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PROSPECTUS SUPPLEMENT

(To Prospectus Dated December 10, 1999)

[LOGO OF LEVEL 3]

$750,000,000

Level 3 Communications, Inc.

6% Convertible Subordinated Notes due 2010

Interest on the notes is payable on March 15 apteSer 15 of each year, beginning on Septembe2(). The notes will be unsecured
obligations of Level 3 and will be subordinatedight of payment to all of our senior indebtednddse notes are convertible by holders at
any time prior to maturity (unless certain evergsatibed in this prospectus supplement occur)sh&res of our common stock at a
conversion rate of 7.416 shares per $1,000 priheip@unt of notes (subject to adjustment in cergai@nts). This is equivalent to a
conversion price of approximately $134.84 per sh@ine notes will mature on March 15, 2010.

Prior to March 18, 2003, we may redeem the notewhole or in part, at the redemption prices sehfm this prospectus supplement plus
accrued interest, if the current market price af@ammon stock equals or exceeds certain triggdewgjs for a period of time. Level 3 will
make a make-whole payment with respect to notegerted into common stock between the date the rawtesalled for redemption and the
redemption date. On or after March 18, 2003, we ozyse the conversion rights of holders of notescture if the current market price of «
common stock exceeds 140% of the conversion poica period of time. In the event of a change it as described in this prospectus
supplement, holders of notes will have the righteiguire us to repurchase the notes at a pricd &md80% of the principal amount plus
accrued interest. We will pay the repurchase priash or, at our option but subject to the satibn of certain conditions, in shares of
common stock.

Our common stock is quoted on the Nasdag Natioraakkt under the symbol "LVLT," and the last repdrpeice of the common stock on
February 23, 2000, was $108.875 per share.

We have also granted the underwriters named irptioispectus supplement an option to purchase ap talditional $112,500,000 principal
amount of notes under certain circumstances.

Investing in the notes involves certain risks. Seiek Factors" beginning on page S-11.

Neither the Securities and Exchange Commissiorangistate securities commission has approved appisved these securities
determined if this prospectus supplement or thetedlprospectus is truthful or complete. Any regnéstion to the contrary is a criminal
offense.

Per note Total
Initial Public Offering Price 100.00% $ 750,000,000
Underwriting Discount 2.95% $ 22,125,000
Proceeds to Level 3 (before expenses) 97.05% $ 727,875,000

Interest on the notes will accrue from FebruaryZ®0 to the date of delivery.

The underwriters are offering the notes subjesatious conditions. The underwriters expect towdelthe notes to purchasers on or about
February 29, 2000.

The underwriters expect to deliver the notes inkbematry form only through the facilities of The Degitory Trust Company against payment
in New York, New York on February 29, 20(



Joint Book-Running Manage rs
Goldman, Sachs & Co. Salomon Smith Barney
J.P. Morgan & Co.

Morgan Stanley Dean Witt er
Credit Suisse First Boston

Global Coordinator Salomon Smith Barney February?2®0
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LEVEL 3 COMMUNICATIONS

OUR PROGRESS

- 27 U.S. markets served and London, Paris,
Amsterdam and Frankfurt

- Launched initial services to customers
over a leased network

- Completed facilities based local metropolitan
networks in 22 U.S. markets and 3
European markets

- Completed construction of 9,334 miles of North
American intercity network and 2,139 miles of
European intercity network

- Secured approximately 3.4 million square feet of
space for Gateway facilities

OUR SERVICES

- Transport Services
- Colocation

- Internet Access

- Managed Modem

- (3)Voice(/SM*/)

(/*/Long distance only

[LOGO OF LEVEL 3]

OUR NETWORK*

- An intercity network covering nearly
16,000 miles in North America

- Leased or owned local networks in 56 North
American markets

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

- Leased or owned local networks in 21
European and Pacific Rim markets

- Approximately 6.5 million square feet of
Gateway facilities in North America, Europe
and the Pacific Rim

- Undersea capacity, including a 1.28 Thps
transatlantic cable system and a 2.56 Thps
Northern Asia cable system initally
connecting Hong Kong to Tokyo

(/*/) At completion

OUR STRATEGY

- Become the low cost provider of communi
services

- Combine latest generations of fiber
and electronics

- Offer comprehensive range of communicat
services

- Provide significant colocation faciliti

- Provide seamless interconnection to PST
- Accelerate market roll-out

- Target web centric customers

- Develop advanced business support syste

- Leverage existing information services
capabilities

- Attract and motivate high quality
employees

cations

ions

es

ms
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LEVEL 3 GATEWAYS

We created the term Gateway site to describe therrmammunications hubs of our network. Our gatesvane advanced technical facilities
which provide colocation space for customers' egeipt and facilities, link our networks to other aammications networks, and house our
own network equipment. Each of our Gateway faesitis served by redundant, fault tolerant connestio our network.

REPRESENTATIVE COLOCATION GATEWAY FACILI TY
Los Angeles [PICTURE OF TECHNICAL SPACE IN
Modem equipment is used for our Managed Modem LOS ANGELES GATEWAY FACILITY]
service. This equipment will also be used for
voice service.
London [PICTURE OF COLOCATION SPACE IN
Level 3's facilities have been designed to anticipa te LONDON GATEWAY FACILITY]
and embrace the rapid pace of technological advance S.
We have constructed our Gateway facilities to be
more readily upgradeable and capable of evolving as
technology changes and to meet customer demand.
Denver [PICTURE OF BACKUP POWER AND BATTERY
Level 3 Gateways provide climate-controlled SPACE IN DENVER GATEWAY FACILITY]

environments and managed power with UPS
battery and generator backup.
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MARKETS SERVED IN 2000
United States Europe Pacific Rim
Atlanta  El Paso* Manchester Orland 0 San Francisco ~ Amsterdam Hong Kong*
Austin*  Fort Worth* Memphis* Philad elphia San Jose Brussels* Tokyo*
Baltimore Houston Miami Phoeni X* San Luis Obispo* Dusseldorf*
Boston Indianapolis* Nashville* Prince ton*  Seattle Frankfurt
Charlotte* Jacksonville* New Orleans*  Provid ence St. Louis London
Chicago Jersey City New York City Raleig h* Stamford Munich*
Cincinnati Kansas City* Newark Richmo nd*  Tampa Paris
Dallas  Longlsland Oakland* Sacram ento* Washington, D.C.
Denver  Los Angeles Omaha* San An tonio* Wilmington*
Detroit  Louisville* Orange County* San Di ego

* Not in service; final market selection subjectcttange
[PICTURE OF TECHNICAL SPACE IN CHICAGO GATEWAY FACI LITY]
Chicago

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

Level 3's technology.

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

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

Washington, D.C.

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

[PICTURE OF COLOCATION SPACE IN NEW YORK
GATEWAY FACILITY]

New York

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

network of telephone and web hosting
equipment. Colocation services from
Level 3 provide customers a quick,
cos-efficient way to launch their service



You should rely only on the information containadr incorporated by reference in this prospectmpement and the accompanying
prospectus. We have not authorized anyone to peoxad with different information. We are not makisg offer of these securities in any
state where the offer is not permitted. You shawltlassume that the information contained in ooliporated by reference in this prospectus
supplement or the accompanying prospectus is aecasaof any date other than the date on the éfothiis prospectus supplement.

TABLE OF CONTENTS

Prospectus Supplement

Prospectus Supplement Summary.
Risk FaCtOrS......cooovvvvveiiiiieiiiieeeee

Information Regarding Forward-Looking Statements...
Use of Proceeds
Capitalization...........ccccceeviiiieeiiinnenn.

Common Stock Price Range and Dividends.............
Management's Discussion and Analysis of Financial C
of Operations......cccccovvvvevenviiiieeeeeeeees e S-24
Industry Overview.. .
BUSINESS......ovveiiiiiieceeec e
Management...........coovvevviiiiiniieeeeeeieeeens

Security Ownership of Certain Beneficial Owners and
Certain Transactions and Relationships.............
Description of Other Indebtedness of Level 3.......
Description of Notes........ccccccvveveveeeeennn.
Certain United States Federal Income Tax Considerat IONS...oeiieiiien. S-96
UNderwriting........ccuveeeeeiiieeeniiiieeees
Legal Matters........ccccveeeeeenieiciiiiiiieens

Experts .

Glossary of Terms........ccccoceeeiiiieeeeinnnns

Index to Financial Statements........cccccceeeeeee. e F-1

Prospectus

About This Prospectus.........cccccccvveeeeennnnnn. 1
Where You Can Find More Information................ 1
Risk Factors..........ccccoeevecviiiiiiieene. 1
The Company......ccccccceevevveicciiiiiiiieeeenn. 2

Ratio of Earnings to Fixed Charges and Preferred St ock Dividends............ 2
Application of Proceeds..........cccccoevuieeenne
Description of Debt Securities....
Description of Preferred Stock.....................
Description of Depositary Shares...................
Description of Common Stock..............
Description of Outstanding Capital Stock...........
Plan of Distribution...

Legal Matters...........
EXPErtS....ccccoeiiiiiiiiiiiieeeeceeee

@)



PROSPECTUS SUPPLEMENT SUMMARY

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

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

Level 3

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

As our Business Plan is implemented, our netwofkosimbine both local and long distance networkd emnnect customers end-to-end
across North America and in Europe and the PaRific. Over the next two to three years, our netwsmkxpected to encompass:

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

. leased or owned local networks in 56 North Arratimarkets;

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

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

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

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

We expect to substantially complete the North Acwariintercity portion of our network by the endlo year 2000. In the interim, we have
leased a national network over which we beganfr gkrvices in the third quarter of 1998. We a@sgpect to substantially complete the first
two rings of our three-ring European intercity netiwby the end of the year 2000. In the interim,ha&e also leased a European intercity
network over which we began to offer services iyeH999. As of December 31, 1999, we had secu@®dd.of the rights-ofvay required fc
our planned North American intercity network, hadnpleted construction of 9,334 route miles of tleéwork and had approximately 6,200
route miles under construction. Also, as of Decan3ie 1999, we had secured substantially all ofrigjets-of-way required for the first two
rings of our planned European intercity networknpteted construction of 2,139 route miles of treswork and had approximately 3,400
route miles under construction.

S1



In December 1999, we began carrying customer ¢rafiiween Dallas and Houston on the first completedllit segment of our North
American intercity network. We have operationailfaes based local metropolitan networks in 22 Lhfrkets and 3 European markets. We
have secured approximately 3.4 million square ééspace for our gateway facilities, which varysine and the nature of services currently
offered. We have completed the buildout of appratity 1.3 million square feet of this space. Ouegays are advanced technical facilities
which provide colocation space for our customegaigment and facilities, link our networks to otltemmunications networks and house
own network equipment. We have gateway faciliteg% U.S. markets and in London, Paris, AmsterdadhFaankfurt. We have announced
the development and construction of a 1.28 Thpssatlantic undersea cable system, as well as thedafement and construction of a 2.56
Tbps Northern Asia undersea cable system init@iynecting Hong Kong to Tokyo.

We believe that, as technology advances, a compselerange of both consumer and business comntigrisaservices will be provided
over networks, such as ours, utilizing Internett®rol technology. These services will include ttadial voice services, as well as other data
services such as Internet access. We believehtiidhas begun, and over time should accelerategdinternet Protocol networks offer:

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

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

. an open architecture that enables new competiioong suppliers and should ultimately lead to lometwork costs.
Level 3's Strategy
Key elements of our strategy include:

. Become the Low Cost Provider of Communicationwi8es. Our network is designed to provide highliggaommunications services at a
lower cost by taking advantage of efficiencies éwrtechnologies such as packet- switching, usiremppon-proprietary interfaces in the
network design and by having an upgradable nettl@kcan more readily incorporate future technaalimprovements.

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

. Offer a Comprehensive Range of Communicationsi&es. We provide a comprehensive range of comnatioits services over our
network, including private line, (3)VoiceSM longstince services, colocation, Internet access andgeal modem. We expect to begin
commercial testing of some features associatedladtil voice services during the first quarter 60Q. We are also offering dark fiber and
conduits along our local metropolitan networks ardrcity networks on a long-term lease basis.

. Provide Significant Colocation Facilities. We kaween experiencing higher demand for our cologa@vices from our web centric
customers than we anticipated in preparing ourrigss Plan. We believe that providing colocationises on our network attracts web
centric customers by allowing us to offer those@uers reduced bandwidth costs, rapid provisioningdditional bandwidth, interconnect
with other third-party networks and improved netwperformance. Therefore, we believe that contrglkignificant colocation facilities in
our gateways provides us

S-2



with a competitive advantage. In addition, haviigngicant colocation facilities in a gateway allswhe intra-facility exchange of traffic
amongst a large number of customers to occur abstantially lower cost than would be the casarfific transported to other locations.

As of December 31, 1999, we had secured approxiyna# million square feet of space for our gatevamilities and had completed the
buildout of approximately 1.3 million square feétlus space. We believe we currently have moreaation space than any of our
competitors. In January 2000, we announced an sigraof our Business Plan to increase significattityaggregate amount of our global
gateway facilities to 6.5 million square feet otlee next two to three years.

. Provide Seamless Interconnection to the PublitcBed Telephone Network. In December 1999 we béganffer (3)Voice long distance
service to allow the seamless interconnection @friret Protocol networks with the public switchelphone network for long distance voice
transmissions. Seamless interconnection allowomests to use our Internet Protocol based servid®w modifying existing telephone
equipment or dialing procedures (that is, withdnat heed to dial access codes or follow other sirapacial procedures). Our managed
modem service uses similar softswitch technologsemmlessly interconnect to the public switcheejptebne network.

. Accelerate Market Roll-out. To support the launtlour services and develop a customer base iaredvof completing our network build,
we offer services over a combination of leasedlland intercity facilities. Over time, these leasmdworks will be displaced by the networks
that we are constructing.

. Target Web Centric Customers. To increase revenogucing traffic on our network more rapidly, we using a direct sales force focused
on communications intensive and web centric busemsThese businesses include ISPs, applicativitcsgroviders, content providers,
systems integrators, next generation carriers, geting companies, streaming media companies darchkt Protocol based storage
providers. Providing continually declining bandwidtosts to these companies is at the core of otkeahanabling strategy because bandw
generally represents a substantial portion of weettric businesses' costs.

. Develop Advanced Business Support Systems. Wdeuneloping a substantial, scalable and web-endhlsohess support system
infrastructure specifically designed to enableausfter services efficiently to targeted custom&ve believe that this system will reduce our
operating costs, give our customers direct comvel some of the services they buy from us andvalis to grow rapidly without redesigning
the architecture of the business support system.

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

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

Competitive Advantages

We believe that we have the following competitidwantages that, together with our strategy, wiistaus in implementing the Business
Plan:

. Experienced Management Team. We have assembheghagement team that we believe is well suitechfde@ment the Business Plan. M
of our senior management has been involved in hggifie development and marketing of telecommuminatproducts and in designing,
constructing and managing intercity, metropolitad aternational networks.
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. A More Readily Upgradable Network Infrastructutrir network design strategy takes advantage ehtdnnovations, incorporating many
features that are not present in older communieatieetworks, and provides us flexibility to takeatage of future developments and
innovations. We have designed the transmissionar&t optimize all aspects of fiber and electrgrsamultaneously as a system to deliver
the lowest unit cost to our customers. As fiber madsmission electronic technology changes, weebo realize new unit cost
improvements by deploying the latest fiber andgnaission electronics technology in available engutgpare conduit in our multiple conduit
network. We believe that the spare conduit desfgruonetwork will enable us to effect this deplogmt more quickly and at lower cost than
other carriers.

. Integrated End-to-End Network Platform with Sfigant Colocation Facilities. We believe that théegration of our local and intercity
networks with our colocation facilities will expatite scope and reach of our on-net customer cogerag facilitate the uniform deployment
of technological innovations as we manage our &utypgrade paths.

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

Our principal executive offices are located at 1&*torado Boulevard, Broomfield, Colorado 80021 andtelephone number is (720) 888-
1000.
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Other Offerings

We are also offering senior notes and senior discoates, which will generate aggregate gross masef approximately $1,410,000,000,
(Euro)800,000,000 (approximately $800,000,000)wfi@r notes and 20,000,000 shares of our commak,stach in a separate offering
pursuant to a separate prospectus supplementasingffmemorandum. No offering is conditioned onclosing of any other. We may not
complete any of the other offerings. This prospestuypplement relates only to this offering of catilsée notes and not to the other offerings.
The senior notes and senior discount notes aneuteedenominated senior notes will not be registeraer the Securities Act of 1933 and
may not be offered or sold in the United Stategeabeegistration or an applicable exemption frogigtation requirements.
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Summary Financial Data

The summary financial data presented below as @famnthe fiscal years ended the last Saturdayandinber of 1995, 1996, 1997 and
December 31, 1998 and 1999 have been derived feoral[3's audited consolidated financial statemantsthe notes related to those
financial statements. The following information slbbe read in conjunction with Level 3's auditesisolidated financial statements and the
notes related to those financial statements, waietincluded in this prospectus supplement. Simed3usiness Plan represents a significant
expansion of Level 3's communications and inforaratiervices business, Level 3 does not believethieabllowing information serves as a
meaningful indicator of Level 3's future financtandition or results of operations. Level 3 expéatsicur substantial net operating losses for
the foreseeable future, and Level 3 may not betalbdehieve or sustain operating profitability lire future.

F iscal Year Ended (1)
1999 1998 1997 1996 1995
(in millions)
Results of Operations:
REVENUE......coiiveiieieeeeeae $ 515 $ 392 $ 332% 652% 580
Income (loss) from continuing
operations(2)......cccoveveeeereennnn. (487) (128) 83 104 126
Net earnings (10SS)(3)....vvvveveeeennn.. (487) 804 248 221 244
Financial Position:
Total assetsS......ccoeceeeieeeiirenns 8,904 5,522 2,776 3,063 2,942
Current portion of long-term debt........ 6 5 3 57 40
Long-term debt, less current portion(4).. 3,989 2,641 137 320 361
Stockholders' equity(5).................. 3,405 2,165 2,230 1,819 1,607

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

As a result of the restructuring of C-TEC in 19B&yel 3 owned less than 50% of the outstandingeshand voting rights of each of the three
entities into which C-TEC was divided, and therefaccounted for each entity using the equity metieminning in 1997. Level 3
consolidated C- TEC in its financial statementsnfrb995 to 1996.

The financial position and results of operationshef construction and mining management busineddasvel 3 have been classified as
discontinued operations due to the March 31, 1988aff of Level 3's construction and mining maragent businesses from its other
businesses. Level 3's construction and mining mamagt businesses are referred to in this prospsafydement as the "Construction
Group."

In 1995, Level 3 dividended its investment in @snfier subsidiary, MFS Communications Company, tm¢he holders of the Class D Stock.
MFS Communications Company, Inc. is sometimes redeto in this prospectus supplement as "MFS." MES&lts of operations have been
classified as a single line item on the stateménperations for 1995.

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

Certain prior year amounts have been reclassifiebtform to current year presentation.
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(2) Level 3 incurred significant expenses in coojion with the expansion of its communications afdrmation services businesses in 1998
and 1999.

During 1999, RCN Corporation, sometimes referreih tihis prospectus supplement as "RCN," issueckstoa public offering and for
certain transactions that diluted Level 3's ownigrefiRCN from 41% at December 31, 1998 to 35% etd&nber 31, 1999. The increase in
Level 3's proportionate share of RCN's net assetsrasult of these transactions resulted in dgpeerain of $117 million for Level 3 in 1999.
Level 3 recognized gains of $62 million in 1998 REN stock activity and $3 million in 1995 for MBBck activity.

In 1998, Level 3 acquired XCOM Technologies, Inud &s developing telephone-to-Internet Protocaoek bridge technology. XCOM
Technologies, Inc. is sometimes referred to in pnaspectus supplement as "XCOM." Level 3 recoa&30 million nondeductible charge
against earnings for the write-off of in-processei@ch and development acquired in the transaction.

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

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

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

(4) In 1998, Level 3 issued $2 billion of 9 1/8%iee notes due 2008 and $834 million principal amtaat maturity of 10 1/2% senior
discount notes due 2008. The issue price of th&/2% senior discount notes was approximately 60%heprincipal amount at maturity. In
1999, Level 3 issued $823 million of 6% convertibiordinated notes due 2009 and entered into3a $hillion senior secured credit
facility of which $475 million was outstanding aS@ecember 31, 1999.

(5) In March 1999, Level 3 received approximatelyShillion of net proceeds from the sale of 2817i8ion shares of its common stock.
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Ratio of Earnings to Fixed Charges and Preferred $ick Dividends
Our ratio of earnings to fixed charges and pretesteck dividends for each of the periods indicated as follows:

Fiscal Year Ended

Ratio of earnings to fixed charges and preferred
stock dividends ...........ccccoceiiiiiiiinnn. .. - --5733.87 -

For this ratio, earnings consist of earnings (I&&sfpre income taxes, minority interest and disomsd operations plus fixed charges
excluding capitalized interest. Fixed charges amedigored stock dividends consist of interest expdrand capitalized, plus the portion of rent
expense under operating leases deemed by us épiesentative of the interest factor, plus, pwoséptember 30, 1995, preferred stock
dividends on preferred stock of our former subsidi®FS. We had deficiencies of earnings to fixédrges and preferred stock dividends of
$695 million for the fiscal year ended 1999, $3dion for the fiscal year ended 1998 and $32 miilfor the fiscal year ended 1995.
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RISK FACTORS
Before you invest in the notes, you should cargfadinsider the following risks.
We are dependent on our new Business Plan thasrfi Internet Protocol technology

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

Substantial operating losses are expected foroffeséeable future

The development of our Business Plan requiresfiigni capital expenditures. We expect to incuargé portion of these capital expenditt
before we receive any significant related reveritgra our Business Plan. Because of these capipareditures and the related early opere
expenses, we expect substantial negative opereasigflow and net losses for the foreseeable fukoe1999, we incurred a loss from
continuing operations of $487 million. We expect operating losses for the foreseeable future teubstantially higher. We may never
establish a significant customer base for our comioations and information services business, am éwe do, we may continue to sustain
substantial negative operating cash flow and retde as a result of low prices or higher costadttition, we will incur substantially higher
selling, general and administrative expenses adewvelop our Business Plan.

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

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

The implementation of our Business Plan and ouityld meet our projected growth depends on olilitgtio secure substantial additional
financing. We estimate that the implementationwfBusiness Plan, as currently contemplated, requietween $13 and $14 billion over the
10-year period of the plan. However, the amouradtfitional financing we need could be higher thancwrrently estimate. The
implementation of our Business Plan and our fufim@ncial results could be adversely affected ifave unsuccessful in obtaining required
financing through:

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

If we fail to obtain the required financing, we miag required to delay or abandon some of our fugxpansion or spending plans. Our
existing level of debt and its terms may limit @nility to raise additional capital and otherwisstrict our activities. Additional equity
issuances would dilute your ownership interesaddition, if our operations do not produce positash flow in sufficient amounts to pay
financing obligations, our future financial resudisd our ability to implement our Business Plar bl materially and adversely affected.
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Difficulties in constructing our network could irease its estimated cost and delay its schedulegletion

The construction, operation and any upgrading ofnetwork is a significant undertaking. Adminisivat technical, operational and other
problems that could arise may be more difficulatliiress and solve due to the significant size antpbtexity of the planned network. We are
also dependent on timely performance by third-psuypliers and contractors. In addition, impor&syects of our network, such as voice
capability, will rely on technology that is in thlevelopment stage or that is largely commerciafigraven. This new technology also may
be compatible with existing technology. Many ofgédactors and problems are beyond our controa Aesult, the entire network may not be
completed as planned for the cost and in the tiamaé that we currently estimate. We may be matg@alversely affected as a result of any
significant increase in the estimated cost of thsvork or any significant delay in its anticipatmmpletion.

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

. a growing number of customers;

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

. technological advances by our competitors.

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

Our business could be materially affected by pnoislarising from the commercial deployment of ourc&dechnology for Internet Protocol
networks

We and others have developed technology that weueelill avoid the need for customers on a privaternet Protocol based network to
dial access codes or follow other special procedigénitiate a voice call. We began to commergidiploy this technology for long distance
voice service in December 1999 and problems withay be discovered as it continues to be deploped efforts to commercially deploy
this technology in a timely manner and at an aa@ptcost may not be successful, and such a faihukl have a material adverse effect on
us. We are currently testing some features assakigith local voice service such as caller ID, eoiail and call forwarding. To date, Inter
Protocol voice telephony using the public Interim&$ had significant problems with quality, laten@liability and security. Until we more
fully commercially deploy our voice telephony sees, we cannot predict whether our plans for sgltirese problems will work.

The commercial deployment of our voice telephonyises also requires that we develop related bssisapport systems. Our failure to
develop these business support systems could Imeadvarse effect on the commercial deploymenteddtservices.

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

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

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

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

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

Inability to manage effectively our planned rapigh@nsion could adversely affect our operations

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

. expand our employee base with highly skilled pensl;

. develop, introduce and market new products andcsss;

. integrate any acquired operations and joint westu

. secure space suitable for colocation facilities;

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

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

If we were to make strategic investments, acquoisgtior joint ventures, our resources and managetineacould be diverted and we may be
unable to integrate them successfully with ourtégsnetwork and services.

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

The operation of our networks requires that we iolitgany local franchises and other permits. We aisst obtain rights to use underground
conduit and aerial pole space and other rights-af-and fiber capacity. The process of obtaining¢heanchises, permits and rights is time
consuming and burdensome. If we are unable, omptaitle terms and on a timely basis, to obtain aamhtain the franchises, permits and
rights needed to implement our Business Plan, tiiiddut of our network could be materially adveysaffected. In addition, the cancellation
or non-renewal of the franchises, permits or rigivsdo obtain, or the loss of the rights-of-wayveee obtained, could materially adversely
affect us.

Termination of relationships with key suppliers ltbcause delay and costs

Until we complete the company-owned portion of network, we will lease substantially all of ourdntity communications capacity in
North America, Europe and possibly elsewhere. Assalt, we will be dependent on the providers &f tdapacity. In addition, we intend
lease a significant amount of capacity
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from local exchange carriers to connect our custsriteour gateway sites. We are also dependeritiahparty suppliers for substantial
amounts of fiber, conduit, computers, software tahés/routers and related components that we sskmble and integrate into our network.
If any of these relationships are terminated angp8er fails to provide reliable services or equgnt and we are unable to reach suitable
alternative arrangements quickly, we may experiaigeificant delays and additional costs. If thappens, we could be materially adversely
affected.

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

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

. increased consolidation and strategic alliangdke industry resulting from recent Congressiamal FCC actions;
. allowing foreign carriers to compete in the Untarket;

. further technological advances; and

. further deregulation and other regulatory inities.

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

Rapid technological changes can lead to furtherpstition

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

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

AT&T, MCI WorldCom, Sprint and Qwest currently omationwide long distance fiber optic networks. MEbrldCom has entered into an
agreement to acquire Sprint. In Europe, GTS, MCHd@om and Viatel currently own intercity network3west's network, as well as the
intercity networks being deployed by others, inahgdBroadwing and Williams Communications in theitdd States and KPNQwest, i-21
and Global Crossing in Europe, use advanced teabpdaimilar to that of our network. In additionetie are numerous local and regional
networks. Increased capacity may cause signifidaoteases in the prices for services. Prices nsaydacline due to capacity increases
resulting from technological advances and strateffji@nces, such as long distance capacity pumbasliances among regional Bell
operating companies. These price declines may tiieyarly severe if recent trends causing increademand for capacity, such as Internet
usage, change. Rapid growth in the use of therlatés a recent phenomenon, and may not continteeaame rate. Increased competition
has already led to a decline in rates chargedddous telecommunications services.

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

Communications services are subject to significagtlation at the federal, state, local and intiéonal levels. These regulations affect us
our existing and potential competitors. Delaysdoeiving required regulatory approvals, completimigrconnection agreements with
incumbent local exchange carriers or the enactimfeméw and adverse regulations or regulatory requénts may have a material adverse
effect on us. In addition, future legislative, jcidi, and regulatory agency actions could have terah adverse effect on us.
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Recent federal legislation provides for a significderegulation of the U.S. telecommunications &tdy including the local exchange, long
distance and cable television industries. Thisslegion remains subject to judicial review and #ddal FCC rulemaking. As a result, we can
not predict the legislation's effect on our futoperations. Many regulatory actions are under waare being contemplated by federal and
state authorities regarding important items. Tte®ns could have a material adverse effect on us.

Canadian law currently does not permit us to afggwices in Canada

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

Potential regulation of Internet service provideosld adversely affect our operations

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

The FCC has also been considering whether locekcsiare obligated to pay compensation to eackrdn the transport and termination of
calls to Internet service providers when a locéllisgplaced from an end user of one carrier tdraernet service provider served by a
competing local exchange carrier. Recently, the EE&termined that it had no rule addressing irtarrier compensation for these calls. In
absence of a federal rule, state commissions nezy ebt to require payment of reciprocal compensdir these calls. The FCC also relee
for comment alternative federal rules to govern pensation for these calls in the future. If statmmissions, the FCC or the courts
determine that inter-carrier compensation doesppty, carriers, including us, may be unable t@vec their costs or will be compensated at
a significantly lower rate and may be requiredefund compensation previously paid.

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

Our network will use a collection of communicatie@tuipment, software, operating protocols and petgy applications for the high speed
transportation of large quantities of data amondtipia locations. Given the complexity of our prageal network, it may be possible that data
will be lost or distorted. Delays in data delivemay cause significant losses to a customer using@work. Our network may also contain
undetected design faults and software bugs thapit@eour testing, may be discovered only aftemtggvork has been installed and is in use.
The failure of any equipment or facility on thewetk could result in the interruption of customensce until we effect necessary repairs or
install replacement equipment. Network failuredage and errors could also result from natural stiess, power losses, security breaches and
computer viruses. These failures, faults or ercordd cause delays, service interruptions, expege austomer liability or require expensive
modifications that could have a material advergeceébn our business.

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

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

We are a holding company with no material assétsrdhan the stock of our subsidiaries. Accordinglg depend upon cash payments from
our subsidiaries to meet our payment obligatiomsuiding our obligation to pay you as a holder ofies. Our subsidiaries may not generate
earnings sufficient to enable us to meet our payrkligations. The senior secured credit facilitypbses significant restrictions on the ab

of our subsidiaries to make distributions or ogh@yments to us. In addition, our subsidiaries nragreinto debt agreements in the future that
contain similar restrictions.

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

The notes will be unsecured and subordinated It B§ payment to all of our existing and future isemlebt, including both issues of our
outstanding senior notes, and the issues of ouorseotes and senior discount notes being offecetarrently with this offering and our
guaranty of borrowings by our subsidiaries undersamior secured credit facility. Because the natessubordinated to our senior debt, in
event of:

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

we will make payments on the notes only after weetsatisfied all of our senior debt obligationsefigfore, we may not have sufficient as:
remaining to pay amounts on any or all of the nodssuming that on December 31, 1999 we had rajsesk proceeds of $2.21 billion from
the other debt offerings, we would have had on dlaé¢ $5.244 billion of outstanding senior debt|uding $475 million of our subsidiaries'
debt guaranteed by us, and our subsidiaries wad had $900 million in additional borrowings aghble under the senior secured credit
facility guaranteed by us on a senior basis. Oniosesecured credit facility is secured by subsgdigtall of our assets and, subject to certain
exceptions, all of the assets of our wholly ownethdstic subsidiaries.

In addition, all payments on the notes will be pbétkd in the event of a payment default on sedelt obligations and may be prohibited in
the event of some non-payment defaults accorditigederms of the notes and our existing and preghgenior debt obligations.

Because the notes are structurally subordinatéitetobligations of our subsidiaries, you may nofuldly repaid if we become insolvent

Substantially all of our operating assets are detectly by our subsidiaries. Holders of any prefddrstock of any of our subsidiaries and
creditors of any of our subsidiaries, includingdgacreditors, have and will have claims relatingh®s assets of that subsidiary that are senior
to the notes and each issue of our outstandingeombsed notes. As a result, the notes and eaoh égour outstanding and proposed debt
are structurally subordinated to the debt, pretesteck and other obligations of our subsidiafisders of the notes have no claim to the
assets of any of our subsidiaries. As of Decembefl 399, our subsidiaries had approximately $18B®n in aggregate indebtedness and
other balance sheet liabilities, excluding interpamy liabilities, and $900 million in additional trowings available under our senior secured
credit facility.

Because the notes that you hold are unsecurednggunot be fully repaid if we become insolvent

The notes will not be secured by any of our assetair subsidiaries' assets. The indentures rel&ithe notes, the other notes we are
offering and our outstanding notes permit us taiirsecured debt. Our subsidiaries' obligations unde $1.375 billion senior secured credit
facility are secured by substantially all of ousets and are guaranteed by us. If we became imgdhe holders of any secured debt would
receive payments from the assets used as secafiyebyou receive payments.
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We have substantial existing debt and expect torisgbstantial additional debt, so we may be unbfeake payments on the notes

Assuming that on December 31, 1999 we had comptbtedffering and raised gross proceeds of $2ilibriofrom the other debt offerings,
we would have had approximately $6.95 billion afebtedness, and our subsidiaries would have ha@l 80on in additional borrowings
available under our senior secured credit facilitye indentures relating to the notes and eacle issour outstanding and proposed notes
permit us to incur substantial additional debt, aedfully expect to borrow substantial additionahdls, which may include secured
borrowings, in connection with implementing the Biess Plan. A substantial level of debt makes itentlifficult for us to repay you.
Substantial amounts of our existing debt will, aod future debt may, mature prior to the notes.

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

We had deficiencies in our ratios of earnings xedi charges and preferred stock dividends of apmately $695 million for the fiscal year
1999 and approximately $36 million for the fiscaby 1998. We expect to incur substantial net operédsses for the foreseeable future. We
may not become profitable or sustain profitabilitythe future. Accordingly, we may not have suffiti funds to make payments on the notes.

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

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

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

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

. potential limits on our ability to adjust rapidly changing market conditions and vulnerabilitytie event of a downturn in general econc
conditions or in the communications and informasenvices business.

If we experience a change in control, we may bélene purchase the notes you hold as requiredrithdendenture

Upon the occurrence of certain change of contrehés; we must make an offer to purchase all oudstgmotes at a purchase price equal to
100% of the principal amount of the notes, plugaed interest. We may not have sufficient fundpag the purchase price for all notes
tendered by holders seeking to accept the offputohase. In addition, the indentures relatindhéoriotes and each issue of our outstanding
and proposed notes, the senior secured crediitya@ild our other debt agreements may require vspiorchase the other debt upon a change
in control or may prohibit us from purchasing ames before their stated maturity, including uparhange of control. Our failure to
purchase all validly tendered notes would resuétrirevent of default under the indenture. See "fbygfan of Notes--Repurchase at Option of
Holders Upon a Change of Control."

Our senior secured credit facility may prohibitftem making payment on the notes

Our senior secured credit facility generally doespermit us or our subsidiaries to make paymentarny outstanding indebtedness other
regularly scheduled interest and principal paymastand when due. As a result, our senior secueslit ¢acility would prohibit us from
making any payment on the notes in the
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event that the notes are accelerated or tendereddemption upon a change in control. Any suclufaito make payments on the notes
would cause us to default under our indentureschvim turn is likely to be a default under the sersiecured credit facility and other
outstanding and future indebtedness.

PKS Systems Integration LLC may have liability fri1Year 2000 customer projects

PKS Information Services, Inc. derived a substhptation of its revenue from projects that its sigliary, PKS Systems Integration LLC, or
PKSSI, conducted involving Year 2000 assessment@malvation services. These activities of PKSSlosgpus to potential risks that may
include problems with services provided by PKSSts@ustomers and the potential for claims arisinder PKSSI's customer contracts.
PKSSI's attempts to contractually limit its expesto liability for Year 2000 compliance issues nmay be effective. See "Management's
Discussion and Analysis of Financial Condition &ebults of Operations--Year 2000."

Foreign currency exchange rate fluctuations ortregieon could result in losses

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

Environmental liabilities from our historical op&mns could be material

Our operations and properties are subject to a wadiety of laws and regulations relating to enmirental protection, human health and
safety. These laws and regulations include thosearaing the use and management of hazardous anbazardous substances and wastes.
We have made and will continue to have to makeifsagmt expenditures relating to our environmerm@mnpliance obligations. We may not
all times be in compliance with all these requireise

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

Significant future declines in cash flow from coglerations

Approximately 40% of our net revenues for 1999 wadtebutable to our coal mining operations. Theslef cash flows generated in recent
periods by our coal operations will not continuteathe year 2000. These cash flow levels will dase because the delivery requirements
under our current long-term contracts decline $icguntly after that date. Moreover, without thosmtracts, our coal mining operations would
not be able to operate profitably by selling thwduction on the spot markets. A substantial niigjoif our coal mining revenues are
provided by three customer contracts.

Potential liabilities and claims arising from owat operations could be significant

Our coal operations are subject to extensive lawdsragulations that impose stringent operationaintenance, financial assurance,
environmental compliance, reclamation, restoraéiod closure requirements.

S-18



These requirements include those governing aimaatdr emissions, waste disposal, worker healthsafiety, benefits for current and retired
coal miners, and other general permitting and Baanrequirements. We may not at all times be mm@ance with all of these requirements.
Liabilities or claims associated with this noampliance could require us to incur material costsuspend production. Mine reclamation ¢
that exceed our reserves for these matters aldd oequire us to incur material costs.

Anti-takeover provisions could limit our share griand delay a change of management

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

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

. prohibit stockholder action by written consenplace of a meeting;

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

. limit the right of stockholders to present progissor nominate directors for election at annuattings of stockholders; and
. authorize our board of directors to issue prefi&stock in one or more series without any actiothe part of stockholders.

If there is a change of control of Level 3, we nh@yrequired under the provisions of our indentaras senior secured credit facility to
repurchase or repay the debt outstanding undee tagieements.

These provisions could limit the price that investmight be willing to pay in the future for shamfour common stock and significantly
impede the ability of the holders of our commorcktto change management. In addition, we have adappoison pill rights plan, which t
anti-takeover effects. Our rights plan, if trigg@revill cause substantial dilution to a person mugp that attempts to acquire our company on
terms not approved by our board of directors. Riows and agreements that inhibit or discourageowadr attempts could reduce the market
value of our common stock.

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

The market price of our common stock could drop &ssult of sales of a large number of our shardise public market after the offering.
The perception that sales may occur could havedhe results. We will be subject to a 90-day blawukperiod following the date of this
prospectus supplement. During this black-out penaelare not allowed to issue additional commogksty securities convertible into
common stock except in certain circumstances axasnbalomon Smith Barney consents. One exceptmmsalis to issue additional stock in
connection with acquisitions. A second exceptiopliag if we are included in a major market index.

Our officers and directors will not be subject ttydock-up provision. Additional shares are issealohder our benefit program depending on
the extent to which, if any, our stock outperfortims S&P 500 by either rising at a higher rate dinfiguat a lower rate. The number of such
shares that would be issued is based on a mulitigliated to how much our stock outperforms the S&B.

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

The notes are a new issue of securities for whiehetis currently no market. Consequently, thesqotay be relatively illiquid, and you may
be unable to sell your notes. We do not intendofayafor listing of the notes on any securitieslexege or for the inclusion of the notes in
automated quotation system. Although the undervgritave advised us that they intend to make a rharkiee notes, they have no obligation
to do so and may discontinue any market makingnatisne without notice. In addition, any market

S-19



making activity will be subject to the limits impe by the Securities Act and the Exchange Act. Assalt, a market for the notes may not
develop or, if it does, may not be maintained.

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

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

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

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

. quarterly variations in actual or anticipated r@pi@g results;

. changes in estimates by securities analysts;

. market conditions in the communications and imfation services industry;

. announcements and performance by competitors;

. regulatory actions; and

. general economic conditions.

The terms of our debt agreements restrict us frakimg payments with respect to our common stock

Our ability to pay cash dividends on, or repurctatsgres of, our common stock is limited under gmms of our indentures and senior seci
credit facility. We do not currently intend to pagy cash dividends in the foreseeable future.

Certain Foreign Holders may be subject to adver&e féderal income tax consequences

Generally, if a Foreign Holder, as defined undeert@in United States Federal Income Tax Considerafil disposes of a note, that holder
must treat such gain as income effectively conmbwfith a U.S. trade or business if we were a "UWhiBgates real property holding
corporation” at any time during the shorter offilve years before the disposition or the holdingqutof the holder. We may be, or may
become, a United States real property holding catjum. If the notes were considered to be "redykaaded"” on an "established securities
market" within the meaning of Treasury Regulatighen this rule would only apply to a Foreign Holtteat owns, actually or constructively,
at any time during the period described in the Eentence of this paragraph, more than 5% ofata¢ fair market value of the notes
outstanding. See "Certain United States FederahhiecTax Considerations-- Foreign Holders."
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INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

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

. the Business Plan, its advantages and our syrédegmplementing the Business Plan;

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

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

. expectations as to our future revenues, margipenses and capital requirements;

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

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

You should be aware that these forward-lookingestaints are subject to risks and uncertaintiesydieg) financial, regulatory,
environmental, industry growth and trend projecsiaihat could cause actual events or results terdifaterially from those expressed or

implied by the statements. The most important factioat could prevent us from achieving our stgals include, but are not limited to, our
failure to:

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

. overcome significant early operating losses;

. produce sufficient capital to fund the BusineEnP

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

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

. successfully complete commercial testing of aftssvitch technology for voice and fax transmisséamvices;
. hegotiate new and maintain existing peering agesgs; and

. develop and implement effective business suppatems for processing customer orders and praovigjo
For a discussion of certain of these factors, &gk'Factors."
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USE OF PROCEEDS

Our net proceeds from this offering are estimatellet $727,435,000, or $836,616,000 if the undeeng'ibverallotment option is exercised
full. Our net proceeds from this offering and frtime other offerings will be used for working capitzapital expenditures, acquisitions and
other general corporate purposes in connection tivéimplementation of our Business Plan. Althoughevaluate potential acquisitions fr
time to time, we currently have no agreement orustanding with any person to effect any mategglésition.

Pending this utilization, we intend to invest thed proceeds of this offering in short-term investise
CAPITALIZATION

The following table sets forth the consolidateditzdization of the Company as of December 31, 1898 that capitalization as adjusted to
give effect to the net proceeds from this offeriagsuming no exercise of the underwriters' ovetrakknt option, and as further adjusted to
give effect to the net proceeds from the otherrofés. These further adjustments assume thatelbther offerings are completed for the
amounts indicated below. The table below also aesutme conversion of the euro-denominated seniasrad an exchange rate of
approximately 1.00 euro per dollar, the spot trgdate of the euro at the end of the London busiday on February 23, 2000.

December 31, 1999

As
Further
Adjusted
As Adjusted for the
for this  other

A ctual Offering Offerings
(dollars in millions)
Cash and marketable securities................... $ 3,446 $4,173 $8,420
Current portion of long-term debt................ $ 6 $ 6 $ 6
Long-term debt, less current portion............. $ 3,989 $3,989 $3,989
Dollar-denominated notes..............ccueeenne - - 1,410
Euro-denominated notes..............cccceeennne -- - 800
Notes offered by this prospectus supplement...... -- 750 750
Total long-term debt, less current portion..... 3,989 4,739 6,949

Stockholders' equity
Preferred Stock, $.01 par value; authorized
10,000,000 shares; no shares outstanding,
actual, as adjusted and as further adjusted... - - -
Common Stock, $.01 par value; authorized
1,500,000,000 shares; 341,396,727 shares
outstanding, actual and as adjusted and
361,396,727 shares outstanding as further

adjusted........ooooviiiiiiiiieeeen 3 3 4
Additional paid-in capital..................... 2,501 2,501 4,593
Accumulated other comprehensive loss........... (5) (5) 5)
Retained earnings.........c.ccocceeeeenineen. 906 906 906
Total stockholders' equity................... 3,405 3,405 5,498
Total capitalization..............ccccceeueenne $ 7,394 $8,144 $12,447

We are also offering senior notes and senior discoates which will generate aggregate gross pasegapproximately $1,410,000,000,
(Euro0)800,000,000 (approximately $800,000,000)esfi@r notes and 20,000,000 shares of our commaRk,stach in a separate offering
pursuant to a separate prospectus supplementasingffmemorandum. No offering is conditioned onclosing of any other. We may not
complete any of the other offerings. This prospestuypplement relates only to this offering of catilsée notes and not to the other offerings.
The senior notes and senior discount notes aneuteedenominated senior notes will not be registereder the Securities Act of 1933 and
may not be offered or sold in the United Stategabegistration or an applicable exemption frogig&ation requirements.
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COMMON STOCK PRICE RANGE AND DIVIDENDS

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

High Low
Year Ended December 31,1998 e e
Second Quarter (from April 1, 1998)........cccc... . L. $37.13 $24.00
Third Quarner.......ccoeccvviiiieeeeees 42.13 29.78
Fourth Quarter......ccccovcvvevvevveneeeeeeeeeees 43.13 24.00
Year Ended December 31, 1999
FirstQuarter......ccoovvvvveviiiiieeeeeees 72.81 39.75
Second QUArer.....ccccveeeeeveveiiiiieeeeee 93.06 60.06
Third Quarer ..o 65.50 46.88
Fourth Quarter.......cccovvvvevveeeeieeeeeeeiees 84.56 51.19
Year Ended December 31, 2000
First Quarter (through February 23, 2000).......... ... 123.50 73.81

On February 23, 2000, the closing price per shhoeiocommon stock was $108.875. We urge you taioltturrent market quotations of our

common stock before making any decision with resfzean investment in the notes.

We intend to retain future earnings for use inlouginess, and we do not anticipate paying any dastlends on our common stock in the
foreseeable future. In addition, our indentures semor secured credit facility contain limits aur @bility to declare and pay cash dividends.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

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

Recent Developments
BusinessNet Ltd. Acquisition

On January 5, 1999, Level 3 acquired BusinessNet htleading London- based Internet service peavid a largely stock-for-stock
transaction valued at $12 million and accountedafoa purchase. After completion of certain adjesiis, the Company agreed to issue
approximately 400,000 shares of common stock artigfamillion in cash in exchange for all of theugd and outstanding shares of
BusinessNet's capital stock. Of the approximatély,d00 shares Level 3 agreed to issue in connegdithrthe acquisition, approximately
150,000 shares of its common stock have been plietgieevel 3 to secure certain indemnification gations of the former BusinessNet
stockholders. In October 1999, Level 3 releasedaqmately 42,000 shares of the pledged sharesplédge of the remaining shares will
terminate in July 2000 unless otherwise extendedyaunt to the terms of the acquisition agreemeabilities exceeded assets acquired, and
goodwill of $16 million was recognized from therisaction and is being amortized over five years.

Common Stock Offering

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

Increase in Authorized Shares Outstanding

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

Transatlantic Undersea Cable System

On April 23, 1999, Level 3 announced that it hadtcacted with Tyco Submarine Systems Ltd. to deaigeh build a transatlantic 1.28 Thps
undersea cable system from Long Island, New YorKdah Cornwall, UK. The cable system is expectetd in service by September 2000
and is expected to cost between $600 to $800 millidne total cost will depend on how the cablepgraded over time. Level 3 has
prefunded the purchase of significant amounts deusea capacity as part of the Business Plan, bytreguire additional funding depending
on the cable's ultimate structure, pre-construcges and ownership. On February 17, 2000, Leaeln®unced an agreement whereby
Global Crossing Ltd. will acquire a 50% ownershiferest in the Level 3 transatlantic undersea cadem. Under this agreement, Level 3
and Global Crossing will each
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separately own and operate two of the four fibérspan this transatlantic cable. Level 3 also amoed that it will acquire capacity on Global
Crossing's transatlantic cable Atlantic Crossir{@C 1) as restoration capacity for its transatiamtidersea cable system.

European Network

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

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

COLT Cost Sharing Agreement

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

Lucent Agreement

On June 23, 1999, the Company announced a minirourmygar, $250 million strategic agreement with éntcTechnologies to purchase
Lucent systems, including new software switche%softswitches." The minimum purchase commitmerstuisject to certain conditions and
has the potential to grow to $1 billion over fiveays.

Under this nonexclusive agreement, Lucent will atevLevel 3 its Lucent Technologies Softswitchpéwsare 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 service#aiin quality and ease of use to services oniticathl circuit voice networks. In additio
the companies also agreed to collaborate on fetihancements of softswitches and gateway produstispport next-generation broadband
services for business and consumers that will coenbigh-quality voice and video communications wvitternet-style web data services.

6% Convertible Subordinated Notes

On September 20, 1999, the Company closed therugfef $823 million aggregate principal amounttsf6% convertible subordinated notes
due 2009. The net proceeds from the offering of@agmately $798 million, after underwriting discdsrand offering expenses, are being
used for working capital, capital expenditures,uasitions and other general corporate purposesmmection with the implementation of the
Business Plan.
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Senior Secured Credit Facility

On September 30, 1999, the Company entered irgoiarssecured credit facility in the aggregate @pal amount of $1.375 billion. The
facility is comprised of a senior secured revolvangdit facility in the amount of $650 million aadwo-tranche senior secured term loan
facility aggregating $725 million. At December 3B99 the Company had $475 million in outstandingragate borrowings under the two-
tranche senior secured term loan facility. Thelityds sometimes referred to in this prospectuspdeiment as the senior secured credit
facility.

(3)Voice SM

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

Northern Asia Undersea Cable System

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

Expansion of Business Plan

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

Recent Accounting Developments

In December 1999, the SEC staff released Staff dating Bulletin No. 101, "Revenue Recognition im#dicial Statements." SAB 101
provides interpretive guidance on the recognitimesentation and disclosure of revenue in the isustatements. SAB 101 must be applied
to the financial statements no later than the §jtstrter of 2000. The Company does not believetiieaadoption of SAB 101 will have a
material affect on the Company's financial results.

Effective July 1, 1999, the Financial Accountingi&tards Board, or the FASB, issued Interpretation48, "Real Estate Sales, an
interpretation of FASB Statement No. 66." Certailesand long-term right-tase agreements of dark fiber and capacity entatedafter Jun:
30, 1999 are required to be accounted for in theesaanner as sales of real estate with propertyowepnents or integral equipment. Failure
to satisfy the requirements of the Interpretatiath nesult in the deferral of revenue recognitian these contracts. The adoption of this
Interpretation does not have a current effect e@xGbmpany's cash flows.

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

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, lfaes based communications
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network based on Internet Protocol technology. &the Business Plan represents a significant eigranthe Company's communications
and information services business, the Company doekelieve that the Company's financial conditil results of operations for prior
periods will serve as a meaningful indication af ompany's future financial condition or resuftgperations. The Company expects to
incur substantial net operating losses for thesieeable future and it may not be able to achiewristiain operating profitability in the future.

1999 vs. 1998

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

Revenue. Revenue for the years ended DecembeB83,ahd December 31, 1998 is summarized as fol{owsillions):

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

$515 $392

Communications and information services revenueegeed from $144 million for the year ended Decear8tie 1998 to $289 million for the
year ended December 31, 1999. Revenue attributalfee communications business increased from #2ibmin 1998 to $159 million ir
1999. In May 1999 the Massachusetts Departmentibfi¢®Utilities ruled that Bell Atlantic was no Iger required to pay the established
reciprocal compensation rates for certain servidesa result, beginning in the second quarter, L8waected not to recognize additional
revenue from these agreements until the uncertaimtere resolved. The Company reached a tentajreement with Bell Atlantic in Octob
1999. The agreement established new intercarrisxaiprocal compensation rates between the twaecarand assures that the Company will
be paid for the traffic it terminates from Bell Atitic. As part of the agreement, the Company ardid®lantic have also settled past disputes
over reciprocal compensation billing issues. Thple@mentation of the new rate structure and recgdroempensation billing settlement was
contingent upon certain conditions including appidw relevant regulatory authorities. During tberth quarter, Massachusetts and other
states approved the agreement and therefore, &ty recognized $16 million of reciprocal compeiasarevenue. Also during the fourth
guarter the Company completed certain sectionts afifercity and metropolitan networks and recogdi$26 million of revenue from IRU
contracts entered into before June 30, 1999. 19 198 Company recognized a total of $24 million &8d million of revenue attributable to
reciprocal compensation agreements and IRU costreetpectively. In addition the Company recognirnet®99 $33 million of revenue
attributable to private line services, $24 milliofrevenue attributable to managed modem sen&2&million attributable to colocation
services, and $18 million of revenue attributablénternet access services.

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

Mining revenue in 1999 decreased to $207 milliamfr$228 million in 1998 due to reduced tonnage irequents under existing contracts
with Commonwealth Edison Company and the expiradioa long-term contract with Commonwealth in 198&urrent market conditions

continue, the Company will experience a significd@tline in coal revenue and earnings beginnir@pil as long-term contracts begin to
expire.

Other revenue was consistent with 1998 and is pifyrattributable to a privately owned tollroadsnuthern California.
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Cost of Revenue. Cost of revenue increased $18bmdr 81% to $360 million in 1999 as a resultled expanding communications
business. In 1999, communications network expewses $183 million as compared to $12 million in gi@r year. The increase in costs is
primarily attributable to the Frontier and IXC Comnications leased network expenses, the costsiatsbavith the XCOM and GeoNet
acquisitions, and costs attributable to the prasitid Company began offering in late 1998 and 19B8.cost of revenue for the information
services business, as a percentage of revenueaded for the year ended December 31, 1999 comfmatiee same period in 1998. This
decrease is primarily due to an increase in tHizaiiion rates of systems integration personndld@9. The cost of revenue for the coal
business, as a percentage of revenue, increased thesexpiration of a high margin long-term cewtrin 1998.

Depreciation and Amortization Expense. Depreciatiod amortization expense increased from $66 miiic1998 to $228 million in 1999.
The significant increase in the amount of assetsqul in service during the latter part of 1998 #mndughout 1999 for the communications
business resulted in the increase in depreciatiperese. The acquisitions of XCOM, GeoNet and BissiNet in 1998 and 1999 also
contributed to the increase in depreciation andrtiradion expense in 1999.

Selling, General and Administrative Expenses. 8gllgeneral and administrative expenses increageificantly to $668 million in 1999

from $332 million in 1998 primarily due to the cadtactivities associated with the expanding comications business. Compensation, tr:
and facilities costs increased substantially dubécadditional employees that have been hirethpdeément the Business Plan. The total
number of employees of the Company increased tooajpately 3,850 at December 31, 1999 from appratéaty 2,200 at December 31,
1998. Professional fees, including legal costsa@ased with obtaining licenses, agreements andhieahfacilities and other development
costs associated with the Company's plans to expamvites offered in U.S., European and Asian maykensulting fees incurred to develop
and implement the Company's business support sgstemd advertising, marketing and other sellingscosntributed to the higher selling,
general and administrative expenses. The Compaoyratorded $126 million of non-cash compensatidtPR9 for expenses recognized
under SFAS No. 123 related to grants of stock ogtand warrants, up from $39 million in 1998. Idliéidn to the expenses noted above, the
Company capitalized $116 million and $52 millionsefling, general and administrative expenses 89%thd 1998, respectively, which
consisted primarily of compensation expense forleyges and consultants working on capital proje&ssthe Company continues to
implement the Business Plan, selling, general @mdirzistrative costs are expected to continue toeige significantly.

Write-off of In-Process Research and DevelopmenttéAdbff of in-process research and developme®3af million in 1998 was the portion
of the purchase price allocated to the telephoh&ark-to-Internet Protocol network bridge technolagquired by the Company in the
XCOM transaction and was estimated through fornaflation. In accordance with generally acceptedatting principles, the $30 million
was taken as a nondeductible charge against earininige second quarter of 1998.

EBITDA. EBITDA, as defined by the Company, consistgarnings (losses) before interest, income tad@greciation, amortization, non-
cash operating expenses (including stock-based ensapion and in process research and developmarged) and other non-operating
income or expenses. The Company excludes non-caspensation due to its adoption of the expensegrétion provisions of SFAS No.
123. EBITDA decreased from ($100) million in 19@8$387) million in 1999 primarily due to the sifjoant increase in selling, general and
administrative expenses, described above, incumrednnection with the implementation of the CompamiBusiness Plan. EBITDA is
commonly used in the communications industry tdy@@acompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods indicated. "&mmsolidated Statements of Cash Flows."

Interest Income. Interest income increased fronB8$hidlion in 1998 to $212 million in 1999 primaribs a function of the Company's
increasing average cash, cash equivalents and tablieecurities balances. The average cash balareased from approximately $3.7
billion during 1998 to approximately $4.2 billiomdng 1999 as a result of the December 1998 selisoount notes offering, the March 1999
equity offering
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and the September 1999 subordinated notes offaridgsenior secured credit facility agreement. Ydeld the portfolio, however, have
declined by approximately 50 basis points in 19@@nfthe yields in 1998 primarily due to the fundsnlg invested in shorter term treasury
securities. The accelerating Business Plan hasregbjine Company to shorten the average term a$tng securities in which it invested in
1999. Pending utilization of the cash equivalenis marketable securities in implementing the Bussrfélan, the Company intends to invest
the funds primarily in United States government gadernmental agency securities. This investmeategy will 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. Interest expense, net isete$42 million to $174 million in 1999 due to twmpletion of the offering of $2 billion
aggregate principal amount of Senior Notes in Ap8i98, $834 million aggregate principal amount aturity of Senior Discount Notes
offered in December 1998, the Convertible Subotdith&lotes issued in September 1999, and Senior&e&redit Facility entered into in
September 1999. The amortization of the related idsbance costs also contributed to the increaderkst expense in 1999. The Company
capitalized $116 million and $15 million of intetexpense on network construction and businessostippstems in 1999 and 1998,
respectively.

Equity in Losses of Unconsolidated Subsidiariesuifygn losses of unconsolidated subsidiaries &273million in 1999 and are primarily
attributable to RCN. RCN is the largest single seufacilities-based provider of communicationwges to the residential markets primarily
in the Northeast and California and the largesiore Internet service provider in the NortheasENRis also incurring significant costs in
developing its business plan. RCN's losses incdefieen $205 million in 1998 to $369 million in 1998he Company's proportionate shar
these losses, including goodwill amortization, w485 million and $92 million in 1999 and 1998, resfvely. In 1998, the Company elected
to discontinue its funding of Gateway Opportunitynd, LP, or Gateway, which provided venture capdaleveloping businesses. The
Company recorded losses of $28 million in 1998¢ftect Level 3's equity in losses of the undedybusinesses of Gateway. Also included
are equity earnings and losses of other equity ogeitivestments not individually significant.

Gain on Equity Investee Stock Transactions. Gaieauity investee stock transactions increased 18 $dillion in 1999. RCN issued stock in
a public offering and for certain transactions @88 and 1999 which diluted the Company's ownershRCN from 41% at December 31,
1998 to 35% at December 31, 1999. The increadeeiCbmpany's proportionate share of RCN's netsased result of these transactions
resulted in a pre-tax gain of $117 million from sidiary stock sales for the Company in 1999. Then@any recognized $62 million of gains
for similar stock transactions of RCN in 1998. Tampany also recognized $1 million of gains attialale to other equity method investees.

Gains (Losses) on Sale of Assets. Gains (lossesalernf assets decreased significantly in 199%altiee sale of Cable Michigan to Avalon
Cable of Michigan, Inc. in November 1998. The Compeecognized a gain of approximately $90 millioon the cash-for-stock transaction.
Included in gains (losses) on the disposal of asset ($3) million of losses and $8 million of gaon the disposal of property, plant and
equipment in 1999 and 1998 respectively, and $liamiand $9 million of gains on the sale of markétasecurities in 1999 and 1998
respectively.

Income Tax Benefit. Income tax benefit in 1999 4888 differs from the statutory rate of 35% priffyadue to losses incurred by the
Company's international subsidiaries which caneanbluded in the consolidated U.S. federal retnomdeductible goodwill amortization
expense and state income taxes. The income tafithenE999 also differs from the statutory rateedio foreign tax credits expected to be
released upon carryback of 1999 net operating $otbeet the Company will be unable to utilize. Theome tax benefit in 1998 also differs
from the statutory rate due to the $30 million nehdctible writeeff of the research and development costs acquirdte XCOM acquisitior
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Discontinued Operations. Discontinued operatioshithes the one-time gain of $608 million recognimpdn the distribution of the
Construction Group to former Class C stockholder$farch 31, 1998. Also included in discontinuedmagiens is the gain, net of tax, of $:
million from the Company's sale of its energy assetMidAmerican on January 2, 1998.

1998 vs. 1997

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

Revenue. Revenue for the years ended DecembeB88,ahd December 27, 1997 is summarized as fol{owsillions):

1998 1997
Communications and Information Services............ ... $144 $ 95
Coal MiNING...ccooviiiiiiiei e 228 222
(1 T 20 15

$392 $332

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

The computer outsourcing business experiencedfigigni revenue growth in 1998. The inclusion otilh year of revenue from customers

which began service in 1997 and an increase imrevé&om the existing customer base, resulted?f% increase in outsourcing revenue.
The systems integration business experienced ai2di%ase in revenue in 1998. This increase is pifynattributable to new acquisitions a
a strong demand for Year 2000 renovation durinditeesix months of 1998 and other systems reergging services.

Revenue from coal mines increased slightly in 19g8increase in alternate source coal sales to Camarealth was partially offset by the
expiration of a long-term contract also with Commvealth. In 1998 the Company and Commonwealth antetigegr contract to allow
Commonwealth to accelerate delivery of coal. Thermaed contract requires Commonwealth to take dgliokits year 2001 coal
commitments in 1998, 1999 and 2000. Of the 2001nsidments, 50% was taken in 1998 and 25% will betaik both 1999 and 2000. The
expiration of the long-term contract was partiaffset by contracts with new customers in 199&uifrent market conditions continue, the
Company will experience a significant decline imlo@venue and earnings over the next several wsadglivery requirements under long-
term contracts decline as these long-term contltzg to expire.
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Other revenue is primarily attributable to CPT@ twner operator of the SR91 toll road in soutl@atifornia. Revenues increased in 1998
primarily due to higher traffic counts and increasgetoll rates.

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

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

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

Write-off of In-process Research and Developmenit@Adff of in process research and development$@&smillion in 1998. On April 23,
1998 the Company completed the acquisition of XC@Mrivately held company that developed certammanents necessary for the
Company to develop an interface between its IntdPnatocol based network and the existing publitcved telephone network.

The Company accounted for this transaction, vaatell 54 million, as a purchase. Of the total puseharice, $115 million was originally
allocated to acquired in-process research and oewednt, and was taken as a nondeductible charggrmings in the second quarter of 1998.
In October 1998, the SEC issued new guidelinesdbring acquired research and development whiclapipéied retroactively. Consequently,
the Company has reduced the charge by $85 millvbich also increases goodwill by a correspondingam Goodwill associated with the
XCOM transaction is being amortized over a fiverygariod.
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The Company believes that its resulting chargeéguired research and development conforms toE@sSexpressed guideline and
methodologies. However, no assurances can be giaethe SEC will not require additional adjustnsent

EBITDA. EBITDA, as defined by the Company, consistgarnings (losses) before interest, income tad@greciation, amortization, non-
cash operating expenses (including stock-based ensapion and in process research and developmarged) and other non-operating
income or expenses. The Company excludes non-caspansation due to its adoption of the expensegrétion provisions of SFAS No.
123. EBITDA decreased from $84 million in 1997 {@®0) million in 1998 primarily due to the signifiot increase in general and
administrative expenses, described above, incumrednnection with the implementation of the CompamiBusiness Plan. EBITDA is
commonly used in the communications industry tdy@eacompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods. See "Cons@ii&tatements of Cash Flows."

Interest Income. Interest income increased sigifly in 1998 to $173 million from $33 million iMA7 as the Company's cash, cash
equivalents and marketable securities balancesased to $3.7 billion at December 31, 1998 fronb®7élion at December 27, 1997 as a
result of the two debt offerings and the proceedsfthe sale of its energy business. Pending atitn of the cash equivalents and market
securities in implementing the Business Plan, thmgany intends to continue investing the funds arily in government and governmental
agency securities. This investment strategy wilate lower yields on the funds, but is expectetketiuce the risk to principal in the short
term prior to using the funds in implementing thesBiess Plan.

Interest Expense, Net. Interest expense, net isedesignificantly from $15 million in 1997 to $184llion in 1998 due to the completion of
the offering of $2 hillion aggregate principal ambof 9 1/8% senior notes due 2008 issued on 2&:il1998 and $834 million aggregate
principal amount at maturity of 10 1/2% senior disat notes due 2008 issued on December 2, 1998aribetization of a portion of the $79
million of debt issuance costs associated withs#r@or notes and senior discount notes also inedeiaserest expense in 1998. The Company
capitalized $15 million of interest expense on r@kconstruction and business support systems dewednt projects in 1998.

Equity Losses in Unconsolidated Subsidiaries. Bgoi#ses in unconsolidated subsidiaries increas&d 32 million in 1998 primarily due to
the equity losses attributable to RCN. RCN is #rgest single source, facilities based provideramfimunications services to the residential
markets primarily in the Northeast and the largegtonal Internet service provider in the NortheB&EN is also incurring significant costs in
developing its business plan including the acqois# of several Internet service providers. RCbssés increased from $52 million in 199
$205 million in 1998. The Company's proportiondtars of these losses, including goodwill amort@ativas $92 million and $26 million in
1998 and 1997, respectively. In 1998, the Compéauted to discontinue its funding of Gateway, whichvided venture capital to
developing businesses. The Company recorded lo$&28 million and $15 million in 1998 and 1997spectively, to reflect Level 3's equity
in losses of the underlying businesses of Gatewksp included in equity losses are equity earniog€ommonwealth, a Pennsylvania public
utility providing telephone services, and equitgdes of Cable Michigan prior to its sale in 1998akle television operator in the State of
Michigan.

Gain on Equity Investee Stock Transactions. Gaieauity investee stock transactions was $62 miilioh998. During 1998, RCN issued
stock in a public offering and for certain acqudsis. These transactions decreased the Compangersinp in RCN from 48% in 1997 to
41% in 1998, but increased its proportionate sbhaRCN's net assets. The Company recorded a prgaiaxof approximately $62 million to
reflect this increase in value.

Gains on Sale of Assets. Gains on sale of assatsaised significantly in 1998 due to the sale dil€Michigan to Avalon Cable of Michige
Inc. in November 1998. The Company recognized a ghi
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approximately $90 million from the cash for stockrtsaction. Also included in gains on the dispo$alssets are $8 million and $1 million of
gains on the disposal of property, plant and eqeipim 1998 and 1997 respectively, and $9 millibgains on the sale of marketable
securities in both periods.

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

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

Financial Condition

The Company's working capital decreased approxisnéte7 billion during 1999 from $3.5 billion at Dember 31, 1998 to $2.8 billion at
December 31, 1999. The decrease was primarily atheetcapital expenditures and operating expemsesred to implement the Business
Plan. Partially offsetting these expenditures vibesproceeds from the $1.5 billion equity offercampleted in March 1999, the $823 million
offering of 6% convertible subordinated notes dmel$475 million proceeds from the $1.375 billionise secured credit facility. Both the €
convertible subordinated notes offering and théosesecured credit facility were completed in Semter 1999.

Cash provided by continuing operations increaseih fapproximately $170 million in 1998 to approxielgt$438 million in 1999 primarily
due to the changes in components of working cagitdlan increase in interest income. An increasiearcosts paid to implement the
Business Plan also reduced cash provided by congjraperations. Interest income increased in 1$98 @esult of the proceeds received from
the senior notes, senior discount notes, 6% coiblegubordinated notes, the senior secured dadlity and the March 1999 equity

offering. The increase in cash provided by inteirestme was partially offset by the semi-annualment of interest on the senior notes. The
initial interest payment on the 6% convertible sulimated notes is due in 2000. Interest paymentnoounts outstanding under the senior
secured credit facility are due periodically basadhe Company's selection of alternative baseanadiel IBOR loans. A commitment fee on
the unused portions of the senior secured creclittfais payable on the last business day of ezdbndar quarter. Interest payments on the
senior discount notes are deferred until 2004.

Investing activities include the purchase and ebgpproximately $4.6 billion and $5.2 billion, pextively, of marketable securities. The
Company also incurred costs of $3.4 billion foritalpexpenditures, primarily for the expanding coomitations business. In 1999, the
Company invested $1.4 billion on its U.S. intercitwork, $.5 billion on its international networksd gateway facilities, $.3 billion on
transoceanic networks and $.7 billion on gatewailifees and local networks.

Financing sources in 1999 consisted primarily efitlet proceeds of $451 million from the senior sedweredit facility, net proceeds of $798
million from the offering of $823 million aggregapeincipal amount of 6% convertible subordinatetesalue 2009, net proceeds of $1.5
billion from the issuance of 28.75 million sharézommon stock and the exercise of Company stotibpfor $22 million. The Company
also repaid long-term debt of approximately $6 iollduring 1999.

Liquidity and Capital Resources

Since late 1997, the Company has substantiallgaszd the emphasis it places on and the resowreeted to its communications and
information services business. The Company has amead the implementation of a plan to become éitfasibased provider (that is, a
provider that owns or leases a
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substantial portion of the property, plant and pmeént necessary to provide its services) of a braade of integrated communications
services. To reach this goal, the Company is expgralibstantially the business of its subsidiakK/SRnformation Services, Inc. to create,
through a combination of construction, purchaselaasing of facilities and other assets, an adv@nogernational, facilities based
communications network. The Company is designiagétwork based on Internet Protocol technologyriter to leverage the efficiencies of
this technology to provide lower cost communicasiservices.

The development of the Business Plan will requigaificant capital expenditures, a substantial jporof which will be incurred before any
significant related revenues from the Business Biarexpected to be realized. These expenditgsttter with the associated early opere
expenses, may result in substantial negative 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@@dtual construction costs or the timing
of the expenditures may deviate from current egésial he Company's capital expenditures in conmeetith the Business Plan were
approximately $3.4 billion in 1999. The Companyirasates that its capital expenditures in connectith the Business Plan will approximate
$3.5 billion in 2000. The Company's current ligtydand the agreement with INTERNEXT should be sigfit to fund the currently
committed portions of the Business Plan.

On January 24, 2000 the Company announced thasitexpanding the scope of its Business Plan tadech significant increase in the
amount of colocation space available to the Comigamgb-centric customers, and additional localrffeilities. The Company currently
estimates that the implementation of the Businéeas Will require between $13 and $14 billion ovee tL0-year period of the Business Plan.
The Company's ability to implement the Business Rlad meet its projected growth is dependent uzoatility to secure substantial
additional financing in the future. The Company ects to meet its additional capital needs withpgiteeeeds from credit facilities and other
borrowings, including the senior secured creditifgentered into on September 30, 1999, and sadéssuance of additional equity securi
or additional debt securities, including this ofifigrand the other offerings. The 9 1/8% senior siated the 10 1/2% senior discount notes
were issued under indentures which permit the Compad its subsidiaries to incur substantial ameofidebt. The senior secured credit
facility also permits the Company to incur subsargmounts of unsecured debt.

In addition, the Company may sell or dispose o#xg businesses or investments to fund portiotk@Business Plan. The Company may
sell or lease fiber optic capacity, or accessgednduits. 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@abddtain additional financing when needed, it rhayrequired to scale back significar
its Business Plan and, depending upon cash flom ft® existing businesses, reduce the scope pfdtss and operations.

In connection with implementing the Business Plaanagement will continue reviewing the existingibesses of the Company to determine
how those businesses will complement the Compdogiss on communications and information services.i$ decided that an existing
business is not compatible with the communicatemms information services business and if a suithbiesr can be found, the Company may
dispose of that business.
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Year 2000
Level 3 Communications, LLC

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

PKSIS

PKS Information Services, Inc., or PKSIS, provideside variety of information technology servicB&SIS has two main lines of business:
computer outsourcing and systems integration. Dinepeiter outsourcing business is managed by PKS G@mnfervices LLC, or PKSCS.
The systems integration is managed by PKS Systaetegration LLC, or PKSSI.

PKSIS derived a substantial portion of its revennek999 from projects that its subsidiary, PKSSInducted involving Year 2000
assessment and renovation services. This exposeSIR& potential risks that may include problemthwgervices provided by PKSSI to its
customers and the potential claims arising unde8 &k customer contracts. PKSSI attempts to camtrfy limit its exposure to liability for
Year 2000 compliance issues. However, these cdnatblimitations may not be effective.

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

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

Costs of Year 2000 Issues. Level 3 Communicatibb€, incurred approximately $2 million of costs i899. These costs primarily arise fr
direct costs of Level 3 employees verifying equiptrend software as Year 2000 ready. However, L&w#es not separately track the
internal employee costs incurred for its Year 2pfgjects. Level 3 does track all material costsiined for its Year 2000 projects as well as
all costs incurred by the Year 2000 program offleevel 3 estimated the time and effort expendedsgmployees on Year 2000 projects
based on an analysis of Year 2000 project plans.

PKSIS incurred approximately $4 million of costdrtgplement its Year 2000 program through 1998, iandrred an additional approximat
$4 million of costs in 1999. These costs primaaitise from direct costs of PKSCS employees workingipgrades per vendor specifications
of operating system software for PKSCS outsourcimgomers and the cost of vendor supplied operatistems software upgrades and the
cost of additional hardware. However, PKSIS dodsseparately track the internal costs incurredtfolear 2000 projects and does not track
the cost and time its employees spend on Year ggjécts. PKSCS has estimated the time and effpereded by its employees on Year
2000 projects based on an analysis of Year 200@girplans. Labor costs for PKSCS' Year 2000 ptsjaere estimated to be $2 million for
1998 and $1 million in 1999. Costs for software naplgs, additional equipment costs and a test sylsieRKSCS' Year 2000 projects were
estimated to be $2 million for 1998 and $3 milliarl999. Such costs are not available for PKSSkpatot believed to be material. Year
2000 costs for PKSSI are believed to be substinteds than PKSCS and focus primarily on the obstvaluating and, if necessary,
upgrading network and desktop hardware and softWwdre costs incurred by PKSSI for performing Ye@0@ services for its customers are
included within PKSSI's pricing for such services.
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Quantitative and Qualitative Disclosures About Market Risk

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

Level 3 continues to hold positions in certain pelpltraded entities, primarily Commonwealth Telepk and RCN. The Company accounts
for these two investments using the equity metfid@. market value of these investments is approxity&tl.866 billion as of December 31,
1999, which is significantly higher than their géng value of $292 million. The Company does natently have plans to dispose of these
investments; however, if any such transaction gecijthe value received for the investments woeldtiected by the market value of the
underlying stock at the time of any such transactf®20% decrease in the price of Commonwealthpgfedae and RCN stock would result in
approximately a $373 million decrease in fair masadue of these investments. The Company doesureéntly utilize financial instruments
to minimize its exposure to price fluctuations quity securities.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

The significance of MGCP is that when implementadlill provide customers with a seamless intercatioa between traditional PSTN and
the newer Internet Protocol technology networksdl& believes that this integration will enablesimmers to benefit from the lower cost of
Internet Protocol network services, including vaaeel fax, without modifying existing telephone dax equipment or dialing access codes.
Level 3 plans to use MGCP in the development abvts network.
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On May 13, 1999, a group of leading telecommuniceticompanies announced the formation of the latemmal Softswitch Consortium, or
the "Consortium." Level 3 was one of the foundingmibers of this Consortium. The Consortium currehély approximately 100 members.
The purpose of the organization is to promote gziandards and protocols and new application dewaop for the distributed set of
hardware and software platforms that are refeweabstsoftswitches and can seamlessly interconne®$TN with information and
applications currently available only over the intt. The Consortium is the first group to focuslesively on interconnection between
Internet Protocol networks and the PSTN, and isnoting worldwide compatibility and interoperabiliof these networks. The Consortium's
charter also calls for it to act as a catalystiimglating independent software vendors to devetmpe-added services for service providers
and network users of Internet Protocol networks.
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BUSINESS

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

History

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

In 1995, the Company distributed to the holder€laiss D Stock all of its shares of MFS. In the seyears from 1988 to 1995, the Company
invested approximately $500 million in MFS; at tivee of the distribution to stockholders in 199% Company's holdings in MFS had a
market value of approximately $1.75 billion. In RBewber 1996, MFS was purchased by WorldCom in aaetion valued at $14.3 billion.

In December 1997, the Company's stockholdersedtifie decision of the Board to effect the spiitseparating the Construction Group. A
result of the split-off, which was completed on kfaB1, 1998, the Company no longer owns any intémgbe Construction Group. In
conjunction with the split-off, the Company changschame to "Level 3 Communications, Inc.," anel @onstruction Group changed its
name to "Peter Kiewit Sons', Inc.”

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

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

Business Plan

Since late 1997, the Company has substantiallyased the emphasis it places on and the resowreeted to its communications and
information services business. Since that timeQbmpany has become a facilities based providat {$ha provider that owns or leases a
substantial portion of the plant, property and pment necessary to provide its services) of a braage of integrated communications
services. The Company has expanded substantiallyukiness of its subsidiary PKSIS and is creathmgugh a combination of construction,
purchase and leasing of facilities and other asaatadvanced, international, facilities based camioations network. The Company desig
the Level 3 network based on Internet Protocolnetdgy in order to leverage the efficiencies ofttachnology to provide lower cost
communications services.
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Market and Technology Opportunity. The Companydwas that, as technology advances, a comprehenasige of both consumer and
business communications and information servicdseiprovided over networks utilizing Internet Rycol technology. These services will
include traditional voice services, as well as othata services such as Internet access and vitivate networks. The Company believes
shift has begun, and over time should acceleratahé following reasons:

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

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

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

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

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

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

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

. Offer a Comprehensive Range of Communicationsi&es. The Company provides a comprehensive rahgenomunications services over
the Level 3 network, including private line, (3)¥eilong distance services, colocation, Interneésg€and managed modem.
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Level 3 expects to begin commercial testing of séea¢ures associated with local service, such kerdB, voice mail and call forwarding,
during the first quarter of 2000. Level 3 is al$fenng dark fiber and conduits along its local antercity networks on a longerm lease bas

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

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

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

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

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

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

. Leverage Existing Information Services CapaleiitiThe Company is expanding its existing cap&slin computer network systems
integration, consulting, outsourcing and softwaengineering, with particular emphasis on the crsioe of legacy software systems to
systems that are compatible with Internet Protoetivorks and web browser access.
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. Attract and Motivate High Quality Employees. Thempany has developed programs designed to adindatetain employees with the
technical skills necessary to implement the Busiidlan. The programs include the Company's Shaksvetock purchase plan and its
Outperform Stock Option program.

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

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

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

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

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

The Level 3 Network

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

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

. leased or owned local networks in 56 North Anenicarkets;

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

On July 26, 1999, the Company announced two impbdeavelopments of its European network build vaigheements with Eurotunnel and
Alcatel. Eurotunnel will install and supply Levela8th multiple cross-Channel cables between thdddnKingdom and France through the
high-security service tunnel. The first of thesblea will be completed by the end of the first qaaof 2000. Subsequent cables will be
installed to upgrade and expand the network asdresh required or when new fiber technology becoavedlable. Alcatel will design,
develop and install an undersea cable to link el 3 network between the United Kingdom and BetgiThe cable system is already ur
development and will be completed by the end ofitisé half of 2000.
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In addition, on May 4, 1999, Level 3 and COLT TealecGroup plc announced an agreement to sharefooste construction of European
networks. The agreement calls for Level 3 to skarestruction costs of COLT's planned 1,600 milericity German network linking Berlin,
Cologne, Dusseldorf, Frankfurt, Hamburg, Munich &bdttgart. In return, COLT will share constructicosts of Ring 1 of Level 3's planned
European network.

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

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

In the Pacific Rim, the Company currently intenalgtovide service over a leased line intercity retnand long-term leases of submarine
cable capacity. In 1999, Level 3 opened its AsiaifRaheadquarters in Hong Kong. On January 24020@vel 3 announced two important
developments of its Asian network with the plangedstruction of a 2.56 Tbps undersea cable injt@dinnecting Hong Kong to Tokyo and
gateway facilities in each city. This connectiotvilen Hong Kong and Tokyo is intended to be that ftage in the construction by Level 3
of an undersea network in the region and is sclegidigr completion in the second quarter of 200k Tempany plans to share construction
and operating expenses of the system with one o# mdustry partners.

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

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

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

The Company has negotiated master leases withaeVeECs and ILECs to obtain leased capacity frbasé providers so that the Company
can provide its clients with local transmission alifities before its own local networks are comglaind in locations not directly accessed by
the Company's owned facilities.

The launches of services in London and Frankfuibfied the Company's acquisitions of BusinessNatitad, a leading UK ISP, in January
1999 and miknet Internet Based Services GmbH,dirlgaGerman ISP, in September 1998. In additioduime 1999, the Company comple
the construction of its metropolitan network in gy of London. The Company launched its interoadil gateway in London in January
1999 and Paris, Amsterdam and Frankfurt in Jun®.1BBe 75,000 square foot office and operationgitiae London is the hub of Europei
operations and houses the operational center anrieequipment, along with additional space fopaxsion and colocation services. In
addition, in July 1999, Level 3 acquired a buildimigh an additional approximately 263,000 squakt & space to serve as colocation
technical space in London. The Company is curresffigring services in and among London, Paris, AmtEm and Frankfurt.
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Communications and Information Services

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

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

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

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

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

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

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

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

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

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

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

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

S-50



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

. Managed Modem. The Company is offering to its@uers an outsourced, turn-key infrastructure smiufior the management of dial up
access to either the public Internet or a corpatata network that may include access to the puiiégrnet (“Managed Modem"). This serv
was the first offered by the Company that usedssafth technology to seamlessly interconnect taR8&N. While ISPs are provided a fully
managed dial-up network infrastructure for accegbé¢ public Internet, corporate customers thatipase Managed Modem services receive
connectivity for remote users to support data apfibns such as telecommuting, e-mail retrievad, @ient/server applications. For Managed
Modem customers, Level 3 arranges for the provisfdocal network coverage, dedicated local teleghoumbers (which the Managed
Modem customer distributes to its customers inctse of an ISP or to its employees in the casecoforate customer), racks and modems
as well as dedicated connectivity from the custsriecation to the Level 3 gateway facility. Ledealso provides monitoring of this
infrastructure 24 hours a day, seven days a wegkrd®viding a turn- key infrastructure modem saatiLevel 3 believes that this product
allows its customers to save both capital and dipgraosts.

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

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

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

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

Distribution Strategy

Level 3's distribution strategy is to utilize aetit sales force focused on communications interesieweb centric businesses. These
businesses include ISPs, application service pepgjccontent providers, systems integrators, neméation carriers, wetesting companie:
streaming media companies and Internet Protocol
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based storage providers. Level 3 believes thaethempanies are the most significant drivers oflladth demand. The past distinctions
between retail and wholesale have been blurredesetcommunications intensive and web centric lbases purchase Level 3 services, add
value to our services and then remarket the sex¥acend-users. Bandwidth constitutes a signifipantion of these companies' cost structure
and their needs for bandwidth in many cases angiggoat an exponential rate. Providing continualéclining bandwidth costs to these
companies is at the core of Level 3's market englstrategy.

Level 3 expects that approximately 85% of its saldisbe to web centric customers that package caminations services into value added
services and directly sell into the residential Bodiness markets. The remaining approximately ab%evel 3's sales will be to other
customers that are communications intensive and hagh growth in communications and informationveas consumption. Level 3 has
segmented its sales organization into four chartodlaplement this distribution strategy. Thesdude a Regional/Account Sales Group, a
Carrier Sales Group and a Dark Fiber Sales Group.

Business Support System

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

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

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

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

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

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

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

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

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

Interconnection and Peering

As a result of the Telecom Act, properly certifdicompanies may, as a matter of law, interconmitkatILECs on terms designed to help
ensure economic, technical and administrative éguaétween the interconnected parties. The TeleBotprovides, among other things, t
ILECs must offer competitors the services and itéesdl necessary to offer local switched services ‘S-Regulation."”
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As of December 31, 1999, the Company had entetedriterconnection agreements covering 49 marRéts.Company may be required to
negotiate new or renegotiate existing interconnectigreements as Level 3 expands its operationigriant and additional markets in the
future and as existing agreements expire or anginated.

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

Employee Recruiting and Retention

As of December 31, 1999, Level 3 had 3,175 empkyethe communications portion of its business BH&IS had approximately 681
employees, for a total of 3,856 employees. The Gombelieves that its ability to implement the Bgsis Plan will depend in large part ot
ability to attract and retain substantial numbéradulitional qualified employees. In order to attrand retain highly qualified employees, the
Company believes that it is important to provigea(ivork environment that encourages each indivittuperform to his or her potential, (ii;
work environment that facilitates cooperation todgashared goals and (iii) a compensation prograsigded to attract the kinds of
individuals the Company seeks and to align emplsyiaterests with the Company's. The Company bedi¢kie Business Plan and its
relocation to new facilities in the Denver metraf@ai area help provide such a work environmenthwéispect to compensation programs,
while the Company believes financial rewards alareenot sufficient to attract and retain qualifeedployees, the Company believes a
properly designed compensation program is a negessmponent of employee recruitment and retentiothis regard the Company's
philosophy is to pay annual cash compensation wiifithe Company's annual goals are met, is modiragteater than the cash compense
paid by competitors. The Company's non-cash bepefgrams (including medical and health insuratifeejinsurance, disability insurance,
etc.) are designed to be comparable to those dffeyéts competitors. See "Risk Factors--We mayieble to hire and retain sufficient
qualified personnel; the loss of any of our keyoenive officers could adversely affect us."

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

The Company has adopted the OSO program, whicérdiffom LTI programs generally adopted by the Canyfs competitors that make
employees eligible for conventional non-qualifiédck options ("NQSOs"). While widely adopted, themdpany believes such NQSO
programs reward employees when company stock pedermance is inferior to investments of similisks, dilute public stockholders in a
manner not directly proportional to performance #aildto provide a preferred return on stockholtlargested capital over the return to opt
holders. The Company believes that the OSO proisauperior to an NQSO-based program with respettidse issues while, at the same
time, providing employees a success-based rewdadding the associated risk.
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The OSO program was designed by the Company sdadhsibckholders receive a market related returtheir investment before OSO
holders receive any return on their options. ThenGany believes that the OSO program aligns direntiployees' and stockholders' interests
by basing stock option value on the Company'stghii outperform the market in general, as meashyetthe S&P 500 Index. The value
received for options under the OSO plan is basea fmnmula involving a multiplier related to how ofuour common stock outperforms the
S&P 500 Index. Participants in the OSO programator@alize any value from options unless our comstonk price outperforms the S&P
500 Index. To the extent that our common stock erfigpms the S&P 500, the value of OSOs to an ogtmder may exceed the value of
NQSOs.

Subsequent to the split-off of the Construction@prérom its other businesses, the Company adoptedstognition provisions of SFAS No.
123. Under SFAS No. 123, the fair value of an O8©domputed in accordance with accepted optioratialumodels) on the date of grant is
amortized over the vesting period of the OSO. Huegnition provisions of SFAS No. 123 are appliemspectively upon adoption. As a
result, they are applied to all stock awards gidirighe year of adoption and are not applied tard® granted in previous years unless those
awards are modified or settled in cash after adapf the recognition provisions. The adoption BAS No. 123 resulted in notash charge

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

Competition

The communications and information services inguisthighly competitive. Many of the Company's ¢ixig and potential competitors in the
communications and information services industiyehfnancial, personnel, marketing and other resmmsignificantly greater than those of
the Company, as well as other competitive advastagsuding existing customer bases. Increasedatiolagion and strategic alliances in the
industry resulting from the Telecom Act, the openaf the U.S. market to foreign carriers, techn@abadvances and further deregulation
could give rise to significant new competitorstie Company.

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

For voice services, the Company will compete prilpavith national and regional network providersT&T, Sprint, MCI WorldCom and
Qwest currently own nationwide long distance fibptic networks. Significant new competitors coul@as a result of increased
consolidation and strategic alliances in the inqusgsulting from recent Congressional and FCCoasti MCl WorldCom has entered into an
agreement to acquire Sprint. In Europe, GTS, MCHd@om and Viatel currently own intercity networlkdwest's network as well as the
intercity networks being deployed by others, inahgdBroadwing and Williams Communications in theitdd States and KPNQwest, i-21
and Global Crossing in Europe, use advanced tecgpdalimilar to that of the Level 3 network and ofégynificantly more capacity to the
marketplace. Increased capacity may cause signifaecreases in the prices for services. The wlofithe Company to compete effectivel
this market will depend upon its ability to maimtdiigh quality services at prices equal to or belloase charged by its competitors.
Interexchange Carriers and certain CLECs with ex@iesr optic strands may be competitors in thd diaer business. In the long distance
market, the Company's primary competitors will i AT&T, MCIl WorldCom, Sprint and Qwest, all of e have extensive experience in
the long distance market. In addition, the Teledarhwill allow the RBOCs and others to enter thedalistance market. Bell Atlantic was
recently authorized to conduct in- region longatiste service in New York. SBC has filed an applicato conduct such service in Texas.
These providers are also competitors in the pronisi internet access. In local markets the Compatiyompete with ILECs and CLECS,
many of whom have extensive experience in the lozaket.
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The communications and information services inguistsubject to rapid and significant changes ant®logy. For instance, recent
technological advances permit substantial increfmseansmission capacity of both new and exisfibgr, and the introduction of new
products or emergence of new technologies may eetheccost or increase the supply of certain sesvsimilar to those which the Company
plans on providing. Accordingly, in the future tGempany's most significant competitors may be netraets to the communications and
information services industry, which are not buettby an installed base of outmoded equipment.

Regulation

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

Federal Regulation

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

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

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

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

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

. Unbundled Access. Requires all ILECs to providadiscriminatory access to specified unbundled agkwlements (including certain
network facilities, equipment, features, functioasd capabilities) at any technically feasible paiithin their networks, on nondiscriminatc
terms and at prices based on cost (which may iecdugkasonable profit).
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. Number Portability. Requires all ILECs and CLEG®ermit, to the extent technically feasible, asartelecommunications services to
retain existing telephone numbers without impairhwdrguality, reliability or convenience when switng from one telecommunications
carrier to another.

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

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

ILECs are required to negotiate in good faith va#tiriers requesting any or all of the above arreraggs. If the negotiating carriers cannot
reach agreement within a prescribed time, eitheiezamay request binding arbitration of the digulissues by the state regulatory
commission. Even when an agreement has not beehe@aLECs remain subject to interconnection alans established by the FCC and
state telecommunications regulatory commissions.

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

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

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

The Telecom Act also codifies the ILECs' equal as@nd nondiscrimination obligations and preemmptsnsistent state regulation. The
Telecom Act contains special provisions that mogifgvious court decrees that prevented RBOCs frawigting long distance services and
engaging in telecommunications equipment manufamumhese provisions permit a RBOC to enter timg ldistance market in its traditional
service area if it satisfies several procedural sutzbtantive requirements, including obtaining F@@roval upon a showing that the RBOC
has entered into interconnection agreements (olensome circumstances, has offered to enter utlo agreements) in those states in which
it seeks long distance relief, the interconnectigreements satisfy a 14-point "checklist" of coritiyetrequirements, and the FCC is satisfied
that the RBOC's entry into long distance markets the public interest. Recently, the FCC approBedl Atlantic's
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petition to offer long distance service in New Yo8BC has filed an application to conduct suchiserin Texas. The Telecom Act permitted
the RBOCs to enter the out-of-region long distameeket immediately upon its enactment.

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

If the stay is lifted and the FCC order becomesatife, telecommunications carriers such as thef@omwill no longer be able to rely on
filing of tariffs with the FCC as a means of prawig notice to customers of prices, terms and c@riton which they offer their interstate
services. The obligation to provide non-discrimamgf just and reasonable prices remains unchangeerthe Communications Act of 1934.
While tariffs provided a means of providing notifeprices, terms and conditions, the Company irgendely primarily on its sales force and
direct marketing to provide such information todtstomers.

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

Beginning in June 1997, every RBOC advised CLE@sttiey did not consider calls in the same lochincparea from their customers to
CLEC customers, who are ISPs, to be local callgeuotite interconnection agreements between the REXDE&she CLECs. The RBOCs claim
that these calls are exchange access calls fohvelxichange access charges would be owed. The RB@i@®d, however, that the FCC
exempted these calls from access charges so tltatnmpensation is owed to the CLECs for transpouwing terminating such calls. As a
result, the RBOCs threatened to withhold, and imyr@ases did withhold, reciprocal compensatiorttiertransport and termination of such
calls. To date, thirty-six state commissions haued on this issue in the context of state commisarbitration proceedings or enforcement
proceedings. In thirty- three states, to date state commission has determined that reciprocapeosation is owed for such calls. Several of
these cases are presently on appeal. Reviewingsdwave upheld the state commissions in eight decisendered to date on appeal. App
from these decisions are pending in the FourthFaftld Circuits and the U.S. Circuit Court of Appéat the District of Columbia. The
Seventh Circuit upheld the Illinois Commerce Conwiais decision on June 18, 1999. On February 259,119@ FCC issued a Declaratory
Ruling on the issue of inter-carrier compensatmmnchlls bound to ISPs. The FCC ruled that thescai largely jurisdictionally interstate
calls, not local calls. The FCC, however, determiitieat this issue was not dispositive of wheth&rinarrier compensation is owed. The F
noted a number of factors which would allow théestommissions to leave their decisions requirirgayment of compensation
undisturbed. The Company cannot predict the efiette FCC's ruling on existing state decisiongheroutcome of pending
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appeals or of additional pending cases. The Nimtbu@ dismissed an appeal of a Washington decisiothe ground that it constituted a
collateral attack on the FCC's ruling. The FCC #&saed proposed rules to address inter- carrimpeosation in the future.

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

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

In December 1996, the FCC initiated a Notice oliingiregarding whether to impose regulations ockarges upon providers of Internet
access and information services (the "Internet NAdlhe Internet NOI sought public comment upon \ubeto impose or continue to foreb:
from regulation of Internet and other packet-swétmetwork service providers. The Internet NOI #jmdly identifies Internet telephony as
a subject for FCC consideration. On April 10, 19%&, FCC issued a Report to Congress on its impiéatien of the universal service
provisions of the Telecom Act. In that Report, H&C stated, among other things, that the provisidransmission capacity to ISPs
constitutes the provision of telecommunications sntherefore, subject to common carrier regutetid’he FCC indicated that it would
reexamine its policy of not requiring an ISP to trinute to the universal service mechanisms wherl $i? provides its own transmission
facilities and engages in data transport over tifi@siéities in order to provide an information siee. Any such contribution by a facilities
based ISP would be related to the ISP's provisidheounderlying telecommunications services. lReport, the FCC also indicated that it
would examine the question of whether certain foofiiphone-to-phone Internet Protocol telephony' iaformation services or
telecommunications services. It noted that the BE@iGhot have an adequate record on which to makealafinitive pronouncements on that
issue at this time, but that the record the FCCrhakwed suggests that certain forms of phonphtone Internet Protocol telephony appe:
have similar functionality to nomternet Protocol telecommunications services acHl the characteristics that would render themrinfdion
services. If the FCC were to determine that celfitaiernet Protocol telephony services are sube&QC regulations as telecommunications
services, the FCC noted it may find it reasonatié the ISPs pay access charges and make unigersale contributions similar to non-
Internet Protocol based telecommunications semiogiders. The FCC also noted that other formstdrhet Protocol telephony appear to be
information services. The Company cannot predietdhtcome of these proceedings or other FCC pratgethat may effect the Company's
operations or impose additional requirements, @@ns or charges upon the Company's provisiontefhet access services.

On May 8, 1997, the FCC issued an order estabtishisignificantly expanded federal universal serg@absidy regime. For example, the F
established new universal service funds to sugpt@tommunications and information services pradittequalifying schools and libraries
(with an annual cap of $2.25 billion) and to rumehlth care providers (with an annual cap of $400om). The FCC also expanded the
federal subsidies for local exchange telephoneics\provided to low-income consumers and receftlybled the size of the high cost fund
for non-rural LECs. Providers of interstate teleconmications service, such as the Company, as welkdain other entities, must pay for
these programs. The Company's contribution to thasesrsal service funds will be based on its tehemunications service end-user
revenues. The extent to which the Company's sendoe viewed as telecommunications services orfasmation services will impact the
amount of the Company's contributions, if any. Adi¢ated in the preceding paragraph, that issuabilseen resolved. Currently, the FCC
assesses such payments on the basis of a proviertsue for the previous year. The Company iseatliliy unable to quantify the amount of
subsidy payments that it will be required to make the effect that these required payments wilehav its financial condition because of
uncertainties concerning the size of the univetgad and uncertainties concerning the classificatibits services. The
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Fifth Circuit Court of Appeals recently upheld th€C in most respects, but rejected the FCC's dffdsaise contributions on intrastate
revenues. The FCC's universal service program hsaybe altered as a result of the agency's receratidn of its policies, or by future
Congressional action.

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

On November 18, 1999, the FCC adopted a new oedgiining ILECs to provide line sharing, which wallow CLECs to offer data services
over the same line the consumer uses for voicécasrwithout the CLECs being required to offer ¢bée services. State commissions have
been authorized to establish the prices to the GLf6€such services. The decision has been appealed

State Regulation

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

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

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

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

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

Local Regulation

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

Canadian Regulation

The Canadian Radio-television and Telecommunicat@ommission (the "CRTC") generally regulates Idiggance telecommunications
services in Canada. Regulatory developments oeepdlst several years
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have terminated the historic monopolies of theaeai telephone companies, bringing significant cetitipn to this industry for both
domestic and international long distance servioasalso lessening regulation of domestic longatisé companies. Resellers, which, as well
as facilities-based carriers, now have interconaecaights, but which are not obligated to fileiffs; may not only provide transborder
services to the U.S. by reselling the servicesigaxl’by the regional companies and other entitigslso may resell the services of the for
monopoly international carrier, Teleglobe Canadalgglobe"), including offering international swited services provisioned over leased
lines. Although the CRTC formerly restricted thagtice of "switched hubbing" over leased lines tigtointermediate countries to or from a
third country, the CRTC recently lifted this restidn. The Teleglobe monopoly on international &% and submarine cable landing rights
terminated as of October 1, 1998, although theipi@mv of Canadian international transmission féiei-based services remains restricted to
"Canadian carriers" with majority ownership by Cdiaas. Ownership of non- international transmisdaailities are limited to Canadian
carriers but the Company can own international sarime cables landing in Canada. The Company caondgr current or foreseen law,
enter the Canadian market as a provider of trarsomdacilities-based domestic services. Recent CRIlings address issues such as the
framework for international contribution chargeyglale to the local exchange carriers to offset sofrthe capital and operating costs of the
provision of switched local access services ofitikembent regional telephone companies, in thedacay as ILECs, and the new entrant
CLECs.

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

The Company's Other Businesses

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

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

Commonwealth Telephone. Commonwealth Telephonésnmsylvania public utility providing local telepie service to a 19-county, 5,191
square mile service territory in Pennsylvania. Cammealth Telephone services approximately 291,081 mccess lines. Commonwealth
Telephone also provides network access and logntis services to IXCs. Commonwealth Telephonesgibas customer base is diverse in
size as well as industry, with very little concation. A subsidiary, Commonwealth Communicatiores provides telecommunications
engineering and technical services to large cotpanéents, hospitals and universities in the nesidtern United States. Another subsidiary,
Commonwealth Long Distance operates principalliyémnsylvania, providing switched services and eesbbeveral types of services, using
the networks of several long distance providera erholesale basis. As of December 31, 1999, th&C-Holding Company owned
approximately 47.9% of the outstanding common stdfdRommonwealth Telephone.

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

RCN. RCN is a full service provider of local, lodggtance, Internet and cable television servicaaaily to residential users in densely
populated areas in the Northeast. RCN operatecaspetitive telecommunications service provideNaw York City and Boston. RCN al
owns cable television operations in New York, N@rsdy and Pennsylvania; a 40% interest in Megac8bte de C.V., Mexico's second
largest cable television operator; and has longudée operations (other than the operations imiceareas of Pennsylvania). RCN is
developing advanced fiber optic networks to provdadeide range of telecommunications services, gioly local and long distance telepha
video programming and data services (including Isigled Internet access), primarily to residentiast@amers in selected markets in the
Boston to Washington, D.C. and San Francisco to[8eago corridors. During the first quarter of 1988CN acquired Ultranet
Communications, Inc. and Erols Internet, Inc., t8Bs with operations in the Boston to Washingtoi@.zorridor. As of December 31, 19!
the C-TEC Holding Company owned approximately 34dfhe outstanding common stock of RCN.

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

Coal Mining

The Company is engaged in coal mining throughutsgliary, KCP, Inc. ("KCP"). KCP has a 50% inte¢ieshree mines, which are operated
by a subsidiary of Peter Kiewit Sons', Inc. ("Nel¢3®). Decker
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Coal Company ("Decker") is a joint venture with \Weea Minerals, Inc., a subsidiary of The RTZ Cogtmn PLC. Black Butte Coal
Company ("Black Butte") is a joint venture with it Creek Coal Company, a subsidiary of Union Fa&iesources Group Inc. Walnut
Creek Mining Company ("Walnut Creek") is a gen@aitnership with Phillips Coal Company, a subsidi@Phillips Petroleum Company.
The Decker mine is located in southeastern Montidw@aBlack Butte mine is in southwestern Wyominyg ¢he Walnut Creek mine is in east-
central Texas. The coal mines use the surface mimgthod. For a discussion of certain risks assetiaith the coal mining business, see
"Risk Factors--Environmental liabilities from ouistorical operations could be material," "--Sigecdnt future declines in cash flow from coal
operations" and "--Potential liabilities and claiarssing from our coal operations could be sigmific"

The coal produced from the KCP mines is sold pripéw electric utilities, which burn coal in ordés produce steam to generate electricity.
Approximately 95% of sales are made under long-tawniracts, and the remainder are made on thetspdtet. Approximately 75%, 77%
and 79% of KCP's revenues in 1999, 1998 and 19entively, were derived from long-term contracihwCommonwealth Edison
Company (with Decker and Black Butte) and The Dietdison Company (with Decker). The primary cuséorof Walnut Creek is the
Texas-New Mexico Power Company ("TNP"). KCP alss bther sales commitments, including those withr&iPacific, Idaho Power,
Solvay Minerals, Pacific Power & Light, Minnesotavi®er, and Mississippi Power, that provide for tleéivibry of approximately 13 million
tons through 2005. The level of cash flows gendrateecent periods by the Company's coal operstiaiti not continue after the year 2000
because the delivery requirements under the Con'gangrent long-term contracts decline significantl

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

The coal industry is highly competitive. KCP comgsehot only with other domestic and foreign coaldiers, some of whom are larger and
have greater capital resources than KCP, but atboalternative methods of generating electricitg alternative energy sources. In 1997,
KCP's production represented 1.4% of total U.SI pozduction. Demand for KCP's coal is affectedelspnomic, political and regulatory
factors. For example, recent "clean air" laws ntagdate demand for low sulfur coal. KCP's westernal reserves generally have a low
sulfur content (less than one percent) and areentiyruseful principally as fuel for coal-firedesim-electric generating units.

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

The Company is required to comply with various fedlestate and local laws and regulations concgrpiotection of the environment. KCP's
share of land reclamation expenses for the yeazdeBdcember 31, 1999 was approximately $7 milliki@P's share of accrued estimated
reclamation costs was $100 million at Decemberl®989. The Company did not make significant caggdenditures for environmental
compliance
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with respect to the coal business in 1999. The Guyelieves its compliance with environmental @ctibn and land restoration laws will
not affect its competitive position since its cotioes in the mining industry are similarly affedtby such laws. However, failure to comply
with environmental protection and land restorateoms, or actual reclamation costs in excess ofCtimpany's accruals, could have an
adverse effect on the Company's business, redudisenations, and financial condition.

SR91 Tollroad

The Company has invested $12.9 million for a 65%4itgdnterest and lent $6.4 million to Californigivate Transportation Company L.P.
("CPTC"), which developed, financed, and currepfierates the 91 Express Lanes, a ten mile, foertlairoad in Orange County, California
(the "SR91 Tollroad"). The fully automated highwages an electronic toll collection system and \@eipricing to adjust tolls to demand.
Capital costs at completion were $130 million, $ii0ion of which was funded with debt that was go@aranteed by Level 3. However,
certain defaults by Level 3 on its outstanding deit certain judgments against Level 3 can resudefault under this debt of CPTC.
Revenue collected over the 35-year franchise pasioded for operating expenses, debt repaymetitpiariit distributions. The SR91
Tollroad opened in December 1995 and achieved tipgrareak-even in 1996. Approximately 93,900 custos have registered to use the
tollroad as of December 31, 1999, and weekday vetutypically exceed 21,600 vehicles per day duibegember 1999.

Legal Proceedings

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

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

Directors and Executive Officers

Set forth below is information as of February 10@@&bout each director and each executive offitdt@@Company. The executive officers of

the Company have been determined in accordancehgtiules of the SEC.

Name Age
Walter Scott, Jr........ 68 Chairman of the Board
James Q. Crowe.......... 50 President, Chief Execu

R. Douglas Bradbury..... 49 Executive Vice Preside
Vice Chairman of the B

Kevin J. O'Hara......... 39 Executive Vice Preside

Colin V.K. Williams..... 60 Executive Vice Preside

Position

tive Officer and Director

nt, Chief Financial Officer and
oard

nt and Chief Operating Officer
nt

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

William L. Grewcock..... 74 Director

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

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

Other Management

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

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

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

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

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

R. Douglas Bradbury has been Vice Chairman of thar& since February 2000, Executive Vice PresidadtChief Financial Officer of the
Company since August 1997, and a director of thea@my since March 1998. Mr. Bradbury served asfGrancial Officer of MFS from
1992 to 1996, Senior Vice President of MFS from2L891995, and Executive Vice President of MFS fi885 to 1996.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

The following table sets forth certain informatiaith respect to the beneficial ownership of our aoon stock, as of February 1, 2000 and as
adjusted to reflect the sale of shares in the comshock offering (without giving effect to the umdeiters' overallotment option), by the
Company's directors, executive officers, and dimecand executive officers as a group, and the patgon known by the Company to
beneficially own more than 5% of the outstandinghomn stock.

Percent of common stock
beneficially owned

Before the After the

Number of shares of common stock common stock
Name common stock+ offering is offering is
Walter Scott, Jr.(1)............ 33,333,958 9.8% 9.2%
James Q. Crowe(2)........ccee... 11,006,382 3.2 3.0
R. Douglas Bradbury(3).......... 3,276,055 * *
Kevin J. O'Hara(4).............. 1,977,025 * *
Colin V.K. Williams............. 409,344 * *
Michael D. Jones (5)............ 259,311 * *
Philip B. Fletcher.............. 5,000 * *
William L. Grewcock(6).......... 11,530,166 3.4 3.2
Richard R. Jaros(7)............. 3,502,236 1.0 1.0
Robert E. Julian(8)............. 3,998,434 1.2 1.1
David C. McCourt(9)............. 119,738 * *
Kenneth E. Stinson(10) 729,231 * *
Michael B. Yanney(11)........... 105,314 * *
Directors and Executive Officers
as a Group (17 persons)(12).... 70,724,099 20.6 194
Donald L. Sturm(13)............. 18,373,750 5.4 5.1

* Less than 1%.

+ Included in this table are the number of shafepmmon stock issuable upon exercise of Outperfétotk Options, which are exercisable
within 60 days. The value of the Outperform Stoqki@ns is dependent upon the extent to which thegzmy's common stock has
outperformed the results of the S&P

500. The number of shares of common stock issugia exercise of an Outperform Stock Option has loa¢culated based upon the closing
price of the Company's common stock on Februa0@0. The number of shares issuable upon exertee Outperform Stock Option is
therefore subject to changes in the extent to wtielCompany's common stock has outperformed thétseof the S&P 500 and the
Company's common stock closing price.

(1) Includes 99,700 shares of common stock helthbySuzanne Scott Irrevocable Trust as to whichSdott shares voting and investment
powers and 383,502 shares of common stock issuable conversion of $25 million in principal amowftour 6% convertible subordinated
notes that Mr. Scott holds.

(2) In May 1999, Mr. Crowe announced that he hadrdouted 1,000,000 shares of common stock tost tiwhich he is the sole beneficic
and that, beginning on May 10, 1999, the trust @l 4,000 shares each trading day until alktheres held by the trust were sold. The
information in the above table includes the remmajr292,000 shares of common stock held by that. trududes 386,768 shares of common
stock subject to vested Outperform Stock Options.

(3) Includes 500,000 shares of common stock subjeatsted non-qualified stock options and 120 &t&res of common stock subject to
vested Outperform Stock Options.

(4) Includes 46,000 shares of common stock helldwin J. O'Hara Family LTD Partnership. Include® Z®0 shares of common stock
subject to vested non- qualified stock options 420,865 shares of common stock subject to vestépetform Stock Options.

(5) Includes 170,000 shares of common stock subgjeatsted non-qualified stock options and 84,6@6eas of common stock subject to
vested Outperform Stock Options.
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(6) Includes 1,154,640 shares of common stock Ingl@rewcock Family Limited Partnership. Included 230 shares of common stock held
by the Bill & Berniece Grewcock Foundation as toathMr. Grewcock shares voting and investment pewiercludes 4,738 shares of
common stock subject to vested Outperform StockoDpt

(7) Includes 370,000 shares of common stock helthéyaros Family Limited Partnership. Includes88,3hares of common stock subject to
vested Outperform Stock Options. Includes 1,351 &G0es of common stock subject to vested nonfepdabtock options held by Mr. Jaros
and 648,500 shares of common stock subject to deste-qualified stock options held by a grantostrof which Mr. Jaros is the residual
beneficiary.

(8) Includes 4,854 shares of common stock subjeeested Outperform Stock Options.

(9) Includes 4,738 shares of common stock subjeeested Outperform Stock Options.

(10) Includes 4,738 shares of common stock sulbjeetsted Outperform Stock Options.

(11) Includes 4,854 shares of common stock sulbjeetsted Outperform Stock Options.

(12) Includes 771,971 shares of common stock stijaested non-qualified stock options and 661 di@éres of common stock subject to
vested Outperform Stock Options. (13) Mr. Sturmisibess address is 3033 East First Avenue, De@odoyado 80206. Based solely on Mr.
Sturm's Schedule 13D dated May 5, 1998, adjusted $ubsequent stock dividend, Mr. Sturm owns X580 shares of common stock, and
has voting and investment power with respect ta2440 shares held by trusts and partnershipslissiadh for family members and
beneficially owns 150,000 shares as a member didhed of directors of the University of Denver.
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CERTAIN TRANSACTIONS AND RELATIONSHIPS
Certain Relationships and Related Transactions
All share information has been adjusted to refileetCompany's 2-for-1 stock split, effected asoakstividend in August 1998.

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

During 1999, Mr. Crowe entered into an agreementte period October 1999 to October 2000 to psehpersonal use of the Company's
aircraft. Mr. Crowe has agreed that the Companychidrge him the cost to operate the aircraft lsvald by Part 91 of the U.S. Federal
Aviation Administration regulations for personakus corporate aircraft. The Company expects thebimount to be paid by Mr. Crowe for
the one-year period will be approximately $100,000.

In October 1999, Mr. Crowe paid the Company an egate of $74,905 for personal use of the Compaiggaft during the preceding 12
months. This payment was calculated based upod.BeFederal Aviation Administration regulations fbis type of use as adjusted purst
to Internal Revenue Service regulations.

In January 1999, the Company repurchased a pasfithre stock of the C-TEC Holding Company held tgvidl C. McCourt, a director of the
Company, for a total purchase price of approxinya$&l.6 million. Concurrently with this repurchaseportion of the Company's interest in
the C-TEC Holding Company was redeemed so thatdCourt's percentage ownership of the outstandin@EC Holding Company
common stock remains at 10%. The C-TEC Holding Caamgps Level 3's subsidiary, which holds LeveliBtsrests in both RCN and
Commonwealth Telephone.

On September 30, 1999, a subsidiary of the Compatsred into an agreement to purchase a 15% ibtarag-alcon 900 aircraft from Elk
Mountain Ventures, Inc., a company owned by Weabewtt, Jr., the Company's Chairman. The purchdse paid for the interest in the
aircraft was $2.7 million.

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

On June 18, 1998, Level 3 entered into a contribt Reter Kiewit Sons', Inc. for the constructidrLevel 3's nearly 16,000 mile North
American intercity network. Construction of the MbAmerican intercity network is currently expectectost an estimated $3 billion and be
completed by the end of the year 2000. Level 3dtss entered into various other agreements with KI8ding for construction activities
relating to its local networks, gateway facilitesd headquarters facility in Broomfield, ColoraBor the year ended December 31, 1999, the
Company incurred the following expenses under thgseements to PKS: $918 million relating to camgtion of intercity and local networks
as well as gateway construction; $102 million fonstruction of the Company's headquarters faciibd $4 million for miscellaneous
construction projects. PKS has the opportunityaime significant award fee with respect to thestruetion of the intercity network, the
amount of which will be based on cost and speemboétruction, quality, safety and program
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management. The award fee will be determined byl 8¢ assessment of PKS' performance in eacleséthreas. In 1999, the Company
accrued approximately $35 million toward the awfael which is included in the $918 million indicdtabove.

Level 3 and a subsidiary of PKS are parties tooteriaircraft operating agreements pursuant to wihielPKS subsidiary provides Level 3
with aircraft maintenance, operations, managemedirelated services. During 1999, Level 3 made masunder these aircraft agreements
aggregating approximately $1.7 million.

In connection with the Split-off, Level 3 and PK&tered into various agreements intended to implethenSplit-off, including a separation
agreement and a tax-sharing agreement.

Separation Agreement. Level 3 and PKS enteredairsigparation agreement (the "Separation Agreemehditjng to the allocation of certain
risks and responsibilities between PKS and Le\adfté& the Split-off and certain other matters. Beparation Agreement provides that each
of PKS and Level 3 will indemnify the other withspect to the activities of its subsidiary busingisaips, except as specifically provided
under other agreements between the companies.rége-indemnities are intended to allocate finan@gponsibility to PKS for liabilities
arising out of the construction businesses formeolyducted by Level 3, and to allocate to Leveharicial responsibility for liabilities arisir
out of the non-construction businesses conductddelbgl 3. The Separation Agreement also allocagtwden PKS and Level 3 certain
corporate-level risk exposures not readily alloeableither the construction businesses or thecomstruction businesses.

The Separation Agreement provides that each ofllaed PKS will be granted access to certain ixand information in the possessiol
the other company, and requires that each of Lgagld PKS retain all such information in its possmsfor a period of ten years following
the Split- off. Under the Separation Agreementhea@mpany is required to give the other compangrprotice of any intention to dispose of
any such information.

The Separation Agreement provides that, exceptreswise set forth therein or in any related agremcosts and expenses in connection
with the Split-off will be paid 82.5% by Level 3@i17.5% by PKS. On March 18, 1998, Level 3 and BK®@red into an amendment to the
Separation Agreement that provides that PKS walrlseibstantially all of those expenses if the L&/Bbard determined to force conversion
of all outstanding Class R Stock of Level 3 on efdoe July 15, 1998 (a "Forced Conversion Detertiong).

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

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

The Tax Sharing Agreement also provides that L8waid PKS will indemnify the other from certainéaxand expenses that would be
assessed on PKS and Level 3, respectively, if phie- & were determined to be taxable, but solelyhe extent that such determination arose
out of the breach by Level 3 or PKS, respectivefycertain representations made to the InternakReg Service in connection with the
private letter ruling issued with respect to thditSgf. Under the Tax Sharing Agreement, if theliSpff were determined to be taxable for
any other reason, those taxes and certain othes @ssociated with the Split-off (together, "SpfitTaxes") would be allocated 82.5% to
Level 3 and 17.5% to PKS. The Tax Sharing
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Agreement, however, provides that Split-off Taxéls lve allocated onénalf to each of Level 3 and PKS if a Forced Conear®eterminatio

is made. As a result of the Forced Conversion Ddtetion, the Split-off Taxes would be so allocatéuhally, the Tax Sharing Agreement
provides, under certain circumstances, for cettgindated damage payments from Level 3 to PK&éf $plit-off were determined to be
taxable, which are intended to compensate stockmlof PKS indirectly for taxes assessed upon thetimat event. Those liquidated damage
payments, however, are reduced because of thed-Gmeversion Determination.

Mine Management Agreement. In 1992, PKS and Lewsit8red into a mine management agreement (thes"Memnagement Agreement”)
pursuant to which a subsidiary of PKS, Kiewit MigiGroup Inc. ("KMG"), provides mine management agldted services for Level 3's coal
mining properties. In consideration of the provisaf such services, KMG receives a fee equal to 80%e adjusted operating income of the
coal mining properties. The term of the Mine Mamagat Agreement expires on January 1, 2016.

In connection with the Splibff, the Mine Management Agreement was amendedawige KMG with a right of offer in the event thiaével 3
were to determine to sell any or all of its coahing properties. Under the right of offer, Levan8uld be required to offer to sell those
properties to KMG at the price that Level 3 woudtbls to sell the properties to a third party. If KM@re to decline to purchase the properties
at that price, Level 3 would be free to sell thenathird party for an amount greater than or etpuébat price. If Level 3 were to sell the
properties to a third party, thus terminating theé&Management Agreement, it would be requiredayp MG an amount equal to the
discounted present value to KMG of the Mine ManagienAgreement, determined, if necessary, by anaégadrprocess.
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DESCRIPTION OF OTHER INDEBTEDNESS OF LEVEL 3

The following is a description of Level 3's maténatstanding indebtedness and the debt beingeaffer the other offerings. The following
summaries of the senior secured credit facility bedel 3's outstanding notes are qualified in tleaitirety by reference to the credit
agreement and the indentures to which each issnete$ relates. Copies of these agreements ardalleadn request to Level 3.

Level 3 anticipates that the securities offerethmother debt offerings will be substantially @sctibed below. However, their final terms
may differ from the following description. No detifering is conditioned on the closing of any other

Senior Secured Credit Facility

On September 30, 1999, Level 3 and certain Lewei&idiaries entered into a $1.375 billion senémused credit facility underwritten by a
syndicate of banks and other financial institutiedsby Chase Securities, Inc., as sole manageleanddarranger, Goldman Sachs Credit
Partners L.P., J.P. Morgan Securities Inc. andrBatoSmith Barney Inc., as co-syndication agentd,Tdre Chase Manhattan Bank, as
administrative agent. These institutions are diliated with our lead underwriters for, or ourtial purchasers in, our proposed offerings. The
senior secured credit facility, which was amendedovember 24, 1999, consists of a $450 million¢tee A term loan facility, a $275

million tranche B term loan facility and a $650 Iioih revolving credit facility. As of December 31999, we had $475 million outstanding
under the senior secured credit facility.

All obligations under the revolving credit faciligre secured by substantially all the assets oéL&wand, subject to certain exceptions, its
wholly owned domestic subsidiaries (other thanlibeower under the term loan facilities). Theseetssalso secure a portion of the term loan
facilities in an amount equal to $100 million plusth certain exceptions, the undrawn amount ofréwelving credit facility. Additionally, a
obligations under the term loan facilities are sedby the equipment that is purchased, in whole part, with the proceeds of the term loan
facilities and the lease rentals derived from #asé of such equipment to the Company's operaiimgjdiaries. Level 3 and, subject to certain
exceptions, all its domestic subsidiaries (othantthe borrower under the term loan facilities)éhguaranteed all obligations under the
revolving credit facility. Level 3 and, subjectdertain exceptions, all its domestic subsidiarigehguaranteed all obligations under the term
loan facilities.

The revolving credit facility and the tranche Anteloan facility mature on September 30, 2007, &editanche B term loan facility matures
January 15, 2008.

Amounts drawn under the revolving credit facilitydathe term loans bear interest, at the optioh®@Gompany, at an alternate base rate ¢
London Interbank Offered Rate (LIBOR) plus, in eaelse, applicable margins based upon, in the dake cevolving credit facility and the
tranche A term loan facility, the ratings estaldidloy Moody's and S&P for the highest rated semi@ecured long-term debt of Level 3. The
applicable margins for the revolving credit fagiliind the tranche A term loan facility range froté 175 basis points over the alternate
rate and from 150 to 275 basis points over LIBOR are fixed for the tranche B term loan facility280 basis points over the alternate base
rate and 350 basis points over LIBOR.

Beginning on March 31, 2004, the revolving creditility provides for automatic and permanent quarteeductions of the amount available
for borrowing under that facility, commencing at7$25 million per quarter and increasing to apprately $61 million per quarter. The
tranche A term loan facility amortizes in consegaitijuarterly payments beginning on March 31, 2@80Mmmencing at $9 million per quarter
and increasing to $58.5 million per quarter. Tlaethe B term loan facility amortizes with substlhtiall of the scheduled payments due in
equal amounts from March 31, 2007 to January 16820

The credit agreement requires that indebtednessamating under the term loan facilities be paichwill of the net proceeds with respect to
certain asset sales and, beginning December 38, 20th 50% of excess cash flow for each fiscalryea
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The credit agreement contains customary negativeramts restricting and limiting the ability of Leh\3, the borrowers and any other
restricted subsidiary to engage in certain acésitincluding but not limited to:

. limitations on indebtedness and the incurrendens;
. restrictions on sale leaseback transactions otidiasions, mergers, sale of assets, transactidgtisaffiliates and investments; and

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

The credit agreement also requires Level 3 antbdhmwers to comply with specific financial and cgté@nal tests and maintain financial
ratios, including a:

. minimum intercity route miles completed test;

. minimum markets with fiber networks test;

. minimum telecom revenue test;

. maximum total debt to contributed capital ratio;

. maximum total debt to total telecommunicationgereie ratio;

. maximum senior secured debt to gross properantEnd equipment ratio; and
. beginning December 31, 2004, maximum total del#BITDA.

The credit agreement generally does not permit L& its subsidiaries to make payments on angtantling indebtedness, which will
include the notes, other than regularly scheduiestést and principal payments as and when due.

The senior secured credit facility contains custgneavents of default, including an event of defaydon certain changes of control of Level 3
and certain defaults under other indebtedness ganroutstanding principal amount exceeding $2%amil

9 1/8% Senior Notes due 2008

On April 28, 1998, the Company issued $2 billioggate principal amount of 9 1/8% senior notes2088 under an indenture between
Level 3 and The Bank of New York, as successotaauto IBJ Whitehall Bank & Trust Company. The 8%/senior notes are senior
unsecured obligations of the Company. They ranlalyin right of payment with Level 3's 10 1/2% gardiscount notes and all other
existing and future senior unsecured indebtedrielsewe! 3, including the notes being issued indliger offerings. The notes bear interest
rate of 9 1/8% per annum, payable semiannuallyrizaas on May 1 and November 1.

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

In addition, at any time prior to May 1, 2001, LE8enay redeem up to 35% of the original aggregaitecipal amount of the 9 1/8% senior
notes with the net proceeds of specified publiprorate offerings of its common stock at a redeoptirice equal to 109.125% of the
principal amount of the notes redeemed, plus adcane unpaid interest, if any. At least 65% ofdlygregate principal amount of 9 1/8%
senior notes must remain outstanding after sueld@mption.

If an event treated as a change in control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to purchase all of
the outstanding notes at a purchase price of 1(fli#eqrincipal amount, plus accrued and unpaierest, if any.
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The indenture relating to the 9 1/8% senior notasgs restrictions on the ability of Level 3 arglri¢stricted subsidiaries to:
. incur additional indebtedness;

. pay dividends or make other restricted paymemdsteansfers;

. create liens;

. sell assets;

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

. enter into transactions, including transactioiits affiliates; and

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

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

10 1/2% Senior Discount Notes due 2008

On December 2, 1998, the Company issued $833.8llibnmraggregate principal amount at maturity of1¥2% senior discount notes due
2008 under an indenture between Level 3 and Thé& BaANew York, as successor trustee to IBJ WhiteBahk & Trust Company. The 10
1/2% senior discount notes are senior unsecuregatioins of the Company. They rank equally in righpayment with the 9 1/8% senior
notes and all other existing and future senior amss indebtedness of Level 3, including the nbtgrg issued in the other offerings.

The issue price of the 10 1/2% senior discountswai@s approximately 60% of the principal amoumhaturity. The notes accrete at a rate of
10 1/2% per year, compounded semiannually, to 1608teir principal amount by December 1, 2003. Gasrest will not begin to accrue
on the 10 1/2% senior discount notes until Decenib@003, unless Level 3 elects to commence thesakon or after December 1, 2001.
Beginning on December 1, 2003, cash interest wilae at a rate of 10 1/2% and will be payable aamially on June 1 and December 1,
beginning June 1, 2004.

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

In addition, at any time prior to December 1, 200dvel 3 may redeem up to 35% of the original aggte principal amount at maturity of 1
10 1/2% senior discount notes with the net proceédpecified public or private offerings of itsmmmon stock at a redemption price equal to
110.5% of the accreted value of the notes redeeptiesl accrued and unpaid interest, if any. At |€&86 of the aggregate principal amount at
maturity of the 10 1/2% senior discount notes nmestain outstanding after such a redemption.

If an event treated as a change in control of L8watcurs, Level 3 will be obligated, subject totam conditions, to offer to purchase all of
the outstanding notes at a purchase price of 1flit%eaccreted value, plus accrued and unpaiddsteif any.

The indenture relating to the 10 1/2% senior distowtes places certain restrictions on the actidihevel 3 and some of its subsidiaries that
are substantially similar to those contained initftenture relating to the 9 1/8% senior notes. indenture also contains a provision relating
to the acceleration of the 10 1/2% senior discowtés that is substantially similar to that corgdiin the indenture relating to the 9 1/8%
senior notes.
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6% Convertible Subordinated Notes

On September 20, 1999, the Company issued $82®mé#bgregate principal amount of 6% convertibleasdinated notes due 2009 unde
indenture between Level 3 and The Bank of New Yasksuccessor trustee to IBJ Whitehall Bank & T@mhpany. The 6% convertible
notes are unsecured, subordinated obligations wéIL3

The 6% convertible notes are convertible into shafecommon stock, at the option of the holdegrat time prior to maturity, unless
previously repurchased or unless Level 3 has cahsedonversion rights to expire. The 6% convegtittbtes may be converted at the initial
rate of 15.3401 shares of common stock per eacl®@rincipal amount of notes, subject to adjustirenertain circumstances. This is
equivalent to a conversion price of approximatéd$.£9 per share.

On or after September 15, 2002, the Company masecte conversion rights of the holders of 6% cdibile notes to expire at any time
prior to the maturity date of the notes. The Comypaay exercise this option if the current markétg@of the common stock exceeds 140¢
the prevailing conversion price then in effect, dbteast 20 trading days within any 30-day peabdonsecutive trading days, including the
last trading day of such period.

If an event treated as a change in control of L8vatcurs, Level 3 will be obligated, subject totaim conditions, to offer to purchase all of
the outstanding notes at a purchase price of 100%eqrincipal amount, plus accrued and unpaidrett, if any. The Company will pay the
repurchase price in cash or, at the Company'smoptid subject to the satisfaction of certain candg, in shares of common stock.

In the event of a bankruptcy, liquidation or rearigation of Level 3, an acceleration of the 6% ctible notes due to an event of default
under the indenture, and certain other eventgpdlyenent of the principal of, premium, if any, anterest on the 6% convertible notes will be
subordinated in right of payment to the prior fufid final payment in cash of all senior debt of &le.

The indenture also contains a provision relatintheacceleration of the 6% convertible notesithatbstantially similar to that contained in
the indenture relating to the 9 1/8% senior notes.

Dollar-Denominated Senior Note Offering

Concurrently with this offering, the Company isesfhg 11% senior notes due 2008 (the "2008 semitasti), 11 1/4% senior notes due 2010
(the "2010 senior notes") and 12 7/8% senior distaotes due 2010 (the "2010 senior discount nptediich are expected to generate
aggregate gross proceeds of approximately $1,40M00.

2008 Senior Notes

The Company is offering the 2008 senior notes uadaendenture between Level 3 and The Bank of Newkyas trustee. The 2008 senior
notes will be senior unsecured obligations of teen@any. They will rank equally in right of paymenith Level 3's other senior notes and
senior discount notes and all other existing andréusenior unsecured indebtedness of Level 3nbkes will bear interest at a rate of 11%
per annum, payable semiannually in arrears on Maschnd September 15.

The 2008 senior notes will not be redeemable abfition of the Company prior to maturity.

If an event treated as a change in control of L8vatcurs, Level 3 will be obligated, subject totaim conditions, to offer to purchase all of
the outstanding notes at a purchase price of 10lt¥eqrincipal amount, plus accrued and unpaierést, if any.

The indenture relating to the 2008 senior notebplalce certain restrictions on the actions of L&vand some of its subsidiaries that are
substantially similar to those contained in thecimigire relating to the 9 1/8%
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senior notes. The indenture also will contain avision relating to the acceleration of the 2008i@enotes that is substantially similar to that
contained in the indenture relating to the 9 1/&Hiar notes.

2010 Senior Notes

The Company is offering the 2010 senior notes uadeéndenture between Level 3 and The Bank of Newkyas trustee. The 2010 senior
notes will be senior unsecured obligations of teen@any. They will rank equally in right of paymenith Level 3's other senior notes and
senior discount notes and all other existing andréusenior unsecured indebtedness of Level 3nbhes will bear interest at a rate of 11
1/4% per annum, payable semiannually in arreafglamch 15 and September 15.

Level 3 may redeem the 2010 senior notes, in whiole part, at any time on or after March 15, 20@% redemption occurs before March
2008, Level 3 will pay a premium on the principai@unt of the 2010 senior notes redeemed. This piranill decrease annually from
approximately 5.625% for a redemption during thelw® month period beginning on March 15, 2005 toragimately 1.875% for a
redemption during the twelve month period beginrongMarch 15, 2007.

In addition, at any time prior to March 15, 200&yvel 3 may redeem up to 35% of the original aggeegencipal amount of the 2010 senior
notes with the net proceeds of specified publiprorate offerings of its common stock at a redempiirice equal to 111.25% of the principal
amount of the notes redeemed, plus accrued andduimperest, if any. At least 65% of the aggregatacipal amount of 2010 senior notes
must remain outstanding after such a redemption.

If an event treated as a change in control of L8vatcurs, Level 3 will be obligated, subject totaim conditions, to offer to purchase all of
the outstanding notes at a purchase price of 10lt¥eqrincipal amount, plus accrued and unpaierést, if any.

The indenture relating to the 2010 senior notebplalce certain restrictions on the actions of L&vand some of its subsidiaries that are
substantially similar to those contained in theeimire relating to the 9 1/8% senior notes. Theritare also will contain a provision relating
to the acceleration of the 2010 senior notes thatibstantially similar to that contained in thdeinture relating to the 9 1/8% senior notes.

2010 Senior Discount Notes

The Company is offering the 2010 senior discoutésiander an indenture between Level 3 and The BaNew York, as trustee. The 2010
senior discount notes are senior unsecured oligatf the Company. They rank equally in right agment with Level 3's other senior
discount notes and senior notes and all otheriegigaind future senior unsecured indebtedness afllv

The issue price of the 2010 senior discount noitdberapproximately 53.308% of the principal ambabhmaturity. The notes will accrete i
rate of 12 7/8% per year, compounded semiannuall¥00% of their principal amount by March 15, 20G%sh interest will not begin to
accrue on the 2010 senior discount notes until Ma#; 2005, unless Level 3 elects to commencedbrial on or after March 15, 2003.
Beginning on March 15, 2005, interest will accrtia aate of 12 7/8% and will be payable semianyuail March 15 and September 15,
beginning September 15, 2005.

Level 3 may redeem the 2010 senior discount nateghole or in part, at any time on or after Maddh 2005. If a redemption occurs before
March 15, 2008, Level 3 will pay a premium on tleerated value of the 2010 senior discount notesamed. This premium will decrease
annually from approximately 6.438% for a redemptioming the twelve month period beginning on Mat&h 2005 to approximately 2.146%
for a redemption during the twelve month periodibeing on March 15, 2007.
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In addition, at any time prior to March 15, 200&yvEel 3 may redeem up to 35% of the original aggeegencipal amount at maturity of the
2010 senior discount notes with the net proceedpedified public or private offerings of its commstock at a redemption price equal to
112.875% of the accreted value of the notes redeephes accrued and unpaid interest, if any. Asi€&%% of the aggregate principal amount
at maturity of the notes must remain outstanditgraf such redemption.

If an event treated as a change in control of L8vatcurs, Level 3 will be obligated, subject totaim conditions, to offer to purchase all of
the outstanding notes at a purchase price of 1flitheaccreted value, plus accrued and unpaiddsteif any.

The indenture relating to the 2010 senior discoutés will place certain restriction on the actiofitevel 3 and some of its subsidiaries that
are substantially similar to those contained initfteenture relating to the 9 1/8% senior notes. indenture also will contain a provision
relating to the acceleration of the 2010 seniocaligit notes that is substantially similar to thaitained in the indenture relating to the 9 1
senior notes.

Euro-Denominated Senior Note Offering

Concurrently with this offering, the Company isesfhg an aggregate principal amount of (Euro)800,000 senior notes, consisting of an
aggregate principal amount of (Euro)500,000,008/406 senior notes due 2008 (the "2008 euro notsl)an aggregate principal amount of
(Euro)300,000,000 11 1/4% senior notes due 20¥"@A10 euro notes").

2008 Euro Notes

The Company is offering the 2008 euro notes undén@denture between Level 3 and The Bank of NewkYas trustee. The 2008 euro notes
will be senior unsecured obligations of the Compadrhey will rank equally in right of payment wittelzel 3's other senior notes and senior
discount notes and all other existing and futuréseunsecured indebtedness of Level 3. The notikbear interest at a rate of 10 3/4% per
annum, payable semiannually in arrears on MarcantbSeptember 15.

The 2008 euro notes are not redeemable at thenopiftithe Company prior to maturity.

If an event treated as a change in control of L8vatcurs, Level 3 will be obligated, subject totaim conditions, to offer to purchase all of
the outstanding notes at a purchase price of 10lt¥eqrincipal amount, plus accrued and unpaierést, if any.

The indenture relating to the 2008 euro notespldte certain restrictions on the actions of L&sahd some of its subsidiaries that are
substantially similar to those contained in thecimigire relating to the 9 1/8% senior notes. Theritgkre also will contain a provision relating
to the acceleration of the 2008 euro notes thatlistantially similar to that contained in the intlge relating to the 9 1/8% senior notes.

2010 Euro Notes

The Company is offering the 2010 euro notes undeén@enture between Level 3 and The Bank of NewkYas trustee. The 2010 euro notes
will be senior unsecured obligations of the Compdrhey will rank equally in right of payment wittelzel 3's other senior notes and senior
discount notes and all other existing and futuréseunsecured indebtedness of Level 3. The notkbear interest at a rate of 11 1/4% per
annum, payable semiannually in arrears on MarcantbSeptember 15.

Level 3 may redeem the 2010 euro notes, in whole part, at any time on or after March 15, 200% tedemption occurs before March 15,
2008, Level 3 will pay a premium on the principai@unt of the 2010 euro notes redeemed. This prerdeereases annually from
approximately 5.625% for a redemption during
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the twelve month period beginning on March 15, 2@0&pproximately 1.875% for a redemption during tihrelve month period beginning
March 15, 2007.

In addition, at any time prior to March 15, 2008yvkl 3 may redeem up to 35% of the original aggeegencipal amount of the 2010 euro
notes with the net proceeds of specified publiprorate offerings of its common stock at a redempirice equal to 111.25% of the principal
amount of the notes redeemed, plus accrued andduimparest, if any. At least 65% of the aggregaiacipal amount of the 2010 euro notes
must remain outstanding after such a redemption.

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

The indenture relating to the 2010 euro notespldte certain restrictions on the actions of L&sahd some of its subsidiaries that are
substantially similar to those contained in thecimgire relating to the 9 1/8% senior notes. Theritgre also will contain a provision relating
to the acceleration of the 2010 euro notes thatlistantially similar to that contained in the intige relating to the 9 1/8% senior notes.
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DESCRIPTION OF NOTES

The notes will be issued under an indenture todteddas of September 20, 1999 between Level 3 hadBank of New York as successor to
IBJ Whitehall Bank & Trust Company, as trustee, fimen of which is filed as an exhibit to the regidion statement of which the
accompanying prospectus is a part, and a secomdesnpntal indenture to be dated as of Februar2@9), between Level 3 and the trustee.
Wherever particular defined terms of the notesmmaie (including the notes) are referred to, susfindd terms are incorporated herein by
reference (the notes are referred to in the nothsniture as "Securities"). The following summadgsertain provisions of the notes indenture
do not purport to be complete and are subjectrtd,ame qualified in their entirety by referencette detailed provisions of the notes and the
notes indenture, including the definitions ther@fircertain terms.

General

The notes will be unsecured, direct, general, dibated obligations of Level 3, will be limited $750 million aggregate principal amount
(plus up to an additional $112.5 million aggregaiacipal amount to cover sales of notes in excé$¥50 million aggregate principal
amount) and will mature on March 15, 2010. Payniefull of the principal amount of the notes wik ldue on March 15, 2010 at a price of
100% of the principal amount thereof.

The notes will bear interest at the rate per anshawn on the front cover of this prospectus supplanrom February 29, 2000 or from the
most recent Interest Payment Date to which intdrastbeen paid or provided for, payable semi-atyioalMarch 15 and September 15 of
each year, commencing September 15, 2000, untgriheipal thereof is paid or made available foympant, to the person in whose name the
note is registered at the close of business oprigeding March 1 or September 1, as the case may b

The notes will be convertible into shares of Le¥slcommon stock initially at the conversion ratgexd on the front cover of this prospectus
supplement, subject to adjustment upon the occeerehcertain events described under "--ConverRBigihts," at any time following the
initial issue date of the notes and before theectifshusiness on the Business Day immediately diegeMarch 15, 2010, unless previously
redeemed or repurchased or unless Level 3 hasatc#useonversion rights of holders of notes to exs specified below under "--
Repurchase at Option of Holders Upon a Change ofr6lg’ "--Provisional Redemption” and "--Expirati@f Conversion Rights."

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

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

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

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

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

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

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

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

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

Exchanges of Book-Entry Notes for Certificated Notg

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

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

Certain Book-Entry Procedures for Global Notes

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

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

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

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

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

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

Cash payment of the principal of, interest on, negiion proceeds from or the repurchase of the d¢lobi will be made to DTC or its
nominee, as the case may be, as the registered oiviie global note by wire transfer of immedigtal/ailable funds on each relevant
payment date. Neither Level 3, the trustee nordadriieir respective agents will have any respofisitor liability for any aspect of the
records relating to or payments made on accoubénéficial ownership interests in a global notduding any delay by DTC or any
participant or indirect participant in identifyirige beneficial ownership interests, and Level 3thedrustee may conclusively rely on, and
shall be protected in relying on, instructions frBC for all purposes.

Level 3 expects that DTC or its nominee, upon pgogfi any cash payment of principal, interest, regdgon proceeds or the repurchase price
in respect of a global note representing any niogds by it or its nominee, will immediately cregdrticipants' accounts with payments in
amounts proportionate to their
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respective beneficial interests in the principabant of such global note for such notes as showthemecords of DTC or its nominee
(adjusted as necessary so that such payments deswith respect of whole notes only), unless DTE fe@son to believe that it will not
receive payment on such payment date. Level 3eadpects that payments by participants to ownel®oéficial interests in such global note
held through such participants will be governedgtanding instructions and customary practicess asw the case with securities held for the
accounts of customers registered in "street naBuech payments will be the responsibility of suchipgants.

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

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

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

DTC has advised Level 3 that it will take any actermitted to be taken by a holder of notes, iiclg the presentation of notes for exche
as described below and the conversion of noteg,airthe direction of one or more participants twoge account with DTC interests in the
global notes are credited and only in respect ofi qaortion of the aggregate principal amount ofrth&es as to which such participant or
participants has or have given such direction. Hawgf there is an Event of Default, as definetbtse under the notes, DTC reserves the
right to exchange the global notes for notes itifasated form, and to distribute such notes tisticipants. Although DTC has agreed to
foregoing procedures in order to facilitate transiaf beneficial ownership interests in the glabate among participants, it is under no
obligation to perform or continue to perform suchgedures, and such procedures may be discontatusdy time.

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

Payment and Conversion

The principal of the notes will be payable in UdBllars, against surrender thereof at the Corpadraist Office of the trustee in the Borough
of Manhattan, The City of New York, in U.S. currgruy dollar check or by transfer to a dollar acdomaintained by the holder with a bank
in New York City. Payment of interest on a note rbaymade by dollar check mailed to the addresseoperson entitled thereto as such
address shall appear in the Security Registenpm written application by the holder to the SdguRegistrar setting forth instructions not
later than the relevant Record Date, by transferdollar account maintained by the holder wittaakoin the United States.

Payments in respect of the principal of, and premiifi any, and interest on any global note regextén the name of DTC or its nominee will
be payable by the trustee to DTC or its nomindesinapacity as the registered holder under thesnodenture. Under the terms of the notes
indenture, Level 3 and the trustee will treat teespns in whose names the notes, including theagtodies, are registered as the owners
thereof for the purpose of receiving such paymantsfor any and all other purposes whatsoever. &prently, neither Level 3, the trustee
nor any agent of Level 3 or the trustee has orhelle any responsibility or liability for:

(1) any aspect of DTC's records or any particigamtindirect participant's records relating tgpayments made on account of beneficial
ownership interests in the global notes, or forntaning, supervising or reviewing any of DTC'samts or any participant's or indirect
participant's records relating to the beneficiahevship interests in the global notes, or
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(2) any other matter relating to the actions aratfices of DTC or any of its participants or indirparticipants.

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

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

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

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

Conversion Rights

The holder of any note will have the right, at tiwdder's option, to convert any portion of the piral amount of a note that is an integral
multiple of $1,000 into shares of common stockrgt @Bme following the original issue date of thet@®and prior to the close of business on
the Business Day immediately preceding the matdiatye, unless previously redeemed or repurchasedless Level 3 has caused the
conversion rights of holders of notes to expiree SeProvisional Redemption," "--Expiration of Cargion Rights" and "--Repurchase at
Option of Holders Upon a Change of Control." Théesanay be converted at a conversion rate equlaétoumber of shares per $1,000
principal amount of notes shown on the front cafehis prospectus supplement, subject to adjustinesertain events as described below
(the "Conversion Rate"). The right to convert aenwill terminate (1) with respect to any note defird for repurchase, at the close of busi

on the Business Day immediately preceding the Riyase Date, as defined below, for such note, uhkessl 3 defaults in making the
payment due upon repurchase, (2) if Level 3 hascesas its right in accordance with the terms ef tiotes indenture to cause the conversion
right of holders to expire, on the conversion exfian date and (3) if Level 3 has called the noterédemption, at the close of business on the
business day immediately preceding the date firedefdemption.

The right of conversion attaching to any note mayekercised by the holder by delivering the notth@&iCorporate Trust Office of the trustee
in the Borough of Manhattan, The City of New Yoakcompanied by a duly signed and completed noficeroversion, a copy of which may
be obtained from the trustee. The conversion ddtdethe date on which the note and the duly sthand completed notice of conversion
are so delivered. As promptly as practicable oaftar the conversion date, Level 3 will issue aalivér to the trustee a certificate or
certificates for the number of full shares of conmstock issuable upon conversion, together withmgyt in lieu of any fraction of a share;
such certificate will be sent by the trustee to@umversion Agent for delivery to the holder. Sgblares of common stock issuable upon
conversion of the notes, in accordance with theipians of the notes indenture, will be fully paidd nonassessable and will also rank pari
passu with the other shares of the common stodtanding from time to time.

Holders that surrender notes for conversion onte tiat is not an Interest Payment Date are ndtexhto receive any interest for the period
from the next preceding Interest Payment Date éaltite of conversion,
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except as described below. However, holders ofsnmtea Regular Record Date, including notes suersatfor conversion after the Regular
Record Date, will receive the interest payable wchanotes on the next succeeding Interest Paymetet Bccordingly, any note surrendered
for conversion during the period from the closdo$iness on a Regular Record Date to the openibgafiess on the next succeeding
Interest Payment Date must be accompanied by payshan amount equal to the interest payable oh suterest Payment Date on the
principal amount of notes being surrendered foweosion; provided, however, that no such paymeftheirequired upon the conversion of
any note, or portion thereof, that is eligible ®delivered for repurchase or called for redempifioas a result, the right to convert such note
would terminate during the period between such Redrecord Date and the close of business on tkiesneceeding Interest Payment Date.

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

A holder delivering a note for conversion will e required to pay any taxes or duties in respietttecissue or delivery of common stock on
conversion. However, Level 3 shall not be requiteday any tax or duty that may be payable in retspieany transfer involved in the issue
delivery of the common stock in a name other tlat of the holder of the note. Certificates repnésg shares of common stock will not be
issued or delivered unless the person requesticiyisgue has paid to Level 3 the amount of any saclr duty or has established to the
satisfaction of Level 3 that such tax or duty hasrbpaid.

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

(b) the issuance to all holders of common stocligifts, options or warrants entitling them to sulimecfor or purchase common stock (or
securities convertible into common stock) at Iésmtthe then Average Current Market Price (detezthas provided in the indenture) of such
common stock as of the record date for holdergledtio receive such rights, options or warrants,

(c) subdivisions, combinations and reclassificatiohcommon stock,

(d) distributions to all holders of common stockevfdences of indebtedness of Level 3, sharespifatatock, cash or assets, including
securities, but excluding those dividends, rigbfgjons, warrants and distributions referred tolauses (a) and (b) above, dividends and
distributions paid exclusively in cash and disttibns upon mergers or consolidations to which te succeeding paragraph applies,

(e) distributions consisting exclusively of caskclading any cash portion of distributions refertedn (d) above, or cash distributed upon a
merger or consolidation to which the next succeggaragraph applies, to all holders of common ste@n aggregate amount that, combi
together with (1) other such all-cash distributiomsde within the preceding 12 months in respeetlo€h no adjustment has been made and
(2) any cash and the fair market value of othesi®ration payable in respect of any tender offeldvel 3 or any of its subsidiaries for
common stock concluded within the preceding 12 im®im respect of which no adjustment has been neagdeeds 10% of Level 3's market
capitalization, being the product of the Averager€unt Market Price of the common stock on the réatate for such distribution and the
number of shares of common stock then outstandimgj,

(f) the successful completion of a tender offer enby Level 3 or any of its subsidiaries for comnstock which involves an aggregate
consideration that, together with (1) any cash@thér consideration payable in a tender offer byell& or any of its subsidiaries for comn
stock expiring within the 12 months
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preceding the expiration of such tender offer speet of which no adjustment has been made antié2)ggregate amount of any such all-
cash distributions referred to in (e) above tdhalbers of common stock within the 12 months prewgthe expiration of such tender offer in
respect of which no adjustments have been madegdzcl0% of Level 3's market capitalization onetkgiration of such tender offer.

Level 3 reserves the right to make such increas#®ei Conversion Rate in addition to those requimgtie foregoing provisions as it consic
to be advisable in order that any event treatedUfoted States federal income tax purposes asideatiel of stock or stock rights will not be
taxable to the recipients. No adjustment of theu@osion Rate will be required to be made until¢benulative adjustments amount to 1% or
more of the Conversion Rate. Level 3 shall compuatgadjustments to the Conversion Rate pursuahiggaragraph and will give notice to
the holders of any such adjustments.

In case of any consolidation or merger of Levelithwr into another person or any merger of anoffeeson into Level 3, other than a merger
which does not result in any reclassification, @nsion, exchange or cancelation of the common starck the case of any sale or transfer of
all or substantially all of the assets of Leveé8¢ch note then outstanding will, without the cohséthe holder of any note, become
convertible only into the kind and amount of setiessi cash and other property receivable upon sankolidation, merger, sale or transfer by
a holder of the number of shares of common stoickvrich such note was convertible immediately ptiereto, assuming such holder of
common stock failed to exercise any rights of é&cand that such note was then convertible.

Level 3 from time to time may increase the Conwrd$Rate by any amount for any period of at leasd@@s (which increase is irrevocable
during such period), in which case Level 3 shalkgit least 15 days' notice of such increasegiBbard of Directors has made a
determination that such increase would be in tfst in¢erests of Level 3, which determination sballconclusive. No such increase shall be
taken into account for purposes of determining Wwlethe Current Market Price of the common stoaeexrls the Conversion Price, as
defined below, by 105% in connection with an ewghich otherwise would be a Change of Control orfiorposes of determining whether
the Current Market Price exceeds the triggeringlein connection with either the Provisional Regédon or termination of conversion rigl
provision. See "--Provisional Redemption" and "pEation of Conversion Rights."

If at any time Level 3 makes a distribution of pedy to its shareholders that would be taxablaitthshareholders as a dividend for United
States federal income tax purposes, e.g., disinibsibf evidences of indebtedness or assets ofl I3gumit generally not stock dividends on
common stock or rights to subscribe for commonlstand, pursuant to the anti-dilution provisiongte# notes indenture, the number of
shares into which notes are convertible is incrgasech increase may be deemed for United Stadesdieincome tax purposes to be the
payment of a taxable dividend to holders of noBes "Certain United States Federal Income Tax @ersiions."

Subordination

The payment of the principal of, premium, if angdanterest on the notes, including amounts payablany redemption or repurchase of the
notes, will be subordinated in right of paymenttte extent set forth in the notes indenture toptti@r full and final payment in cash of all
Senior Debt of Level 3. "Senior Debt" means thag@pgal of, and premium, if any, and interest, imthg all interest accruing subsequent to
the commencement of any bankruptcy or similar pedagg, whether or not a claim for post-petitioremaist is allowable as a claim in any
such proceeding, on, and all fees and other amguaytsble in connection with, the following, whetladasolute or contingent, secured or
unsecured, due or to become due, outstanding oaetieeof the notes indenture or thereafter cre@tedrred or assumed:

(a) indebtedness of Level 3 evidenced by a creddan agreement, note, bond, debenture or othtewiobligation,
(b) all obligations of Level 3 for money borrowed,
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(c) all obligations of Level 3 evidenced by a notesimilar instrument given in connection with #equisition of any businesses, propertie
assets of any kind,

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

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

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

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

(h) all obligations of the type referred to in das (a) through (g) above of another person arthvédlends of another person, the payment of
which, in either case, Level 3 has assumed or gted, or for which Level 3 is responsible or le@ldirectly or indirectly, jointly or
severally, as obligor, guarantor or otherwise, bicl is secured by a lien on the property of Le3;ednd

(i) renewals, extensions, modifications, replacameestatements and refundings of, or any indeleeslor obligation issued in exchange for,
any such indebtedness or obligation describedainses (a) through (h) of this paragraph; provitedsever, that Senior Debt shall not
include the notes or any such indebtedness oratiig if the terms of such indebtedness or oblagator the terms of the instrument under
which, or pursuant to which it is issued expregstyvide that such indebtedness or obligation issaperior in right of payment to the notes.

No payment in respect of the notes, whether onwadanf principal of or premium, if any, or interest, or redemption or repurchase of,
notes or otherwise (other than with the money, séesi or proceeds held under any defeasancedstiablished in accordance with the notes
indenture provided that the establishment of swefeabance trust is permitted by the terms of ali@ddebt) may be made by Level 3 if (1
default in the payment of principal, premium, ifyaor interest, including a default under any regéom or repurchase obligation, or other
amounts with respect to Senior Debt occurs oriig)ather default occurs and is continuing with extgo Senior Debt that permits the
holders thereof to accelerate (with notice, lafs@me or both) the maturity thereof. Payments lom motes may and shall be resumed (a) in
the case of a payment default, upon the date oohaich default is cured or waived and (b) in tsecof a nonpayment default, the date on
which such nonpayment default is cured or waivetidfmaturity of such Senior Debt has not beenlacted.

In addition, upon any acceleration of the princiga¢ on the notes as a result of an Event of Defeydayment or distribution of assets of
Level 3 to creditors upon any dissolution, winding liquidation or reorganization, whether volugtar involuntary, marshaling of assets,
assignment for the benefit of creditors, or in bapkcy, insolvency, receivership or other similangeedings, of Level 3, all principal,
premium, if any, interest and other amounts payablall Senior Debt must be paid in full in caslfobe the holders of the notes are entitled
to receive any payment (other than with the mosegurities or proceeds held under any defeasamsieestablished in accordance with the
notes indenture provided that the establishmestioh defeasance trust is permitted by the ternadl 8nior Debt). By reason of such
subordination, in the event of insolvency, creditof Level 3 who are holders of Senior Debt mayvec more, ratably, than the holders of
the notes, and such subordination may result @daation or elimination of payments to the holdefrthe notes. Assuming that on December
31, 1999 Level 3 had raised gross proceeds of $#lixin from the other debt offerings, Level 3 wdinave had on that date approximately
$5.244 hillion of outstanding senior debt, inclugli475 million of our subsidiaries' debt guarantbgd.evel 3, and Level 3's subsidiaries
would have had $900 million in additional borrowérgvailable under the senior secured credit faalitaranteed by Level 3 on a senior bi

Substantially all of our operating assets are delectly by our subsidiaries. Holders of any preddrstock of any of our subsidiaries and
creditors of any of our subsidiaries, includinglegacreditors, have and will
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have claims relating to the assets of that subryidieat are senior to the notes. As a result, gteswill be structurally subordinated to all
preferred stock, indebtedness and other liabilifreduding trade payables and lease obligatiohkewel 3's subsidiaries and any right of
Level 3 to receive any assets of its subsidianEstheir liquidation or reorganization, and th@sequent right of the holders of the notes to
participate in those assets, will be effectivelpauinated to the claims of that subsidiary's aogdj including trade creditors, except to the
extent that Level 3 itself is recognized as a toedif such subsidiary, in which case the claimkefel 3 would still be subordinate to any
security interest in the assets of such subsidiad/any indebtedness of such subsidiary senitratohield by Level 3. Borrowings under Le
3's senior secured credit facility are indebtedioéssir subsidiaries, are structurally senior ® tiotes, and are secured by substantially all of
the Company's assets and, subject to certain égnspthe assets of the Company's wholly owned dtimsubsidiaries. In addition, the
secured credit facility restricts the ability ofued 3's subsidiaries to pay dividends and maked@and advances to Level 3.

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

At any time or from time to time prior to March 18)03, Level 3 may, at its option, redeem the naoteghole or in part (a "Provisional
Redemption™), at the following redemption priceseach case plus accrued and unpaid interesty itarthe date of such redemption (the
"Provisional Redemption Date"), if the Current MetrRrice of the common stock equals or exceedfotlosving trigger percentages of the
prevailing Conversion Price then in effect foreddt 20 trading days in any consecutive 30-dayngageriod, including the last day of such
period, if called for redemption during the peridesginning and ending as set forth below.

Trigger Redemption

Period Percentage Price

February 29, 2000 through March 14, 2001........... ... 170% 106.00%
March 15, 2001 through March 14, 2002.............. ... 160% 105.40%
March 15, 2002 through March 17, 2003.............. ... 150% 104.80%

The term "Conversion Price" means $1,000 dividethieyConversion Rate (rounded to the nearest wétht,one-half cent being rounded
upward).

Upon any Provisional Redemption, Level 3 will maeadditional payment in cash (the "Make-Whole Paytf) with respect to the notes
converted into common stock between the date noficedemption was given (the "Notice Date") angl Brovisional Redemption Date. The
Make-Whole Payment will be equal to the preseni@alf the aggregate value of the interest payntbatsvould thereafter have been
payable on the notes on each semi-annual inteagstgnt date from the Provisional Redemption Dateudph March 17, 2003. The present
value will be calculated using the bond equivaigeld on U.S. Treasury notes or bills having a tearest in length to that of the additional
period as of the day immediately preceding the ¢¢éoate.

Selection and Notice

If less than all of the notes are to be redeemeamhatime, selection of notes for redemption wélbade by the trustee in compliance with the
requirements of the principal national securitiesh@ange, if any, on which the notes are listedf thre notes are not so listed, on a pro rata
basis, by lot or by such method as the trusted dham fair and appropriate, provided that no nofe&l,000 in principal amount or less shall
be redeemed in part. A new note in principal ameugpial to the unredeemed portion thereof will lseésl in the name of the holder thereof
upon cancelation of the original note. On and dfierredemption date, interest ceases to accraetes or portions of notes called for
redemption.
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In order to redeem any or all of the notes, Leveluit issue a press release for publication oibtve Jones News Service (or a comparable
news service) announcing the Provisional Redemiiate prior to the opening of business on the sgt@uing day after any period in
which the condition described above has been niet.pFess release shall announce the ProvisionaRatébn Date and provide the current
Conversion Price of the notes and the Current Mdkiee of the common stock, in each case as afltdse of business on the trading day
next preceding the date of the press release.

Notice of the Provisional Redemption will be givenlLevel 3 by first class mail to the holders of tiotes not more than four business ¢
after Level 3 issued the press release. Such rstigk be irrevocable and will specify the ProwsibRedemption Date. The notes subject to
the Provisional Redemption will be redeemed atctbee of business on the Provisional Redemptior Dvalich will be a date selected by
Level 3 not less than 30 nor more than 60 days tfeedate on which Level 3 issues the press relaasouncing the Provisional Redempt

If any note is to be redeemed in part only, théceodf redemption that relates to such note shatéghe portion of the principal amount
thereof to be redeemed.

The term "Current Market Price" of common stockday day means the last reported per share sake peigular way on such day, or, if no
sale takes place on such day, the average of ploeteel closing per share bid and asked prices cm day, regular way, in either case as
reported on the Nasdaq National Market or, if thenmon stock is not quoted or admitted to tradingch quotation system, on the princi
national securities exchange or quotation systemvidoh the common stock may be listed or admittettading or quoted, or, if not listed or
admitted to trading or quoted on any national S&egrexchange or quotation system, the averagfeeoflosing per share bid and asked prices
of the common stock on the over-the-counter mavkethe day in question as reported by the NatiQuadtation Bureau Incorporated, or
similar generally accepted reporting service, fanpt so available in such manner, as furnishedryyNasdag member firm selected from f

to time by the board of directors of Level 3 foatpurpose, or, if not so available in such managtherwise determined in good faith by
board of directors of Level 3.

Expiration of Conversion Rights

On or after March 18, 2003, Level 3 may, at its@mptcause the conversion rights of holders of sitdeexpire. Level 3 may exercise this
option only if the Current Market Price of commdack exceeds 140% of the prevailing ConversionePttien in effect for at least 20 trading
days in any consecutive 30-day trading period uidiclg the last trading day of such period. In ottdegxercise its option to cause the
conversion rights of holders of notes to expirevdle8 must issue a press release for publicatiotherdow Jones News Service (or a
comparable news service) announcing the conveesipiration date prior to the opening of businesshensecond trading day after any
period in which the condition in the preceding sece has been met, but in no event prior to Ma&2@03. The press release shall anno
the conversion expiration date and provide theerur€onversion Price of the notes and the Currearkbt Price of the common stock, in
each case as of the close of business on the grddinnext preceding the date of the press release.

Notice of the expiration of conversion rights vl given by Level 3 by first class mail to the hesklof the notes not more than four busir
days after Level 3 issued the press release. Satatershall be irrevocable and will specify the wersion expiration date. Conversion rights
will terminate at the close of business on the eosion expiration date which will be a date selédtg Level 3 not less than 30 nor more than
60 days after the date on which Level 3 issueptlss release announcing its intention to termicateersion rights of the notes.

Repurchase at Option of Holders Upon a Change of Gdrol

If a Change of Control, as defined below, occuasheholder of notes shall have the right, at tHddvts option, to require Level 3 to
repurchase all of such holder's notes, or any @ouf the principal amount thereof that is eque$¢000 or an integral multiple of $1,000 in
excess thereof, on the date (the "Repurchase
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Date") that is no earlier than 30 nor later thardégs after the date of the Company Notice, asiddfbelow, at a price equal to 100% of the
principal amount of the notes to be repurchasegbther with interest accrued to the Repurchase (ffage'Repurchase Price"). Level 3's
obligation to make or consummate such a repurcbeases upon defeasance of the indenture.

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

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

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

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

owner" (as defined in Rule 1Rlunder the Exchange Act, except that a persorbeitleemed to have "beneficial ownership" of adireh tha
any such person has the right to acquire, whethgr gght is exercisable immediately or only aftes passage of time), directly or indirectly,
of 35% or more of the total voting power of the Mgt Stock of Level 3; provided, however, that therRitted Holders are the "beneficial
owners" (as defined in Rule 13d-3 under the Exchaht, except that a person will be deemed to Haeaeficial ownership" of all shares
that any such person has the right to acquire, velnesuch right is exercisable immediately or oritgrahe passage of time), directly or
indirectly, in the aggregate of a lesser percentdgie total voting power of the Voting Stock af\tel 3 than such other person or group (for
purposes of this clause (1), such person or grbaj se deemed to beneficially own any voting stotk corporation (the "specified
corporation”) held by any other corporation (thargnt corporation”) so long as such person or ghangficially owns, directly or indirectly,
in the aggregate a majority of the total voting powf the Voting Stock of such parent corporatian);

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

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

(4) the stockholders of Level 3 shall have appraaey plan of liquidation or dissolution of Level@ovided, however, that a Change of
Control shall not be deemed to have occurred iGheent Market Price of the common stock for aimg frading days within the period of
consecutive trading days beginning immediatelyrdfte later of the Change of Control or the publtiouncement of the Change of Control
shall

S-90



equal or exceed 105% of the Conversion Price ohttes in effect on each such trading day; providetther that if the Change of Control
results in the reclassification, conversion, exdeaof outstanding shares of common stock of Leysuh 10 consecutive trading day period
shall be measured as ending immediately befor€hamge of Control.

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

"Voting Stock" of any person means Capital Stockuth person which ordinarily has voting powertfar election of directors (or persons
performing similar functions) of such person, wiegtht all times or only for so long as no seniasslof securities has such voting power by
reason of any contingency. "Capital Stock" of aryspn means any and all shares, interests, paitimiis or other equivalents (however
designated) of corporate stock or equity partiéquet, including partnership interests, whether ganar limited, of such person and any ric
(other than debt securities convertible or exchahfgeinto any equity interest), warrants or optitmacquire an equity interest in such per

Rule 13e-4 under the Exchange Act requires thedissation of certain information to security holslér the event of an issuer tender offer
and may apply in the event that the repurchasemnjcomes available to holders of the notes. L&wéll comply with this rule to the exte
applicable at that time.

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

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

Level 3's ability to repurchase notes upon the wecee of a Change of Control is subject to impurlinitations. The occurrence of a
Change of Control constitutes an event of defaudtew its senior secured credit facility. Moreowbg occurrence of a Change in Control
could cause an event of default under, or be pighilor limited by, the terms of other Senior Debt.evel 3. As a result, in each case, any
repurchase of the notes would, absent a waiveprdigbited under the subordination provisions @ tiotes indenture until the Senior Debt is
paid in full. Level 3's obligation to purchase times under this covenant will, unless consentshi@ined, require Level 3 to repay either
prior to or concurrently with the note repurchaé&anior Debt then outstanding that would by ésris prohibit the note repurchase,
including both series of Level 3's existing semotes and the senior secured credit facility.

Further, Level 3 may not have the financial resesr@nd may not be able to arrange financing, talmaRepurchase Price for all the notes
that might be delivered by holders of notes seetangxercise the repurchase right. Level 3's gttititrepurchase notes with cash may also be
limited by the terms of its subsidiaries' borrowargangements due to dividend or other restrictibagel 3's senior secured credit facility
restricts the ability of Level 3's subsidiariepty dividends and make loans and advances to Bevaly failure by Level 3 to repurchase the
notes when required following a Change of Contrould result in an Event of Default under the nateenture whether or not such
repurchase is permitted by the subordination piongsof the notes indenture. Any such default nrayirn, cause a default under Senior
Debt of Level 3. See "--Subordination.”

Mergers and Sales of Assets by Level 3

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

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

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

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

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

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

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

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

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

() failure to pay when due any indebtedness foneydborrowed by Level 3 or any subsidiary thatiestricted subsidiary under the
indentures governing Level 3's outstanding senestotaling $25 million or more if such failuteadl have continued after the applicable
grace period and shall not have been cured or Wavéhe acceleration of any indebtedness for mdaoesowed by Level 3 or any such
restricted subsidiary totaling $25 million or more,

(9) any judgment or judgments for the payment oheyoin an aggregate amount in excess of $25 mithahshall be rendered against Level
3 or any such restricted subsidiary and that stalbe waived, satisfied or discharged for anyqueaf 45 consecutive days during which a
stay of enforcement shall not be in effect, and

(h) certain events of bankruptcy, insolvency orgaaization affecting Level 3 or any SignificantfSidiary (as defined in the indenture).

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

(h) above with respect to the Company, occurs amimtinuing, either the trustee or the holderatdéast 25% in principal amount of the
outstanding notes may accelerate the maturityl ofcdks; provided, however, that after such acaditan, but before a judgment or decree
based on acceleration, the holders of a majoriggigregate principal amount of outstanding noteg, mmader certain circumstances as set
forth in the notes indenture, rescind and annuhsceleration if all Events of Default, other thlhaa nonpayment of principal of the notes
which have become due solely by such declarati@toéleration, have been cured or waived as prdvidéhe notes indenture. If an Even
Default specified in clause (h) occurs and is aaritig with respect to the Company, then the prigoi, and accrued interest on, all of the
notes shall automatically become immediately dukayable without any declaration or other actrengart of the holders of the notes or
trustee. For information as to waiver of defaudts "--Modification and Waiver" below.

No holder of any note will have any right to ingté& any proceeding with respect to the notes inoterdr for any remedy thereunder, unl
such holder shall have previously given to thet&@svritten notice of a continuing Event of Defaard the holders of at least 25% in
aggregate principal amount of the outstanding nstt@#l have made written request, and offered restse indemnity, to the trustee to
institute such proceeding as trustee, and theckeusttall not have received from the holders of @rityin aggregate principal amount of the
outstanding notes a direction inconsistent witthswtjuest and shall have failed to institute sudegeding within 60 days. However, such
limitations do not apply to a suit instituted by@lder of a note for the enforcement of paymenhefprincipal of or premium, if any, or
interest on such note on or after the respectieedaes expressed in such note or of the rightneert such note in accordance with the n
indenture.

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

Modification and Waiver

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

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

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

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

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

(f) to secure the notes,

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

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

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

Other modifications and amendments of the notesrinde may be made, and certain past defaults gl [3emay be waived, with the
consent of the holders of not less than a majanigggregate principal
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amount of the notes at the time outstanding. Howewesuch modification or amendment may, withbet tconsent of the holder of each
outstanding note affected thereby,

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

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

(e) change the place or currency of payment ofcjal of, premium, if any, or interest on, any n@tecluding any payment of the Repurch
Price in respect of such note),

(f) impair the right to institute suit for the emé@ment of any payment on or with respect to artg,no

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

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

(j) reduce the percentage of aggregate principalernof outstanding notes necessary for waiveoaigiance with certain provisions of the
notes indenture or for waiver of certain defaults,

(k) reduce the premium payable upon the redemti@mny note nor change the time at which any nag be redeemed, as described under
"--Provisional Redemption," or

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

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

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

Whether or not Level 3 is subject to Section 18¢a)5(d) of the Exchange Act, or any successoriprawv thereto, Level 3 shall file with the
Commission the annual reports, quarterly reportsaher documents which Level 3 would have beenired to file with the Commission
pursuant to such

Section 13(a) or 15(d) or any successor providieneto if Level 3 were subject thereto, such dosumm® be filed with the Commission or
prior to the respective dates (the "Required Fildages") by which Level 3 would have been requirefile them. Level 3 shall also in any
event (a) within 15 days of each Required FilingeD@ transmit by mail to all holders, as theimes and addresses appear in the Security
Register, without cost to such holders, and (i@ fith the trustee copies of the annual repoudssigrly reports and other documents (without
exhibits) which Level 3 would have been requirefileowith the Commission pursuant to Section
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13(a) or 15(d) of the Exchange Act or any succegreyrisions thereto if Level 3 were subject theratal (b) if filing such documents by
Level 3 with the Commission is not permitted untiher Exchange Act, promptly upon written requegppdy copies of such documents
(without exhibits) to any prospective holder.

Notices

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

Replacement of Notes

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

Payment of Stamp and Other Taxes

Level 3 shall pay all stamp and similar dutiesnf/, which may be imposed by the United Statesigmpalitical subdivision thereof or taxing
authority thereof or therein with respect to theuance of the notes. Level 3 will not be requiethbike any payment with respect to any
payment with respect to any other tax, assessmeav@rnmental charge imposed by any governmeahgmpolitical subdivision thereof or
taxing authority thereof or therein.

Satisfaction and Discharge

The provisions in the indenture relating to defeasawill be applicable to the notes. Level 3's gdtion to make or consummate a repurchase
of notes upon the occurrence of a Change of Cootates upon defeasance of the indenture.

Governing Law
The notes indenture and the notes will be govehyeaind construed in accordance with the laws oftia¢e of New York.
The Trustee

The trustee for the holders of notes issued urdenotes indenture will be The Bank of New Yorkjalthis also the trustee with respect to
indentures relating to Level 3's other senior natesior discount notes and convertible subordihatges. See "Description of Other
Indebtedness of Level

3." In case an Event of Default shall occur, arallgiot be cured, the trustee will be requiredse the degree of care of a prudent person in
the conduct of his own affairs in the exerciset®fiowers. Subject to such provisions, the trustédde under no obligation to exercise any
its rights or powers under the notes indenturbarequest of any of the holders of notes, untesg $shall have offered to the trustee
reasonable security or indemnity.

The notes indenture and the Trust Indenture Actaiprdimitations on the rights of the trustee, ddahe trustee become a creditor of Level 3,
to obtain payments of claims in certain cases oeatize on certain property received in respeetnyf such claim as security or otherwise.
Subject to the Trust Indenture Act, the trusted walpermitted to engage in other transactions &tel 3 or any affiliate of Level 3;
provided, however, that if the trustee acquires@mflicting interest as described in the Trustemiire Act, it must eliminate such conflict or
resign.
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CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERAT IONS

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

This summary:

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

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

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

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

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

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

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

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

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

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

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

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

Sale, Exchange Or Redemption Of A Note

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

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

Adjustments to Conversion Rate

The conversion rate of the notes is subject tosttjent under certain circumstances, as describeéer iBescription of Notes--Conversion
Rights."

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

Conversion Of The Notes

A United States Holder generally will not recogn@ey income, gain or loss upon conversion of a mttecommon stock except with respect
to cash received in lieu of a fractional shareahmon stock. A United States Holder's tax basteéncommon stock received on conversion
of a note will be the same as such United Statddefs adjusted tax basis in the note at the tifroversion, reduced by any basis allocable
to a fractional share interest, and the holdingogefior the common stock received on conversioh géherally include the holding period of
the note converted. However, to the extent thatcmymon stock received upon conversion is consitetteibutable to accrued interest not
previously included in income by the United Statiedder, it will be taxable as ordinary income. Aitéal States Holder's tax basis in shares
of common stock considered attributable to accinttest generally will equal the amount of suctraed interest included in income, and
the holding period for such shares shall beginhendiate of conversion.

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

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

Sale Of Common Stock

Upon the sale or exchange of common stock, a USitates Holder generally will recognize capitaingadr losses equal to the difference
between (1) the amount of cash and the fair maskiele of any property received upon the sale ohamge and (2) such United States
Holder's adjusted tax basis in the common stockiéasribed above under "--Conversion of the Notd81¢ deductibility of capital losses is
subject to limitations.

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

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

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

(3) either (A) the beneficial owner of the notedanpenalties of perjury, provides the Companyoagent with its name and address and
certifies that it is not a United States perso(B)ra securities clearing organization, bank, treoffinancial institution that holds customers'
securities in the ordinary course of its trade usibess (a "financial institution") certifies teetRompany or its agent, under penalties of
perjury, that such a statement has been receivettiie beneficial owner by it or another finanametitution and furnishes to the Compan
its agent a copy thereof.

For purposes of this summary, we refer to this gateam from U.S. federal withholding tax as the "®aio Interest Exemption." Under new
United States Treasury regulations that generalyeéfective for payments made after December BQQ2subject to certain transition rules,
the certification described in clause (3) above miap be provided by a qualified intermediary ohdleof one or more beneficial owners or
other intermediaries, provided that such intermsdieas entered into a withholding agreement withlfRS and certain other conditions are
met.

The gross amount of payments to a Foreign Holdértefest that does not qualify for the Portfolibdrest Exemption and that is not
effectively connected to a United States tradeusirtess will be subject to United States federéthalding tax at the rate of 30%, unless a
United States income tax treaty applies to reduediminate withholding.
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A Foreign Holder will generally be subject to taxthe same manner as a United States Holder wafiect to payments of interest if such
payments are effectively connected with the condbiettrade or business by the Foreign Holder énUhited States and, if an applicable tax
treaty so provides, such gain is attributable toffice or other fixed place of business maintaiirethe United States by such holder. Such
effectively connected income received by a Foréigider which is a corporation may in certain cir@tamces be subject to an additional
"branch profits tax" at a 30% rate or, if applieatd lower treaty rate.

Foreign Holders should consult their own tax adisegarding applicable income tax treaties, winielty provide different rules.

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

Sale, Exchange Or Redemption Of A Note

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

(2) the gain is effectively connected with the coctdbf a trade or business of the holder in thadééhStates and, if an applicable tax treaty so
provides, such gain is attributable to an officethrer fixed place of business maintained in théddnStates by such holder or (3) the
Company is or has been a United States real psopelding corporation ("USRPHC") at any time durithg shorter of the five-year period
preceding the date of the disposition or the héddaolding period (in which case the gain will beated as effectively connected income as
described in (2)), unless (i) the notes are comsitlto be "regularly traded” on an "establishedistes market" under applicable Treasury
Regulations and (ii) the holder at no time during shorter of the five-year period preceding thte déthe disposition or the holder's holding
period owned (actually or constructively) more ttaédf of the total value of the notes. In the cas@hfsuch effectively connected income
received by a Foreign Holder which is a corporatiay in certain circumstances be subject to antiaddi "branch profits tax" at a 30% rate
or, if applicable, a lower treaty rate. Additionalin the case of (3), it is possible that a Fanditplder that initially owns 5% or less of the
total value of the notes may subsequently be censitito own more than 5% of the total value ofrtbees due to other holders' conversion of
notes into common stock. Regardless of whethesgodition of any note is taxable to the seller pans to the rules regarding USRPHCs, the
withholding requirements of Section 1445 of the E€génerally will not be applicable to a purchadehe notes or a financial intermediary
involved in any such transaction if the notes amesadered to be "regularly traded" on an "establisbecurities market" under applicable
Treasury Regulations.

Conversion of a Note

In general, no United States federal income tawititholding tax will be imposed upon the conversadra note into common stock by a
Foreign Holder except (1) to the extent the comstork is considered attributable to accrued interespreviously included in income,
which may be taxable under the rules set forth-8tated Interest,” (2) with respect to the recefptash in lieu of fractional shares by
Foreign Holders upon conversion of a note, in ezde where the conditions described in (1), (Bpabove under "-- Sale, Exchange or
Redemption of a Note" is satisfied. Regardlessluétiver a conversion of any note is taxable to é¢lerspursuant to the rules regarding
USRPHCs, the withholding requirements of Sectiof5ldf the Code generally will not be applicabléhte Company or a financial
intermediary involved in any such transaction & tiotes are considered to be "regularly tradedirotestablished trading market" under
applicable Treasury Regulations.
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Sale Or Exchange Of Common Stock

A Foreign Holder will generally not be subject toitéd States federal income tax or withholdingaaxhe sale or exchange of common s
unless either of the conditions described in (1(2)rabove under "Sale, Exchange or Redemption of a Note" is satigfiethe Company is
has been a USRPHC for United States federal indampurposes at any time within the shorter offile year period preceding such
disposition or such Foreign Holder's holding peribde Company believes that, based upon its cuBesiness Plan, it may be or it may
become a USRPHC. In general, the Company will éatéd as a USRPHC if the fair market value of itS.Weal property interests equals or
exceeds 50% of the total fair market value of itS.lnd non-U.S. real property and its other agssd or held in a trade or business. If the
Company is, or becomes, a USRPHC, so long as tienom stock continues to be regularly traded onstéabéished securities market within
the meaning of Section 897(c)(3) of the Code, @nRoreign Holder who holds or held directly, indthg or constructively, at any time duri
the shorter of the five-year period preceding tag af disposition or the holder's holding perimadre than 5% of the common stock will be
subject to U.S. federal income tax on the dispmsitif the common stock. For purposes of the owryetsist described above, a Foreign
Holder of notes will be considered as construcivelning the common stock into which such notescarevertible. Regardless of whether a
disposition of common stock is taxable to the sellegsuant to the rules regarding USRPHCs, thehwitling requirements of Section 144E
the Code generally will not be applicable to a paser of the common stock or a financial intermgdiavolved in any such transaction.

Dividends

Distributions by the Company with respect to thenowon stock that are treated as dividends paid eméed paid (including a deemed
distribution on the notes or common stock as desdrabove under "United States Holders-- AdjustsnConversion Rate") to a Foreign
Holder, excluding dividends that are effectivelynnected with the conduct of a trade or businesisarUnited States by such holder, will be
subject to United States federal withholding tar 80% rate, or lower rate provided under any apple income tax treaty. Except to the
extent that an applicable tax treaty otherwise igies; a Foreign Holder will be subject to tax i #ame manner as a United States Holder or
dividends paid or deemed paid that are effectieelynected with the conduct of a trade or businedisd United States by the Foreign Holi

If such Foreign Holder is a foreign corporatiomniy in certain circumstances also be subjectdoited States "branch profits tax" on such
effectively connected income at a 30% rate or $owfer rate as may be specified by an applicablenmetax treaty. Even though such
effectively connected dividends are subject to medax, and may be subject to the branch profitstkeey will not be subject to U.S.
withholding tax if the Foreign Holder delivers IFF8rm 4224 to the payer.

Under current United States Treasury Regulationilehds paid to an address in a foreign counteypmesumed to be paid to a resident of
that country, unless the payer has knowledge tadhérary, for purposes of the withholding discusabove, and, under the current
interpretation of United States Treasury Regula&idor purposes of determining the applicabilityadfix treaty rate. Under new United States
Treasury Regulations that generally are effectorgopyments made after December 31, 2000, sulgj@ertain transition rules, however, a
Foreign Holder of common stock who wishes to cléim benefit of an applicable treaty rate would dguired to satisfy applicable
certification requirements. In addition, under emtrUnited States Treasury Regulations, in the cohsemmon stock held by a foreign
partnership, or other fiscally transparent entjtihe certification requirement would generallydpplied to the partners of the partnership and
the partnership would be required to provide ceriaformation, including a United States taxpaymitification number. The Treasury
Regulations also provide look-through rules fordéepartnerships.

Death Of A Foreign Holder

A note held by an individual who is not a citizerresident of the United States at the time of @all not be includable in the decedent's
gross estate for United States estate tax purppsmsded that such holder or beneficial ownermlid at the time of death actually or
constructively own 10% or more of the combined
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voting power of all classes of stock of the Compantjtled to vote, and provided that, at the tirhdemath, payments with respect to such note
would not have been effectively connected withdbeduct by such Foreign Holder of a trade or bissiveithin the United States.

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

Information Reporting And Backup Withholding

In general, information reporting requirements &piply to payments of principal, premium, if anggdanterest on a note, dividends on
common stock, and payments of the proceeds ofaleeo$ a note or common stock to a United Statddétpand a 31% backup withholding
tax may apply to such payment if the United Stétekler (1) fails to establish properly that it igtiled to an exemption, (2) fails to furnish
certify his correct taxpayer identification numberthe payer in the manner required, (3) is natifig the IRS that he has failed to report
payments of interest or dividends property or @der certain circumstances, fails to certify thahlas not been notified by the IRS that he is
subject to backup withholding for failure to repimtierest or dividend payments.

Information reporting requirements will apply toypaents of interest or dividends to Foreign Holdehere such interest or dividends are
subject to withholding or are exempt from Unitedt8$ withholding tax pursuant to a tax treaty, bem such interest is exempt from United
States tax under the Portfolio Interest Exempt@opies of these information returns may be madéadta under the provisions of a specific
treaty or agreement to the tax authorities of thentry in which the Foreign Holder resides.

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

The payment of the proceeds from the dispositiomodés or common stock to or through the UnitedeStaffice of any broker, United States
or foreign, will be subject to information repogiand possible backup withholding unless the oweeifies as to its noknited States statt
under penalty of perjury or otherwise establishesxemption, provided that the broker does not lzbteal knowledge that the holder is a
United States person or that the conditions of@hgr exemption are not, in fact, satisfied. Thegnpent of the proceeds from the disposition
of a note or common stock to or through a non-Uh8&ates office of a non-United States broker ihabt a United States related person will
not be subject to information reporting or backuthholding. For this purpose, a "United Statesteglgperson” is:

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

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

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

Any amounts withheld under the backup withholdiaps will be allowed as a refund or a credit agasnigh holder's United States federal
income tax liability provided the required infornmat is furnished to the IRS.
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United States Treasury Regulations, which genegalyeffective for payments made after DecembeRBQ0, subject to certain transition
rules, will generally expand the circumstances umdech information reporting and backup withholglimay apply. Holders of notes should
consult their tax advisors regarding the applicatibthe information and reporting and backup witlling rules, including such Treasury
regulations.

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

Subject to the terms and conditions stated in tigeowriting agreement between Level 3 and the undters, each underwriter named bel
for whom Salomon Smith Barney Inc. is acting asgldal coordinator and joint book- running managih Goldman, Sachs & Co., and,
together with J.P. Morgan Securities Inc., Morgéam$y & Co. Incorporated and Credit Suisse Fis$tBn Corporation, as the
representatives, has severally agreed to purchadd,evel 3 has agreed to sell to each such uniderwthe principal amount of notes set
forth opposite the name of such underwriter.

Name Principal Amount
Salomon Smith Barney INC.......ccoocvevvvvcees L $300,000,000
Goldman, Sachs & CO.....oovvvevevviiiieeieieee 300,000,000
J.P. Morgan Securities INC......cvevvevveveeee. 60,000,000
Morgan Stanley & Co. Incorporated...........ccee... 60,000,000
Credit Suisse First Boston Corporation.............. ... 30,000,000

TOtaloiiiiii e, $750,000,000

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

The underwriting agreement provides that the olibga of the several underwriters to purchase titesnincluded in this offering are subject
to approval of certain legal matters by counseltancertain other conditions. The underwritersabligated to purchase all the notes if they
purchase any of the notes.

The underwriters propose to offer some of the ndiesctly to the public at the public offering peiset forth on the cover page of this
prospectus supplement and some of the notes mirtekalers at the public offering price less acession not in excess of 1.77% of the
principal amount of the notes. After the initiafexfng of the notes to the public, the public ofigrprice and such concessions may be
changed by the representatives.

The following table shows the underwriting discauahd commissions (expressed as a percentage pfitiegpal amount of the notes) that
we will pay to the underwriters in connection witts offering. These amounts are shown assuming hoexercise and full exercise of the
underwriters' option to purchase additional notes.

No Exercise Full Exercise

Pernote.......cccovviiiiiiiii 2.95% 2.95%
Total...ooooiiiiieeeeee e ... $22,125,000 $25,443,750

Level 3 has agreed that, for a period of 90 daysifthe date of this prospectus supplement, itvatl without the prior written consent of
Salomon Smith Barney, offer, sell, contract to,d9s8ue, announce the offering or issuance ofstegicause to be registered or announce the
registration or intended registration of, in angeéor its own account, any shares of common stbtlevel 3, including any such shares
beneficially or indirectly owned or controlled bytel 3, or any securities convertible into or exadeable for common stock, except for: (1)
up to 3,000,000 shares of common stock issuedninaxiion with acquisitions, provided that this linmay be exceeded if the purchaser of
such shares agrees to be bound for any remainitigpof the 90-day "black-out" period, (2) comm&tock issued pursuant to any employee
benefit plan, stock
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ownership or stock option plan or dividend reinwestit plan in effect on the date hereof, or optigrated pursuant to any such plan in ef
on the date hereof, provided that such options aln@ exercised for any remaining portion of thed8§ "black-out" period, (3) common
stock issued in connection with the inclusion ofiéle3's common stock in any major market indexdgfined in the underwriting agreemet
(4) maintaining the effectiveness of any registrastatement in place on the date hereof or otlserpermitted to be filed under this
paragraph, (5) common stock issued in connectioin thie exercise of warrants outstanding on the kateof, (6) common stock issued to
prospective employees in connection with such eygae being hired by Level 3, (7) the notes and comstock issued upon the conversion
of the notes and the common stock concurrentlygoeffered and upon conversion of Level 3's exis@fgconvertible notes due 2009 and
the filing, announcing or amending of a shelf regison for up to $5 billion of securities, providiéhat this clause (8) shall not permit the
actual offering ("take down") of any such secusitikiring this 9@ay period. Salomon Smith Barney, in its sole @son, may release any
the securities subject to these "black-out" agredsnat any time without notice.

In connection with the offering, Salomon Smith Baynon behalf of the underwriters, may purchasesafichotes in the open market. These
transactions may include over-allotment, syndicateering transactions and stabilizing transacti@hser-allotment involves syndicate sales
of notes in excess of the principal amount of ntddse purchased by the underwriters in the oftgrmhich creates a syndicate short position.
Syndicate covering transactions involve purchag#iseonotes in the open market after the distrdyutias been completed in order to cover
syndicate short positions. Stabilizing transactiomssist of certain bids or purchases made fopthipose of preventing or retarding a decline
in the market price of the notes while the offerimgn progress.

The underwriters also may impose a penalty bidaRgbids permit the underwriters to reclaim aisgliconcession from a syndicate member
when Salomon Smith Barney, in covering syndicatetgbositions or making stabilizing purchases, repases notes originally sold by that
syndicate member.

Any of these activities may cause the price ofrtbies to be higher than the price that otherwiseldvexist in the open market in the absence
of such transactions. These transactions may ketetf in the over-the-counter market or otherwisg & commenced, may be discontinued
at any time.

In addition, in connection with this offering, cairt of the underwriters (and selling group membgray engage in passive market-making
transactions in Level 3's common stock on the Nadtitional Market, prior to the pricing and comjaatof the offering. Passive market
making consists of displaying bids on the NasdatioNal Market no higher than the bid prices of ipeiedent market makers and making
purchases at prices no higher than those indepehittnand effective in response to order flow. pletchases by a passive market maker on
each day are limited to a specified percentaghephssive market maker's average daily tradingnvelin the common stock during a
specified period and must be discontinued when Bothis reached. Passive market making may c#userice of Level 3's common stock
to be higher than the price that otherwise wouldtér the open market in the absence of such acims. If passive market making is
commenced, it may be discontinued at any time.

Level 3 estimates that its total expense of thisrafg will be approximately $440,000.

The representatives and the other underwriters paxfermed certain investment banking and adviseryices for Level 3 from time to time
for which they have received customary fees an@esg@s. The underwriters may, from time to timeagegn transactions with and perform
services for Level 3 in the ordinary course of theisiness. Some of the underwriters are actigaabunderwriters for, and initial purchasers
in, the other Level 3 offerings and are lendersaurigkvel 3's credit facility. In addition, Salom8mith Barney Inc. will receive a financial
advisory fee.

Level 3 has agreed to indemnify the underwriteiszg} certain liabilities, including liabilities der the Securities Act of 1933, or to
contribute to payments the underwriters may beireduo make in respect of any of those liabilities
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LEGAL MATTERS

The validity of the notes offered by this prospsaupplement will be passed upon for the Companiy/itkie Farr & Gallagher, New York,
New York. Certain legal matters relating to thifeahg will be passed upon for the underwritersdmvath, Swaine & Moore, New Yor
New York.

EXPERTS

The consolidated financial statements of Level &gn\@mnications, Inc. as of December 31, 1999 and H9@8for the years then ended,
included in this prospectus supplement have bediteaby Arthur Andersen LLP, independent publicammtants, as indicated in their ref
with respect thereto, and are included hereinlianee upon the authority of said firm as expantgiving said report.

The consolidated statements of operations, caslsflohanges in stockholders' equity and comprehemscome (loss) of Level 3
Communications, Inc. for the year ended Decembe 297 included in this prospectus supplement, taen included herein in reliance on
the report of PricewaterhouseCoopers LLP, indepgnalecountants, given on the authority of that fasnexperts in accounting and auditing.
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GLOSSARY OF TERMS

ACCESS....oevevevrnreienes Telecommunications se
carriers to use local
and/or terminate long
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originating and termi
LECs' local networks.
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dialing parity.............. The ability of a comp
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telecommunications to
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digits and an authori
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equipment.

fiber optics................ A technology in which
information from one
are thin filaments of
transmitted over long
of data. Modulating |
produces major benefi
relatively low cost,
needs and total insen
interference.
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Gbps...coocieieeeiee Gigabits per second.
equals 1.024 billion

ILEC.....cooiiiiiiees Incumbent Local Excha
providing local telep
the Regional Bell Ope
referred to as "LEC"

interconnection............. Interconnection of fa
exchange carriers, in
colocation of one car
carrier's premises to

InterLATA.......coooenne Telecommunications se
terminating outside o

Internet.......cccee....... A global collection o
which use a specific

IntraLATA...........cce. Telecommunications se
in the same LATA.

(5575 \ Integrated Services D
transfer standard for
over telephone lines

ISPS . Internet Service Prov
access to the Interne
customers via local n

IXCorriioiiieiiee Interexchange Carrier
provides telecommunic
exchanges on an inter

(0] oL T Kilobits per second.
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always within a singl
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transmitted without t

party.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
(formerly, Peter Kiewit Sons', Inc.)
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors and Stockholders of Le&/€lommunications, Inc.:

We have audited the consolidated balance sheésvel 3 Communications, Inc. and subsidiaries (l®are corporation) as of December
31, 1999 and 1998 and the related consolidatedrstaits of operations, cash flows, changes in stddkhs' equity and comprehensive
income (loss) for the years then ended. These tidaged financial statements are the responsibilitthe Company's management. Our
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethenmthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

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

/sl Arthur Andersen LLP
Art hur Andersen LLP

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

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

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

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

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

/sl Pricewat er houseCoopers LLP
Coopers & Lybrand LLP

QOraha, Nebraska
March 30, 1998



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For the three years ended December 31, 1999

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

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

Total other income (expense)

Earnings (Loss) Before Income Taxes and Discontinue

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

Earnings (Loss) from Continuing Operations
Discontinued Operations:

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

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

Income from discontinued operations

Net Earnings (Loss)

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

Discontinued operations excluding construction
operations

Net earnings (loss) excluding construction
operations

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

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

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

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

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

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

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

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

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

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

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

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




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

1999 1998
(dollars in millions,
except per share

data)
Assets

Current Assets:
Cash and cash equivalents...

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

Liabilities and Stockholders' Equity
Current Liabilities:

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

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

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

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

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

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

shares: 341,396,727 outstanding in 1999 and

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

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

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

$ 8,904 $ 5,522

See accompanying notes to consolidated financsistents.

F-5



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the three years ended December 31, 1999

1999 1998 1997

(dollars in millions)
Cash Flows from Operating Activities:

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

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

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

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

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

Compensation expense attributable to stock

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

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

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

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

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

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

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

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

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

See accompanying notes to consolidated financ#tsients.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS--(Continued)
For the three years ended December 31, 1999

1999 1998 1997

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

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

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

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS'

For the three years ended December 31, 1999

Class
B&C Additional
Common Common Paid-in

Accumulated
Other
Comprehensive Retained

EQUITY

Stock Stock Capital

Income (Loss) Earnings Total

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

Income tax benefit

from exercise of

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

Issuance and forced

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

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

Conversion of

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

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

Split-off of the
Construction & Mining

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

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

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

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

Income tax benefit
from exercise of

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

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

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



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

1999 1998 1997

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

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

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

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

Communications and Information Services Revenue

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

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

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

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

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

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

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

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

Coal Sales Contracts

Level 3's coal is sold primarily under long-terrmtracts with electric utilities, which burn coaldnder to generate steam to produce
electricity. A substantial portion of Level 3's tsales were made under long-term contracts durg®9, 1998, and 1997. The remainder of
Level 3's sales are made on the spot market whiexespare substantially lower than those in thgiterm contracts. As the long-term
contracts expire, a higher proportion of Levelszikes will occur on the spot market.

The coal industry is highly competitive. Level 3meetes not only with other domestic and foreign sogpliers, some of whom are larger
and have greater capital resources than LeveltZlbo with alternative methods of generating eleity and alternative energy sources. M
of Level 3's competitors are served by two railadd, due to the competition, often benefit fromdr transportation costs than Level 3
which is served by a single railroad. Additionaliyany competitors have more favorable geologicatitmns than Level 3, often resulting in
lower comparative costs of production.

Level 3 is also required to comply with variousdedl, state and local laws concerning protectiothefenvironment. Level 3 believes its
compliance with environmental protection and lagstoration laws will not affect its competitive i@ since its competitors are similarly
affected by such laws.

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

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

Property, plant and equipment are recorded at Bagireciation and amortization for the majorityttoeé Company's property, plant and
equipment are computed on accelerated and strightrethods based on the following useful lives:

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

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

Software Development Costs

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

Start-Up Costs

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

Subsidiary and Investee Stock Activity

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

Earnings Per Share

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

Intangible Assets

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

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

Long Lived Assets

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

Reserves for Reclamation

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

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

Income Taxes

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

Comprehensive Income (Loss)

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

Foreign Currencies

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

Stock Dividend

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

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
reported amounts of revenues and expenses duengplorting period. Actual results could differrfrehose estimates.
Recently Issued Accounting Pronouncements

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

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

Fiscal Year

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

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

Prior to March 31, 1998, the Company had a twosctapital structure. The Company's Class C Stdtécted the performance of the
construction operations ("Construction Group") &mel Class D Stock reflected the performance obther businesses, including
communications, information services and coal ngjnin 1997 the Board of Directors of Level 3 apmd\a proposal for the separation of the
Construction Group from the other operations of@oenpany through a split-off of the Constructioro@ (the "Split-off"). In December
1997, the Company's stockholders approved the-&iplgnd in March 1998, the Company received a gufiom the Internal Revenue Serv
that stated the Split-off would be tax-free to Ustckholders. The Split-off was effected on MaBdh 1998. As a result of the Split-off, the
Company no longer owns any interest in the Constmu&roup. Accordingly, the separate financiatest@ents and management's discussion
and analysis of financial condition and resultepérations of Peter Kiewit Sons', Inc. should b&ioted to review the results of operations of
the Construction Group for the three and twelve tmeended March 31, 1998 and December 27, 1993 ctsely.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)

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

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

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

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

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

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

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

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

The following is summarized financial informatiofithe Construction Group:

Operations (in millions) 1997
REVENUE.....oeiiiiieiiieic e e $2,764
Net EarNiNgS....cccveeeieieeeeeiesiiiiiieee e 155
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS--(Contin ued)
(3) Discontinued Energy Operations

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

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

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

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

Income from Discontinued Operations (in millions)

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

Operations (in millions)

1997

Revenue:

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

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

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

CEEIECHIC uviiiiieee e (136)

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

(4) Earnings Per Share

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

Year Ended

1999 1998 1997

Earnings (Loss) from Continuing Operations (in

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

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

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

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

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

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

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

(5) Acquisitions

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

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

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

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

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

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

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

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

Marketable and Restricted Securities

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

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

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

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

Amortized Fair

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

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

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

December 31, 1999.

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

Amoun

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

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

Long-term Debt including current portion

(NOLE 10)...meeeeeeeeeeverereeeeeenne 3,99

(7) Property, Plant and Equipment

Construction in Progress

ng Fair Carrying Fair

t Value Amount Value
ollars in millions)

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

0 1,973 300 818

5 4,034 2,646 2,613

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

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

amortized over their useful lives of 3 years.

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

Accumulated Book
Cost Depreciation Value

(dollars in millions)

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

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

Facility and Leasehold Improvements

Communications 80 Q) 79

Information Services 24 2) 22

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

CPTC. e 91 (5) 86

Operating Equipment

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Year Ended

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

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

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

In July 1999, the Company and Data Return CorpamgitiData Return") entered into an agreement wheBsia Return would purchase $5
million of capacity from the Company by Decembey 3001. In lieu of cash, the Company agreed togtce¢ the time, approximately 1.9
million shares of Data Return restricted commomlsts payment for services to be provided. The Gompecorded the transaction as an
investment and deferred revenue at the value ofe¢héces to be provided. In October 1999, DataiRetonducted an

F-24



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

initial public offering. The market value of the @pany's investment in Data Return at December @49 Was approximately $104 million.
The Company, however, can not reflect the fair @alfithe Data Return investment in its financiatetents until it provides the services to

Data Return or certain restrictions expire.

(9) Other Assets

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

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

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

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

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

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

(10) Long-Term Debt

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

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

Senior Secured Credit Facility:

Term Loan Facility

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

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

$ 3989 % 2641
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9.125% Senior Notes

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

CPTC

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

Future Debt Maturities:

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

(11) Employee Benefit Plans

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

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

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

Non-qualified Stock Options and Warrants

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

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

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

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

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

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

Exerci se Price Weighted Average
Shares Per Share Exercise Price
Balance December 28, 1996....... 4,440,000 $4.0 4--$4.95 $4.40
Options granted............... 14,990,930 4.5 0--5.42 4.96
Options cancelled... .. (106,000) 4.95 4.95
Options exercised............. (4,636,930) 4.0 4--4.95 4.46
Balance December 27, 1997....... 14,688,000 $4.0 4--$5.42 $4.95
Options granted............... 7,466,247 $.12 --$41.25 $8.67
Options cancelled............. (668,849) .12 -- 34.69 5.52
Options exercised............. (2,506,079) .12 --34.69 4.22
Balance December 31, 1998....... 18,979,319 $.12 --$41.25 $6.50
Options granted............... 55,100 $41.44 -$84.75  $58.61
Options cancelled............. (1,005,328) .12 --41.25 10.84
Options exercised............. (3,950,528) .12 --41.25 5.60
Balance December 31, 1999....... 14,078,563 $.12 --$84.75 $6.64
Options exercisable
December 27, 1997............. 2,590,538 $4.04 -$4.95 $4.35
December 31, 1998............. 5,456,640 $ .12 --$41.25 $4.67
December 31, 1999............. 6,291,624 $.12 --$41.25 $6.13
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The weighted average remaining contractual lifettier14,078,563 options outstanding on Decembet @49 is 7.43 years.

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

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

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

Outperform Stock Option Plan

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

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

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

Transactions involving stock awards granted undeiQSO plan are summarized below:

Weighted
Average
Option Price Per Option
Shares Share Price

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

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

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

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

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

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

Restricted Stock

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

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

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

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

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

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

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

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

401(k) Plan

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

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

1999 1998 1997

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

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

1999 1998 1997

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

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

1999 1998 1997

(dollars in
millions)

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

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

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

(13) Stockholders' Equity

On March 9, 1999 the Company closed the sale gB28iillion shares of its Common Stock through adamritten public offering. The net
proceeds from the offering of approximately $1.fdn after underwriting discounts and offering exiges are being used for working cap
capital expenditures, acquisitions and other gemeraorate purposes in connection with the impletaton of the Company's Business P
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Issuances of Common Stock, for sales, conversaptgn exercises and acquisitions, and repurchafsesmmon shares for the three years
ended December 31, 1999 are shown below. Pridret&plit-off, the Company was obligated to repuseh@lass D shares from stockholders.
The Level 3 Stock Plan permits option holders tmlér shares to the Company to cover income taxe®dwption exercises.

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

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

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

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

(14) Industry and Geographic Data

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

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

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

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

1999

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

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

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

(dollar

$ 159

(390)
5,001
3,299

151

818

$67
19
6
9

$63

1
11

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

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

on Services

Systems Coal
Integration Mining Other Total

s in millions)

$63
(10)
30
1
6

$57

F-37

$207 $ 19 $ 515
81 (87) (387)
345 3,467 8,904
3 122 3436

5 57 228
$228 $ 20 $ 392

92 (44) (100)
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The following table presents a geographic breakmutevenue, EBITDA, and identifiable assets:

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

1999 1998 1997

(in millions)

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

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

(15) Commitments and Contingencies

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

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

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

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

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

Operating Leases

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

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

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

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

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

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

(17) Other Matters

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

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

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

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

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

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

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

(18) Subsequent Events

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

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

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

(19) Unaudited Quarterly Financial Data

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

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

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

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

Net Earnings Excluding
Gain On Split-Off of

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

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

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

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

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

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

Issues Task Force Issue 96-4. No taxes were prwdehis gain due to the tax-free nature of thit-8ff. The Company reflected the fair
value of the Construction Group as a distributimithie Class C stockholders.
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Prospectus
Level 3 Communications, Inc.

Debt Securities
Preferred Stock
Depositary Shares
Common Stock

We will provide specific terms of these securitsl their offering prices in supplements to thisspectus.

In the case of debt securities, these terms willithe, as applicable, the specific designationreggte principal amount, maturity, rate or
formula of interest, premium, terms for redemptibnthe case of shares of preferred stock, thesestwill include, as applicable, the specific
titte and stated value, any dividend, liquidatimdemption, conversion, voting and other rightshk case of depositary shares, these terms
will include the fractional share of preferred #t@epresented by each depositary share. In theofasemmon stock, these terms will include
the aggregate number of shares offered.

We may sell any combination of these securitiesn@ or more offerings up to a total dollar amour2500,000,000.

Our common stock is quoted on the Nasdaq Natioraak®t under the symbol LVLT. The closing price af common stock on the Nasdagq
National Market was $67.063 per share on DecembEd®9. None of the other securities are currgmilylicly traded

You should read this prospectus and any prospsciysiement carefully before you invest.

See "Risk Factors" on page 1 for a discussion dfersathat you should consider before investinthé@se securities.

Neither the Securities and Exchange Commissiorangistate securities commission has approved appisved of these securities or pas
upon the adequacy or accuracy of this prospectog.répresentation to the contrary is a crimina¢offe.

The date of this prospectus is December 10, 1
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About This Prospectus

This prospectus is part of two registration stateimi¢hat we filed with the SEC utilizing a shel§jigtration process. Under this shelf process,
we may, over the next two years, sell any combamatif the securities described in this prospectumie or more offerings up to a total dollar
amount of $3,500,000,000 or the equivalent denorathim foreign currencies or units of two or maveeign currencies. This prospectus
provides you with a general description of the siéies we may offer. Each time we sell securitigs,will provide a prospectus supplement
that will contain specific information about thertes of that offering. The prospectus supplement elsy add, update or change information
contained in this prospectus. You should read Hoghprospectus and any prospectus supplementergeith additional information
described under the heading "Where You Can FindeNtuformation."

Where You Can Find More Information

We file annual, quarterly and special reports, pretatements and other information with the SEQ. S&IC filings are available to the public
over the Internet at the SEC's web site at httpaivsec.gov. You may also read and copy any documeriile at the SEC's public reference
room at 450 Fifth Street, N.W., Washington, D.C529. Please call the SEC at 1-800-SEC-0330 fohduiinformation on the public
reference room. Our SEC filings are also availalbline offices of the Nasdaq National Market, insiWagton, D.C.

The SEC allows us to incorporate by referencerfaination we file with them, which means that ves disclose important information to
you by referring you to those documents. The infition incorporated by reference is an important pathis prospectus, and informati
that we file later with the SEC will automaticalipdate and supersede this information. We incotpdrareference our documents listed
below and any future filings we make with the SE@er Sections 13(a), 13(c), 14, or 15(d) of theuBes Exchange Act until we sell all of
the securities.

. Annual report on Form 10-K for the fiscal yeaded December 31, 1998
. Quarterly reports on Form 10-Q for the quarterdesl March 31, 1999, June 30, 1999 and Septemhé&©99

. Current reports on Form 8-K, filed February 2499, March 5, 1999, May 18, 1999, June 3, 1999%sutember 20, 1999 and on Form 8-
K/A filed February 17, 1999 and November 9, 1999

. Registration statements on Forms 8-A/A filed MaBd, 1998 and June 10, 1998
You may request a copy of these filings at no dmstyriting or telephoning us at the following adsis:

Vice President, Investor Relations Level 3 Commations, Inc.
1025 Eldorado Boulevard

Broomfield, Colorado 80021

(720) 888-1000

You should rely only on the information incorpomtey reference or provided in this prospectus grospectus supplement. We have not
authorized anyone else to provide you with difféiaformation. We are not making an offer of theseurities in any state where the offer is
not permitted. You should not assume that the médion in this prospectus or any prospectus supghéms accurate as of any date other !
the date on the front of those documents.

Risk Factors

Before you invest in our securities, you shouldce@aly consider the risks involved. These riskdide, but are not limited to:
. the risks described in our current report on FBrRYA filed with the SEC on November 9, 1999, whis incorporated by reference in this
prospectus; and

. any risks that may be described in other filingsmake with the SEC or in the prospectus supplésrefating to specific offerings of
securities.



The Company

We engage in the communications, information ses/&nd coal mining businesses through ownership@fating subsidiaries and
substantial equity positions in public companiedate 1997, we announced a business plan to isegbstantially our information services
business and to expand the range of services we #ffe are implementing our business plan by buiidin advanced communications
network based on internet protocol technology.

Since late 1997, we have substantially increaseehphasis we place on and the resources devoted twmmunications and information
services business. Since that time we have becdawliies-based provider of a broad range ofgnééed communications services. A
facilities-based provider is one that owns or Isassubstantial portion of the plant, property aqdipment necessary to provide its services.
We have expanded substantially the business aduhsidiary, PKS Information Services, Inc. andasating, through a combination of
construction, purchase and leasing of facilitied ather assets, an advanced, international fasilthsed communications network. We
designed our network based on internet protoctirtelogy in order to leverage the efficiencies as$ tiechnology to provide lower cost
communications services.

Our network will combine both local and long distametworks and will connect customers end-to-@ndss the U.S. and in Europe and
Asia. We expect to complete the U.S. intercity ioorbf the network during the first quarter of 2001 the meantime, we have leased a
national network over which we began to offer seesiin the third quarter of 1998. We intend to pdea full range of communications
services--including local, long distance, interoaél and internet services.

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

Ratio of Earnings to Fixed Charges and Preferred $ick Dividends
The ratio of earnings to fixed charges for eacthefperiods indicated is as follows:

Nine Months Ended
September 30, Fiscal Year Ended

1999 1998 1998 1997 1996 1995 1994

~ - 573387 - -

For this ratio, earnings consist of earnings (I&&fpre income taxes, minority interest and disomgd operations plus fixed charges
excluding capitalized interest. Fixed charges irediinterest expensed and capitalized, plus ¢nggm of rent expense under operating
leases deemed by us to be representative of thiegttfactor, plus, prior to September 30, 1998fepred stock dividends on preferred stock
of its former subsidiary, MFS Communications Compdnc. We had deficiencies of earnings to fixedrgfes of $421 million for the nine
months ended September 30, 1999, $106 millionHfemine months ended September 30, 1998, $36 mftin1998, $32 million for 1995
and $42 million for 1994.

Application of Proceeds

Unless the applicable prospectus supplement sitieswise, the net proceeds from the sale of tfexedd securities will be used for working
capital, capital expenditures, acquisitions aneiotgeneral corporate purposes. Until we use thenmoeeeds in this manner, we may
temporarily use them to make short-term investmentsduce short-term borrowings.
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Description of Debt Securities

This section describes the general terms and pomé®f the debt securities. The applicable prospesupplement will describe the specific
terms of the debt securities offered through thaspectus supplement as well as any general tegstsitded in this section that will not apply
to those debt securities.

The debt securities will be our direct unsecurenkgal obligations and may include debentures, notmsds and/or other evidences of
indebtedness. The debt securities will be eitheioselebt securities or subordinated debt secarifibe debt securities will be issued under
one or more separate indentures between us and/higéhall Bank & Trust Company, as trustee. Sedlrt securities will be issued under a
senior indenture, and subordinated debt securitiébe issued under a subordinated indenture. Tregethe senior indentures and the
subordinated indentures are called indentures.

We have summarized selected provisions of the ides below. The summary is not complete. We hi&s@fded the forms of the indentu
as exhibits to the registration statement. You khoead the indentures for provisions that mayrbgdrtant to you before you buy any debt
securities.

General terms of debt securities

The debt securities issued under each indenturebmaégsued without limit as to aggregate princgrabunt, in one or more series. Each
indenture provides that there may be more thartroiséee under the indenture, each with respeabéoon more series of debt securities. Any
trustee under either indenture may resign or bevexh with respect to one or more series of dehirgés issued under that indenture, and a
successor trustee may be appointed to act witteces$p that series.

If two or more persons are acting as trustee vagipect to different series of debt securities dsiwreer the same indenture, each of those
trustees will be a trustee of a trust under thdéitiure separate and apart from the trust admiadtey any other trustee. In that case, except
as otherwise indicated in this prospectus, anypadgescribed in this prospectus to be taken byrttstee may be taken by each of those
trustees only with respect to the one or more safielebt securities for which it is trustee.

A prospectus supplement relating to a series of sleturities being offered will include specifiertes relating to the offering and that series.
These terms will contain some or all of the follogi

. the title of the debt securities;
. any limit on the aggregate principal amount &f thebt securities;
. the purchase price of the debt securities, esprkas a percentage of the principal amount;

. the date or dates on which the principal of amg@remium on the debt securities will be payalléhe method for determining the date or
dates;

. if the debt securities will bear interest, theemest rate or rates or the method by which thee gatates will be determined;

. if the debt securities will bear interest, théedar dates from which any interest will accrue ithterest payment dates on which any interest
will be payable, the record dates for those intgpagment dates and the basis upon which inteheditise calculated if other than that of a
day year of twelve 30-day months;

. the place or places where payments on the debtiges will be made and the debt securities magulorendered for registration of transfer
or exchange;



. if we will have the option to redeem all or argriion of the debt securities, the terms and camaitupon which the debt securities may be
redeemed;

. the terms and conditions of any sinking fund thieo similar provisions obligating us or permittiadiolder to require us to redeem or
purchase all or any portion of the debt securitigsr to final maturity;

. the currency or currencies in which the debt sées are denominated and payable if other thad dollars;

. whether the amount of any payments on the delbtrisies may be determined with reference to aexndormula or other method and the
manner in which such amounts are to be determined;

. any additions or changes to the events of defladfte respective indentures;

. any additions or changes with respect to theratbeenants in the respective indentures;

. the terms and conditions, if any, upon whichdbbt securities may be convertible into commonkstryqreferred stock;
. whether the debt securities will be issued intitesited or book-entry form;

. whether the debt securities will be in registesethearer form and, if in registered form, the @lamations of the debt securities if other than
$1,000 and multiples of $1,000;

. the applicability of the defeasance and covedafg¢gasance provisions of the applicable indenand;
. any other terms of the debt securities consistéhtthe provisions of the applicable indenture.

Debt securities may be issued under the indenag@siginal issue discount securities to be offemed sold at a substantial discount from
their stated principal amount. Special U.S. federame tax, accounting and other consideratioptiGgble to original issue discount
securities will be described in the applicable pexgus supplement.

Unless otherwise provided with respect to a serieebt securities, the debt securities will beiégsonly in registered form, without coupo
in denominations of $1,000 and multiples of $1,000.

Certificated securities

Except as otherwise stated in the applicable paigpesupplement, debt securities will not be issnaxkrtificated form. If, however, debt
securities are to be issued in certificated formservice charge will be made for any transfenamhange of any of those debt securities. We
may require payment of a sum sufficient to cover @x or other governmental charge payable in cotime with the transfer or exchange of
those debt securities.

Book-entry debt securities

The debt securities of a series may be issued @alendr in part in the form of one or more globatwéties that will be deposited with the
depositary identified in the applicable prospecugplement. Unless it is exchanged in whole orairt for debt securities in definitive form, a
global security may not be transferred. Howeveandfers of the whole security between the depgsitarthat global security and its nominee
or their respective successors are permitted.



Unless otherwise stated, The Depository Trust Campidew York, New York will act as depositary faadah series of global securities.
Beneficial interests in global securities will beosn on, and transfers of global securities wilktfiected only through, records maintained by
DTC and its participants.

DTC has provided the following information to usTOis a:

. limited-purpose trust company organized undeiNae York Banking Law;

. a banking organization within the meaning of e York Banking Law;

. a member of the U.S. Federal Reserve System;

. a clearing corporation within the meaning of Mew York Uniform Commercial Code; and

. a clearing agency registered under the provisidi&ection 17A of the Securities Exchange Act.

DTC holds securities that its direct participarepalsit with DTC. DTC also facilitates the settletn@mong direct participants of securities
transactions, in deposited securities through et computerized book- entry changes in the dlipacticipant's accounts. This eliminates
the need for physical movement of securities dedtiés. Direct participants include securities lerskand dealers, banks, trust companies,
clearing corporations and certain other organinati®@TC is owned by a number of its direct partiois and by the New York Stock
Exchange, Inc., the American Stock Exchange, Ind.the National Association of Securities Dealbrs, Access to DTC's book-entry
system is also available to indirect participanishsas securities brokers and dealers, banks asidcmmpanies that clear through or maintain
a custodial relationship with a direct participarie rules applicable to DTC and its direct andregat participants are on file with the SEC.

Principal and interest payments on global secgriggistered in the name of DTC's nominee will lm@enin immediately available funds to
DTC's nominee as the registered owner of the glsbalrities. We and the trustee will treat DTC'siimeee as the owner of the global
securities for all other purposes as well. Accagtlinwe, the trustee and any paying agent will hawelirect responsibility or liability to pay
amounts due on the global securities to ownergnéficial interests in the global securities. IDIEC's current practice, upon receipt of any
payment of principal or interest, to credit dirpatticipants' accounts on the payment date acaptditheir respective holdings of beneficial
interests in the global securities. These paymeiltbe the responsibility of the direct and inditgarticipants and not of DTC, the trustee or
us.

Debt securities represented by a global securitybwiexchangeable for debt securities in defimifiorm of like amount and terms in
authorized denominations only if:

. DTC notifies us that it is unwilling or unable ¢ontinue as depositary;

. DTC ceases to be a registered clearing agencg andcessor depositary is not appointed by usmb days; or

. we determine not to require all of the debt sitiesrof a series to be represented by a globairgga@nd notify the trustee of our decision.
Merger

We generally may consolidate with, or sell, leaseamvey all or substantially all of our assetsaiomerge with or into, any other corporation
if:

. we are the continuing corporation; or

. we are not the continuing corporation, the susmesorporation, expressly assumes all paymengdl dine debt securities and the
performance and observance of all the covenantsamditions of the applicable indenture; and
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. neither we nor the successor corporation is faudeimmediately after the transaction under thpli@able indenture.

Events of default, notice and waiver

Senior indenture. The senior indenture providesttimfollowing are events of default with resptcany series of senior debt securities:
. default for 30 days in the payment of any inteagsany debt security of that series;

. default in the payment of the principal of ormpiam, if any, on any debt security of that seriesamaturity;

. default in making a sinking fund payment requif@dany debt security of that series;

. default in the performance of any of our otherazmants in the senior indenture that continue$@odays after written notice, other than
default in a covenant included in the senior indensolely for the benefit of another series ofigedebt securities;

. the acceleration of the maturity of more than,$26,000 in the aggregate of any of our other itehiess, where that indebtedness is not
discharged or that acceleration is not rescindexhaoulled,;

. certain events of bankruptcy, insolvency or raoigation of us or our property; and
. any other event of default provided with respgec particular series of debt securities.

The senior trustee generally may withhold noticthtoholders of any series of debt securities gfadefault with respect to that series if it
considers the withholding to be in the interesthafse holders. However, the senior trustee mayvithhold notice of any default in the
payment of the principal of, or premium, if any,ioterest on any debt security of that series dhénpayment of any sinking fund installment
in respect of any debt security of that series.

If an event of default with respect to any seriesemior debt securities occurs and is continuting,senior trustee or the holders of not less
than 25% in principal amount of the outstandingtadeleurities of that series may declare the prada@mount of all of the debt securities of
that series immediately due and payable. Subjem¢iain conditions, the holders of a majority fmpipal amount of outstanding debt
securities of that series may rescind and anntilabeeleration. However, they may only do so ifeaknts of default, other than the non-
payment of accelerated principal or specified portf accelerated principal, with respect to delousities of that series have been cured or
waived.

Holders of a majority in principal amount of anyise of outstanding senior debt securities mayjestitbo some limitations, waive any past
default with respect to that series and the coresseps of the default. The prospectus supplemeatirrglto any series of senior debt secur
which are original issue discount securities wisdribe the particular provisions relating to aecsion of a portion of the principal amoun
those original issue discount securities upon twaiwence and continuation of an event of defaMithin 120 days after the close of each
fiscal year, we must file with the senior trustegtatement, signed by specified of our officeratisty whether those officers have knowledge
of any default under the senior indenture.

Except with respect to its duties in case of defdlaé senior trustee is not obligated to exeraisgeof its rights or powers at the request or
direction of any holders of any series of outstagdienior debt securities, unless those holders bfigred the senior trustee reasonable
security or indemnity. Subject to those indemntiima provisions and limitations contained in thaise indenture, the holders of a majority
principal amount of any series of the outstandialgtéecurities issued thereunder may direct anggeding for any remedy available to the
senior trustee, or the exercising of any of themdnustee's trusts or powers.
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Subordinated indenture. The subordinated indemroeides that the following are events of defauthwespect to any series of subordinated
debt securities:

. default for 30 days in the payment of any inteagsany debt security of that series;
. default in the payment of the principal of ormpiam, if any, on any debt security of that seriesamaturity;
. default in making a sinking fund payment requif@dany debt security of that series;

. any default in the performance of any of our ottevenants in the subordinated indenture thatiwoes for 60 days after written notice,
other than default in a covenant included in tHwosdinated indenture solely for the benefit of &eotseries of subordinated debt securities;

. the acceleration of more than $25,000,000, witereindebtedness is not discharged or that a@t&laris not rescinded or annulled;
. certain events relating to the bankruptcy, ineoby or reorganization of us or our property; and
. any other event of default provided with respgec particular series of debt securities.

The subordinated trustee generally may withholicedb the holders of any series of subordinatdat decurities of any default with respect
to that series if it considers the withholding ®ib the interest of the holders. However, the silibated trustee may not withhold notice of
any default in the payment of the principal of eempium, if any or interest on any debt securityhait series or in the payment of any sinking
fund installment in respect of any debt securityhat series.

If an event of default with respect to any seriesubordinated debt securities occurs and is cointf) the subordinated trustee or the holders
of not less than 25% in principal amount of thestariding debt securities of that series may deti@r@rincipal amount of all of the debt
securities of that series immediately due and pay&ubject to certain conditions, the holders ofaority in principal amount of outstandi
debt securities of that series may rescind andlahatiacceleration. However, they may only dofsdlievents of default with respect to debt
securities of that series have been cured or wakielitlers of a majority in principal amount of asgries of the outstanding subordinated
securities may, subject to some limitations, waing past default with respect to that series aadtimsequences of the default. The
prospectus supplement relating to any series ajrsliflated debt securities which are original isdiseount securities will describe the
particular provisions relating to acceleration gfaation of the principal amount of those origirssue discount securities upon the occurrence
and continuation of an event of default. Within &ys after the close of each fiscal year, we Hilestvith the subordinated trustee a
statement, signed by specified officers of usjregavhether such officers have knowledge of anydkifunder the subordinated indenture.

Except with respect to its duties in case of deéfalaé subordinated trustee is not obligated toaige any of its rights or powers at the request
or direction of any holders of any series of outdtag subordinated debt securities, unless thokketwhave offered the subordinated trustee
reasonable security or indemnity. Subject to thndemnification provisions and limitations containea the subordinated indenture, the
holders of a majority in principal amount of anyisse of the outstanding subordinated debt secanitiay direct any proceeding for any
remedy available to the subordinated trustee,@exercising of any of the subordinated trustea&tg or powers.

Modification of the indentures

Senior indenture. Modifications and amendmentéefsenior indenture may be made only, subjectritesexceptions, with the consent of
holders of a majority in aggregate principal amaafrdll outstanding debt securities under the geinidenture which are affected by the
modification or amendment. However, the



holder of each affected senior debt security massent to any modification or amendment of the@enidenture that:
. changes the stated maturity of the principabothe premium, if any, or any installment of irtstron, that debt security;
. reduces the principal amount of, or the ratenooant of interest on, or any premium payable ommggtion of, that debt security;

. reduces the amount of principal of an originalies discount security that would be due and paygibe declaration of acceleration of its
maturity or would be provable in bankruptcy;

. adversely affects any right of repayment of thklér of that debt security;
. changes the place of payment where, or the acyrienwhich, any payment on that debt securityaggble;
. impairs the right to institute suit to enforceygmrayment on or with respect to that debt secuoiy;

. reduces the percentage of outstanding debt siesuof any series necessary to modify or amendéne@r indenture or to waive compliance
with some of its provisions or defaults and theingequences.

We and the senior trustee may amend the seniontadewithout the consent of the holders of anyaeattebt securities in certain limited
circumstances, such as:

. to evidence the succession of another entitystand the assumption by the successor of our cat@nantained in the senior indenture;
. to secure the securities; and

. to cure any ambiguity, to correct or supplemenyt grovision in the senior indenture which may mheonsistent with any other provision of
the senior indenture.

Subordinated indenture. Modifications and amendmgnthe subordinated indenture may be made oubjest to some exceptions, with the
consent of the holders of a majority in aggregaitecipal amount of all outstanding debt securitiesler the subordinated indenture which are
affected by the modification or amendment. Howetleg,holder of each affected subordinated debtrggenust consent to any modification
or amendment of the subordinated indenture that:

. changes the stated maturity of the principabothe premium, if any, or any installment of irggtron, that debt security;
. reduces the principal amount of, or the ratenooant of interest on, or any premium payable ommggtion of, that debt security;

. reduces the amount of principal of an originaliss discount security that would be due and paygide declaration of acceleration of its
maturity or would be provable in bankruptcy;

. adversely affects any right of the repaymenteftiolder of that debt security;
. changes the place of payment where, or the acyrienwhich, any payment on that debt securityaggble;
. impairs the right to institute suit to enforceygmrayment on or with respect to that debt security;

. reduces the percentage of outstanding debt siesuof any series necessary to modify or amenduberdinated indenture or to waive
compliance with some of its provisions or defaaltsl their consequences; or

. subordinates the indebtedness evidenced by #itsécurity to any of our indebtedness other Heamior indebtedness.
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We and the subordinated trustee also may amergbtiwdinated indenture without the consent of tiddrs of any subordinated securities
in certain limited circumstances, such as:

. to evidence the succession of another entitystand the assumption by the successor of our catenantained in the subordinated
indenture;

. to secure the securities; and

. to cure any ambiguity, to correct or supplemaenyt rovision in the subordinated indenture whiclyrba inconsistent with any other
provision of the subordinated indenture.

Defeasance and covenant defeasance

When we establish a series of debt securities, ey provide that that series is subject to the defieee and discharge provisions of the
applicable indenture. If those provisions are meujgicable, we may elect either:

. to defease and be discharged from, subject t@ dionitations, all of our obligations with respéectthose debt securities; or

. to be released from our obligations to complyhvgipecified covenants relating to those debt seesiias described in the applicable
prospectus supplement.

To effect that defeasance or covenant defeasamceust irrevocably deposit in trust with the rel@vaustee an amount in any combination
of funds or government obligations, which, throdlgé payment of principal and interest in accordamitie their terms, will provide money
sufficient to make payments on those debt secsréiel any mandatory sinking fund or analogous paysmen those debt securities.

On such a defeasance, we will not be released dtgations:

. to pay additional amounts, if any, upon the orenre of some events;
. to register the transfer or exchange of thosé sieturities;

. to replace some of those debt securities;

. to maintain an office relating to those debt sities;

. to hold moneys for payment in trust will not bheatharged.

To establish such a trust we must, among othegshideliver to the relevant trustee an opinionafrsel to the effect that the holders of tr
debt securities:

. will not recognize income, gain or loss for Uf&leral income tax purposes as a result of theadafece or covenant defeasance; and

. will be subject to U.S. federal income tax on $hene amounts, in the same manner and at the sagseas would have been the case if the
defeasance or covenant defeasance had not occlrtbe. case of defeasance, the opinion of counsst be based upon a ruling of the IRS
or a change in applicable U.S. federal incomedaxdccurring after the date of the applicable irden

Government obligations mean generally securitieghvare:

. direct obligations of the U.S. or of the govermtnehich issued the foreign currency in which tlebtdsecurities of a particular series are
payable, in each case, where the issuer has pléged faith and credit to pay the obligations;

. Obligations of an agency or instrumentality of th.S. or of the government which issued the foreigrrency in which the debt securities of
that series are payable, the payment of which é®nditionally guaranteed as a full faith and crediigation by the U.S. or that other
government.



In any case, the issuer of government obligati@mnot have the option to call or redeem the olitigat In addition, government obligations
include, subject to certain qualifications, a defoog receipt issued by a bank or trust compangussodian with respect to any government
obligation or a specific payment of interest orponcipal of any such government obligation helchy custodian for the account of a
depository receipt holder.

If we effect covenant defeasance with respect yodmit securities, the amount on deposit with éeviant trustee will be sufficient to pay
amounts due on the debt securities at the timkeif stated maturity. However, those debt secuariti@y become due and payable prior to
their stated maturity if there is an event of défauth respect to a covenant from which we havebeen released. In that event, the amount
on deposit may not be sufficient to pay all amouhts on the debt securities at the time of thelacation.

The applicable prospectus supplement may furtheeriee the provisions, if any, permitting defeagaaccovenant defeasance, including
modifications to the provisions described above.

Senior debt securities

Senior debt securities are to be issued undemEthersindenture. Each series of senior debt seesinitill constitute senior indebtedness and
will rank equally with each other series of serdebt securities and other senior indebtednessublbrdinated debt, including, but not limi
to, all subordinated securities, will be suborditkio the senior debt securities and other send®htedness.

Subordination of subordinated securities

Subordinated indenture. Payments on the subordirsateurities will be subordinated to our senioeintg@dness, whether outstanding on the
date of the subordinated indenture or incurred #fie date. At September 30, 1999, our aggregatiwisindebtedness was approximately
$3.019 hillion. The applicable prospectus supplenf@meach issuance of subordinated securitiesspiicify the aggregate amount of our
outstanding indebtedness as of the most recentigable date that would rank senior to and equaith the offered subordinated securities.

Ranking. No class of subordinated securities i®alibated to any other class of subordinated detirities. See "Subordination provisions
below.

Subordination provisions. If any of certain spesdfievents occur, the holders of senior indebtedmeiss receive payment of the full amount
due on the senior indebtedness, or that paymentimeusuly provided for, before we may make paymentthe subordinated securities.
These events are:

. any distribution of our assets upon our liquidafireorganization or other similar transactioneptdor a distribution in connection with a
merger or other transaction complying with the carg described above under "Merger";

. the occurrence and continuation of a paymentulteéa any senior indebtedness; or

. a declaration of the principal of any serieshaf subordinated securities, or, in the case ofr@igssue discount securities, the portion of the
principal amount specified under their terms, as d@lnd payable, that has not been rescinded andlethnu

However, if the event is the acceleration of anmyeseof subordinated securities, only the holdérsenior indebtedness outstanding at the
of the acceleration of those subordinated secsritig in the case of
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original issue discount securities, that portiorthaf principal amount specified under their termast receive payment of the full amount due
on that senior indebtedness, or such payment neudiily provided for, before we make payments orstitrdinated securities.

As a result of the subordination provisions, sormeus general creditors, including holders of semalebtedness, may recover more, ratably,
than the holders of the subordinated securitigeérevent of insolvency.

Definition of senior indebtedness

Senior indebtedness means the following indebtedoesbligations:

. the principal of and premium, if any, and unpaigrest on indebtedness for money borrowed;
. purchase money and similar obligations;

. Obligations under capital leases;

. guarantees, assumptions or purchase commitmeatmg to, or other transactions as a result dEwlwve are responsible for the payment
the indebtedness of others;

. renewals, extensions and refunding of that inetdiss;
. interest or obligations in respect of the inddhtss accruing after the commencement of any iarolvor bankruptcy proceedings; and
. Obligations associated with derivative products.

However, indebtedness or obligations are not sénd@btedness if the instrument by which we becobigated for that indebtedness or
those obligations expressly provides that thathiteliness or those obligations are junior in righdgayment to any other of our indebtedness
or obligations.

Convertible debt securities

Unless otherwise provided in the applicable prosmesupplement, the following provisions will appdydebt securities that will be
convertible into common stock or preferred stock.

Conversion. The holder of unredeemed convertible securities may, at any time during the perioec#jed in the applicable prospectus
supplement, convert those convertible debt seesritito shares of common stock or preferred sfble&.conversion price or rate for each
$1,000 principal amount of convertible debt se@sitvill be specified in the applicable prospectupplement. The holder of a convertible
debt security may convert a portion of the contégtdebt security which is $1,000 principal amoomany multiple of $1,000. In the case of
convertible debt securities called for redemptmomversion rights will expire at the close of besis on the date fixed for the redemption.
However, in the case of repayment at the opticth@fapplicable holder, conversion rights will tematie upon receipt of written notice of the
holder's exercise of that option.

In certain events, the conversion price or ratélv@lsubject to adjustment as specified in theiegple indenture. For debt securities
convertible into common stock, those events include

. the issuance of shares of common stock as aedfigid
. subdivisions and combinations of common stock;

. the issuance to all holders of common stockgifta or warrants entitling such holders for a mtnot exceeding 45 days to subscribe for or
purchase shares of common stock at a price pee &8 than its current per share market price; and
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. the distribution to all holders of common sto¢k o

(1) shares of our capital stock, other than comstook;

(2) evidences of our indebtedness or assets exgudish dividends or distributions paid from odaireed earnings; or
(3) subscription rights or warrants other than ¢hiferred to above.

No adjustment of the conversion price or rate balrequired in any of these cases unless an adjnstnould require a cumulative increas
decrease of at least 1% in that price or rate.tienrzal shares of common stock will not be issuedruponversion. In place of fractional sha
we will pay a cash adjustment. Unless otherwiseifipd in the applicable prospectus supplementyedible debt securities convertible into
common stock surrendered for conversion betweenesord date for an interest payment and the iblaterest payment date must be
accompanied by payment of an amount equal to tkeegist payment on the surrendered convertible sihirity. However, that payment does
not have to accompany convertible debt securitieerdered for conversion if those convertible deuiurities have been called for
redemption during that period.

The adjustment provisions for debt securities caibe into shares of preferred stock will be detired at the time of an issuance of debt
securities and will be described in the applicaistespectus supplement.

Description of Preferred Stock

This section describes the general terms and pomg&®of our preferred stock. The applicable prospesupplement will describe the specific
terms of the preferred stock offered through tliaspectus supplement as well as any general tegswitded in this section that will not
apply to those shares of preferred stock.

We have summarized certain selected terms of #feed stock in this section. The summary is notglete. You should read our restated
certificate of incorporation that is an exhibitdor annual report on Form 10-K and the certifiagtdesignation relating to the applicable
series of the preferred stock that we will filelwihe SEC for additional information before you tany preferred stock.

General

Our restated certificate of incorporation and DelesvGeneral Corporation Law give our board of doecthe authority, without further
stockholder action, to issue a maximum of 10,000 gltares of preferred stock. The board of diredtassthe authority to fix the following
terms with respect to shares of any series of pesfestock:

. the designation of the series;

. the number of shares to comprise the series;

. the dividend rate or rates payable with respethé¢ shares of the series;

. the redemption price or prices, if any, and #rens and conditions of any redemption;

. the voting rights;

. any sinking fund provisions for the redemptiorparchase of the shares of the series;

. the terms and conditions upon which the sharesamvertible or exchangeable, if they are conlvlerior exchangeable; and
. any other relative rights, preferences and lititites pertaining to the series.
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The preferred stock will have the rights descrilvethis section unless the applicable prospectpplsment provides otherwise. You should
read the prospectus supplement relating to thécpkat series of the preferred stock it offers$pecific terms, including:

. the designation, stated value and liquidatiorigremce of that series of the preferred stock aechumber of shares offered;
. the initial public offering price at which theasies will be issued,

. the dividend rate or rates or method of calcatabf dividends, the dividend periods, the datdates on which dividends will be payable
whether such dividends will be cumulative or nonalative and, if cumulative, the dates from whichidénds shall commence to cumulate;

. any redemption or sinking fund provisions;

. any conversion or exchange provisions;

. the procedures for any auction and remarketfrany, of that series of preferred stock;

. whether interests in that series of preferredkstaill be represented by our depositary shared; an

. any additional dividend, liquidation, redemptiemking fund and other rights, preferences, peiyds, limitations and restrictions of that
series of preferred stock.

When we issue shares of preferred stock againsagatyfor the shares, they will be fully paid anchassessable. This means that the full
purchase price for those shares will have beengraddhe holders of those shares will not be asdemsy additional monies for those shares.
Holders of preferred stock will have no preemptigits to subscribe for any additional securitiest tve may issue.

Because we are a holding company, our rights amdights of holders of our securities, including tiolders of preferred stock, to participate
in the distribution of assets of any subsidiaryefs upon its liquidation or recapitalization vk subject to the prior claims of its creditors
and preferred stockholders. We will not be struadtyrsubordinated to the extent we are a credititin vecognized claims against the
subsidiary or are a holder of preferred stock efghbsidiary.

Dividends

The holders of the preferred stock will be entitledeceive dividends, if declared by our boardlioéctors out of our assets that we can
legally use to pay dividends. The prospectus sup@ie relating to a particular series of preferratls will describe the dividend rates and
dates on which dividends will be payable. The ratay be fixed or variable or both. If the dividemde is variable, the applicable prospectus
supplement will describe the formula used for dateing the dividend rate for each dividend perid¢e will pay dividends to the holders of
record as they appear on our stock books on tleedetates fixed by our board of directors. The @aple prospectus supplement will spei
whether dividends will be paid in the form of cagleferred stock or common stock.

The applicable prospectus supplement will alsestdtether dividends on any series of preferredksaoe cumulative or noncumulative. If
our board of directors does not declare a divideahble on a dividend payment date on any noncuiwelseries of preferred stock, then the
holders of that series will not be entitled to iigee dividend for that dividend period. In thoseemstances, we will not be obligated to pay
the dividend accrued for that period, whether drdieidends on such preferred stock are declargzhimt on any future dividend payment
dates.

Our board of directors may not declare and payeind on any of our stock ranking, as to divideratgial with or junior to any series of
preferred stock unless full dividends on that sehiave been declared and
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paid, or declared and sufficient money is set akidpayment. Until either full dividends are paitt,are declared and payment is set aside, or
preferred stock ranking equal as to dividends,:then

. we will declare any dividends pro rata amongpteferred stock of each series and any prefermak sanking equal to the preferred stocl
to dividends; in other words, the dividends we dezper share on each series of such preferrekl wihdear the same relationship to each
other that the full accrued dividends per shareach such series of the preferred stock bear to @her;

. other than such pro rata dividends, we will netldre or pay any dividends or declare or makedistyibutions upon any security ranking
junior to or equal with the preferred stock asitadinds or upon liquidation, except dividends mtributions paid for with securities rankii
junior to the preferred stock as to dividends apdruliquidation; ant

. we will not redeem, purchase or otherwise acquirget aside money for a sinking fund for any siées ranking junior to or equal with the
preferred stock as to dividends or upon liquidat&nept by conversion into or exchange for stockguto the preferred stock as to dividends
and upon liquidation.

We will not owe any interest, or any money in latinterest, on any dividend payment(s) on anyeseoi the preferred stock which may be
past due.

Redemption

Preferred stock may be redeemable, in whole oarfy pt our option, and may be subject to mandateagmption through a sinking fund or
otherwise, as described in the applicable prospestipplement. Redeemed preferred stock will becntteorized but unissued shares of
preferred stock that we may issue in the future.

If a series of preferred stock is subject to mamgatedemption, the applicable prospectus supplémiinspecify the number of shares that
we will redeem each year and the redemption pliqeeferred stock is redeemed, we will pay allraed and unpaid dividends on those
shares to, but excluding, the redemption dateéhérchse of any noncumulative series of prefermeksaccrued and unpaid dividends will not
include any accumulation of dividends for prioridend periods. The applicable prospectus supplemiralso specify whether we will pay
the redemption price in cash or other propertyhéfredemption price for preferred stock of anyeseis payable only from the net proceed
the issuance of our capital stock, the terms df gheferred stock may provide for its automatic\a@nsion upon the occurrence of certain
events. These events include if no capital stoskideen issued or if the net proceeds from any igguare insufficient to pay in full the
aggregate redemption price then due.

If fewer than all of the outstanding shares of aagies of the preferred stock are to be redeemedyaard of directors will determine the
number of shares to be redeemed. We may redeeshdnes pro rata from the holders of record in priiggoto the number of shares held by
them, with adjustments to avoid redemption of iawl shares, or by lot in a manner determinedumboard of directors.

Even though the terms of a series of preferreckstuay permit redemption of shares of preferredistoavhole or in part, if any dividends,
including accumulated dividends, on that seriespast due:

. we will not redeem any preferred stock of thateseunless we simultaneously redeem all outstanstires of preferred stock of that series;
and

. we will not purchase or otherwise acquire anygired stock of that series.

The prohibition discussed in the prior sentencéwat prohibit us from purchasing or acquiring greéd stock of that series through a
purchase or exchange offer if we make the offethensame terms to all holders of that series.

14



Unless the applicable prospectus supplement speatherwise, we will give notice of a redemptignmtiling a notice to each record holder
of the shares to be redeemed, between 30 to 60pdimygo the date fixed for redemption. We will irthe notices to the holders' addresses as
they appear on our stock records. Each noticestate:

. the redemption date;

. the number of shares and the series of the peefstock to be redeemed;

. the redemption price;

. the place or places where holders can surrehderdrtificates for the preferred stock for paynudrthe redemption price;
. that dividends on the shares to be redeemedealie to accrue on the redemption date; and

. the date when the holders' conversion righ@nyf, will terminate.

If we redeem fewer than all shares of any serigh@preferred stock held by any holder, we wilbaspecify the number of shares to be
redeemed from the holder in the notice.

If we have given notice of the redemption and hanawided the funds for the payment of the redenmpgidce, then beginning on the
redemption date:

. the dividends on the preferred stock called éatlemption will no longer accrue;
. such shares will no longer be considered outatgndnd
. the holders will no longer have any rights aslsbolders except to receive the redemption price.

When the holders of these shares surrender thiiaags representing these shares, in accordaithdlve notice, the redemption price
described above will be paid out of the funds wavjate. If fewer than all the shares representedryycertificate are redeemed, a new
certificate will be issued representing the unreaee shares without cost to the holder of thoseeshar

Conversion or exchange rights

The prospectus supplement relating to a seriesedéped stock that is convertible or exchangealilestate the terms on which shares of 1
series are convertible or exchangeable into comstmek, another series of preferred stock or dehiritées.

Rights upon liquidation

Unless the applicable prospectus supplement sittieswise, if we liquidate, dissolve or wind up dusiness, the holders of shares of each
series of the preferred stock will be entitleddoeive:

. liguidation distributions in the amount statedtie applicable prospectus supplement; and
. all accrued and unpaid dividends whether or aoted or declared.

We will pay these amounts to the holders of shafesch series of the preferred stock, and all artsoowing on any preferred stock ranking
equally with that series of preferred stock asguitlating distributions, out of our assets avdédior distribution to stockholders. These
payments will be made before any distribution islento holders of any securities ranking juniortte series of preferred stock upon
liquidation.

If we liquidate, dissolve or wind up our businers ¢he assets available for distribution to thelbod of the preferred stock of any series and
any other shares of our stock ranking equal witlh $ieries as to liquidating distributions are ifisiént to pay all amounts to which the
holders are entitled, then we will only
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make pro rata distributions to the holders of afires ranking equal as to liquidating distributiofisis means that the distributions we pay to
these holders will bear the same relationship th @dher that the full distributable amounts forieththese holders are respectively entitled
upon liquidation of our business bear to each other

After we pay the full amount of the liquidation tlibution to which the holders of a series of theferred stock are entitled, those holders
have no right or claim to any of our remaining #&sse

Voting rights

Except as indicated below or in the applicable pectus supplement, or except as expressly regojregplicable law, the holders of
preferred stock will not be entitled to vote.

If we fail to pay dividends on any shares of pnefdrstock for six consecutive quarterly periods, liblders of those shares of preferred stock,
voting separately as a class with all other seriggeferred stock upon which the same voting edtave been conferred and are exercisable,
will be entitled to vote for the election of twoditional directors to the board of directors. Tiriay be done at a special meeting called by the
holders of record of at least 10% of those shai@saferred stock or the next annual meeting ofldtolders and at each subsequent meeting
until:

. in the case of a series of preferred stock witimaative dividends, all dividends accumulated twat series of preferred stock for the past
dividend periods and the then current dividendqaehiave been fully paid or declared and a sumgsefft for the payment of these dividends
has been set aside for payment; or

. in the case of a series of noncumulative prefiesteck, four consecutive quarterly dividends aat #eries of noncumulative preferred stock
have been fully paid or declared and a sum sufftdier the payment of these dividends has beeasiée for payment.

In this case, the entire board of directors willifereased by two directors.

So long as any shares of preferred stock remastanding, unless we receive the consent of theemlof any outstanding series of preferred
stock as specified below, we will not:

. authorize, issue or increase the authorized atafuany capital stock ranking prior to the outstang series of preferred stock as to
dividends or liquidating distributions;

. reclassify any capital stock into any shares Witk kind of prior ranking;
. authorize or issue any obligation or securityt tepresents the right to purchase any capitakstgih this kind of prior ranking; or

. amend or alter the provisions of our restatetfixte of incorporation, so as to materially audlersely affect any right, preference,
privilege or voting power of that series of preéatistock or the holders of that series of prefestedk.

This consent must be given by the holders of &t leo-thirds of each series of all outstandingemred stock described in the preceding
sentence, voting separately as a class. We wilbaoequired to obtain this consent with respetiéoactions relating to changes to our
restated certificate of incorporation, howeveryd only:

. increase the amount of the authorized prefert@zkr any outstanding series of preferred stackny of our other capital stock; or
. create and issue another series of preferre# stogny other capital stock; and
. in either case, this preferred stock ranks ewital or junior to the outstanding preferred stosk@dividends and liquidating distributions.
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Description of Depositary Shares

This section describes the general terms and pomg®of shares of preferred stock represented pggitary shares. The applicable prospe
supplement will describe the specific terms ofdbeositary shares offered through that prospectpglement and any general terms outlined
in this section that will not apply to those depasi shares.

We have summarized in this section certain terndspaavisions of the deposit agreement, the depysitaares and the receipts representing
depositary shares. The summary is not complete.stiould read the forms of deposit agreement andsiteyy receipt that we have filed
with the SEC for additional information before yiouy any depositary shares that represent prefetoett of that series.

General

We may issue depositary receipts evidencing thesigpy shares. Each depositary share will reptesémaction of a share of preferred stc
Shares of preferred stock of each class or sexesented by depositary shares will be depositddna separate deposit agreement among
us, the preferred stock depositary and the holoffettse depositary receipts. Subject to the ternth@fdeposit agreement, each owner of a
depositary receipt will be entitled, in proportitnthe fraction of a share of preferred stock repmed by the depositary shares evidenced by
that depositary receipt, to all the rights and @reffices of the preferred stock represented by thepsesitary shares. Those rights include any
dividend, voting, conversion, redemption and ligidn rights. Immediately following our issuancelatelivery of the preferred stock to the
preferred stock depositary, we will cause the pretestock depositary to issue the depositary pte®@in our behalf.

Dividends and other distributions

The preferred stock depositary will distributedillidends or other cash distributions receivedespect of the preferred stock to the record
holders of depositary receipts in proportion tokienber of depositary receipts owned by those hslde

If there is a distribution other than in cash, pheferred stock depositary will distribute propéttseceives to the entitled record holders of
depositary receipts. However, if the preferredlsiepositary determines that it is not feasiblentike that distribution, the preferred stock
depositary may, with our approval, sell the propartd distribute the net proceeds from this satbedcholders of depositary shares.

Withdrawal of stock

If a holder of depositary receipts surrenders #ygogitary receipts at the corporate trust officthefpreferred stock depositary, the holder will
be entitled to receive the number of shares optkéerred stock and any money or other propertyessmted by those depositary shares.
However, the holder will not be entitled to receiliese shares and related assets if the relateditiey shares have previously been called
for redemption or converted or exchanged into osieeurities of our company. Holders of depositageipts will be entitled to receive whole
or fractional shares of the preferred stock onbidigs of the proportion of preferred stock represgby each depositary share specified in the
applicable prospectus supplement. Holders of stdrpeeferred stock received in exchange for deposshares will no longer be entitled to
receive depositary shares in exchange for sharpsetdrred stock. If the holder delivers depositageipts evidencing a number of deposi
shares that is more than the number of depositeses representing the number of shares of prefstoek to be withdrawn, the preferred
stock depositary will issue the holder a new depogireceipt evidencing this excess number of déggsshares at the same time.

Redemption of depositary shares

Whenever we redeem shares of preferred stock lyeldeopreferred stock depositary, the preferredkstiepositary will redeem as of that
redemption date the number of depositary sharessepting shares of the
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preferred stock so redeemed. However, we must paigein full the redemption price of the preferstdck to be redeemed plus any accrued
and unpaid dividends on the preferred stock tptleéerred stock depositary.

The redemption price per depositary share will dpgakto the redemption price and any other amopetshare payable with respect to the
preferred stock. If fewer than all the depositdrsires are to be redeemed, the depositary shabesrealeemed will be selected by the
preferred stock depositary pro rata or by lot asthar equitable method. In each case, we will d@tex the method for selecting the
depositary shares.

After the date fixed for redemption, the depositsitares called for redemption will no longer bestariding. When the depositary shares are
no longer outstanding, all rights of the holdershef related depositary receipts will cease, extteptight to receive money or other property
that the holders of the depositary receipts wetileh to receive upon such redemption. These paysneill be made when the holders
surrender their depositary receipts to the prefiesteck depositary.

Voting the preferred stock

Upon receipt of notice of any meeting at which ltloéders of the preferred stock are entitled to vtite preferred stock depositary will mail
information about the meeting contained in theaw®td the record holders of the depositary sham@esenting such preferred stock. Each
record holder of depositary shares on the recotelwd#dl be entitled to instruct the preferred statdpositary as to how the preferred stock
underlying the holder's depositary shares will bted. The record date for the depositary sharddwithe same as the record date for the
preferred stock.

The preferred stock depositary will vote the amamfrgreferred stock represented by the deposifaayes according to these instructions. We
will agree to take all reasonable action deemeéssary by the preferred stock depositary in orlentble the preferred stock depositary to
vote the preferred stock in that manner. The prefestock depositary will not vote shares of prefgistock for which it does not receive
specific instructions from the holders of depogitstnares representing that preferred stock. Thiemes stock depositary will not be
responsible for any failure to carry out any votingtruction, or for the manner or effect of anyejas long as its action or inaction is in good
faith and does not result from its negligence difudimisconduct.

Exchange of preferred stock

Whenever we exchange all of the shares of prefestizk held by the preferred stock depositary &btdecurities or common stock, the
preferred stock depositary will exchange as of é€xahange date all depositary shares represeritiofjthe shares of the preferred stock
exchanged for debt securities or common stock. Weweave must have issued and deposited with themee stock depositary debt
securities or common stock for all of the sharethefpreferred stock to be exchanged.

The exchange rate per depositary share will beléqule exchange rate per share of preferred stoakiplied by the fraction of a share of
preferred stock represented by one depositary splugall money and other property, if any, repreésd by such depositary shares, including
all accrued and unpaid dividends on the sharesaféped stock.

Conversion of preferred stock

The depositary shares, as such, are not conveaditdgchangeable into common stock or any of olersecurities or property. Nevertheless,
the prospectus supplement relating to an offerfrdppositary shares may provide that the holdedepbsitary receipts may surrender their
depositary receipts to the preferred stock depgsitéth written instructions to the preferred staddpositary to instruct us to cause the
conversion or exchange of the preferred stock sgmted by these depositary shares. We have advatedipon receipt of
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these instructions and any related amounts payableill cause the requested conversion or exchdhgee depositary shares are to be
converted or exchanged in part only, a new depysiteipt or receipts will be issued for any défawg shares not to be converted or
exchanged.

Amendment and termination of the deposit agreement

The form of depositary receipt evidencing the déposshares and any provision of the deposit agezg may be amended by agreement
between us and the preferred stock depositary. Memvany amendment that materially and adversédysathe rights of the holders of
depositary shares or that would be materially ahaesely inconsistent with the rights granted ®hiblders of the related preferred stock
requires the approval of the holders of at leastttvirds of the depositary shares then outstanding.

We may terminate the deposit agreement upon nethes 60 days' notice if holders of a majorityhef depository shares then outstanding
consent. If we terminate the deposit agreementptbferred stock depositary will deliver or makeaiable to each holder of depositary
receipts that surrenders the depositary receipisldts, the number of whole or fractional sharepreferred stock represented by the
depositary shares evidenced by these depositagiptec

In addition, the deposit agreement will automatjcerminate if:
. all outstanding depositary shares are redeenoedected or exchanged; or

. there is a final distribution in respect of tledated preferred stock in connection with any lifgion of our business and the distribution has
been distributed to the holders of the related ditgguy receipts.

Charges of preferred stock depositary

We will pay all transfer and other taxes and gowegntal charges arising solely from the existenah@fdeposit agreement. In addition, we
will pay the fees and expenses of the preferrecksiepositary in connection with the performancéséiuties under the deposit agreement.
Holders of depositary receipts will pay transfed ather taxes and governmental charges and any aiheges that are stated to be their
responsibility in the deposit agreement.

Resignation and removal of depositary

The preferred stock depositary may resign at ang tiy delivering notice to us. We also may remdnepreferred stock depositary at any
time. Resignations or removals will take effect mploe appointment of a successor preferred stop&siary. This successor must be
appointed within 60 days after delivery of the netof resignation or removal and must be a bartkust company having its principal office
in the United States and having a combined cagitdlsurplus of at least $50,000,000.

Miscellaneous

The preferred stock depositary will forward to hevisl of depositary receipts any reports and commatioits that we send to the preferred
stock depositary with respect to the related pretestock.

Neither we nor the preferred stock depositary ballliable if it is prevented or delayed, by laweoly circumstances beyond its contro
performing its obligations under the deposit agreemOur obligations and the preferred stock deposs obligations under the deposit
agreement will be limited to performance in goothfand without negligence or willful misconducttbe duties described in the deposit
agreement. Neither we nor the preferred stock diggswill be obligated to prosecute or defend &gal proceeding relating to any
depositary receipts, depositary shares or sharpeetdrred stock unless satisfactory indemnityrsished. We and the preferred stock
depositary may rely on written advice of counsehorountants, or information

19



provided by persons presenting shares of prefesteak for deposit, holders of depositary receiptstber persons believed to be competent
and authorized to this information and on documabatived to be genuine.

If the preferred stock depositary receives confiigtlaims, requests or instructions from any hadde depositary receipts, on the one hand,
and us, on the other hand, the preferred stocksitapp will be entitled to act on the claims, resjiseor instructions received from us.

Description of Common Stock

We may issue, either separately or together witlerasecurities, shares of our common stock. Underastated certificate of incorporation,
we are authorized to issue up to 1,500,000,00@shzfrour common stock. A prospectus supplemeatimgl to an offering of common stock,
or other securities convertible or exchangeabledoexercisable into, common stock, will desctite relevant terms, including the numbe
shares offered, any initial offering price, and keduprice and dividend information, as well aspplicable, information on other related
securities. See "Description of Outstanding Cajstack" below.

Description of Outstanding Capital Stock

We have summarized some of the terms and provisibasr outstanding capital stock in this sectibhe summary is not complete. We have
also filed our restated certificate of incorporatiour by-laws and the certificate of designatielating to the Series A preferred stock as
exhibits to our annual report on Form 10-K. Youuddaead our restated certificate of incorporama our by-laws and the certificate of
designation relating to the Series A preferredistoc additional information before you purchasg afour capital stock.

As of October 29, 1999, our authorized capital lstwas 1,518,500,000 shares. Those shares coneisted
. 1,500,000,000 shares of common stock, par valle §er share;

. 10,000,000 shares of preferred stock, par valdie ger share; and

. 8,500,000 shares of Class R convertible commakspar value $.01 per share.

As of October 29, 1999 there were 341,076,021 shafreommon stock, no shares of preferred stocknanghares of Class R convertible
common stock outstanding.

Common stock

Subject to the senior rights of preferred stockolihinay from time to time be outstanding, holders@fhimon stock are entitled to receive
dividends declared by the board of directors odtintls legally available for their payment. Uporatilution and liquidation of our business,
holders of common stock are entitled to a ratabéeesof our net assets remaining after paymeitedolders of the preferred stock of the
preferential amounts they are entitled to. All ¢artgling shares of common stock are fully paid aombssessable.

The holders of common stock are entitled to one per share for the election of directors and bather matters submitted to a vote of
stockholders. Holders of common stock are notledtio cumulative voting for the election of dire. They are not entitled to preemptive
rights.

The transfer agent and registrar for the commocksgNorwest Bank Minnesota, N.A.
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Preferred stock

The preferred stock has priority over the commalstvith respect to dividends and to other distidns, including the distribution of assets
upon liquidation. The board of directors is authed to fix and determine the terms, limitations agldtive rights and preferences of the
preferred stock, to establish series of prefertedksand to fix and determine the variations asrgreeries. The board of directors without
stockholder approval could issue preferred sto¢k witing and conversion rights which could advisrséfect the voting power of the
holders of common stock. The board of directorsdesignated 500,000 shares of Series A juniorgipating preferred stock. Series A jun
participating preferred stock will be issued intardonsisting of one one-thousandth of a shareenéS A junior participating preferred stock.
Series A junior participating preferred stock isaparity with the common stock with respect taabwds and to other distributions, includ
the distribution of assets on liquidation. Quast@ividends per unit equal the amount of the quigrdividend paid per share of common
stock, when, as and if declared by the board @fotlirs. The holders of units are entitled to orte yer unit, voting together with the comn
stock on all matters submitted to the stockhold&ssof the date of this prospectus, there are ristanding shares of preferred stock.

Anti-takeover provisions

We currently have provisions in our restated degte of incorporation and by-laws that could hameanti-takeover effect. The provisions in
the restated certificate of incorporation include:

. a classified board of directors;
. a prohibition on our stockholders taking actignaritten consent;
. the requirement that special meetings of stoaldrslbe called only by the board of directors erchairman of the board; and

. the requirement of the affirmative vote of atske@6-2/3% of our outstanding shares of stockleditiio vote thereon to adopt, repeal, alter,
amend or rescind our by-laws.

The by-laws contain specific procedural requireradat the nomination of directors and the introdtutof business by a stockholder of
record at an annual meeting of stockholders whaeh business is not specified in the notice of ingedr brought by or at the discretion of
the board of directors. In addition to these priovis, the board of directors has adopted a stodkinsl rights plan, under which rights were
distributed in a dividend. These rights entitle fiodder to acquire units of Series A junior papating preferred stock, which is exercisable
upon the occurrence of certain events, includirgatquisition by a person or group of a specified@ntage of the common stock.

Plan of Distribution
We may sell the offered securities as follows:
. through agents;
. through underwriters;
. to dealers; or
. directly to one or more purchasers.
By agents

Offered securities may be sold through agents dagigl by us. Unless otherwise indicated in a prisgesupplement, the agents will use
their best efforts to solicit purchases for theiqubof their appointment.
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By underwriters

If underwriters are used in the sale, the offeligties will be acquired by the underwritersttogir own account. The underwriters may
resell the securities in one or more transactiomtd,ding negotiated transactions, at a fixed pubffering price or at varying prices
determined at the time of sale. The obligationthefunderwriters to purchase the securities wilklgiect to certain conditions. The
underwriters will be obligated to purchase all $eeurities of the series offered if any of the siéieis are purchased. Any initial public
offering price and any discounts or concessiormat or re-allowed or paid to dealers may be chéfigen time to time.

To dealers

If a dealer is used in the sale, we will sell tfileied securities to the dealer, as principal. @ealer may then resell those securities to the
public at varying prices to be determined by thaleleat the time of resale.

Direct sales

We may also sell offered securities directly tditnsional investors or others. These sales malgdeones made under arrangements witl
investors under which we have the right to reqthieeinvestors to purchase the offered securit@® fus from time to time at prices tied to
market price for those securities.

Delayed delivery contracts

We may authorize underwriters, dealers and agerdslicit offers by certain institutional investdospurchase offered securities under
contracts providing for payment and delivery owitufe date specified in the prospectus supplenidrt prospectus supplement will also
describe the public offering price for the secastand the commission payable for solicitatiorheke delayed delivery contracts. Delayed
delivery contracts will contain definite fixed pei@nd quantity terms. The obligations of a purchasder these delayed delivery contracts
will be subject to only two conditions:

. that the institution's purchase of the securdiethe time of delivery of the securities is noilpbited under the law of any jurisdiction to
which the institution is subject; and

. that we shall have sold to the underwriters thal principal amount of the offered securitiessl¢he principal amount covered by the
delayed delivery contracts.

General information

Underwriters, dealers, agents and direct purchalatarticipate in the distribution of the offdreecurities may be underwriters as define
the Securities Act and any discounts or commissilbeg receive from us and any profit on the resékhe offered securities by them may be
treated as underwriting discounts and commissiodeiuthe Securities Act. Any underwriters, deateragents will be identified and their
compensation described in a prospectus supplement.

We may have agreements with the underwriters, dealed agents to indemnify them against certaiih l@bilities, including liabilities unde
the Securities Act, or to contribute with respecpayments which the underwriters, dealers or agealy be required to make.

Underwriters, dealers and agents may engage isacéinns with, or perform services for, us or aurssdiaries in the ordinary course of their
businesses.

The place, time of delivery and other terms ofghlke of the offered securities will be describethimprospectus supplement.
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Legal Matters

Willkie Farr & Gallagher will issue an opinion fas about the legality of the offered securitiesy Anderwriters will be advised about other
issues relating to any offering by their own legalinsel.

Experts

The consolidated financial statements of Level &n@mnications, Inc. as of December 31, 1998 anth®ear then ended, incorporated by
reference in this registration statement have laeelited by Arthur Andersen LLP, independent puaticountants, as indicated in their report
with respect thereto, and have been incorporateglrhin reliance upon the authority of said firmeaperts in giving said report.

The consolidated balance sheet of Level 3 Commtiaits Inc. as of December 27, 1997, and the mtlsti@tements of earnings, cash flows,
comprehensive income, and changes in stockholelgudty for each of the two years in the period eéhbBecember 27, 1997, as well as the
consolidated balance sheets of RCN CorporationSatsidiaries as of December 31, 1997 and 1998hencktated statements of operations,
cash flows, comprehensive income, and changesdkisblders' equity, for each of the three yeathéperiod ended December 31, 1998,
incorporated by reference in this registrationestegnt, have been incorporated herein in reliandb®mneports of PricewaterhouseCoopers
LLP, independent accountants, given on the authofithat firm as experts in accounting and auditin
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[ARTWORK APPEARING ON INSIDE BACK COVER OF PROSPECT US SUPPLEMENT]
LEVEL 3 NETWORK

Level 3 Communications is building the first intational end-to-end communications network baseidedynon Internet Protocol (IP)
technology. To implement this new technology, Leé¥@lans to offer services in 56 markets acrosdihiéed States and 21 European and
Pacific Rim markets, all connected by intercityvnatks.

[MAP SHOWING LEVEL 3 NETWORK PLANNED OR IN DEVELOPM ENT]
UPGRADEABLE NETWORK
[PICTURES SHOWING INSTALLATION OF CONDUITS]
[DIAGRAM SHOWING MULTIPLE CONDUITS IN PLACE]

Level 3 is installing multiple conduits 42" belowognd in its continuously upgradeable network. Tetwelve 1 1/4" conduits are grouped
together. Fiber will initially be drawn through grdne of the conduits, leaving the others for fatexpansion as technology changes, to meet
customer demand and to provide Level 3 the fleybib offer conduit to others.

[LOGO OF LEVEL 3]



$750,000,000
Level 3 Communications, Inc.
6% Convertible Subordinated Notes due 2010

[LOGO OF LEVEL 3]
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