases:

Phase

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

(I Detailed Plan Establishment of priorities, development of sgeafttion steps and allocation of resources toesidthe issues as outlir
in Phase I.

(1) Implementation - Completion of the necessaimanges as delineated in Phase II.

(IV) Verification - Determining whether the convienss implemented in Phase Il have resolved ther 2880 problem so that date related
calculations will function properly, both as indival units and on an integrated basis. This wilintnate in an end-to-end system test to
ensure that the customer services being deliveydaebel 3 will function properly and that all suppservices necessary to business
operations will be Year 2000 compliant.

(V) Contingency PlansEstablishment of alternative plans should anyhefdervices or suppliers that Level 3 requiresotbukiness fail to b
Year 2000 ready.

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



Business Functions Operational Effect Current Status

Customer Delivery Systems Inability to deliver Phases IV to Phase V*
Customer Services

Internal Business

Support Systems Failures of Internal Phases IV to Phase V*
Support Services and
Customer Billing

* Level 3 anticipates this range of activity to ¢ione through 1999 as it adds new equipment andcgsrwhile building its infrastructure.
Additionally, the upgrading of service deliveryahigh its proprietary systems will require that dedivery systems go through verification
with each new innovation.

The expenses associated with this project by L&yvas well as the related potential effect on L&kkarnings, are not expected to have a
material effect on the future operating resultfimancial condition of Level 3. There can be nouagace, however, that the Year 2000
problem, and any loss incurred by any custometswél 3 as a result of the Year 2000 problem, moli have a material adverse effect on
Level 3's financial condition and results of opienas.

Level 3 has significant relationships and depen@sneith regard to systems and technology provatetisupported by third party vendors
and service providers. In particular, the custodedivery systems for the communications businedsg€l 3 are dependent upon third par
who provide telecommunication services while tHeastructure continues to be built. As part ofMar 2000 program, Level 3 has sought to
obtain formal Year 2000 compliance representatiomfvendors who provide products and services teL®. The vendor compliance
process is being performed concurrently with then@any's ongoing Year 2000 validation activitiesisTdompliance process consists of
obtaining information from disclosures made pulliaVailable on company websites, reviewing testgknd results made available from
suppliers, and following up with letters and phaadls to any vendors who have not made such infoomavailable to Level 3 as yet.

Because of the aforementioned reliance placediwhplarty vendors, Level 3's estimate of costsadngurred could change substantially
should one or more of the vendors be unable toyiahgiver Year 2000 compliant products. Level dmot own the proprietary hardware
technology or third party software source coddadil in its business and therefore, Level 3 caantially renovate the hardware or third
party software identified as having Year 2000 supjssues. The standard components supplied byorsridr the customer delivery systems
have been tested in laboratory settings and astés to their compliance.

With respect to the contingency plans for Levedigh plans generally fall into two categories. Goning the customer delivery systems of
Level 3, Level 3 has certain redundant and bachuojiities, such as on-site generators. With resfesystems obtained from third party
vendors, contingency plans are developed by Lewel 8 case by case basis where deemed appropriate.

PKSIS

PKSIS and its subsidiaries use software and retetthologies throughout its business that mayffieetad by the date change in the Year
2000. The inability of systems to appropriatelyogtize the Year 2000 could result in a disruptibRIESIS operations. PKSIS has two main
lines of business: computer outsourcing and systetagration. The computer outsourcing businessaeaged by PKS Computer Services
LLC ("PKSCS"). The systems integration is manage®KSSI.

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

PKSCS established a corporate-wide Year 2000 pnogndl 997, which in relation to other business @ct§ and objectives has been assigned
a high priority, including the designation of alftime year 2000 director. PKSCS is progressing thinoaicomprehensive program to evalt
and address the effect of the Year 2000 on itsrinteoperations and support systems, and the apgststems which PKSCS is responsible
for providing to its outsourcing customers. Duéfte nature of its business, PKSCS has developedsauininistering approximately twenty
separate Year 2000 project plans. Approximateliitelgn of these plans are devoted to the speciécatipg systems software upgrades to be
undertaken by PKSCS for its outsourcing customeesraing to software vendor specifications. Theagrimg plans focus upon Year 2000
issues relating to PKSCS internal support syst&{SCS is utilizing both internal and external reses in implementing these plans. These
PKSCS plans generally consist of the following @sas

Phase

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

(I) Detailed Plan Establishment of priorities, development of sgeafttion steps and allocation of resources toesfithe issues as outlir
in Phase I.

(111 Implementation- Completion of the necessary changes per vendaifiagions, (that is, replacement or retiremestpatlined in Phas



(IV) Verification - With respect to PKSCS' interralpport systems, determining whether the convessimplemented in Phase 11l have
resolved the Year 2000 problem so that date relzémlations will function properly, both as indiual units and on an integrated basis.

(V) Completion - The final rollout of componentgdran operational unit.
(VI) Tracking - Monitor vendor specifications tosess ongoing replacement of components as didtgtéte vendors.

With respect to its Year 2000 plans, PKSCS curyamdls activities underway in phases V and VI. Tineemt stage of activities varies based
upon the type of component, system, and/or custegreice at issue. Some PKSCS customers had dedaysxstponed operating system
upgrades to be performed by PKSCS as a resuleafuktomer's delay in its application code remextiagchedule. To date, PKSCS, as
directed and approved by its customer base, hapleted required IBM System 390 operating systenrags to Year 2000 readiness
software versions. PKSCS continues to monitor veiYéar 2000 version acceptance specificationsdesssongoing replacement of
components as dictated by the vendors.

PKSSI generally faces two primary Year 2000 issuiéls respect to its business. First, PKSSI provide@gde variety of information
technology services to its customers which coulgpiially expose PKSIS to contractual liability féear 2000 related risks if services are
performed in a timely or satisfactory manner. Selc&KSSI must evaluate and, if necessary, upgradeptace its internal business support
systems which may have date dependencies. PKS8V&elthe primary internal systems affected byvéar 2000 issue which could have an
impact on its business are desktop and networkharland software. PKSSI previously completed #ary2000 assessment of desktop and
network hardware and software, and, based on veegoesentations, determined that some upgradeseptatements are required. PKSIS is
in the process of upgrading and replacing certasktbp and network hardware and software previadsiytified as non-Year 2000 ready,
which such upgrade and replacement activitiesaageted for completion in November 1999. PKSIS ioomts to validate these findings and
currently plans to do so throughout the remaindd989. PKSSI is also in the process of commumnigatvith its vendors to assess its servers
and communications hardware for Year 2000 readiness

In fiscal year 1998, approximately 57% of the ravegenerated by PKSSI related to projects involiegr 2000 assessment and renovation
services performed by PKSSI for its customers. Thisreduction from 80% in 1997. Some of thesdregts require PKSSI to identify date
affected fields in certain application softwaratefcustomers and, in many cases, PKSSI undertffass to remediate those date-affected
fields so that Year 2000 data may be processeds, ¥ear 2000 issues affect certain services PK&®ghes to its customers. This exposes
PKSSI to potential risks that may include problewith services provided by PKSSI to its customers thre potential for claims arising under
PKSSI's customer contracts. In some cases PKSSidmisctual warranties which could require PK@Sperform Year 2000 related servic
after the year 2000. PKSSI attempts to contractuiatiit its exposure to liability for Year 2000 cqiance issues. However, there can be no
assurance as to the effectiveness of such conaldhitations.

The following chart describes the status of PKSKzr 2000 program with respect to Computer Outsngr8ervices and Systems Integrat
Services.

Business Current Areas of

Functions Focus Operational Impact Current Status

Computer Outsourcing Large & Mid-Range CPU Inability to continue  Phase V to Phase VI
Service OEM Software critical processing of

OS Systems customer's systems

Network Equipment

Support Facilities

Internal Support Systems
Business Processes

Failures of critical Phase V to Phase VI
Internal Support

Services
Systems Integration Internal Support Systems Failures of critical ~ Assessment of deskt op hardware
Services Business Processes Internal Support and software has be en completed
Services and is being valida ted.

Assessment of servi
and communications
is expected to be ¢
by November 1999.

ces
hardware
ompleted

PKSIS has significant relationships and dependeneith regard to systems and technology providetsapported by third party vendors
and service providers. In particular, the compatésourcing business of PKSCS is dependent uposh plarties who provide
telecommunication service, electrical utilities andinframe and midrange hardware and software geosi As part of its 