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EXPLANATORY NOTE
The following is an amendment and restatement@fttirrent Report on Form 8-K originally filed byethegistrant on April 16, 1998.
ITEM 5. OTHER EVENTS
1. INFORMATION FOR SECURITY HOLDERS

The registrant, Level 3 Communications, Inc. (t@@rhpany" or "Level 3") is filing this Current Repat its option to provide the following
information concerning the Company not otherwideeddor by Form 8-K that may be of importance ézurity holders. Capitalized terms
used in this Current Report without definition hakie meaning ascribed to those terms under thergea@lossary of Terms."

Level 3 engages in the information services, comoations and coal mining businesses through owipedfltoperating subsidiaries and
substantial equity positions in public companiedate 1997, the Company announced a plan (theifiBss Plan”) to increase substantially
information services business and to expand thgerahservices it offers by building an advancatgrinational, facilities-based
communications network based on Internet Protd¢Bl'( technology.

HISTORY

The Company was incorporated as Peter Kiewit Sboms'jn Delaware in 1941 to continue a construttosiness founded in Omaha,
Nebraska in 1884. In subsequent years, the Comipaagted a portion of the cash flow generated $gadinstruction activities in a variety
other businesses. The Company entered the coahgrinisiness in 1943, the telecommunications busifeemsisting of MFS
Communications Company, Inc. ("MFS") and, more nélge an investment in C-TEC Corporation ("C-TE@d its successors RCN
Corporation, Commonwealth Telephone Enterprisas,dnd Cable Michigan, Inc.) in 1988, the inforroatservices business in 1990 and the
alternative energy business, through CalEnergy Gompinc. ("CalEnergy"), in 1991. Level 3 also magde investments in several
development-stage ventures.

In the last three years, the Company has distribtatéts stockholders a portion of its telecommatimns business, split off its construction
business and sold its investments in the alteraanergy sector. In 1995, the Company distributetieé holders of Class D Stock (as defir
all of its shares of MFS. In the seven years fr@&8lto 1995, the Company invested approximately0$6dion in MFS; at the time of the
distribution to stockholders in 1995, the Compahgklings in MFS had a market value of approxima$dl.75 billion. In December 1996,
MFS was purchased by WorldCom, Inc. ("WorldCom"gaitransaction valued at $14.3 billion.

In December 1997, the Company's stockholdersedtifie decision of the Board to effect the sepamadf the construction and mining
management business from the Company's other lsgisgthe "Split-Off"). As a result of the SplitiQfhich was completed on March 31,
1998, the Company no longer owns any interestananstruction Group (as defined). In conjunctidtihwhe Split-Off, the Company
changed its name to "Level 3 Communications, Irand PKS Holdings, Inc. ("New PKS"), the compangnfed in the Split-Off to hold the
Construction Group's business, changed its narffeaier Kiewit Sons', Inc."

In January 1998, the Company completed the saliatiBnergy of its energy investments, consistingnprily of a 24% equity interest in
CalEnergy. The Company received proceeds of apmeely $1.16 billion from this sale, and as a resupects to recognize an aftex gair
of approximately $324 million in 1998.

BUSINESS PLAN

Since late 1997, the Company has substantiallgaszd the emphasis it places on and the resowreeted to its communications and
information services business. The Company intémdiecome a facilities-based provider (that ista@viger that owns or leases a substantial
portion of the plant, property and equipment neagst provide its services) of a broad range tdfgrated communications services. To
reach this goal, the Company plans to expand sutiiesits the business of its subsidiary PKS InforioatServices, Inc. ("PKSIS") and to
create, through a combination of construction, pase and leasing of facilities and other assetsjtarmational, end-to-end, facilities-based
communications network (the "Level 3 Network"). TBempany is designing the Level 3 Network basetPorechnology in order to levera
the efficiencies of this technology to provide lowest 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 servicdsbeiprovided over networks utilizing IP technojodhese services will include
traditional voice services and fax transmissionyall as other data services such as Internet a@@bvirtual private networks. The
Company believes this shift has begun, and oves should accelerate, for the following reasons:

. Efficiency. As a packet-switched technology, ¢éehinology generally uses network capacity moreiefitly than the traditional circuit-
switched public switched telephone network (theTR3. Therefore, certain services can be provideddwer cost over a network using IP
technology, particularly those services which aretiming sensitive, such as e-mail and file transf

. Flexibility. IP technology is based on an opeotpcol (a non- proprietary, published standard)ohtallows for market driven development
of new uses and applications for IP networks. Imticst, the PSTN is based on proprietary protoedtich are governed and maintained by
international standards bodies that are generaliyrolled by government-affiliated entities.

. Improving Technologies. The Company believes tRat open protocol will likely lead to technologi@dvances that will address the
problems currently associated with IP-based apjpics, including the difficulty achieving seamlasterconnection with the PSTN, latency
(delay through the network which can negativelgeiftiming sensitive communications such as voigkfax) and concerns about adequate
security and reliability.

. Standardized Interface. Web browsers (developethé Internet and usable with many IP networks) provide a standardized interface to
data and applications on an IP network and thusenitadasier for end users to access and use tbsserces.

Level 3's Strategy. The Company seeks to capitalizéhe benefits of IP technology by pursuing thesiBess Plan. Key elements of the
Company's strategy include:

. Deploy an Advanced Network Infrastructure. Therpany is creating the Level 3 Network, an advantgdrnational, facilities-based
communications network based on IP technology utifinca combination of construction, purchase anskled network assets. Level 3 is
designing its network to provide high quality commuations services at lower cost and to incorpanadee readily future technological
improvements relative to older, less adaptable oetsv

. Provide Seamless Interconnection to the PSTN.Adrapany is developing technology to allow seamiletgsconnection of the Level 3
Network with the PSTN. A seamless interconnectidhallow customers to use the Company'-based services, including voice and fax,
without modifying existing telephone and fax equégrhor existing dialing procedures (that is, withtiie need to dial access codes or follow
other similar special procedures).

. Offer a Comprehensive Range of Services. As tgrgéss Plan is implemented, the Company intengeoiide a comprehensive range of
communications services over the Level 3 Netwodkuiding private line, collocation, Web hosting,dmiet access, virtual private network
and voice and fax transmission services.

. Accelerate Market Rolbut. In order to begin the implementation of thesiBass Plan as rapidly as possible and enabledimpéhy to begi
offering services in late 1998, the Company hasddapproximately 8,300 miles of capacity overw fieer optic network under
construction in North America. This leased linewk will be displaced over time by an intercitytwerk owned by the Company.

. Expand Target Market Opportunities. The Compaillyuse a direct sales force to address large lessies. In addition, the Company will
use alternative distribution channels to gain astes substantially larger base of potential austs than the Company could otherwise
initially address through its direct sales forchrdugh the combination of a direct sales force @tefnative distribution channels, the
Company believes that it will be able to increaseerapidly revenue- producing traffic on its netko

2



. Develop Advanced Business Support Systems. Thep@ny has begun to develop a substantial, scabaisiaess support system ("BSS")
infrastructure specifically designed to enable@uenpany to offer services efficiently to its tamggtustomers.

. Leverage Existing Information Services CapaliitiThe Company intends to expand its existinghilifi@s in computer network systems
integration, consulting, outsourcing and softwaengineering, with particular emphasis on the crsioe of legacy software systems to
systems that are compatible with IP networks antb Wfewser access.

. Attract and Motivate High Quality Employees. Thempany has developed programs designed to adindatetain sufficient numbers of
employees with the technical skills necessary tolément the Business Plan. The programs includ€tmpany's Shareworks program and
its Outperform Stock Option program.

Competitive Advantages. The Company believes thas the following competitive advantages that agkist it in implementing the
Business Plan:

. Experienced Management Team. Level 3 has assdrabtenagement team that it believes is well sugéchplement the Business Plan.
Most of Level 3's senior management were involvelgading the development and marketing of prodoifesed by other
telecommunications companies, the design, congtruahd management of intercity and metropolitamvoeks as well as the deployment of
international networks.

. Opportunity to Create a New Network InfrastruetUsince the Level 3 Network will be newly designiag Company will be able to design
and deploy a communications network that takesrdge of recent innovations, contains many feativasare not present in older
communications networks and provides flexibilityiteorporate future developments and innovations.example, Level 3 is designing and
will construct its intercity fiber optic network g multiple conduits. The Company believes that thill allow it to deploy future
technological innovations in fiber optic cable angband capacity. In addition, the Company is mazingi the use of open, non-proprietary
interfaces in the design of its network softward hardware. This approach is intended to allow leeast improvements to these network
assets.

. 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 integration of the I@sa intercity networks will enable the
Company to expand the scope and reach of its "¢henstomer coverage, as well as facilitate théanni deployment of technological
innovations as the Company manages its future dpgpaths.

. Development of Advanced Business Support Systéims Company has begun to develop a substantéflide business support system
infrastructure specifically designed to enable@oenpany to offer services efficiently to its tamggtustomers. The Company believes that it
has the opportunity to develop a competitive acagatrelative to traditional telecommunications camps which often operate extensive
legacy business support systems with compartmeathirchitectures that limit their ability to scedidly and introduce enhanced services
and features.

. Systems Integration Capabilities. The Companyeriily offers computer outsourcing and systemgnation services. The Company
believes that its ability to offer these servigeaticularly services relating to allowing a custote legacy systems to be accessed with Web
browsers, will provide additional opportunities &mlling the products and services to be offeretbuthe Business Plan.

THE LEVEL 3 NETWORK

An important element of the Business Plan is theeigment of the Level 3 Network, an internatioraid-to-end network optimized for IP
technology. The Company will initially offer its momunications services using local and intercitylitées that are leased from third parties to
enable the Company to offer services during



the construction of its own facilities. Over tintlee portion of the Company's network that is owhgdhe Company will increase and the
portion of the facilities leased will decrease. O next four to six years, the Company's netviexpected to encompass (i) backbone
facilities in approximately 40 North American matke(ii) leased backbone facilities in approximated additional North American markets,
(iii) an intercity network covering approximatel$,000 miles in North America, (iv) backbone faédlit in approximately 13 European and 4
Asian markets and (v) an intercity network coverapgproximately 2,000 miles across Europe. For eudison of the risks associated with the
deployment of the Level 3 Network, see "Risk Fastd@ifficulties in Constructing, Operating and Upding the Level 3 Network."

Intercity Network. The Company's approximately D& @nile fiber optic intercity network in North Aniea (the "North American Intercity
Network™) will consist of the following

. Rights-of-Way ("ROW") from a number of third piag including railroads, highway commissions arilities. The Company intends to
procure these rights from sources which maximieesecurity and quality of the Company's installetivork. On April 2, 1998, the Compa
announced that it had reached a definitive agreewmiéim Union Pacific Railroad Company ("Union Pé&clj granting Level 3 the use of
approximately 7,800 miles of ROWSs along Union Hesifrail routes for the construction of the No#timerican Intercity Network. The
Company expects that the Union Pacific agreemehsatisfy substantially all of its anticipated ROMfuirements west of the Mississippi
River and approximately 50% of the ROW requiremémtshe North American Intercity Network.

. Multiple conduits connecting approximately 50 MoAmerican cities. The Company believes that trelability of spare conduit will allow
it to deploy future technological innovations anxgh@&nd capacity in a more rapid and cost-effectieamer.

. 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 ligkt 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.

. High speed SONET transmission equipment emplogéifyhealing 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.

The Company intends to provide initial service cadeased line network which is currently beingldged. On March 23, 1998, the
Company and Frontier Communications International ("Frontier") entered into an agreement (thetfier Agreement”), enabling the
Company to lease capacity on Frontier's new 13mi0® SONET fiber optic, IP-capable network, forexipd of up to five years. The leased
network will initially encompass approximately 8(Bfhiles of OC-12 network capacity, initially contiag 15 of the larger cities across the
United States. While requiring an aggregate mininpaiyment of $165 million over its five-year termetFrontier Agreement does not
impose monthly minimum consumption requirementshenCompany, allowing the Company to order, altdeominate circuits as it deems
appropriate.

This leased line network will be displaced overegiby an intercity network owned by the Company. |IDgpent of the North American
Intercity Network will be accomplished through sitameous construction efforts in multiple locatipnéth different portions being
completed at different times. The North Americatefnity Network is expected to be completed byehd of 2001.
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The following diagram depicts the currently planidatth American Intercity Network when fully constted:

[DIAGRAM OF UNITED STATES SHOWING PLANNED
NORTH AMERICAN INTERCITY NETWORK
APPEARS HERE]

The Company also intends to deploy an approxim&&90 mile fiber optic intercity network in Européth characteristics similar to those
of the North American Intercity Network. As is tbase with the North American Intercity Network, tiempany will provide initial service
in Europe over a leased line network that will isptaced over time by the intercity network owngdlhee Company. In Asia, the Company
intends to provide service over a leased line ne&kwo

Local Market Infrastructure. The Company's locailfées will include fiber optic networks, in a ST ring configuration, connecting Lev
3's intercity network gateway sites to ILEC cenufiices, long distance carrier POPs, buildingssiogi communication-intensive end users
and Internet peering and transit facilities.

The Company is establishing 30,000 to 80,000 sqiaategateway sites in 15 of the larger U.S. cjtieith smaller facilities in 35 other cities.
These facilities are being designed to house thmpgaay's transmission and IP routing/switching fe# and to accommodate collocation of
equipment by high-volume Level 3 customers, suctsBs, in an environmentally controlled, secure witth direct access to the Level 3
Network. The Company has entered into leases fiemggy sites in New York City, Washington, D.C., IRtelphia, Atlanta, Dallas, Houstc
Chicago, Detroit, Denver, Seattle, San Franciseo, ¥se, Los Angeles and San Diego, and the Compamgotiating a lease for such a
facility in Boston. By the end of 1998, the Compaxypects to offer a limited set of services (sgemiaess and private line, collocation, Web
hosting and Internet access) at its gateway sitdseise cities.

Initial construction of the network in the largé& cities is expected to be completed in the &éirst second quarter of 1999, with phased
completion of the U.S. local infrastructure occogrby 2001.

As of March 31, 1998, the Company had submittediegipns for collocation in 56 ILEC central offisén 15 cities; the Company is
currently engaging in construction in 52 of thesatral offices. The Company has initiated inter@mtion negotiations with each of the
RBOCs.



The Company is currently in negotiations for maktases with CLECs and ILECs to obtain leased dppfom those providers so that the
Company can provide its clients with local transite capabilities before its own local networks eseplete and in locations not directly
accessed by the Company's owned facilities.

IP Network and Interconnection. The Company isglgag the Level 3 Network to be optimized for IPsbd communications, rather than
circuit-switch based communications such as that utilizeth® PSTN. The network is being designed to pmtice Company with the abili
to adapt its facilities, hardware and softwareutoife technology developments in packet-switch dh@senmunications systems.

There are many IP networks currently in operatibhile generally adequate for data transmission sigbése networks usually are not
configured to provide the voice quality, real-ticemmunications requirements of a traditional teteyghcall. With current technology, this
quality can only be achieved by providing a subtshoushion of communications capacity. Existiraice-over IP services generally require
a combination of substantial capacity and eithstamized end-user equipment or the dialing of "ss@®des" or the following of other
special procedures to initiate a call. There ase abncerns about the reliability and securityxa$ting IP-voice networks.

The Company is developing technology to enable itansmit traffic seamlessly between its own robiesed IP network and the circuit-
based PSTN. This technology is expected to prowWidd_evel 3 Network with the same ubiquity of tH&TN. Specifically, the Company's
technology is expected to provide Level 3 withtifig ability to originate PSTN telephone trafficrfran ILEC's switch (when the origination
point is not on the Level 3 Network),

(i) route the traffic over the Level 3 Network aiii) deliver the traffic either (a) directly tas destination (if the destination is on the Le¥el
Network) or (b) to an interconnection point whehre traffic is transferred back to the PSTN (thetirmuof traffic to this interconnection poi
will be determined based on a least-cost routiitgréa). When this capability is fully developedg\tel 3 expects to be able to obtain the
benefits of packet- switch based communicationsopmds on its network, while allowing its customésause their existing equipment,
telephone numbers and dialing procedures withoditiadal access for routing the call to the Levél@&work. Level 3 believes that by
building its own network with significant excesgeaity and the latest technological advances iworkt design and equipment and having
the ability to route calls over the PSTN in theravef service disruptions, the other significasiiss associated with IP-voice transmission
(latency, reliability and security) should be Satisorily addressed.

On April 23, 1998, the Company acquired XCOM Tedbgies, Inc. ("XCOM"), a privately held company &ed in Cambridge,
Massachusetts. XCOM has developed technology whielCompany believes will provide certain key comgrats necessary for the
Company to develop an interface between its IP<basévork and the PSTN. In 1997, XCOM had revemiegpproximately $3 million. See
"Risk Factors--Need to Develop Voice TechnologylfiNetworks."

COMMUNICATION AND INFORMATION SERVICES

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

Level 3 currently offers, through its subsidiary $1&, computer operations outsourcing and systetagration services to customers located
throughout the United States as well as abroad.cohgputer outsourcing services offered by the Camppraclude networking and computing
services necessary for older mainframe-based sgsa@ch newer client/server-based systems. The Companides its outsourcing services
to clients that want to focus their resources am ¢msinesses, rather than expend capital and avarhead costs to operate their own
computing environments. Level 3 believes that &hte to utilize its expertise and
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experience, as well as operating efficienciesrawipe its outsourcing customers with levels olvgsr equal to or better than those achievable
by the customers themselves, while at the samertiohecing the customers' cost for such services. §drvice is particularly useful for those
customers moving from older computing platformsniore modern client/server networks.

The Company's systems integration services heljpimess define, develop and implement cefféctive information services. In addition,
Company offers reengineering services that allomganies to convert older legacy software systenmsadern networked computing
systems, with a focus on reengineering softwaentible older software application and data reposgdo be accessed by Web browsers
the Internet or over private or limited access #®wvworks. Through its Suite 2000SM line of servidbe, Company provides customers with a
multi-phased service for converting programs arplieations so that date-related information is aately processed and stored before and
after the year 2000. The Company also providesomests with a combination of workbench tools andhoéblogies that provide a complete
strategy for converting mainframe-based applicasigstems to client/server architecture, while atsame time ensuring Year 2000
compliance. See "Risk Factors--Year 2000 Issues."

As the Business Plan is implemented, the Compaends to offer a comprehensive range of commuicatservices, including the
following:

. Special Access and Private Line. Special acasdpgvate line services are established as a penmahysical connection between
locations for the exclusive use of the customee Tohmpany intends to offer the following types jpéaial access and private line services:

. Carrier-toCarrier Special Access. This type of link conneasiers (long distance providers, wireless prorgdd 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.

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

The Company expects that its local special acaadpavate line services will be initially availabat transmission speeds from 64 kbps to 45
Mbps and its long distance services will be offeaedpeeds from 64 kbps to 45 Mbps. The Compameyds initially to market its special
access and private line services to medium to leoggorate customers, resellers and ISPs.

. Collocation. The Company intends to offer itstousers and other service providers the abilityotzate their communications and
networking equipment at Level 3's gateway sites $afe and secure technical operating environriiéetdemand for these collocation
services has increased as companies expand ingoagdac areas in which they do not have appropspéee or technical personnel to
support their equipment and operations. At itsamation sites, the Company will provide customeitt W C/DC power, optional UPS power,
emergency back-up generator power, HVAC, fire priid@ and security. Level 3 will also provide higheed, reliable connectivity to the
Level 3 Network and other networks, including blattal and wide area networks, the PSTN and Intefifietse sites will be monitored and
maintained 24 hours a day.

. Internet Access. The Company plans to offer heeaccess to business customers, other carrigrkS&s. These services will include high-
capacity Internet connections ranging from 33.6sktop45 Mbps. The Company is seeking full peerimgragements with several existing
Internet providers that, when in place, will allbevel 3 to provide superior Internet throughpuitsocustomers relative to other providers
which must exchange Internet traffic at the inciregly congested MAEs and NAPs.

. Web Hosting. The Company plans to offer threegaties of Web hosting services. First, the Compatands to offer small to large
businesses the opportunity to collocate Web-satwamputers, owned by such businesses at the Consdargér gateway sites enabling them
to take advantage of the marketing, customer serinternal company information (“intranets") artdey benefits offered by such Web
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presence. By collocating its Web-server at a Compacility, a customer will have the ability to dep a high-quality, high-reliability

Internet presence without investing capital in daater space, multiple high-speed connectionshar@apital intensive infrastructure.
Although the customer will be responsible for maining the content and performance of its serber Gompany's technicians will be
available to monitor basic server operation. SectmelCompany plans to offer customers use of L8Wskeb- server computers, services,
support staff, and the redundant infrastructuresistimg of multiple routers and connections to inét backbones. Third, the Company plans
to offer IP Services such as email, news feedsDmrdain Name Services (DNS).

. Virtual Private Network ("VPN"). Many companieave private data communication networks, whichodiren referred to as wide area
networks ("WANs") and built on expensive lease@dinto transfer proprietary data between offications. Additionally, many companies
require that their employees have remote accetbese private networks from home or while travelifige Level 3 Network will offer
companies a cost- effective replacement alternabw®ANs through VPNs, which are meant to providewse transmission of private IP
traffic using shared network capacity. VPN prodwants also the basis for offering intranet and edtaervice. Intranets are
corporate/organizational networks that rely onrimé-based technologies to provide secure linksdxen corporate offices. Extranets can
expand these networks to selected business pathmetgih secured links on the shared network cépdocreasingly, companies are finding
that intranets and extranets can enhance corporadeictivity more easily and less expensively theoprietary systems. After sufficient
deployment of the Level 3 Network has been achigtredlCompany intends to offer VPN services, engttihe Company's customers to
connect multiple locations with IP-based technolaggefined levels of quality, reliability and seity

. Voice. The Company seeks to offer voice servizeduding both real- time voice and fax transmossservices, which are accessed using
existing telephone and fax equipment and existining) procedures. The Company expects that theséces will be offered at a quality

level equal to that of the PSTN. For a discussioih® Company's efforts to develop the technolaggrovide these voice services, see "--The
Level 3 Network--IP Network and Interconnection.”

The Company currently expects to offer special s&ead private line, collocation, Web hosting amdrhet access at the largest 15 U.S.
cities by the end of 1998.

DISTRIBUTION STRATEGY

The Company's distribution strategy is to utilizdirect sales force as well as alternative distidsuchannels. Through the combination of a
direct sales force and alternative distributionrstes, the Company believes that it will be ablentire rapidly access markets and increase
revenue-producing traffic on its network. To impkmhits distribution strategy, the Company is dep#lg an in-house direct sales force and
has identified a variety of possible alternativetiibution channels.

The Company intends to utilize its direct saleséadio market its products and services directhatge communications-intensive businesses.
In addition, the direct sales force will targetioatl and international accounts. These commumisatintensive customers would typically be
connected directly to the Level 3 Network usingwitched, dedicated facilities.

As part of its distribution strategy, the Compamg identified several potential alternative disttibn channels. These include agents,
resellers and wholesalers.

. Agents are independent organizations that waelld_svel 3's products and services under the L8Jaiand name to end-users in exchange
for revenue based commissions. The Company intienidentify agents that generally would be focusadpecific market segments (such as
small and medium sized businesses) and have exsiistomer bases. Sales through this alternatstghiition channel would require Leve

to provide the same type of services that woulgro®ided in the case of sales through
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its own direct sales force such as order fulfillmdiilling and collections, customer care and disstes management.

. Resellers are independent companies that woulthpse Level 3's products and services and th@ackage" these services for sale to their
customers under their own brand name. The Compeligvies that resellers would require access taiceof the Company's business
operating systems in connection with the sale ®f@ompany’s services to the resellers' customalas $hrough this distribution channel
generally would not require Level 3 to provide arfidfillment, billing and collection and customeare.

. Wholesalers are independent companies that walthase from the Company unbundled network andcgecapabilities in large
guantities in order to market their own productd aervices under a brand name other than Leveh® Clompany believes that wholesalers
would have minimal dependence on the Company'sibssisupport systems in connection with the sademices to their customers.

The Company anticipates that participants in itsrahtive distribution channels will sell serviagieectly to medium and small businesses and
consumers. The Company expects these medium anbbersimesses and consumers to access the Levetv@okk by using local switched
services that are provided by CLECs or ILECs outijzing newly emerging alternatives including iars Digital Subscriber Line (DSL)
modem technologies, cable modems and wireless siwesnologies.

BUSINESS SUPPORT SYSTEM

In order to pursue its direct sales and alternatig&ibution strategies, the Company is develogirsgt of integrated software applications
designed to automate the Company's operationaépses. Through the development of a robust, sdalB&S, the Company believes that it
has the opportunity to develop a competitive acagatrelative to traditional telecommunications canips. Whereas traditional
telecommunications companies operate extensiveyegasiness support systems with compartmentadirelitectures that limit their ability
to scale rapidly and introduce enhanced servicddeatures, the Company is developing a BSS witarahitecture designed to maximize
both reliability and scaleability. The Company leasered into an agreement with a third party toigl® systems integration services in
connection with the development of the Company'S Be "Risk Factors-- Development of EffectivecBsses and Systems."

Key design requirements for the BSS developmergrara are:
. integrated modular applications to allow the Campto upgrade specific applications as new predai available;

. a scaleable architecture that will allow cerfainctions that would otherwise have to be perforimgd evel 3 employees to be performed by
the Company's alternative distribution channelipigdnts;

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

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

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

. maximum use of pre-developed or "shrink wrappaapilications, which will interface to the selectaderprise resource planning (ERP)
suite.

The Company expects that the first release of 88,Rurrently scheduled for the end of 1998, valitain functionality necessary to support
the set of services to be offered at that time."S@mmunication and Information Services." Sulsed releases are scheduled to support
the planned rollout of the complete set of the Canys services.



INTERCONNECTION AND PEERING

As a result of the Telecommunications Act of 198 (‘Telecom Act"), properly certificated companieay, as a matter of law, interconnect
with ILECs on terms designed to help ensure ecoog®chnical and administrative equality betweeniterconnected parties. The Telecom
Act provides, among other things, that ILECs mdftracompetitors the services and facilities neass$o offer local switched services. See
"--Regulation."

The Company is currently negotiating agreementshferinterconnection of the Level 3 Network witle thetworks of the ILEC covering each
market in which the Company is constructing itsnogk. The Company may be required to negotiate merenegotiate existing
interconnection agreements as Level 3 enters nakatsan the future.

Peering agreements between the Company and ISHsewikcessary in order for the Company to exchénadiic with those ISPs without
having to pay transit costs. The basis on whicHahge national ISPs make peering available or semettiement charges is evolving as the
provision of Internet access and related serviesselxpanded. Recently, companies that have préyiofisred peering have cut back or
eliminated peering relationships and are estalolgshew, more restrictive criteria for peering. Rerimore, if increasing requirements
associated with maintaining peering with the magtional ISPs develop, the Company may have to towigh those additional
requirements in order to maintain any peering i@hahips it negotiates. See "Risk Factors--Lacktdrconnection and Peering
Arrangements."

EMPLOYEE RECRUITING AND RETENTION

The Company believes that its ability to implemtingt Business Plan will depend in large part omaliifity to attract and retain qualified
employees. The Company expects to hire anotheei(floyees by the end of 1998, and to have oveO=@tployees once the North
American Intercity Network has been fully deploy&dorder to attract and retain highly qualifiedmayees, the Company believes that it is
important to provide (i) a work environment thateuarages each individual to perform to his or haeptial, (ii) a work environment that
facilitates cooperation towards shared goals dnd(compensation program designed to attrackihes of individuals the Company seeks
and to align employees' interests with the Comgaiyie Company believes the Business Plan andritsuenced relocation to new facilities,
currently being constructed in the Denver metrdpolarea, help provide such a work environmenth\Wispect 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 wilfithe Company's annual goals are met, is modgrgreater than such compensation
paid by competitors. The Company's non-cash bepefdgrams (including medical and health insuratifeeinsurance, disability insurance,
etc.) are designed to be comparable to those dffeyéts competitors. See "Risk Factors--DependemcHiring and Retaining Qualified
Personnel; Key Personnel.”

The Company believes that the qualified candididteseks place particular emphasis on equity-bmegiterm incentive ("LTI") programs.
The Company currently has two complementary progrdinthe equity-based "Shareworks" program, whielps ensure that all employees
have an ownership interest in the Company andraseugaged to invest risk capital in the Compangsks and (ii) an innovative Outperform
Stock Option ("OSO") program applicable to the Camys middle and senior management. The Sharevpoogsam currently enables
employees to contribute up to 7% of their compaasabward the purchase of restricted Common Stiiada employee remains employed
by the Company for three years from the date ofipase, the shares will vest and be matched by dhgp&ny with a grant of an equal
number of shares of Common Stock. The Sharewodgram also provides that the Company's employekedeveligible annually for grants
by the Company of restricted Common Stock of up%oof the employees' compensation, which shards/@st three years from the grant
date.

With respect to middle and senior management, tiragany has adopted the OSO program which differs it Tl programs generally
adopted by the Company's competitors that makearapk eligible for
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conventional non-qualified stock options ("NQSO#hile widely adopted, the Company believes suctSR@@rograms reward eligible
employees when company stock price performangdasior to investments of similar risks, dilute fialstockholders in a manner not
directly proportional to performance and fail t@ypide a preferred return on stockholders' investgaital over the return to option holders.
The Company believes that the OSO program is supierian NQSO-based program with respect to thesses while, at the same time,
providing eligible employees a success-based rebaahcing the associated risk.

The OSO program was designed by the Company sdadhsibckholders receive a market return on tineiestment before OSO holders
receive any return on their options. The Comparigbes that the OSO program aligns directly managdis and stockholders' interests by
basing stock option value on the Company's alititgutperform the market in general, as measuratidptandard & Poor's ("S&P") 500
Index. Participants in the OSO program do not zeadiny value from options unless the Common Stoick putperforms the S&P 500 Index.
When the stock price gain is greater than the spmeding gain on the S&P 500 Index, the value veckfor options under the OSO plan is
based on a formula involving a multiplier relatechow much the Common Stock outperforms the S&P1868x. To the extent that the
Common Stock outperforms the S&P 500, the valu@®0Os to an option holder may exceed the value Q8

Subsequent to the Split-Off, the Company adoptedébognition provisions of Statement of Finan&iatounting Standards No. 123,
Accounting for Stock Based Compensation ("SFAS NMt3"). Under SFAS No. 123, the fair value of an Q@®computed in accordance
with accepted option valuation models) on the d&igrant is amortized over the vesting period ef @SO. The recognition provisions of
SFAS No. 123 are applied prospectively upon adap#is a result, they are applied to all stock awapénted in the year of adoption and are
not applied to awards granted in previous yearsasithose awards are modified or settled in cashadoption of the recognition provisions.
While the Company has not yet determined the &ffatt of adopting the recognition provisions ofA&-No. 123, it believes that adoption
will result in material non-cash charges to operatiin 1998 and thereafter. The amount of the rami-charge will be dependent upon a
number of factors, including the number of optignanted and the fair value estimated at the timgranft.

COMPETITION

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

In the special access and private line servicegaehathe Company's primary competitors will be IX@$£Cs and CLECSs. In the market for
collocation services, the Company will compete WitECs and CLECs. Most of these competitors hasigaificant base of customers for
whom they are currently providing collocation sees. Due to the high costs to a customer of switchollocation sites, the Company may
have a competitive disadvantage relative to thesgpetitors. The market for Web hosting servicesxisemely competitive. In this market,
the Company will compete with ISPs and many otharduding IXCs, companies that provide only Welstig services and a number of
companies in the computer industry.

For virtual private network services and voice 8&, the Company will compete primarily with naiéb and regional network providers.
There are currently four principal facilities-badedg distance fiber optic networks (AT&T, MCI, Spirand WorldCom, although a proposed
merger between WorldCom and MCI is pending), as asshumerous ILEC and CLEC networks. The Comparaniare that others,
including Qwest Communications International, IfiQwest"), IXC Communications, Inc. ("IXC") and Thgilliams Companies, Inc.
("Williams"), are building additional networks thathen constructed, could employ advanced techydaogilar to that of the Level 3
Network and will offer significantly more capacityan is currently
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available in the marketplace. The additional cayabit is expected to become available in the sexéral years may cause significant
decreases in the prices for services. The abifithe@ Company to compete effectively in this mankét depend upon its ability to maintain
high quality services at prices equal to or belbast charged by its competitors. In the long ditanarket, the Company's primary
competitors will include AT&T, MCI, Sprint and WalCom, all of whom have extensive experience indhg distance market. In addition,
the Telecom Act will allow the RBOCs and othereier the long distance market. In local markedsGbmpany will compete with ILECs
and CLECs, many of whom have extensive experiemties local market. While the Company believes Haechnology will prove to be a
viable technology for the transmission

of voice services, technology is not yet in pldtat will enable the Company to provide voice sergiat an acceptable level of quality. There
can be no assurance that the Company can devebgmjoire such technology. See "Risk Factors--Nedoktvelop Voice Technology on IP
Networks."

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 sesvéimilar to those which the Company
plans on providing. Accordingly, in the future tBempany's most significant competitors may be netraats to the communications and
information services industry, which are not buettby an installed base of outmoded equipment.

REGULATION
The Company's communications services businesbwiiubject to varying degrees of federal, statglland international regulation.
Federal Regulation

The FCC regulates interstate and internationatt@emunications services. The FCC imposes extemsg@ations on common carriers such
as ILECs that have some degree of market powerFO@imposes less regulation on common carriettsouitmarket power, such as the
Company. The FCC permits these nondominant catagesovide domestic interstate services (includony distance and access services)
without prior authorization; but it requires cargeo receive an authorization to construct andaipeelecommunications facilities, and to
provide or resell telecommunications services, betwthe United States and international points.Jdmpany has obtained FCC
authorization to provide international servicesadiacilities and resale basis. The Company wiltdspiired to file tariffs for its interstate and
international long distance services with the F@fhke commencing operations.

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

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

. Resale. Requires all ILECs and CLECs to pernsiileof their telecommunications services withaueasonable 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.
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. Interconnection. Requires all ILECs and CLECpéanit their competitors to interconnect with thiaicilities. Requires all ILECs to permit
interconnection at any technically feasible poiithim their networks, on nondiscriminatory termspeces based on cost (which may include
a reasonable profit). At the option of the cargeeking interconnection, collocation of the regnestarrier's equipment in the ILECS'
premises must be offered, except where the ILECdeamonstrate space limitations or other technioglkidiments to collocation.

. Unbundled Access. Requires all ILECs to providadiscriminatory access to unbundled network elém@ncluding network facilities,
equipment, features, functions, and capabilities)ng technically feasible point within their netikks, on nondiscriminatory terms, at prices
based on cost (which may include a reasonabletprofi

. Number Portability. Requires all ILECs and CLBG$ermit users of telecommunications servicegtaim existing telephone numbers
without impairment of quality, reliability or conméence when switching from one telecommunicaticarsier 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#nriers requesting any or all of the above arrareges. If the negotiating carriers cannot
reach agreement within a prescribed time, eithetarzamay request binding arbitration of the digglissues by the state regulatory
commission. Where an agreement has not been redtii#tks remain subject to interconnection obligasi@stablished by the FCC and state
telecommunication regulatory commissions.

In August 1996, the FCC released a decision (theeftonnection Decision") establishing rules impdatng the above-listed requirements
and providing guidelines for review of interconrientagreements by state public utility commissidds.July 18, 1997, the United States
Court of Appeals for the Eighth Circuit (the "EighCircuit") vacated certain portions of the Intarnection Decision, including provisions
establishing a pricing methodology and a procegerenitting new entrants to "pick and choose" amamgpus provisions of existing
interconnection agreements between ILECs and tloenpetitors. On October 14, 1997, the Eighth Cirissued a decision vacating
additional FCC rules that will likely have the effef increasing the cost of obtaining the useasfibinations of an ILEC's unbundled netw
elements. The Supreme Court has decided to refieigighth Circuit's decisions, and is expectedatsa during its 1998-99 term, but the
Company cannot predict what the result of thiseewwill be. The Eighth Circuit's decisions createertainty about the rules governing
pricing, terms and conditions of interconnectioneggnents, and could make negotiating and enfostic agreements more difficult and
protracted. There can be no assurance that the &@ompill be able to obtain or enforce interconnatthigreements on terms acceptable t
Company.

The Telecom Act also codifies the ILECs' equal as@nd nondiscrimination obligations and preemmsnsistent state regulation. The
Telecom Act contains special provisions that mogifgvious court decrees that prevented RBOCs frmwigling long distance services and
engaging in telecommunications equipment manufaumhese provisions permit a RBOC to enter thmg ldistance market in its traditional
service area if it satisfies several procedural sutibtantive requirements, including obtaining FEp@roval upon a showing that the RBOC
has entered into interconnection agreements (olensome circumstances, has offered to enter utlo agreements) in those states in which
it seeks long distance relief, the interconnectigreements satisfy a 14-point "checklist" of contpetrequirements, and the FCC is satisfied
that the RBOC's entry into long distance markeis the public interest. To date, several petitibpdRBOCs for such entry have been denied
by the FCC, and none have been granted. The Teldobmermitted the RBOCs to enter the out-of-redmmg distance market immediately
upon its enactment.
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On December 31, 1997, the U.S. District Court fier Northern District of Texas issued a decisior (t(BBC Decision") finding that Sections
271 to 275 of the Telecom Act are unconstitutiolalese sections of the Telecom Act impose redtriston the lines of business in which
RBOCs may engage, including establishing the camditthey must satisfy before they may provideeigion interLATA telecommunicatior
services. The SBC Decision has been stayed peagipgal, and will be reviewed by higher courts,thete can be no assurance as to the
results of any appeal. If the SBC Decision is ugloel appeal, the RBOCs would be able to providerii§TA services immediately without
satisfying the statutory conditions. This woulcelik have an unfavorable effect on the Company'sbas by allowing the RBOCs to comg
more effectively against the Company by offeringhbined packages of local and long-distance servigbite maintaining their local
monopolies, which they are currently unable to®ee "--Competition."

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

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 irgdgndely 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 leealices, will both be affected by
changes in the "access charge" rates imposed b@dlda long-distance carriers for origination arrdhieation of calls over local facilities. In
two orders released on December 24, 1996, and Ma¥9B7, the FCC made major changes in the interatxess charge structure. In the
December 24th order, the FCC removed restrictiond.BECs' ability to lower access prices and relatteddregulation of new switched access
services in those markets where there are otheidme of access services. If this increased piflexibility is not effectively monitored by
federal regulators, it could have a material adveffect on the Company's ability to price its intate access services competitively. The
16th order substantially increased the amountsliti&Es subject to the FCC's price cap rules ("pcap LECs") recover through monthly flat-
rate charges and substantially decreased the amtiattthese LECs recover through traffic sensiiper-minute) access charges. In the May
16th order, the FCC also announced its plan tagliriterstate access rate levels more in line watt.cThe plan will include rules that are
expected to be established sometime in 1998 thatgraant price cap LECs increased pricing flexipilipon demonstrations of increased
competition (or potential competition) in relevamarkets. The manner in which the FCC implementsdpproach to lowering access charge
levels could have a material effect on the Compargvenues and costs. Several parties have appbaléthy 16th order. Those appeals t
been consolidated and transferred to the Eighttu@iwhere they are currently pending. One issuappeal is whether the FCC has a
reasonable basis for not requiring ISPs to paysacckarges.

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 call®uotite 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 compensation
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for the transport and termination of such calls daee, fifteen state commissions have ruled oniglise in the context of state commission
arbitration proceedings or enforcement proceedilmgsvery state, to date, the state commissiordateymined that reciprocal compensation
is owed for such calls. Several of these caseprasently on appeal. The Company cannot prediabti@ome of these appeals, or of
additional pending cases. If these calls were tddtermined not to be local calls and not subeiccess charges, it could have an adverse
effect on the Company.

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. Neveghg] 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'srapens.

In December 1996, the FCC initiated a Notice olingregarding whether to impose regulations ockarges upon providers of Internet
access and information services (the "Internet NAlhe 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 reguitetid’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 tlfiasiéities in order to provide an information siee. Any such contribution by a facilities-
based ISP would be related to the ISP's provisidheounderlying telecommunications services. lReport, the FCC also indicated that it
would examine the question of whether certain foofitphone-to-phone IP telephony” are informatienvices or telecommunications
services. It noted that the FCC did not have awjaate record on which to make any definitive proraaments on that issue at this time, but
that the record the FCC had reviewed suggestsénttin forms of phone-to-phone IP telephony appzheave similar functionality to noki
telecommunications services and lack the charatitegithat would render them information servidtethe FCC were to determine that cer
IP telephony services are subject to FCC regulataantelecommunications services, the FCC notadytfind it reasonable that the ISPs pay
access charges and make universal service comtrilsigimilar to non-IP-based telecommunicationsiserproviders. The FCC also noted
that other forms of IP telephony appear to be mfation services. The Company cannot predict theamut of these proceedings or other
FCC proceedings that may effect the Company's tipasaor impose additional requirements, or regoitest or charges upon the Company's
provision of Internet access services.

On May 8, 1997, the FCC issued an order estabtishisignificantly expanded federal universal sergabsidy 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 telephoneica\provided to low-income consumers. Providelisiteirstate telecommunications service,
such as the Company, as well as certain otheientihust pay for these programs.

The Company's contribution to these universal serfiinds will be based on its telecommunicatiomgise end-user revenues. The extent to
which the Company's services are viewed as teleagrimations services or as information services wippact the amount of the Company's
contributions, if any. As indicated in the precegparagraph, that issue has not been resolvede@ly;rthe FCC assesses such payments on
the basis of a provider's revenue for the previ@mas. Since the Company had no significant telecamoations service revenues in 1997, it
will not be liable for subsidy payments in any nieteamount during 1998. With respect to subseqyeats, however, the Company is
currently unable to quantify the amount of subgidyments that it
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will be required to make and the effect that thespiired payments will have on its financial comditbecause of uncertainties concerning
size of the universal fund and uncertainties camogrthe classification of its services. In the Mgl order, the FCC also announced that it
will soon revise its rules for subsidizing servimevided to consumers in high cost areas, which reaylt in further substantial increases in
the overall cost of the subsidy program. Severelgmhave appealed the May 8th order. Such appeats been consolidated and transferred
to the Fifth Circuit Court of Appeals where theg aurrently pending. The FCC's universal serviogmm may also be altered as a result of
the agency's reconsideration of its policies, ofuiyre Congressional action.

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 dilfito predict how quickly full competition for lat services, including local dial tone, will be
introduced.

State regulatory agencies will have jurisdictiorewtCompany facilities and services are used toigeantrastate services. A portion of the
Company's traffic may be classified as intrastatitherefore subject to state regulation. The Camgxpects that it will offer more
intrastate services (including intrastate switchexvices) as its business and product lines expaddtate regulations are modified to allow
increased local services competition. To provideastate services, the Company generally mustmbtaertificate of public convenience and
necessity from the state regulatory agency and towith state requirements for telecommunicatiotikties, including state tariffing
requirements. The Company has obtained certifiodto interexchange and local telecommunicatiomgises in California, lllinois,

Maryland, Massachusetts, New Hampshire, New YoHqde Island, Texas and Virginia. The Company hésoaity to provide

interexchange service in Michigan and New Jerség. Company currently has pending applicationsrfarexchange and local exchange
services in Colorado, Georgia, Pennsylvania andhitigion and applications for local exchange autiani Washington, D.C., Michigan and
New Jersey

Local Regulation

The Company's networks will be subject to numetoaal regulations such as building codes and licensSuch regulations vary on a city-
by-city, county- by-county and state-by-state habisinstall its own fiber optic transmission fatiéls, the Company will need to obtain rights-
of-way over private and publicly owned land. Theas be no assurance that such rights- of-way wikidmilable to the Company on
economically reasonable or advantageous terms.

Canadian Regulation

The CRTC generally regulates long distance teleconications services in Canada. Regulatory developsraver the past several years t
terminated the historic monopolies of the regidelphone companies, bringing significant compmtito this industry for both domestic and
international long distance services, even in Sakkavan, which will not be subject to CRTC reguatuntil October 25, 1998, but also
lessening regulation of domestic long distance amgs. Resellers, which, as well as facilities-edasarriers, now have interconnection
rights, but which are not obligated to file tarjffeay not only provide transborder services toltfe. by reselling the services provided by the
regional companies and other entities but also resgll the services of the monopoly internatiorzatier, Teleglobe Canada ("Teleglobe"),
including offering international switched servigasvisioned over leased lines. Although the CRT@ferly restricted the practice of
"switched hubbing" over leased lines through intedrate countries to a third country, the CRTC régdifted this restriction except for
routing of traffic through the U.S. Teleglobe haked the CRTC to stay this decision. The Teleglobeopoly on international services and
submarine cable landing rights is scheduled to
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terminate as of October 1, 1998, pursuant to Casadanmitments under the WTO Agreement, althougtptiovision of Canadian
international facilities- based services may remmastiricted to "Canadian carriers" with majorityrewship by Canadians. Ownership of non-
international facilities will almost certainly birlited to Canadian carriers. The Company cannateunurrent or foreseen law, enter the
Canadian market as a provider of facilities-basmt@btic services, and it is possible that thisthtion will apply to the provision of
international facilities-based services as welhddeg proceedings address legislative and regylatoanges that will implement Canada'’s
commitments under the WTO Agreement by changingdlebe's status, and these proceedings may algxsusellers to additional
regulation. Other pending proceedings addressdbygesof contribution charges payable to the telaplammpanies to offset some of the
capital and operating costs of interconnection el & deregulation of the long distance servidgh@incumbent regional telephone
companies.

While competition is now emerging in other Canadelecommunications market segments, the Compaligvbe that the regional
companies continue to retain a substantial majofityre local and calling card markets. Beginnimd/fiay 1997, the CRTC released a number
of decisions opening to competition the Canadiaalltelecommunications services market, which detsswere made applicable in the
territories of all Stentor member companies ex8gskTel (although Saskatchewan has subsequentiyaced plans for local service
competition in that province). As a result, netwoodperated by CLECs may now be interconnected th@metwork of the ILECs. Facilities-
based ILECs are subject to the same majority Canamlivnership "Canadian carrier" requirements aitfas-based long distance carriers.
CLECs have the same status as ILECs, but they toave universal service or customer tariff- filiolgligations. CLECs are subject to
certain consumer protection safeguards and oth@QGORRgulatory oversight requirements. CLECs mustifiterconnection tariffs for servic

to interexchange service providers ("1Xs") and Veiss service providers. Certain ILEC services rhegprovided to CLECs on an unbundled
basis and subject to mandatory pricing, includiagtral office codes, subscriber listings, and Idaaps in small urban and rural areas. For a
five-year period, certain other important CLEC $e#8 must be provided on an unbundled basis at atadgbrices. ILECs, which, unlike
CLECs, remained fully regulated, will not be subjecrate of return regulation for an initial foyear period beginning May 1, 1997, but their
services must not be priced below cost. IX contidsupayments are now pooled and distributed amibB@s and CLECs according to a
formula based on their respective proportions sidential lines, with no explicit contribution pdya from local business exchange or
directory revenues. CLECs must pay an annual telenanications fee based on their proportion of t&aEC operating revenues. All
bundled and unbundled local services (includingdestial lines and other bulk services) may nowdsold, but ILECs need not provide th
services to resellers at wholesale prices. Trarsomdacilities-based local and long distance easr{but not resellers) are entitled tolooate
equipment in ILEC central offices pursuant to teand conditions of tariffs and intercarrier agreataeCertain local competition issues are
still to be resolved, including rate determinatigpsrmanent local number portability technical esswand certain other interconnection issues,
as well as the opening of CLEC status to carrighierathan those that are transmission-facilitiesebdgland therefore are Canadian carriers
with majority ownership by Canadians).

THE COMPANY'S OTHER BUSINESSES

The Company's other businesses include its invedtmehe three public companies resulting fromrésgtructuring of C-TEC (the"C-TEC
Companies"), coal mining, the SR91 Tollroad andaterother assets. The Company recently compléieddle of its interests in United
Infrastructure Company, CalEnergy and Kiewit Inwestt Management Corp.

C-TEC Companies

On September 30, 1997, C-TEC completed a tax-&steucturing, which divided C-TEC into three puldmmpanies: C-TEC, which changed
its name to Commonwealth Telephone Enterprises,(I@ommonwealth Telephone"), RCN Corporation ("R Ahd Cable Michigan, Inc.
("Cable Michigan"). The Company's interests in@&EC Companies are held through a holding comftirey"C- TEC Holding

Company"). The Company owns 90% of the common stéthe C-TEC Holding Company, and preferred stofcthe C-TEC
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Holding Company with a liquidation value of appmmetely $481 million as of April 1, 1998. The remam 10% of the common stock of the
C-TEC Holding Company is held by David C. McCouardirector of the Company who was formerly the @han of C-TEC. In the event of
a liquidation of the C-TEC Holding Company, the Gmany would first receive the liquidation value bétpreferred stock. Any excess of the
value of the C-TEC Holding Company above the ligtimh value of the preferred stock would be splitading to the ownership 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 259,081 mccess lines. Commonwealth
Telephone also provides network access and loigmtis services to IXC's. Commonwealth Telephonesfbss customer base is diverse in
size as well as industry, with very little concatibn. Commonwealth Communications Inc. providéscemmunications engineering and
technical services to large corporate clients, talspand universities in the northeastern Uniteates. Another subsidiary, Commonwealth
Long Distance operates principally in Pennsylvapiayiding switched services and resale of seugeds of services, using the networks of
several long distance providers on a wholesalesbasi of March 31, 1998, the C-TEC Holding Compamned approximately 48.4% of the
outstanding common stock of Commonwealth Telephone.

RCN. RCN is a full service provider of local, lodgtance and cable television services primarilsesidential users in densely populated
areas in the Northeast. RCN operates as a compditiecommunications service provider in New YGity and Boston. RCN also owns
cable television operations in New York, New Jeraegt Pennsylvania; a 40% interest in Megacable, &AC.V., Mexico's second largest
cable television operator; and has long distanegatfpns (other than the operations in certainsaoé#@ennsylvania). RCN is developing
advanced fiber optic networks to provide a widegeanf telecommunications services, including l@ad long distance telephone, video
programming and data services (including high spetinet access), primarily to residential custmsie selected markets in the Boston to
Washington, D.C. corridor. During the first quartér1998, RCN acquired Ultranet Communications, borwd Erols Internet, Inc., two ISPs
with operations in the Boston to Washington, D.@ridor. As of March 31, 1998, the C-TEC Holdingm@wany owned approximately 46.1%
of the outstanding common stock of RCN.

Cable Michigan. Cable Michigan is a cable televisiperator in the State of Michigan which, as o€&maber 31, 1997, served approximately
204,000 subscribers including approximately 39,d@ifscribers served by Mercom. Clustered primarityiad the Michigan communities of
Grand Rapids, Traverse City, Lapeer and Monroe ¢bta), Cable Michigan's systems serve a total of@pmately 400 municipalities in
suburban markets and small towns. As of March 9281the C-TEC Holding Company owned approximadéyb% of the outstanding
common stock of Cable Michigan.

Coal Mining

The Company is engaged in coal mining throughutsiliary, KCP Inc. ("KCP"). KCP has a 50% interiesthree mines, which are operated
by a subsidiary of New PKS. Decker Coal Companye€ker") is a joint venture with Western Minerals;.| a subsidiary of The RTZ
Corporation PLC. Black Butte Coal Company ("Bladktt") is a joint venture with Bitter Creek Coal@pany, a subsidiary of Union Paci
Resources Group Inc. Walnut Creek Mining Compahlyafhut Creek") is a general partnership with PbélliCoal Company, a subsidiary of
Phillips Petroleum Company. The Decker mine istedan southeastern Montana, the Black Butte nsrie southwestern Wyoming, and the
Walnut Creek mine is in easentral Texas. The coal mines use the surface qimiethod. For a discussion of certain risks assatiaith the
coal mining business, see "Risk Factors--RiskstBéla the Company's Coal Operations."

The coal produced from the KCP mines is sold pripéw electric utilities, which burn coal in ordes produce steam to generate electricity.
Approximately 89% of sales are made under long-tawniracts, and the remainder are made on thetspdtet. Approximately 79%, 80%
and 80% of KCP's revenues in 1997, 1996 and 1@3pectively, were derived from long-term contragith Commonwealth Edison
Company
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("Commonwealth Edison”) (with Decker and Black B)ythnd The Detroit Edison Company (with Decker)e Phimary customer of Walnut
Creek is the Texas-New Mexico Power Company ("TNRQP also has other sales commitments, includingd with Sierra Pacific, Idaho
Power, Solvay Minerals, Pacific Power & Light, M&sota Power, and Mississippi Power, that provideHfe delivery of approximately 13
million tons through 2005. The level of cash flogenerated in recent periods by the Company's qaabtions will not continue after the
year 2000 because the delivery requirements uhdeCompany's current lo-term contracts decline significantly.

Under a mine management agreement, KCP pays adg@arysif New PKS an annual fee equal to 30% of isGRjusted operating income.
The fee in 1997 was $32 million.

Competition. The coal industry is highly compettihKCP competes not only with other domestic améidm coal suppliers, some of whom
are larger and have greater capital resourceskiZdh but also with alternative methods of genegpélectricity and alternative energy
sources. In 1996, KCP's production represented bfs#tal U.S. coal production. Demand for KCP'slde affected by economic, political
and regulatory factors. For example, recent "clighlaws may stimulate demand for low sulfur cd&CP's western coal reserves generally
have a low sulfur content (less than one percentt)aae currently useful principally as fuel for téieed, steam- electric generating units.

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

The Company is required to comply with various fadlestate and local laws and regulations concgrpiotection of the environment. KCP's
share of land reclamation expenses in 1997 wasrflién. KCP's share of accrued estimated recl@natosts was $100 million at the end
of 1997. The Company does not expect to make signif capital expenditures for environmental coamdie with respect to the coal busin
in 1998. The Company believes its compliance withi®@nmental protection and land restoration lavilswet affect its competitive position
since its competitors in the mining industry amikirly affected by such laws. However, failurecamply with environmental protection and
land restoration laws, or actual reclamation ciwstsxcess of the Company's accruals, could haaslaerse effect on the Company's busin
results of operations, or financial condition.

SR91 Tollroad

The Company has invested $12 million for a 65% qaoterest and lent $4.3 million to California ¥ate Transportation Company L.P. (the
"CPTC"), which developed, financed, and currenpigiates the 91 Express Lanes, a ten mile, fourttahiead in Orange County, California.
The fully automated highway uses an electronicdollection system and variable pricing to adjadistto demand. Capital costs at
completion were $130 million, $110 million of whigbas funded with debt that was not guaranteed elL2 However, certain
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defaults by Level 3 on its outstanding debt andadejudgements against Level 3 can result in detmder this debt of CPTC. Revenue
collected over the 35-year franchise period is deedperating expenses, debt repayment, and mhsfitibutions. The tollroad opened in
December 1995 and achieved operating break-evédd6. Approximately 100,000 customers have registér use the tollroad, and
weekday volumes typically exceed 29,000 vehicledpg.

EMPLOYEES
As of March 31, 1998, the Company employed appraxéty 1,100 people.
PROPERTIES

The Company has announced that it has acquiredré6 a the Northwest corner of the Interlockerncefpark within the City of Broomfielc
Colorado, and within Boulder County, Colorado lisngind will build a campus facility that is expectedventually encompass over 500,000
square feet of office space. It is anticipated thatfirst phase of this facility will be constradtby the end of June 1999. In addition, the
Company has leased approximately 50,000 squarefiéetnporary office space in Louisville, Coloraioallow for the relocation of the
majority of its employees (other than those of PB)Sthile its permanent facilities are under corcdtan. Properties relating to the
Company's coal mining segment are described undine Company's Other Businesses--Coal Mining" ab&iv connection with certain
existing and historical operations, the Comparsuigject to environmental risks. See "Risk Fact&rmsvironmental Risks."

PKSIS maintains its corporate headquarters in Orrdéhbraska and leases approximately 35,000 sqaat®f office space in Omaha. The
computer outsourcing business of PKSIS is locateoh 89,000 square foot office space in Omaha ahdewn also be located at a 60,000
square foot computer center in Tempe, Arizona whidurrently being constructed. PKSIS maintainditémhal office space in Phoenix,
Atlanta, Omaha and Parsippany for its systems iategn business.

LEGAL PROCEEDINGS

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

HISTORY AND INDUSTRY DEVELOPMENT

Telecommunications Industry. Prior to its courtenatl 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 enterprisegjampete for segments of the communications bssine

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 offeices in geographically defined areas called LATAse 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 lorigtdnce segment.

The Divestiture did not provide for competitiontire local exchange market. However, several fac@nsed to promote competition in the
local exchange market, including: (i) customer defir an alternative to the RBOCS, also referpeds 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," lontadise carriers were required to pay to the ILECactess the ILECs' networks.
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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 dedicataaswitched connections to long distance caraeslarge businesses. These connections
allowed high-volume users to avoid the relativalyhhprices charged by ILECs for dedicated, unsweitcbonnections or for switched access.

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, includiegliswitched services. Companies providing a coatlin of CAP and switched local
services are sometimes referred to as CLECs. Thisgmpetitive trend continued with the passagtefTelecom Act, which provided a
legal framework for introducing competition to lbé@lecommunications services throughout the Un@tates.

Over the last three years, several significantsiations have been announced representing cortsmtiad the U.S. telecom industry. Among
the ILECs, Bell Atlantic Corporation and NYNEX Camation merged in August 1997 and Pacific Telessup and SBC Communications
Inc. merged in April 1997. Major long distance pders have sought to enhance their positions ial loarkets, through transactions such as
AT&T's acquisition of Teleport Communications Groapd WorldCom's mergers with MFS and Brooks FivepErties and to otherwise
improve their competitive positions, through trastgms such as WorldCom's planned merger with MCI.

Many international markets resemble that of thetéthBtates prior to the Divestiture. In many caiestrtraditional telecommunications
services have been provided through a monopolyigeoyrequently controlled by the national goveemty such as a Post, Telegraph and
Telephone Company ("PTT"). In recent years, theeleen a trend toward liberalization of many ekthmarkets, particularly in Europe.
Led by the introduction of competition in the Unit€ingdom, the European Union mandated open cotmguefis of January 1998. Similar
trends are emerging, albeit more slowly, in Asia.

Internet Industry. The Internet is a global coliectof interconnected computer networks that alloasmercial organizations, educational
institutions, government agencies and individualsdammunicate electronically, access and sharenr#ton 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 (DARPA) to provide effitiend reliable long-distance data communicationsray the disparate computer
systems used by government-funded researcherscadéraic organizations. The networks that complisdriternet are connected in a
variety of ways, including by the public switchedephone network and by high speed, dedicatedddases. Communications on the Inter
are enabled by IP, an inter-networking standartighables communication across the Internet regssdif the hardware and software used.

Over time, as businesses have begun to utilizeigitetransfer and, more recently, intranet andranet services, commercial usage has
become a major component of Internet traffic. I84,%he U.S. government effectively ceased dirdthyding any part of the Internet
backbone. In the mid-1990s, contemporaneous wélintrease in commercial usage of the Interne¢vatype of provider called an ISP
became more prevalent. ISPs offer access, e- augilpmized consent and other specialized servitéprducts aimed at allowing both
commercial and residential customers to obtainriédion from, transmit information to, and utiliesources available on the Internet.

ISPs generally operate networks composed of detidates leased from Internet backbone provideirsgu$-based switching and routing
equipment and server-based applications and dasb@sstomers are connected to the ISP's POP ilifida®btained by the customer or the
ISP from either ILECs or CLECs through a dedicateckess line or the placement of a circuit-switcloedl! telephone call to the ISP.
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IP Communications Technology. There are two widelgd switching technologies in currently deployethmunications networks: circuit-
switching systems and packet-switching systemsu@iswitch based communications systems establdfdicated channel for each
communication (such as a telephone call for voickx), maintain the channel for the duration af trall, and disconnect the channel at the
conclusion of the call. Packet-switch based comuatitins systems format the information to be tratieth such as e-mail, voice, fax and
data into a series of shorter digital messagesadfiackets." Each packet consists of a portidh@tomplete message plus the addressing
information to identify the destination and retaoidress.

Packet-switch based systems offer several advastage circuit-switch based systems, particuldrgy ability to commingle packets from
several communications sources together simultatgonto a single channel. For most communicatipasgiicularly those with bursts of
information followed by periods of "silence," thiility to commingle packets provides for superietwork utilization and efficiency,

resulting in more information being transmittedotigh a given communication channel. There are, hewyeertain disadvantages to packet-
switch based systems as currently implemented.dRaisicreasing demands for data, in part drivertgyInternet traffic volumes, are
straining capacity and contributing to latency &yl and interruptions in communications transroissi In addition, there are concerns about
the adequacy of the security and reliability oflEeswitch based systems as currently implemented.

Many initiatives are under way to develop techngltmaddress these disadvantages of packet-swatsbhdosystems. The Company believes
that the IP standard, which is an "open networkitagndard” broadly adopted in the Internet and eiee®y should remain a primary focus of
these development efforts. The Company expectbahefits of these efforts to be improved commuigcatthroughout, reduced latency and
declining networking hardware costs.

TELECOMMUNICATIONS SERVICES MARKET

Overview of U.S. Market. The traditional U.S. marfa telecommunications services can be divided ihree basic sectors: long distance
services, local exchange services and Internesasmvices. In 1997, it is estimated that locaharge services accounted for revenues of
$92.4 billion, long distance services generateémeres of $104.6 billion and Internet services reesrtotaled $6.3 billion. Revenues for both
local exchange and long distance services inclutteuats charged by long distance carriers and sulesglg paid to ILECs (or, where
applicable, CLECSs) for long distance access.

Long Distance Services. A long distance telephatlecan be envisioned as consisting of three setgn8iarting with the originating
customer, the call travels along a local excharggeork to a long distance carrier's POP. At the P@®call is combined with other calls ¢
sent along a long distance network to a POP ofotigedistance carrier's network near where thewitllkerminate. The call is then sent from
this POP along a local network to the terminatingtoamer. Long distance carriers provide only theneztion between the two local
networks, and pay access charges to LECs for atigign and terminating calls.
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The following diagram is a simplified illustratiaf a typical long distance call:
[DIAGRAM OF A TYPICAL LOCAL CALL APPEARS HERE]

Local Exchange Services. A local call is one theginot require the services of a long distancgecan general, the local exchange carrier
connects end user customers within a LATA and piswides the local portion of most long distancksca

The following diagram is a simplified illustratiaf a typical local call:
[DIAGRAM OF A TYPICAL LONG DISTANCE CALL APPEARS HE RE]

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 ILBCSLECS, 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 connectiengeaerally PSTN connections
obtained on a dial-up access basis as a local egehalephone call. Once a local connection is niadiee ISP's local facilities, information
can be transmitted and obtained over a packetdsedttP data network, which may consist of segmegided by many interconnected
networks operated by a number of ISPs. This cadiecif interconnected networks makes up the Intedaéey feature of Internet
architecture and packet-switching is that a singieicated channel between communication pointevsmestablished, which distinguishes
Internet-based services from the PSTN.
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The following diagram is a simplified illustratiaf a typical Internet access service:
[DIAGRAM OF A TYPICAL INTERNET ACCESS SERVICE APPEA RS HERE]

Overview of International Market. The traditionahrket for telecommunications services outside efliinited States can also be divided into
three basic sectors: long distance services, Badiange services and Internet access servic&89If it is estimated that local exchange
services accounted for revenues of $116.6 billimmg distance services generated revenues of $b8Bon and Internet services revenues
totaled $4.8 billion.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION
AND RESULTS OF OPERATIONS

The following discussion should be read in conjiorctvith the Company's audited consolidated finahsiatements (including the notes
thereto), filed as part of Amendment No. 1 to tleenpany's Annual Report on Form 10-K for the figesdr ended December 27, 1997.

RECENT DEVELOPMENTS
Split-Off

In October 1996, the Board of Directors of the Camp(the "Board") directed management of the Comparmpursue a listing of the
Company's Class D Diversified Group Convertible liammgeable Common Stock, par value $.0625 per ¢tieréClass D Stock”), as a way

to address certain issues created by the Compidueyigwo-class capital stock structure and the needtract and retain the best management
for the Company's businesses. During the cour#is ekamination of the consequences of a listinthefClass D Stock, management
concluded that a listing of the Class D Stock wowtladequately address these issues, and instgad ko study a separation of the
construction and mining business (the "ConstrucBooup") from the other businesses of the Compérg/ 'Diversified Group"), thereby
forming two independent companies. At the regulaetimg of the Board on July 23, 1997, managemédntited to the Board for
consideration a proposal for separation of the @oason Group and the Diversified Group througspdit-off of the Construction Group. Al
special meeting on August 14, 1997, the Board aguatdhe Split-Off.

The separation of the Construction Group and theiBified Group was contingent upon a number ofl@é@ns, including the favorable
ratification by a majority of the holders of botretCompany's Class C Construction & Mining GrougtReted Redeemable Convertible
Exchangeable Common Stock, par value $.0625 pee gtiee "Class C Stock"), and the Class D Stoc#,tha receipt by Company of an
Internal Revenue Service ruling or other assuraicceptable to the Board that the separation woelld-free to U.S. stockholders. On
December 8, 1997, the holders of Class C StockCdass D Stock approved the Split-Off and on March@®8, the Company received a
favorable ruling from the Internal Revenue Servidee Split-Off occurred on March 31, 1998. In coctien with the Split-Off, (i) the
Company exchanged each outstanding share of Cl&ssdk for one share of common stock of PKS Holslingc. ("New PKS"), the
company formed to hold the Construction Group, kick eight-tenths of a share of the Company's Ga€onvertible Common Stock, par
value $.01 per share (the "Class R Stock"), wah#d, (i) New PKS was renamed "Peter Kiewit Sdns.," (iii) the Company was renan
"Level 3 Communications, Inc." and (iv) Class D &evas designated as Common Stock, par value £04hare ("Common Stock"). As a
result of the Split- Off, the Company no longer avwamy interest in New PKS or the Construction Group

Conversion of Class R Stock

The Board has approved in principle a plan to fa@eversion of all outstanding shares of ClassdrlSinto Common Stock. Due to certain
provisions of the Class R Stock, conversion will be forced prior to May 1998, and the final demisio force conversion will be made by
Board at that time. The Board may choose not toefaonversion if it decides that conversion isindghe best interests of the stockholders of
the Company. If, as currently anticipated, the Badetermines to force conversion of the Class RKSbm or before June 30, 1998, certain
adjustments will be made to the cost sharing asidailocation provisions of the separation agreémbetween the Company and
Construction Group.

If the Board determines to force conversion of@@ss R Stock, each share of Class R Stock witldnertible into $25 worth of Common
Stock, based upon the average trading price oEtdramon Stock on the Nasdag National Market foddlefifteen trading days of the month
prior to the determination by the Board to forcewersion.
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Conversion of Class C Stock in January 1998

Prior to the Split-Off, as of January 1 of eachrybalders of Class C Stock had the right to con@tass C Stock into Class D Stock, subject
to certain conditions. In January 1998, holder€laks C Stock converted 2.3 million shares, witbdemption value of $122 million, into
10.5 million shares of Class D Stock.

Listing of Common Stock
Effective April 1, 1998, the Common Stock begamnlimg on The Nasdaq National Market under the syMibgLT."
C-TEC Restructuring

On September 30, 1997, C-TEC consummated a rastingtof C-TEC into three publicly traded compan(iige "C-TEC Companies”). As a
result of this restructuring, the Company owns tess 50% of the outstanding shares and votinggigheach C-TEC Company, and
therefore has accounted for eachT&C Company using the equity method as of thertmigg of 1997. In accordance with generally acag
accounting principles, C-TEC's financial positiogsults of operations and cash flows are conse@ist the 1996 and 1995 financial
statements.

CalEnergy Transaction

In January 1998, the Company and CalEnergy Compaay("CalEnergy") closed the sale of the Compameyiergy assets to CalEnergy (the
"CalEnergy Transaction"). The Company received @eds of approximately $1.16 billion and expectetmgnize an after-tax gain of
approximately $324 million in 1998. The aftx proceeds from this transaction of approxima$&lg7 million will be used to fund in part t
Business Plan.

Stock Options

The Company recently adopted an outperform stotibmogprogram. For a discussion of the accountirgtment for options granted under
this program and their effect on results of operetifor future periods, See "Employee Recruitind Retention."

RESULTS OF OPERATIONS

Since the Business Plan represents a significgraresion of the Company's communications and infaomaervices business, the Company
does not believe that the Company's financial d@wand results of operations for prior years wiltve as a meaningful indication of the
Company's future financial condition or resultoperations. The Company expects to incur substargtaoperating losses for the foresee:
future, and there can be no assurance that the &onwill be able to achieve or sustain operatirafifability in the future.

1997 vs. 1996

Coal Mining. Revenue from the Company's coal mitedined 5% in 1997 compared to 1996. Alternatec@uoal revenue declined by $16
million in 1997. The Company's primary coal custon@mmonwealth Edison Company ("Commonwealth Bdijs@ccelerated its
contractual commitments in 1996 for alternate sewaal, thus reducing its obligations in 1997.ddition to the decline in tonnage shipped,
the price of coal sold to Commonwealth Edison aedil% in 1997. Revenue attributable to other eatgrincreased by approximately $4
million. The actual amount of coal shipped undesthother contracts increased 5% in 1997, butribe at which it was sold was 4% lower
than 1996.

Gross margin, as a percentage of revenue, dedit®dfrom 1996 to 1997. Gross margins in 1996 wéghdr than in recent years due to the
additional high margin alternate source coal sol@dmmonwealth Edison in 1996 and the refund ofnfuiens from a captive insurance
company that insured against black lung disease decline in Commonwealth Edison shipments andvaradi decline in average selling
price adversely affected the results for 1997utfent market conditions continue, the Company &ifperience a significant decline in coal
revenue and earnings over the next several yeatsli@ery requirements under long-term contractdide and as longerm contracts begin
expire.

31



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

Gross margin, as a percentage of revenue, decram886 in 1997 from 41% in 1996 for the computetsourcing business. The reduction
of the gross margin was due to up-front costs aasttwith new contracts and significant incredegsersonnel costs due to the tightening
supply of computer professionals. Gross marginttfersystems integration business was approximd@y in 1997. A comparison to 1996
gross margin is not meaningful due to the startvafoire of the business.

General and Administrative Expenses. Excluding @G Tgeneral and administrative expenses increas#dt@®114 million in 1997. The
increase was primarily attributable to a $41 milliacrease in the information services businessge and administrative expenses. The
majority of the increase is attributable to addiibcompensation expense that was incurred dueetodnversion of a subsidiary's option and
stockappreciation rights plans to the Company's Clagtdak Option Plan. The remainder of the increakaas to the increased expense:
new sales offices established in 1997 for the syst@tegration business and the additional perddmrezl in 1997 to implement the Business
Plan.

Exclusive of the information services business.egahand administrative expenses decreased 26%2ton$ilion in 1997. A decrease in
professional services and the mine managementfeespartially offset by increased compensatioreaesp. Due to the favorable resolution
of certain environmental and legal matters, cdsis Were previously accrued for these issues vex@sed in 1997. Partially offsetting this
reduction were legal, tax and consulting expensssaated with the CalEnergy Transaction and thie- €)f.

Equity Losses. The losses for the Company's equigstments increased from $9 million in 1996 t8 $dillion in 1997. Had the C-TEC
entities been accounted for using the equity methd®96, the losses would have increased to $1BmiThe expenses associated with the
deployment and marketing of the advanced fiber agts/in New York, Boston and Washington D.C., amel¢osts incurred in connection
with the buyout of a marketing contract with mirtgishareholders are primarily responsible for titmeéase in equity losses attributable to
RCN Telecom Services from $6 million in 1996 to $8#lion in 1997. The Company's share of the losfeSable Michigan, Inc. decreased
to $6 million in 1997 from $8 million in 1996. Thimprovement is attributable to the gains recoghiae the sale of Cable Michigan, Inc.'s
Florida cable systems. The earnings of Commonwd&atephone Company were consistent with that 06198e Company recorded equity
earnings of $9 million in each year attributabléCmmmonwealth Telephone Company. The Company atswded equity losses attributable
to several developing businesses.

Investment Income. Investment income increasedriv¥97 after excluding C- TEC's $14 million of istent income in 1996. Gains
recognized on the sale of marketable securitiésgoily within the Kiewit Mutual Fund ("KMF"), in@ased from $3 million in 1996 to $9
million in 1997. In 1997, KMF repositioned the sdtias within its portfolios to more closely traokerall market performance. Partially
offsetting these additional gains was a declinat@rest income due to an overall reduction ofd/ighrned by the KMF portfolios.

Interest Expense. Interest expense increased isigmify in 1997 after excluding $28 million of imést attributable to C-TEC in 1996.
California Private Transportation Company L.P. (T€@P), the owner-operator of a privatized tollroadQalifornia, incurred interest costs of
approximately $9 million and $11 million in 1996cdah997. In 1996, interest of $5 million was cajtdl due to the construction of the
tollroad. Construction was completed in August 19861 all interest incurred subsequent to that datecharged against earnings. Interest
associated with the financing of the Aurora, Collararoperty of $1 million, also contributed to therease in interest expense.

Other Income. Other income in 1996 includes $2iamlbf other expenses attributable to C-TEC. Exiclgdhese losses, other income
declined from $8 million in 1996 to $1 million ir®27. The absence of gains on the
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sale of timberland properties and other assets;iwdiicounted for $6 million of income in 1996,@sponsible for the decline.

Income Tax (Provision) Benefit. The effective inaiax rate for 1997 is less than the expectedtstgtuate of 35% due primarily to prior
year tax adjustments, partially offset by the efffanondeductible compensation expense assoaondthdhe conversion of the informatic
services option and stock appreciation rights ptartke Company's Class D Stock Option Plan. Ir618® effective rate was also lower than
the statutory rate due to prior year tax adjustsiefttese adjustments were partially offset by ndodtible costs associated with goodwill
amortization and taxes on foreign operations. 19718nd 1996, the Company settled a number of dispgsues related to prior years that
have been included in prior year tax adjustments.

Discontinued Operations--Construction and Materi@lsnstruction revenues increased $414 millionrdui997 compared to 1996. The
consolidation of ME Holding Inc. (due to the incsean ownership by the Company from 49% to 80%)E"MNiolding") contributed $261
million, almost two-thirds of the increase. In atlth to ME Holding, several large projects and jaiantures became fully mobilized during
the latter part of the year and were well into"fpeak” construction phase.

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

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

Material margins decreased from 10% of revenueB6lo 4% in 1997. Losses at the Oak Mountainifgdil Alabama were the source of
the decrease. The materials margins from sourtes titan Oak Mountain remained stable as highérsateés and selling prices were offset
by increases in raw materials costs.

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

The effective income tax rates in 1997 and 199@HerConstruction Group differ from the expectedigbry rate of 35% primarily due to
state income taxes and prior year tax adjustments.

Discontinued Operations--Energy. Income from disicared operations increased to $29 million in 188®r $9 million in 1996. The
acquisition of Northern Electric plc ("Northern Etdc") in late 1996 and the commencement of opemnatat the Mahanagdong geothermal
facility in July, 1997 were the primary factors thesulted in the increase.

In October 1997, CalEnergy sold approximately I8illion shares of its common stock. This sale rexduthe Company's ownership in
CalEnergy to approximately 24%. It is the Compapghicy to recognize gains or losses on the sakaifk by its investees. The Company
recognized an after-tax gain of approximately $44ion from transactions in CalEnergy stock in floeirth quarter of 1997.

On July 2, 1997, the Labour Party in the Unitedd@iom announced the details of its proposed "WihdiaX" to be levied against privatized
British utilities. This one-time tax is 23% of tddference between the value of Northern Electtitha time of privatization and the utility's
current value based on profits over a period ofoufour years. CE Electric UK plc ("CE Electric§aorded an extraordinary charge of
approximately $194
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million when the tax was enacted on July 31, 19%i& total after-tax impact to the Company, direttisough its investment in CE Electric
and indirectly through its interest in CalEnergyss$63 million.

1996 vs. 1995

Coal Mining. Revenue and net earnings improved grilpndue to increased alternate source tons so@ommonwealth Edison in 1996 and
the liquidation of a captive insurance company Whitsured against black lung disease. Upon ligiodathe Company received a refund of
premiums paid plus interest in excess of resersidblished by the Company for this liability. Sirk<®93, the amended contract with
Commonwealth Edison provided that delivery committeevould be satisfied with coal produced by utiatéd mines in the Powder River
Basin in Wyoming. Coal produced at the Companyfsamdid not change significantly from 1995 levels.

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

Gross margin as a percentage of revenue for ttemording business decreased to 41% in 1996 fromiASP895. The reduction of the gross
margin was primarily due to up-front costs for newgtomers which were recognized as an expense iwbemed.

Telecommunications. Revenue for the telecommuminatsegment increased 13% to $367 million for fi$€86. C-TEC's telephone group's
$10 million, or 8%, increase in sales and C-TE@de group's $33 million or 26%, increase in rexeewere the primary contributors to the
improved results. The increase in telephone greuprue is due to higher intrastate access reveonethe growth in access minutes, an
increase of 13,000 access lines, and higher Intawwess and video conferencing sales. Cable gemgmue increased primarily due to hig
average subscribers and the effects of rate inesaasApril 1995 and February 1996. Subscriber tointreased primarily due to the
acquisition of Pennsylvania Cable Systems ("Pemasya Cable"), formerly Twin County Trans Videog¢lnin September 1995, and the
consolidation of Mercom, Inc. ("Mercom") since Agul995. Pennsylvania Cable and Mercom accourgZdmillion of the increase in
cable revenue in 1996.

The 1996 operating expenses for the telecommuaoitatiusiness increased $38 million or 18% compard®95. The telephone group
experienced a 9% increase in expenses and thegralip's costs increased 31%. The increase fdetbphone group was primarily
attributable to higher payroll expenses resultiogf additional personnel, wage increases and highantime. Also contributing to the
increase were fees associated with the Internetsacervices and consulting services for a vaoietggulatory and operational matters. The
cable group's increase was due to increased dapogciamortization and compensation expenses iassdavith the acquisition of
Pennsylvania Cable and the consolidation of Mersapérations. Also contributing to the higher cogtse rate increases for existing
programming and the costs for additional prograngmin

General and Administrative Expenses. General andrastrative expenses declined 5% to $181 milliori996. Decreases in expenses
associated with legal and environmental mattergartially offset by higher mine management fegd o the Construction Group, the
costs attributable to C- TEC and the opening ofS3R&1 toll road. C-TEC's corporate overhead andratbsts increased approximately 13%
in 1996. This increase is attributable to costeeiased with the development of RCN Telecom Sewsvibasiness in New York and Boston,
the acquisition of Pennsylvania Cable, the conatilich of Mercom and the investigation of the feaigjbof various restructuring alternatives.

Equity Losses. Losses attributable to the Compausty investments increased to $9 million in 18@6n $5 million in 1995. The additior
losses were attributable to an enterprise engagttkirenewable fuels business and to C-TEC's imerg in Megacable, S.A. de C.V.,
Mexico's second largest cable television operator.
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Investment Income. Investment income increased 24¥896 compared to 1995. Increased gains on fee$anarketable and equity
securities and interest income were partially affsea slight decline in dividend income.

Interest Expense. Interest expense in 1996 inade43% compared to 1995. The increase was primduiéyto interest on the CPTC debt that
was capitalized through July 1996, and C-TEC'semtble preferred stock, issued in the PennsyhMaakde acquisition, that began accruing
interest in 1996.

Gain on Subsidiary's Stock Transactions. The isseiafthe stock of MFS for acquisitions by MFS #inel exercise of MFS employee stock
options resulted in a $3 million net gain to then@any in 1995.

Other. The decrease of other income in 1996 wasapily attributable to the receipt in 1995 of satient proceeds related to certain litigation
regarding the Company's mining operations.

Income Tax Benefit (Provision). The effective inaotax rate for 1996 differs from the statutory rat@5% primarily because of adjustments
to prior year tax provisions, partially offset ipte taxes and nondeductible amounts associatedyaitdwill amortization. In 1995, the rats
lower than 35% due primarily to $93 million of inoe tax benefits from the reversal of certain defétax liabilities originally recognized on
gains from MFS stock transactions that are no longguired due to the tax-free spiff-of MFS, and adjustments to prior year tax psims.

Discontinued Operations--Construction and Materlksvenue from construction decreased 1% to $2780i®n in 1996. This resulted from
the completion of several major projects duringytbar, while many new contracts were still in theatsup phase. The Construction Group's
share of joint venture revenue remained at 30%taf tevenues in 1996. Revenue from materials aswé by less than 1% in 1996. Incres
demand for aggregates in the Arizona market weasebtfy a decline in precious metal sales. The @actgin Group sold its gold and silver
operations in Nevada to Kinross Gold Corporatid€irffoss") and essentially liquidated its metalseintory in 1995.

Opportunities in the construction and materialaistdy continued to expand along with the econonecaBise of the increased opportunities,
the Construction Group was able to be selectithérconstruction projects it pursued. Gross marffinsonstruction increased from 8% in
1995 to 10% in 1996. This resulted from the conipiedf several large projects and increased efiidies in all aspects of the construction
process. Gross margins for materials declined ft8fb in 1995 to 10% in 1996. The lack of higher nmapgyecious metals sales in 1996
combined with slightly lower construction materiatargins produced the reduction in operating margin

In 1995, the exchange of the Construction Groupld gnd silver operations in Nevada for 4,000,088ras of common stock of Kinross led
to a $21 million gain for the Construction Grouf€Tgain was the difference between the ConstruGiaup's book value in the gold and
silver operations and the market value of the KSsrshares at the time of the exchange. Other inemsalso primarily comprised of mining
management fees from the Diversified Group, of 88#on and $30 million in 1996 and 1995, and gaimsthe disposition of property, plant
and equipment and other assets of $17 million dradrfiillion in 1996 and 1995.

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

Discontinued Operations--Energy. Income from disicared operations declined in 1996 by 36% to $3ionl Losses attributable to the
Company's interest in CE Casecnhan Water and Erfgedy Casecnan”), additional development expensestiernational activities, and the
costs associated with the Northern Electric tratisaevere partially offset by increased equity éags from CalEnergy.
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FINANCIAL CONDITION--DECEMBER 27, 1997

The Company's working capital, excluding C-TEC distontinued operations, increased $392 milliod@8% during 1997. This was due to
the $182 million of cash generated by operationmarily coal operations, and the significant ficarg activities described below.

Investing activities included $452 million usedpiarchase marketable securities, $42 million of atneents and $26 million of capital
expenditures, including $14 million for the Compangxisting information services business and damifor a corporate jet. The $42
million of investments primarily included the Conmy&s $22 million investment in the Pavilion Toweffice complex, located in Aurora,
Colorado, and $15 million of investments in devébgpbusinesses. Funding a portion of these adwitias the sale of marketable securities
for $167 million.

Sources of financing include $138 million from tesuance of Class D Stock, $72 million from thehaxge of Class C Stock for Class D
Stock and $16 million from the financing for Pawili Towers. Uses consist primarily of $12 milliom fbe payment of dividends and $2
million of payments on long- term debt.

At December 27, 1997, the Company had $140 milkbiong-term debt. Of this long-term debt, $114limil was long term debt of CPTC.
Approximately $14 million of additional long-ternebt is included in net investments in discontinapdrations--construction.

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 intémti@come a facilities-based provider (that isfavider that owns or leases a substantial
portion of the plant, property and equipment nezgst provide its services) of a broad range tdgrated communications services. To
reach this goal, the Company plans to expand sutiists the business of PKSIS and to create, thhomgombination of construction,
purchase and leasing of facilities and other asaatmternational, end-to-end, facilities-basethownications network. The Company is
designing its network based on IP technology ireotd leverage the efficiencies of this technolagprovide lower cost communications
services.

The development of the Business Plan will requigaificant capital expenditures, a substantial jporof which will be incurred before any
significant related revenues from the Business Biarexpected to be realized. These expenditgsttter with the associated early opere
expenses, will result in substantial negative dish and substantial net operating losses for them@any for the foreseeable future. The
Company estimates that its capital expendituremimmection with the Business Plan will be in exags$500 million in 1998 and will
approximate $2 billion in 1999. The Company's cuirfiguidity in addition to the net proceeds ofr@mosed private offering of $1.5 billion
the Company's Senior Notes Due 2008 in a transaetiempt from registration under the Securities#@933, as amended, should be
sufficient to fund the currently committed portiosisthe Business Plan. There can be no assuraatththCompany will complete this priv.
offering.

The Company currently estimates that the implentiemtaf the Business Plan, as currently contemglakéll require between $8 and $10
billion over the next 10 years. The Company's gbit implement the Business Plan and meet itseptefl growth is dependent upon its
ability to secure substantial additional financinghe future. The Company expects to meet itstanfdil capital needs with the proceeds fi
sales or issuance of equity securities, creditifiés and other borrowings, or additional debtwsdies. In addition, the Company may sell or
dispose of existing businesses or investmentsno fortions of the Business Plan. The Company msypart of its ordinary course of
business, sell or lease capacity, its conduitToess to its conduits. There can be no assuraatéhthCompany will be successful in
producing sufficient cash flow, raising sufficietgbt or equity capital on terms that it will coreicicceptable, or selling or leasing fiber optic
capacity or access to its conduits, or that pree@édlispositions of the Company's assets wileatfthe assets' intrinsic value. Further, there
can be no assurance that expenses will not exbeeddmpany's estimates or that the financing needledot likewise be higher than
estimated. Failure to generate sufficient funds neayire the Company
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to delay or abandon some of its future expansicexpenditures, which could have a material adveffeet on the implementation of the
Business Plan. There can be no assurance thabthpahy will be able to obtain such financing if amlgen it is needed or that, if available,
such financing will be on terms acceptable to tbenBany. If the Company is unable to obtain addéidimancing when needed, it may be
required to scale back significantly its BusinesRind, depending upon cash flow from its exisbaoginess, reduce the scope of its plans
and operations.

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

In February 1998, the Company announced that itm@sng its corporate headquarters to Broomfielolo€ado, a northwest suburb of
Denver. The campus facility is expected to encompasr 500,000 square feet of office space at atnartion cost of over $70 million. The
Company is leasing space in the Denver area whdl€ampus is under construction. The first phaskeo€omplex is scheduled for
completion in the summer of 1999.
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2. FORWARD LOOKING STATEMENTS--RISK FACTORS

When used in reports filed with the Securities Brdhange Commission and in other communicationth&yCompany, the words "believes,"
"anticipates," "expects," "may," "will," "estimatesr "continue" or the negative thereof or variasdhereon or comparable terminology, are
expressions intended to identify in certain circtanses forward looking statements within the meguoiithe Private Securities Litigation
Reform Act of 1995. Such statements are subjeatrtomber of risks and uncertainties that could eacsual results to differ materially from
those projected, including the risks discussethén’'Risk Factors” set forth below. Given these uadaties, prospective investors are
cautioned not to place undue reliance on such fahiemking statements. The Company also underta&easbligation to update any forward
looking statement.

DEPENDENCE ON NEW BUSINESS PLAN

The Company's new Business Plan provides for thation of the Level 3 Network, which will generatébstantial operating losses and
require significant amounts of capital. See "--Sabsal Operating Losses Expected" and "--Substh@pital Requirements.” The Business
Plan is in an early stage of implementation, thaking an evaluation of its risks and rewards exélgmdifficult and speculative. The
Business Plan will depend upon a shift in providiognmunications services, including traditionalogifax transmission and other services,
over IP-based networks instead of the PSTN. Thamnebe no assurance that the Level 3 Network wililile to compete successfully with the
PSTN or other networks as a provider of these sesviThe Business Plan also will depend on, amtrey things, the Company's ability to
assess markets, raise substantial capital, debigndptic network backbone routes, install fibptio cable and facilities (including
switches/routers), obtain rights-of-way, buildiragass rights and any required government auth@imgtfranchises and permits, attract
customers and identify, finance and complete sl@tabquisitions and, potentially, joint venturel$jraa timely manner, at reasonable costs
and on satisfactory terms and conditions. In otdenanage its growth, the Company will be requiedreate complex operating and
administrative systems, including effective systeaiating to ordering, provisioning and billing feommunications and information services,
and continually improve and upgrade such systemns.dompany must also continue to attract and retaistantial numbers of qualified
managerial, professional and technical personreh Aesult, there can be no assurance that the &ogmll be able to implement and
manage successfully its new Business Plan. SircBisiness Plan represents a significant expaditre Company's communications and
information services business, the Company doebel@ve that its historical financial results vaérve as a meaningful indicator of the
Company's future financial condition or resultopérations.

SUBSTANTIAL OPERATING LOSSES EXPECTED

The development of the Business Plan will requigaificant capital expenditures, a substantial jporof which will be incurred before any
significant related revenues from the Business Biarexpected to be realized. These expenditgsttter with the associated early opere
expenses, will result in substantial negative ojregacash flow and substantial net losses for then@any for the foreseeable future. The
Company may never establish a significant custdmase for its communications and information sewvimasiness, and even if it does
establish such a customer base, there can be m@ass that the Company will not continue to sustaibstantial negative operating cash
flow and substantial net losses. There can be sirasce that the Company will be able to achievaustain profitability in the future.

SUBSTANTIAL CAPITAL REQUIREMENTS

The Company's ability to implement the Business Rlad meet its projected growth is dependent uzoaility to secure substantial
additional financing in the future. The Company &cs to meet its additional capital needs withdirezeeds from sales or issuance of equity
securities, credit facilities and other borrowingsadditional debt securities. In addition, then@any may sell or dispose of existing
businesses or investments or sell or lease fibér oppacity or access to its conduits to fundipog of the Business Plan. The Company
currently estimates that the implementation ofBlisiness Plan, as currently contemplated, will iregetween
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$8 and $10 billion over the next 10 years. Therelmno assurance that the Company will be suadesgiroducing sufficient cash flow,
raising sufficient debt or equity capital on terthat it will consider acceptable or selling or lieasfiber optic capacity or access to its
conduits, or that proceeds of dispositions of thenBany's assets will reflect the assets' intrimalae. Further, there can be no assurance that
costs and expenses will not exceed the Compartifsates or that the financing needed will not likesvbe higher than estimated. Failure to
generate sufficient funds may require the Compargetay or abandon some of its future expansiaxpenditures, which could have a
material adverse effect on the implementation efBlsiness Plan. There can be no assurance th@bthpany will be able to obtain such
financing if and when it is needed or that, if dable, such financing will be on terms acceptabléhe Company. If the Company is unable to
obtain additional financing when needed, it maydspiired to scale back significantly its BusinelsRnd, depending upon cash flow from
its existing business, reduce the scope of itsspdend operations.

Any additional debt financing, if available, mayatve restrictive covenants that adversely affaet€ompany's ability to finance its future
operations or capital needs or to engage in otheinbss activities that may be in the intereshef@ompany. The Company's financing needs
may vary significantly from its current expectasahit is unable to generate anticipated cash $lawif the Company requires more funds for
capital expenditures than it currently anticipapesgticularly as a result of future network infrasture installation requirements. No assurz
can be given that the Company's current expectatiegarding its cash needs will prove accurate tlagie can be no assurance that the
Company's operations will produce positive castvflo

DIFFICULTIES IN CONSTRUCTING, OPERATING AND UPGRADI NG THE LEVEL 3 NETWORK

The Company's ability to generate positive casislérom operations will depend in large part upoe $uccessful, timely and cost-effective
construction of the Level 3 Network, as well asatinacting customers and achieving substantidi¢rablumes on the Level 3 Network. The
construction of the Level 3 Network will be affedtey a variety of uncertainties and contingendizduding whether the installation of the
required fiber optic cable and associated eleateowihich make up the Level 3 Network will be contgdein a timely manner. The
construction, operation and any upgrading of theeL8 Network is a significant undertaking, regugithe deployment of substantial capital
resources. Administrative, technical, operatiomal ather problems that could arise may be morécdiffto address and solve due to the
significant size and complexity of the planned Ue/&letwork. Furthermore, certain technology thenpany is developing is largely
unproven and may not be compatible with existirgpt@logy. In addition, technical problems may avisi the Level 3 Network once it is
built, including as a result of increasing trafficlume. Many of these factors and problems are heyloe Company's control. There can b
assurance that the entire Level 3 Network will bmpleted as planned for the costs and in the tiamad currently estimated. Although the
Company believes that its cost estimates and theé-but schedule are reasonable, there can beswartce that the actual construction costs
or time required to complete the Level 3 Network wot substantially exceed current estimates.dditoon, the Company must generate
substantial traffic volume on the Level 3 Netwankoirder to realize the anticipated cash flow, ofiegeefficiencies and cost benefits of the
Level 3 Network. There can be no assurance thattmpany will be able to achieve such increasdtidneolume. See "--Products and
Services," "-- Competition; Rapid Technological @hes" and "--Pricing Pressures and Industry Capacit

The successful and timely completion of the LevBleédwork will depend, among other things, upon@umpany's ability to manage
effectively and cost efficiently the constructioihroute segments, obtain additional rights-of- wiagtall network connections,
interconnections and buildouts and attract qualifechnicians capable of dealing with the Level&work's expected technologies.
Successful construction of the Level 3 Network aldbdepend upon the timely performance by suppl@nd third-party contractors of their
obligations. There can be no assurance that thep@oeywill successfully manage construction or aegthie remaining necessary rights-of-
way or that third-party contractors will timely p@m their obligations. See "--Need to Obtain andifain Permits and Rights-of-Way" and
"--Dependence on Suppliers."

Any of the foregoing may significantly delay or pemt completion of the Level 3 Network, which wollave a material adverse effect on the
Company's financial condition and results of opgeret.
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The Company anticipates that even after the comoplef the initial stages of the Level 3 Networliufre expansions and adaptations of the
network's infrastructure, including the electroai@ software components used therein, may be regdaasorder to respond to growth in the
number of customers served, increased demandarsntit larger amounts of data, changes in its mests' service requirements and
technological advances by competitors. The exparesial adaptation of the Level 3 Network will regusubstantial financial, operational ¢
managerial resources. There can be no assuraridbeh@ompany will be able to expand or adapt teeel 3 Network to meet the evolving
standards, demands and requirements of its cussamn@dvances of its competitors on a timely baia,commercially reasonable cost, if at
all, or that the Company will be able to deployeassfully any expanded and adapted network infretstre. Any failure by the Company to
expand or adapt the Level 3 Network to the needls austomers could have a material adverse efiethe Company's financial condition
and results of operations.

NEED TO DEVELOP VOICE TECHNOLOGY FOR IP NETWORKS

The Company is designing the Level 3 Network t@p@mized for IP-based communications, rather ttiecuit-switched based
communications. While generally adequate for daasmission needs, existing IP networks usuallynateonfigured to provide the voice
quality, real-time communications requirements tfalitional telephone call or facsimile. With cemt technology, this quality can only be
achieved by providing a substantial cushion of camitations capacity. There are also concerns aheutliability and security of IP-voice
networks. Existing voice-over IP services generadlyuire a combination of substantial capacity eitlder customized end-user equipment or
the dialing of "access codes" or other special guaces to initiate a call. Level 3 is in the pracesdeveloping technology to enable it to
transmit traffic seamlessly over its own routersdxh IP network and the circuit-based PSTN. The Gomploes not believe that such
technology is currently commercially available. Tédean be no assurance that the Company's eféodisvielop or acquire (including through
licenses) such technology will be successful, at thit can develop or acquire such technologg, @ompany will be able to do so in a timely
manner and at an acceptable cost. In any everg)aj@ng or acquiring such technology may requignificant resources and management
attention. Failure by the Company to develop owuaegsuch technology in a timely and cost efficisr@nner could have a material adverse
effect on the Company's business, financial comwliéind results of operations, including its abildypay the interest on and principal of the
Notes. Level 3 believes that the design of its nekvshould address the other significant issuescéted with lIl-voice transmission (latenc
reliability and security). If the Company's assesstiof the adequacy of the solutions for theserd#iseies is incorrect, the Company's ability
to offer IP-voice services will be impaired.

The Company recently announced the acquisition@DKl. XCOM has developed certain technology whicly inelp the Company develop
the technology for an interface between its IP-Basdwork and the PSTN. There can be no assurbatéhis acquisition will serve the
purposes contemplated by the Company.

DEVELOPMENT OF EFFECTIVE PROCESSES AND SYSTEMS

The Company and its external vendors are develgmiogesses and systems for the implementationstbmer orders for services, the
provisioning, installation and delivery of such\sees, monthly billing for those services and autted internal systems for processing
customer orders and provisioning. As the Busindess provides for rapid growth in the number anduvaé of products and services offered
by the Company, such processes and systems, ingltit business support system, will need to beldped on a schedule necessary to
support the Company's proposed service offeririgubbates and will be required to expand with adépt to the Company's rapid growth.
The development of these processes and systent®m@icated undertaking requiring significant nem®s and expertise. The failure to
develop effective internal processes and systenthése service elements could have a materiakrsehegfect upon the Company's ability to
implement the Business Plan.
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DEPENDENCE ON HIRING AND RETAINING QUALIFIED PERSON NEL; KEY PERSONNEL

The Company believes that its future success wibleshd in large part on its ability to attract aethin highly skilled, knowledgeable,
sophisticated and qualified managerial, profesdiand technical personnel. The Company's businegifidse managed by a small number of
key executive officers, particularly James Q. Cro@ief Executive Officer, R. Douglas Bradbury, €ffrinancial Officer, and Kevin J.
O'Hara, Chief Operating Officer, the loss of anywbfom could have a material adverse effect on tgany. The Company has experier
significant competition in the attraction and retem of personnel that possess the skill setstttea€Company is seeking. There can be no
assurance that the Company will not experienceoetate of qualified personnel in the future, espicgiven the Company's substantial
hiring needs.

PRODUCTS AND SERVICES

The Company's ability to offer, market and selldarcts and services is important to the Companyg-term strategic growth objectives, and
is dependent on the Company's ability to obtaiméheded capital, additional favorable regulatoryetlapments, the Company's ability to
recruit and retain an effective sales force, then@any's ability to differentiate its products aedvices from existing and future competitors,
the Company's ability to assess and access makdtthe acceptance of its products and servicéiseb@ompany's customers. No assurance
can be given that the Company will be able to ebsaich capital, retain such personnel, differeaifitst products and services or assess and
access markets or that such developments or aocceptdll occur.

RAPID EXPANSION PLANS; MANAGEMENT OF GROWTH; STRATE GIC TRANSACTIONS

Part of the Business Plan is to achieve rapid drdwtbuilding the Level 3 Network and using the &€e® Network to exploit opportunities
expected to arise from marketplace, regulatorytanodnological changes and other industry developsndie Business Plan also
contemplates exploring opportunities for strategiquisitions and joint ventures, which could beeriat. As a result of its strategy,
management expects the Company to experience éapahsion for the foreseeable future. This growithimcrease the operating complex

of the Company. The Company's ability to managexfsansion effectively will depend on, among otifiémgs: (i) the expansion, training a
management of its employee base, including atirgetid retaining highly skilled personnel (see &pBndence on Hiring and Retaining
Qualified Personnel; Key Personnel"); (ii) the depenent, introduction and marketing of new prodwetd services; (iii) the successful
integration of acquired operations and joint veasti(iv) the development of financial and managéroentrols; and (v) the control of the
Company's expenses related to the Business PlamieFaf the Company to satisfy any of these rezmients, or otherwise manage its growth
effectively, could have a material adverse effecttie Company's business, financial condition asdlts of operations.

To manage growth effectively, the Company must tbgvis sales force, external installation and nepapability, customer service teams
and information systems, and must develop relatigsswith third-party vendors. The Company's hinregeds are substantial. The
construction, operation and any upgrading of theeL8 Network is a significant undertaking. SeeDifficulties in Constructing, Operating
and Upgrading the Level 3 Network." Managing themany's growth will also be complicated by the gigant size and complexity of the
planned Level 3 Network, which may place heavy defsaupon the Company's direct sales force, installand repair capabilities, custor
care organization, business support systems, plairty vendors and management. If the Company iblaria manage its growth effectively,
the Company's business and results of operatiand be materially adversely affected.

In addition, there can be no assurance that thep@oynwill be able to identify suitable candidatesacceptable terms (especially given the
intense competition in the telecommunications itigygor strategic investments, acquisitions onfoientures or that the Company will be
able to obtain the requisite financing for any stralmsactions. These investments, acquisitiongantventures, if made, will divert the
resources and
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management time of the Company and require suadastggration with the Company's existing netwoaksl services.
LACK OF INTERCONNECTION AND PEERING ARRANGEMENTS

The Company's success will depend upon its alidityevelop and expand its network infrastructure support services in order to have
sufficient geographic reach, capacity, reliabilityd security at an acceptable cost. The developamehéxpansion of the Level 3 Network
require that the Company enter into agreementagcoaptable terms and conditions, with various plend of infrastructure capacity, in
particular interconnection agreements with ILECd peering agreements with ISPs. No assurance cgivée that any or all of the requisite
agreements can be obtained on satisfactory terchs@mditions.

The Company is currently negotiating agreementshi@iinterconnection of the Level 3 Network witle thetworks of the ILECs covering
each market in which the Company is constructisgétwork. In the future, the Company may be reglio negotiate new interconnection
agreements, or renegotiate existing interconnectgzeements, as Level 3 enters new markets. Tharbeno assurance that the Company
will successfully negotiate such agreements faratdnnection with ILECs or renewals of existingeiebnnection agreements. The failure to
negotiate required interconnection agreements doaNveg a material adverse effect on the Companifisyab become a single source
provider of communications and information services

Peering agreements between the Company and ISHsewikcessary in order for the Company to exch#nadiic with those ISPs without
having to pay transit costs. The basis on whicHahge national ISPs make peering available or semettiement charges is evolving as the
provision of Internet access and related serviessetxpanded. MCI and WorldCom recently announaedmer of the two entities, which is
subject to certain regulatory and other approvathis merger is consummated, the resulting entibyild control a substantial percentage of
the U.S. Internet backbone. Recently, companigshidnze previously offered peering have cut backlioninated peering relationships and are
establishing new, more restrictive criteria for fxeg. Furthermore, if increasing costs and othquiements associated with maintaining
peering with the major national ISPs develop, tbenGany may have to comply with those additionalinegnents in order to continue to
maintain any peering relationships it negotiateslufe to establish peering relationships wouldseailhe Company to incur additional
operating expenditures which would have a matadakrse effect on the Company's business, finaoormaition and results of operations.

NEED TO OBTAIN AND MAINTAIN PERMITS AND RIGHTS-OF-W AY

In order to acquire and develop the Level 3 Netwttk Company must obtain local franchises andrgibamits, as well as rights to utilize
underground conduit and aerial pole space and attess-of-way and fiber capacity from entities ks ILECs and other utilities, railroads,
long distance companies, state highway authoritbes] governments and transit authorities. On IAhri1998 the Company entered into an
agreement with Union Pacific granting the Compamgasement for the laying of conduit along certdibnion Pacific's rights-ofvay in the
western United States. There can be no assuraacththCompany will be able, on acceptable termmjdintain its existing franchises,
permits and rights or to obtain and maintain thepfranchises, permits and rights needed to impierihe Business Plan. The cancellatio
non-renewal of such arrangements could materiaMeesely affect the Company's business in the &ffemetropolitan area. In addition, the
failure to enter into and maintain any such reqlagangements for any portion of the Level 3 Nekwoay affect the Company's ability to
develop the Level 3 Network.

DEPENDENCE ON SUPPLIERS

Lease of Communications Capacity. Until the compfebf the Company-owned portion of the Level 3wWatk, the Company will lease
substantially all of its intercity communicatiorspacity in North America. On March 23, 1998, ther(any entered into an agreement with
Frontier whereby the Company leased approximat@9®Bmiles of OC-12 network capacity currently unclenstruction connecting 15 U.S.
cities. In addition, the Company intends to leasegaificant amount of capacity from ILECs and CLEIG connect the
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Company's customers with the Company's gateway, siten after the completion of the Company-owraatign of the Level 3 Network.
Accordingly, the Company will be dependent upongdéerices of these lessors. The Company may experidelays and additional costs if
any of these relationships with lessors is terneidatr if any one or all of these facilities expades a technical or other similar failure, anc
Company is unable to reach suitable agreementsaltgmate carriers in a timely manner. These eveotlld have a material adverse effect
on the Company's business, financial condition, metitive position and results of operations.

In Europe, the Company will initially lease subdially all of its intercity communications capacifihe supply of such capacity for lease is
significantly more limited than in the United Stat&Vhile the Company believes that it will be aoléease the necessary capacity in Europe,
there can be no assurance that it will be abletsa] and that if the Company can lease such dgpdaavill be at a price that will not have a
material adverse effect on the Company's busifiessicial condition, competitive position and rdswif operations.

Equipment and Materials. The Company will be depandn third-party suppliers of the fiber, condadmputers, software, switches/routers
and related components that the Company will askeanttl integrate into the Level 3 Network. Duehie karge-scale nature of the Level 3
Network, the Company will be making large purchasfefioer and conduit, which will represent a sfigant portion of the current producti
of these suppliers. The Company will also depentherservices of third parties with whom it may traot in the future for customer site
installations, routine maintenance, on-call repai certain other services. The Company may expezidelays and additional costs if any of
these relationships is terminated and the Compaopable to reach suitable agreements with alterexidors or suppliers in a timely
manner. Any such occurrence could have a matafisdrae effect on the Company's business, finanoiadition, competitive position and
results of operations and its ability to pay thieiast on and the principal of the Notes.

The development and expansion of the Level 3 Netwalt require that it enter into agreements, ooegatable terms and conditions, with
various providers of infrastructure capacity andiponent and support services. No assurance caivee that any or all of the requisite
agreements can be obtained on satisfactory terths@mditions.

COMPETITION; RAPID TECHNOLOGICAL CHANGES

The communications and information services inguisthighly competitive. Many of the Company's éxig and potential competitors in the
communications and information services industiyetfénancial, personnel, marketing and other resesisignificantly greater than those of
the Company, as well as other competitive advastageluding existing customer bases. Increasedatmation and strategic alliances in the
industry resulting from the Telecom Act, the openaf the U.S. market to foreign carriers and tedbgioal advances could give rise to
significant new competitors to the Company. In &ddi further deregulation may give rise to unapted additional competitors.

In the special access and private line servicegehathe Company's primary competitors will be IX@$£Cs and CLECs. In the market for
collocation services, the Company will compete WitECs and CLECs. Most of these competitors hasigaificant base of customers for
whom they are currently providing collocation sees. Due to the high costs to a customer of chgngptiocation sites, the Company may
have a competitive disadvantage relative to thestieg competitors. The market for Web hosting/gmss is also extremely competitive. In
this market, the Company will compete with ISPs arahy others, including IXCs, companies that exehlg provide Web hosting services
and a number of companies in the computer industry.

For virtual private network services and voice 8&¥, the Company will compete primarily with naiéb and regional network providers. 1
ability of the Company to compete effectively imstmarket will depend upon its ability to maintdiigh quality services at prices equal to or
below those charged by its competitors.
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There are currently four principal facilities-badedg distance fiber optic networks (AT&T, MCI, Spirand WorldCom, although a proposed
merger between WorldCom and MCI is pending), as asshumerous ILEC and CLEC networks. The Comparaniare that others,
including Qwest Communications International INQwest"), IXC Communications, Inc. ("IXC") and Th&illiams Companies, Inc.
("Williams"), are building additional networks thathen constructed, could employ advanced techydaogilar to that of the Level 3
Network and will offer significantly more capacityan is currently available in the marketplace. @liditional capacity that is expectec
become available in the next several years mayecsigsificant decreases in the prices for services.

In the long distance market, the Company's princampetitors will include AT&T, MCI, Sprint and WalCom, all of whom have extensive
experience in the long distance market. In addijtibe Telecom Act will allow RBOCs and others ttegrnhe long distance market. In local
markets the Company will compete with ILECs and CsEmany of whom have extensive experience inabal Imarket. While the Compa
believes that IP technology will prove to be a \gatechnology for the transmission of these voemwises, such technology is not yet in place
and at this time the Company would not be ablerdwide voice services at an acceptable level ofityuasing IP technology. There can be
assurance that the Company will be able to devet@zquire such technology. See "--Need to Dev¥lape Technology for IP Networks."
There can be no assurance that the Company wélbleeto compete successfully with existing compegibr new entrants in the virtual
private network services and voice services magatell as the other markets it plans to servéufeaby the Company to do so could have a
material adverse effect on the Company's busifiess\cial condition and results of operations.

The communications and information services inguistsubject to rapid and significant changes ant®logy. For instance, recent
technological advances permit substantial incremseansmission capacity of both new and exisfibgr, and the introduction of new
products or emergence of new technologies may eetheccost or increase the supply of certain sesvéimilar to those which the Company
plans on providing. Accordingly, in the future tGempany's most significant competitors may be netraets to the communications and
information services industry, which are not buettby an installed base of outdated equipment.efiieet of technological changes, and the
competition that may result from such changeshenGompany's operations cannot be predicted arld bave a material adverse effect on
the Company's business, financial condition andlt®sf operations.

PRICING PRESSURES AND INDUSTRY CAPACITY

The long distance transmission industry has gelydrsakn characterized as having overcapacity anlinitey prices since the AT&T
divestiture in 1984. Although the Company belietrest increasing demand for capacity in the lasesdwears has resulted in a shortage of
network capacity and slowed the decline in prities,Company anticipates that prices for commuraoatand information services will
continue to decline over the next several yearspdimearily to (i) installation by the Company ard ¢ompetitors (certain of whom are
expanding capacity and constructing or considemigg networks) of fiber networks that provide substdly more transmission capacity tr
may be needed over the short or medium term g@g@mt technological advances that permit substantieeases in the transmission capacity
of both new and existing fiber, (iii) strategiciatices or similar arrangements, such as long distaapacity purchasing alliances among
certain RBOCs, that increase the parties' purchgsimver and (iv) increased capacity of satellitesrawave and radio facilities. These price
declines may be particularly severe if recent tseralising increased demand for capacity, suchtasét usage, change. Rapid growth in the
use of the Internet is a recent phenomenon, amd t& be no assurance that such growth will coatat the same rate or at all. Such pricing
pressure could have a material adverse effectmbubkiness of the Company and on its financial itimmdand results of operations, including
its ability to complete the Level 3 Network.

GOVERNMENT REGULATION

Communications services are subject to significagtilation at the federal, state, local and intéonal levels, affecting both the Company
and its existing and potential competitors. Delaysceiving required
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regulatory approvals or the enactment of new aners@ regulations or regulatory requirements mag llamaterial adverse effect upon the
Company. In addition, future legislative, judiciahd regulatory agency actions could alter comipetitonditions in the markets in which the
Company intends to operate, in ways not necesgartlye Company's advantage.

The Federal Communications Commission (the "FC&&y@ses jurisdiction over interstate and inteiadi telecommunications services,
including both long-distance services and the dideaal network facilities to originate and termieanterstate or international calls ("access
service"). Under current FCC regulations, the Camyda not required to obtain advance authorizatiooffer domestic interstate long-
distance and access services. It is currently reduo file tariffs disclosing the rates, termsg @onditions of certain of its long distance
services, and to comply with certain other FCC nexpients. The Company has obtained FCC authorizé&tigrovide international long
distance service, and consequently will be requindde tariffs and comply with certain reportingquirements for certain of its services. £
carrier providing FCC-regulated services, the Camypaill be required to pay various regulatory feesl assessments, although at this time it
does not expect that such fees will have a mateffiatt on its profitability.

State regulatory commissions exercise jurisdictieer intrastate telecommunications services, inolptoth local exchange and in-state long
distance services. The Company will be requireahtiain regulatory authorization and/or file tariffisprice lists at state agencies in most
states before it begins offering services in theiates. The Company will also be required to comyitli state regulations governing the
pricing and provision of telecommunications seryighich vary considerably from state to state, sinplay various regulatory fees and taxes
assessed by states on telecommunications servidgzraviders.

A variety of governmental authorities regulate @@mpany's access to public rights-of-way, includirghways, streets, underground
conduits, and the like. See "--Need to Obtain arainthain Permits and Rights-of-Way." The Compangtslities will also be subject to
numerous local regulations such as building codédiaensing. Such regulations vary on a city by and county by county basis.

There can be no assurance that the FCC or stateissions will grant authority requested by the Campand required by it to provide
services. If authority is not obtained or if theffa are not filed, updated, or otherwise do ndlyf comply with the tariff filing rules of the
FCC or state regulatory agencies, third partieggulators could challenge these actions. Suchestis could cause the Company to incur
substantial legal and administrative expenses atehpally delay or prevent the provision of seegc

The Telecom Act provides for a significant deregolaof the domestic telecommunications industngjuding the local exchange, long
distance and cable television industries. The Tafedct remains subject to judicial review and aiddial FCC rulemaking, and thus it is
difficult to predict what effect the legislation Whave on the Company and its future operatiom&r& are currently many regulatory actions
underway and being contemplated by federal and at#thorities regarding interconnection pricing atiter issues that could result in
significant changes to the business conditionbéntélecommunications industry. There can be norasse that these changes will not have a
material adverse effect on the Company.

The Telecom Act subjects nondominant telecommuiaicatcarriers, such as the Company, to certainmétdegulatory requirements upon
their provision of local exchange service in a nearldll ILECs and CLECs must interconnect with atbarriers, provide nondiscriminatory
access to rights-of-way, offer reciprocal compeonsaior termination of traffic, and provide dialingrity and telephone number portability.
The Telecom Act also requires all telecommunicatioarriers to ensure that their services are aibbess and usable by persons with
disabilities.

The FCC has to date treated ISPs as "enhancedas@naviders," exempt from federal and state rdgula governing common carriers,
including the obligation to pay access chargescamdribute to the universal service fund. The FEE€xamining the status of ISPs and
services provided by ISPs in several ongoing prdiogs. On April 10, 1998, the FCC issued a Rep@dngress on its implementation of
the universal
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service provisions of the Telecom Act. In that Repiie FCC stated, among other things, that tbeigion of transmission capacity to ISPs
constitutes the provision of telecommunications @antierefore subject to common carrier regulatidie FCC indicated that it would
reexamine its policy of not requiring an ISP to trifute to the universal service mechanisms wherd 3 provides its own transmission
facilities and engages in data transport over tifiasiéities in order to provide an information siee. Any such contribution would be related
to the ISP's provision of the underlying telecomroations services according to the Report, sepamradeapart from ISP services. In the
Report, the FCC also indicated that it would exanhre question of whether certain forms of "phan@tione IP telephony” are information
services or telecommunications services. It ndtatlthe FCC did not have an adequate record ortvibimake any definitive
pronouncements on that issue at this time, butthigatecord the FCC had reviewed suggests thatioddrms of phone-tghone IP telephor
appear to have the same functionality as non-Bteshmunications services and lack the charactegigtat would render them information
services. If the FCC were to determine that cedaiwvices are subject to FCC regulations as telaaomtations services, the FCC noted it
may find it reasonable that the ISPs pay accesgehand make universal service contributions aintd non-IP-based telecommunications
service providers. The FCC also noted that othendoof IP telephony appeared to be informationisesv The Company cannot predict the
outcome or timing of these proceedings. If the R@Ee to determine that ISPs, or services providetbP's, are subject to FCC regulation,
including the payment of access charges and camitioto the universal service funds, it could haveaterial adverse effect on the
Company's business, financial condition, competipesition and results of operations and the Cowipability to pay the interest on and
principal of the Notes.

Pursuant to the Telecom Act, the FCC has recedthpted significant changes in its universal sersigesidy program. Providers of interstate
telecommunications service, as well as certainrathéties, must pay for these programs. The Coryipaontribution to the universal service
fund will be based on its telecommunications serénd-user revenues. The extent to which the Coyfgaarvices are viewed as
telecommunications services or as information sew/ivill affect the amount of the Company's contiin, if any. As indicated in the
preceding paragraph, the issue of how the Compaawéces will be classified has not been resol@drently, the FCC assesses
contributions on the basis of a provider's revefou¢he previous year. Since the Company had rezéehmunications service revenues in
1997, it will not be liable for universal servicentributions in any material amount during 1998ttWespect to subsequent years, however,
the Company is currently unable to quantify the ami@f contributions that it will be required to keaand the effect that these required
payments will have on its financial condition besawf uncertainties concerning the size of theensii fund and uncertainty concerning the
classification of the Company's services. The F@E€diso announced that it will soon revise itsgtite subsidizing service provided to
consumers in high cost areas, which may resulirithér substantial increases in the overall costt@funiversal service program.

While both local and long distance (except fagitbased international) services are now openrtpebttion in Canada, only "Canadian
carriers,” which must be majority-owned and coébby Canadians, are permitted to provide faesibased services, and the regional
telephone companies and the monopoly providertefmational services still have majority controlhadiny significant market sectors and are
likely to begin or have begun facing decreasedlegigmn as competition matures. Even when the Cameiditernational services market is
opened to competition in October 1998, Canadianezdoreign ownership restrictions will still b@glicable to the provision of facilities-
based international services. Because the Compgamt ieligible to be a Canadian carrier, and tlamnot control a facilities-based
telecommunications service provider in Canadagiinot under current law enter the Canadian maekatmovider of facilities-based
domestic services or possibly, when they are opemedmpetition, facilities-based internationahéegs. The Canadian Radio-Television and
Telecommunications Commission ("CRTC") generallyulates the provision of telecommunications ses/ineCanada (except, until Octol
25, 1998, over intra-provincial services in Sashkatean), but many significant regulatory issues @ssing important issues affecting local
competition and the implementation of Canada's ctmemts under the Fourth Protocol to the GenerakAment on Trade in Services (the
"WTO Agreement") are the subject of pending reguiaproceedings and legislation as to whose outsdimere is substantial uncertainty.
While there is essentially regulatory forbeararmerésold services, which are open to both Canaali@hnon-Canadian controlled firms,
resellers could be subject to additional regulatisra result of pending proceedings and expectgslddon implementing Canada's
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commitments under the WTO Agreement. While resotél services are theoretically open to competitibare has been concern about the
feasibility of allowing companies that are not Cdiaa carriers, and therefore not subject to CRT&dliction, to provide resold local
services, and thus about the implementation oflddsoal services competition. Because many cliigsues remain the subject of pending
proceedings and legislation whose outcome is uaicer@nd because the regional telephone compamittha current monopoly international
carrier (Teleglobe Canada) continue to retain suttistl majorities in many service sectors and ikedyl to begin or have begun facing
decreased regulation as competition matures, t@rée no assurance that the Company will be abiteglement its planned entry into the
Canadian market on economically reasonable or ddganus terms. See "Business--Regulation--Cand&égnlation."

RISK OF NETWORK FAILURE; LIABILITY FOR TRANSMISSION S

The Company's operations will be dependent upoabitity to protect the Level 3 Network against daya from natural disasters, power loss,
communications failures and similar events. Degpigéeproposed redundancy of the Level 3 NetworH, @her precautions the Company
expects to take, the occurrence of a natural disastother unanticipated problem could cause sefiviterruptions on the Level 3 Network.
See "--Dependence on Suppliers."”

The Level 3 Network will use an assemblage of comigations equipment, software, operating protoaold proprietary applications for hi
speed transportation of large quantities of datarggrmultiple locations. Given the complexity of f@posed Level 3 Network, it may be
possible that data will be lost or distorted. Mareo much of the Company'’s customers' communicsii@eds will be extremely time
sensitive, and delays in data delivery may caugafant losses to a customer using the Companfgsmation network. The Level 3
Network may contain undetected design faults afiivaoe "bugs"” that, despite testing by the Compamgy be discovered only after t
Level 3 Network has been installed and is in useustomers. The failure of any equipment or facitih the Level 3 Network could result in
the interruption of service to the customers sedioy such equipment or facility until necessapaies are effected or replacement equipr
is installed. Such failures, faults or errors cocddise delays or require modifications that coaldeha material adverse effect on the
Company's business, financial condition, competipesition, customer base and results of operations

SECURITY RISKS

The Level 3 Network will be vulnerable to unautized access, computer viruses and other disruptof@gms which, in addition to custon
interruptions, delays and cessations of servicgldo@sult in liability to the Company and a logeristing customers or could deter potential
customers from using the Level 3 Network. Elimingtcomputer viruses and alleviating other secymibblems may require interruptions,
delays or cessation of service to the Company®mess which could have a material adverse effedhe Company's business, financial
condition, competitive position and results of @giems. Moreover, the actions necessary to elirittadse problems could be prohibitively
expensive.

INTELLECTUAL PROPERTY AND PROPRIETARY RIGHTS

The Company's success may depend, in part, ohilitydo develop and maintain proprietary rightsdertain technology which will underlie
the Level 3 Network. See "--Need to Develop Voieefinology for IP Networks" and "--Difficulties inoBstructing, Operating and
Upgrading the Level 3 Network." To protect its priepary rights in the technology which may be a#li in the Level 3 Network, the
Company will rely on a combination of trade seenmed copyright protection as well as patents. They@any also will rely on trademark
protection concerning various names, marks, logadsagher devices which serve to identify the Conypasthe source for and originator of
the Company's services.

While the Company does not know of any technologibih are patented by others that it believesacessary for the Company to provide
voice-over IP services, there can be no assurdiatetuich a necessary
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technology will not be patented by other parties/ oo in the future. If such a technology were hatdler patent by another person, the
Company would have to negotiate a license for #eeaf such technology. There can be no assuraatéhthCompany could negotiate such a
license, or that such a license would be at a phiaewas acceptable to the Company. The existeihsech a patent, or the inability of the
Company to negotiate a license for any such tedgyabn terms beneficial to the Company, could heaweaterial adverse effect on the
Company's business, financial condition, competipesition and results of operations.

Intellectual property litigation is complex and tean be no assurance of the outcome of any gigdtibn. Any future intellectual property
litigation, regardless of outcome, could resulsistantial expense to the Company and signifidiaetsion of the efforts of the Company's
technical and management personnel. An adversendatgion in any such proceeding could subjectCbenpany to significant liabilities to
third parties, require disputed rights to be li@shfom such parties, if licenses to such rightddbe obtained, and/or require the Compar
cease using such technology. There can be no assufzat any such license would or could be obtb@ieosts reasonable to the Company.
If forced to cease using such technology, therebeano assurance that the Company would be aldevielop or obtain alternate technology.
Accordingly, an adverse determination in a judiciahdministrative proceeding or failure to obtagtessary licenses could prevent the
Company from manufacturing, using or selling certfiits products, which could have a material aslweffect on the Company's business,
financial condition, competitive position and reéswf operations.

YEAR 2000 ISSUES

The Company is conducting a review of its compayatems, including the computer systems used i€tmpany's computer outsourcing
business, to identify systems that could be aftebiethe "Year 2000" computer issue, and is dewetppnd implementing a plan to resolve
the issue. The Year 2000 issue results from computgrams written with date fields of two digitather than four digits, thus resulting in
the inability of computer programs to distinguisftveeen the year 1900 and 2000. The Company exjiettds Year 2000 compliance proj
will be completed before the Year 2000 date chabgeing the execution of this project, the Compaag and will continue to incur internal
staff costs as well as consulting and other exmerideese costs will be expensed, as incurred,rimpiance with GAAP. The expenses
associated with this project, as well as the rdlattential effect on the Company's earnings, atexpected to have a material effect on its
future operating results or financial condition €féa can be no assurance, however, that the Ye@r@00lem will not have a material
adverse effect on the Company's business, finaogralition, competitive position and results of gti®ns.

The Company has initiated communications withigsigicant suppliers and customers, including thosthe Company's computer
outsourcing business and, in particular, vendoth®@Company's computer outsourcing operating enwients, to determine the extent to
which the Company is vulnerable to the failure bghsparties to remediate Year 2000 compliance ssdde assurance can be given, howe
that the systems will be made Year 2000 compliauat iimely manner or that the noncompliance ofsystems of any of these parties would
not have a material adverse effect on the Compaugimess, financial condition, competitive positand results of operations.

PKS Systems Integration LLC ("PKS Systems"), a &lidasy of PKSIS, provides a wide variety of infortian technology services to its
customers. In fiscal year 1997, approximately 80%he revenue generated by PKS Systems relatewbjeqps involving Year 2000
assessment and renovation services performed bySyKi®ms for its customers. These contracts géneeguire PKS Systems to identify
date affected fields in certain application softsvaf its customers and, in many cases, PKS Systedertakes efforts to remediate those date
affected fields so that Year 2000 data may be msm@d Thus, Year 2000 issues affect many of thécesrPKS Systems provides to its
customers. This exposes PKS Systems to potersia that may include problems with services pravioe PKS Systems to its customers
and the potential for claims arising under PKS &yt customer contracts. PKS Systems attemptateactually limit its exposure to

liability for Year 2000 compliance issues. Howevbere can be no assurance as to the effectivefissgh contractual limitations.

The expenses associated with this project by PK&ISvell as the related potential effect on PKS#&Hmings, are not expected to have a
material effect on its future operating resultsioancial condition. There
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can be no assurance, however, that the Year 2@b0epn, and any loss incurred by any customers @IBkas a result of the Year 2000
problem will not have a material adverse effectttmCompany's financial condition and results afragions.

RISKS OF FOREIGN INVESTMENT

The Company expects to expand its operations integrational markets in Canada, Western Europefaia Risks inherent in foreign
operations include loss of revenue, property andpegent from expropriation, nationalization and fteratory taxation. The Company will
also be exposed to the risk of changes to lawsgatdes that govern foreign investment in courgnéhere it expects to operate as well as, to
a lesser extent, changes in United States lawsegndations relating to investing in or trading lw@ountries in which the Company may have
investments.

Certain of the countries in which the Company expéx operate may be subject to a substantiallgtgrelegree of social, political and
economic instability than is the case in other ¢nes. Such instability may result from, among ottiéngs, the following: (i) authoritarian
governments or military involvement in politicaldaeconomic decision making, and changes in goventtheough coups or other extra-
constitutional means; (ii) social unrest associatéll demands for improved economic, social andtipal conditions; (iii) internal
insurgencies and terrorist activities; and (iv)tileselations with neighboring countries. Risks@sated with social, political and economic
instability in a particular country could have aterél adverse effect on the results of operatamds financial condition of the Company and
could result in the loss of the Company's assessidh country.

FOREIGN CURRENCY EXCHANGE RATES; REPATRIATION

As the Company expands its operations into couigside of the United States, its results of ajpens and the value of its assets will be
affected by the currency exchange rates betweed .tBedollar and the functional currencies of coiestin which it has operations and ass

In some of these countries, prices of the Compamgducts and services will be denominated in deallfunctional currency or in a currency
other than the U.S. dollar. As a result, the Compaay experience economic losses solely as a reffdteign currency exchange rate
fluctuations, which include foreign currency dealans against the dollar. The Company may in tieré acquire interests in companies
operate in countries where the removal or convarsfaurrency is restricted. There can be no asserthat countries that do not have such
restrictions at the time the Company establishesatjpns in those countries will not subsequemtigase them, especially in situations where
there is a deterioration in a country's balanceayiments or where the local currency is being gaeinverted into other currencies.

ENVIRONMENTAL RISKS

The Company's operations and properties are subjectvide variety of laws and regulations relatiogprotection of the environment, natt
resources, and human health and safety, includiwg &nd regulations concerning the use and managerleazardous and non-hazardous
substances and wastes. Although the Company has amadwill continue to make significant expenditurelating to its environmental
compliance obligations, there can be no assurdratd¢tte Company will at all times be in compliamgth all such requirements.

In connection with certain historical operatiortee Company is a party to, or otherwise involvedegal proceedings under state and federal
law involving investigation and remediation actiedt at approximately 110 contaminated propertibe. Company could be held liable, joir
and severally, and without regard to fault, forlsirosestigation and remediation. Based on presemvidylable information regarding the nai
and volume of its wastes allegedly disposed oaggld at these properties, the number of otherdiabyviable, potentially responsible
parties, and the total estimated clean-up costsCtimpany does not believe that the costs assdaidtie these properties will be material,
either individually or in the aggregate.
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The discovery of additional environmental liabégirelated to the Company's historical operatiorchanges in existing environmental
requirements could have a material adverse effeth® Company's business, results of operatiorfsamcial condition.

RISKS RELATED TO THE COMPANY'S COAL OPERATIONS

In 1997, $222 million of the Company's $332 milliomnet revenues were attributable to its coal ngroperations. The level of cash flows
generated in recent periods by the coal operatiglhaot continue after the year 2000 because #levery requirements under the Company's
current long-term contracts decline significantiteathat date. Moreover, in the absence of thasgracts, the Company's coal mining
operations would not be able to operate profitdlylyselling its production on the spot markets foalc A substantial majority of the
Company's coal mining revenues are concentratedrurmhtracts with three customers.

The Company's coal operations are subject to extersns and regulations that impose stringent ai@nal, maintenance, financial
assurance, environmental compliance, reclamatéstoration and closure requirements, includingireqents governing air and water
emissions, waste disposal, worker health and safetyefits for current and retired coal miners, atigbr general permitting and licensing
requirements. The Company may not at all timesilmmpliance with all such requirements. Liabifit@r claims associated with such
noncompliance could require the Company to incuten costs or suspend production. Mine reclanmatiosts that exceed the Company's
reserves for such matters also could require thregany to incur material costs.

3. ISSUANCE OF PRESS RELEASE

On April 7, 1998, Level 3 issued a press releakding to the proposed offering of its Senior Ndrge 2008 in a transaction that is exempt
from registration under the Securities Act of 198 "Securities Act"). As required by Rule 135(cder the Securities Act, this press rele
is filed as Exhibit 99.1 to this Current Report amcbrporated herein by reference as if set fartfulil.

On April 28, 1998, Level 3 issued a press releakaing to the consummation of the offering of $8illon aggregate principal amount of its
9 1/8% Senior Notes Due 2008 in a transactionithexempt from registration under the Securities As required by Rule 135(c) under the
Securities Act, this press release is filed as EkBO.2 to this Current Report and incorporatectimeby reference as if set forth in full.

ITEM 7. FINANCIAL STATEMENTS AND EXHIBITS

(a) Financial Statements of business acquired

None.

(b) Pro forma financial information

None.

(c) Exhibits

99.1 Press Release, dated April 7, 1998 relatéuetproposed offering of Senior Notes Due 2008.

99.2 Press Release, dated April 28, 1998 relatétetconsummation of the offering of 9 1/8% SeiNotes Due 2008.
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned hereunto duly authorized.

/sl Neil J. Eckstein

Vi ce President

April 30, 1998
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EXHIBIT 99.1

NEWS RELEASE

IMMEDIATE RELEASE

Contacts:

News Media:  Josh Howell Investors: Julie Stangl
402/943-1309 402/943-1310
Steve Ingish

402/943-1337

LEVEL 3 COMMUNICATIONS ANNOUNCES PROPOSED OFFERING
OF $1.5 BILLION IN SENIOR NOTES

OMAHA, NEBRASKA, April 7, 1998-Level 3 Communicatig, Inc. (Nasdaq: LVLT) today announced that iemnts to offer $1.5 billion
aggregate principal amount of Senior Notes Due 20@8transaction that is exempt from registratioder the Securities Act of 1933, as
amended. The Senior Notes will be senior, unseanibpéidations of Level 3, ranking pari passu withedisting and future senior unsecured
indebtedness of Level 3. Interest rate, redempéans and additional terms will be determined atttime of the pricing of the offering. The
offering is subject to final approval by Level 8eard of Directors.

Level 3 currently intends to use the net proceddseoffering in connection with the implementatiof its business plan to increase
substantially its information services business anelxpand the range of services it offers by bungdn advanced, facilities-based
communications network in both the United StatedBarope using Internet Protocol (IP) technology.

The securities offered by Level 3 will not be régisd under the Securities Act of 1933, as ameratetimay not be offered or sold in the
United States absent registration or an applicedkénption from such Act's registration requireme



Exhibit 99.2

Press Release

Contacts:

News Media: Josh Howell | nvestors: Julie Stangl
402/943-1309 402/943-1310
Steve Inglish

402/943-1337

LEVEL 3 COMMUNICATIONS ANNOUNCES OFFERING
OF $2.0 BILLION IN SENIOR NOTES

OMAHA, NEBRASKA, April 28, 1998 - Level 3 Communitians, Inc. (Nasdaq: LVLT) today announced thdias sold $2.0 billion
aggregate principal amount ofl98% Senior Notes Due 2008 in a transaction thexé&mnpt from registration under the Securities #ct933
as amended. The price to the purchasers of th@Sdotes was 99.579%. The Senior Notes will maturélay 1, 2008 and are senior,
unsecured obligations of Level 3, ranking pari pasih all existing and future senior unsecureceintgdness of Level 3. Interest on the
Senior Notes is payable in cash semiannually on Magd November 1 of each year, commencing NovehhEd98.

Level 3 currently intends to use the net proceddseoffering in connection with the implementatiof its business plan to increase
substantially its information services business @anelxpand the range of services it offers by bngdn advanced, international, facilities-
based communications network based on Interneb&ubfIP) technology.

The securities offered by Level 3 have not beeisteged under the Securities Act of 1933, as aneraied may not be offered or sold in the
United States absent registration or an applicakénption from such Act's registration requirements
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