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ITEM 1. BUSINESS

Level 3 Communications, Inc. ("Level 3" or the "Coamy") engages in the information services, comgatitins and coal mining businesses
through ownership of operating subsidiaries andtsuttial equity positions in public companies.dtel1997, the Company announced a
business plan (the "Business Plan") to increasstantially its information services business andxpand the range of services it offers by
building an advanced, international facilities-mhsemmunications network based on IP technology detinitions of certain terms used in
this description of Level 3's business, please'sdglossary” below.

History

The Company was incorporated as Peter Kiewit Soms'jn Delaware in 1941 to continue a constructiosiness founded in Omaha,
Nebraska in 1884. In subsequent years, the Comipaagted a portion of the cash flow generated $gadinstruction activities in a variety
other businesses. The Company entered the coahgninisiness in 1943, the telecommunications busifeemsisting of MFS
Communications Company, Inc. ("MFS") and, more nflgean investment in C-TEC Corporation and itscassors RCN Corporation
("RCN"™), Commonwealth Telephone Enterprises, INCofnmonwealth Telephone") and Cable Michigan, (Cable Michigan") in 1988,
the information services business in 1990 and lteerative energy business, through MidAmericanrgypéioldings Company (f/k/a
CalEnergy Company, Inc.) ("MidAmerican"), in 199%®vel 3 also has made investments in several dprredat-stage ventures.

In the last three years, the Company has distribiatéts stockholders a portion of its telecommatitns business, split off its construction
business and sold its investments in the altereamnergy sector.

In December 1997, the Company's stockholdersedtifie decision of the Board of Directors (the "B8ato effect a transaction to separate
the Company's construction business from the diedgportion of the Company's business (the "Sgfft). As a result of the Splibff, which
was completed on March 31, 1998, the Company ngeloawns any interest in the construction portibiisoformer business (the
"Construction Group"). In conjunction with the Sgiff, the Company changed its name to "Level 3 @amications, Inc.," and the
Construction Group changed its name to "Peter Ki®oans', Inc." See "Management's Discussion andyaiseof Financial Condition and
Results of Operations."

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

On November 6, 1998, Avalon Cable of Michigan, laequired all the outstanding stock of Cable MielnigLevel 3 received approximately
$129 million in cash for its interest in Cable Migan and recognized a pre-tax gain of approximakéy million.

Industry Background
History and Industry Development

Telecommunications Industry. Prior to its courtenetl breakup in 1984 (the "Divestiture™), AT&T CofpAT&T") largely monopolized the
telecommunications services in the United States ¢lvough technological developments had beguratcerit economically possible for
companies (primarily entrepreneurial enterprisegiampete 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 offgicgs in geographically defined areas called LATAlse RBOCs were separated from
the long distance provider, AT&T, resulting in ttreation of two distinct market segments: localhextge and long distance. The Divestiture
provided for direct, open competition in the lorigtdnce segmen



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

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

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

Over the last three years, several significantsations have been announced representing cortsmtiad the U.S. telecom industry. Among
the ILECs, Bell Atlantic Corporation and NYNEX Camation merged in August 1997, Pacific Telesis @rand SBC Communications Inc.
merged in April 1997, SBC Communications Inc. andekitech Corporation have proposed a merger and Garporation and Bell Atlantic
Corporation have proposed a merger. Major longadist providers have sought to enhance their positiolocal markets, through
transactions such as AT&T's acquisition of Tele@mtmmunications Group and Tele-Communications,dnd WorldCom, Inc.'s mergers
with MFS Communications Company, Inc. ("MFS") aneb@ks Fiber Properties. They have also soughttieratise improve their
competitive positions, through transactions suctWasldCom's merger with MCI.

Many international markets resemble that of thetéthBtates prior to the Divestiture. In many caiestrtraditional telecommunications
services have been provided through a monopolyigeovfrequently controlled by the national goveemt; such as a Post, Telegraph and
Telephone Company. In recent years, there hasd&end toward liberalization of many of these netskparticularly in Europe. Led by the
introduction of competition in the United Kingdothe European Union mandated open competition darmiary 1998. Similar trends are
emerging, albeit more slowly, in Asia.

Internet Industry. The Internet is a global coliectof interconnected computer networks that alloassimercial organizations, educational
institutions, government agencies and individualsdmmunicate electronically, access and sharenr#ton and conduct business. The
Internet originated with the ARPAnet, a restrictedwork that was created in 1969 by the UnitedeSt&tepartment of Defense Advanced
Research Projects Agency to provide efficient alidiole long distance data communications amongligparate computer systems used by
government-funded researchers and academic orgianizalhe networks that comprise the Internetcaraected in a variety of ways,
including by the public switched telephone netwanki by high speed, dedicated leased lines. Comiatinns on the Internet are enabled by
IP, an inter-networking standard that enables comaoation across the Internet regardless of thevharel and software used.

Over time, as businesses have begun to utilizeigitetransfer and, more recently, intranet axranet services, commercial usage has
become a major component of Internet traffic. I84,%he U.S. government effectively ceased direfethding any part of the Internet
backbone. In the mid-1990s, contemporaneous wélintrease in commercial usage of the Interne¢vatgpe of provider called an ISP
became more prevalent. ISPs offer acce-mail, customized content and other specializediseswand products aimed at allowi



both commercial and residential customers to obidormation from, transmit information to, andlizte resources available on the Internet.

ISPs generally operate networks composed of detidates leased from ILECs, CLECs and ISPs usiAgd$td switching and routing
equipment and server-based applications and dasb@sstomers are connected to the ISP's POP ilitida®mbtained 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.

IP Communications Technology. There are two widedgd switching technologies in currently deployethmunications networks: circuit-
switching systems and packet-switching systemsu@iswitch based communications systems establdbdicated 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 comigatitns systems format the information to be tratisth such as e-mail, voice, fax and
data into a series of shorter digital messagesadpackets." Each packet consists of a portich@tomplete message plus the addressing
information to identify the destination and retaidress.

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, keweertain disadvantages to packet-
switch based systems as currently implemented.dRaisicreasing demands for data, in part driveritgyinternet traffic volumes, are
straining capacity and contributing to latency &ys) and interruptions in communications transroissi In addition, there are concerns about
the adequacy of the security and reliability ofkmeswitch based systems as currently implemented.

Initiatives are under way to develop technologpddress these disadvantages of packet-switch sgseins. The Company believes that the
evolving IP standard, which is a market based sthdroadly adopted in the Internet and elsewlvaiieremain a primary focus of these
development efforts. The Company expects the bisneffthese efforts to be improved communicatitmeughout, reduced latency and
declining networking hardware costs.

Telecommunications Services Market

Overview of U.S. Market. The traditional U.S. marfa telecommunications services can be dividéd ihree basic sectors: long distance
services, local exchange services and Internesagmvices. In 1997, it is estimated that locahaerge 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 inclutguats charged by long distance carriers and sules#y paid to ILECs (or, where
applicable, CLECSs) for long distance access.

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

Local Exchange Services. A local call is one thaginot require the services of a long distancgecam general, the local exchange carrier
does provide the local portion of most long distanalls.

Internet Service. Internet services are generatlyiged in at least two distinct segments. A lawalwork connection is required from the ISP
customer to the ISP's local facilities. For largemmunication-intensive users and for content plend, these connections are typically
unswitched, dedicated connections provided by ILBOSLECS, either as independent service providers» some cases, by a company
which is both a CLEC and an ISP. For residel



and small/medium business users, these conneetiergenerally PSTN connections obtained on a gialacess basis as a local exchange
telephone call. Once a local connection is madhddSP's local facilities, information can be smnitted and obtained over a packetitched
IP data network, which may consist of segmentsigeml/by many interconnected networks operated toynaber of ISPs. This collection of
interconnected networks makes up the Internet.yAf&ature of Internet architecture and packet-aviiitg is that a single dedicated channel
between communication points is never establisiwbi;h distinguishes Internet-based services froenRBTN.

Overview of International Market. The traditionahrket for telecommunications services outside eflilnited 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 billiemmg distance services generated revenues of $b8Bon and Internet services revenues
totaled $4.8 billion.

IP Network and Interconnection. The Company isgtgag the Level 3 network to be optimized for IPs&d communications, rather than
circuit-switch based communications such as that utilizeth® PSTN. The network is being designed withgbal of providing the Compau
with the ability to adapt its facilities, hardwaard software to future technology developmentsaickpt-switch based communications
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. In additiexisting voice-over IP services
generally require either customized end-user eqeiprar the dialing of "access codes" or the folluyvof other special procedures to initiate
a call. There are also concerns about the religlziiid security of existing IP-voice networks.

The Company is developing its IP-voice servicethad customers will not be required to dial acaextes or follow other special procedures
to initiate a call. The Company and other technglpgviders are developing soft-switch technologghable the transmission of traffic
seamlessly between a router-based IP network andrtuit-based PSTN. This technology is expeategtovide the Level 3 network with
the same ubiquity of the PSTN. Specifically, ther(any's technology is expected to provide LeveltB {l) the ability to originate PSTN
telephone traffic from an ILEC's switch (when thi@gmation point is not on the Level 3 network)) (@ute the traffic over the Level 3
network and (3) deliver the traffic either (a) ditlg to its destination (if the destination is dret_evel 3 network) or (b) to an interconnection
point where the traffic is transferred back to B&TN (the routing of traffic to this interconnectipoint will be determined based on a least-
cost routing criteria). When this capability isljutleveloped, based in part on acquired softwaeeel 3 expects to be able to obtain the
benefits of packet-switch based communicationsoes on its network, while allowing its customaraise their existing equipment,
telephone numbers and dialing procedures, withdditianal access codes, for routing the call toltbeel 3 network. Level 3 believes that
building its own network with significant excesgeaity, expandability and the latest technologazhlances in network design and equipr
and having the ability to route calls over the PSifithe event of service disruptions, the otheniicant issues associated with IP-voice
transmission (quality, latency, reliability and gsgty) should be satisfactorily addressed. The Camyplans to begin commercially testing its
IP-voice transmission services in selected marketse second quarter of 1999.

On November 16, 1998, Level 3 and Bell CommunicetiBesearch Inc. announced the merger of theiectisp specifications for a new
protocol designed to bridge between the currestititbased PSTN and emerging IP technology baswebrics.

The merged specification, called the Media Gate@agtrol Protocol, or MGCP, represents a combinaiotime Internet Protocol Device
Control, or IPDC specification developed by a catism formed by Level 3 and made up of leading camivations hardware and software
companies, and the Simple Gateway Control protatmieloped by Bell Communications Research Inc.@Gisdo Systems, Inc. The MGCP
specification is available without a fee to seryiceviders and hardware and software vendors istetdan implementing it in their networks
and equipmen



The significance of MGCP is that when implementadlill provide customers with a seamless intercatioa between traditional PSTN and
the newer IP technology networks. Level 3 beligbas this integration will enable customers to bigrieom the lower cost of IP network
services, including voice and fax, without modifyiexisting telephone and fax equipment or dialiogeas codes. Level 3 plans to use MC
in the development of its own network.

Business Plan

Since late 1997, the Company has substantiallgaszd the emphasis it places on and the resowreeted to its communications and
information services business. Since that timeQbmpany has become a facilities-based providat (¢h a provider that owns or leases a
substantial portion of the plant, property and pmeént necessary to provide its services) of a braade of integrated communications
services. The Company has expanded substantiallyukiness of its subsidiary PKS Information Sawjdnc. ("PKSIS") and is creating,
through a combination of construction, purchaselaasing of facilities and other assets, an int&nal, end-to-end, facilities-based
communications network. The Company is designirglLtevel 3 network based on IP technology in orddevterage the efficiencies of this
technology to provide lower cost communicationyises.

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@esvirtual private networks. The
Company believes this shift has begun, and oves should accelerate, for the following reasons:

o Efficiency. As a packet-switched technology, éehinology generally uses network capacity moreiefiily than the traditional circuit-
switched PSTN. Therefore, certain services canrbeiged for lower cost over a network using IP taalogy, particularly those services
which are not timing sensitive, such as e-mail fiedransfer.

o Flexibility. IP technology is an open protocoln@n-proprietary, published standard) which allé@rsmarket driven development of new
uses and applications for IP networks. In contthst PSTN is based on proprietary protocols, whiehgoverned and maintained by
international standards bodies that are generaltyrolled by government-affiliated entities andveéo to accept change.

o Improving Technologies. The Company believes A&t market based protocol will likely lead tohaological advances that will address
the problems currently associated with IP-basedi@djons, including the difficulty achieving seagsb interconnection with the PSTN,
latency (delay through the network which can negdfiaffect timing sensitive communications suclvaige and fax), quality and concerns
about adequate security and reliability.

o Standardized Interface. Web browsers were deedlégr the public Internet and are usable with mi&getworks. Web browsers can
provide a standardized interface to data and agtjiics on an IP network. Standardized interfacdsentaeasier for end users to access and
use these resources.

Level 3's Strategy. The Company is seeking to alipit on the benefits of IP technology by pursuimg Business Plan. Key elements of the
Company's strategy include:

0 Become the Low Cost Provider of CommunicationwviSes. Level 3 is designing its network to providgh quality communications
services at a lower cost and to incorporate madilefuture technological improvements relativeotder, less adaptable networks. For
example, the Level 3 network is being constructgidgimultiple conduits to allow the Company to eeffectively deploy future generations
of optical networking components and thereby expaamhcity and reduce unit costs. In addition, tben@any's strategy is to maximize the
use of open, non-proprietary interfaces in thegtesf its network software and hardware. This apphas intended to provide Level 3 with
the ability to purchase the most c-effective network equipment from multiple vendc



o Offer a Comprehensive Range of Communicationsi&es. As the Business Plan is implemented, the@2omy intends to provide a
comprehensive range of communications servicestbeerevel 3 network, including private line, caddion, Internet access, managed
modem and voice and fax transmission service. Tdragany is currently offering all of these servioéiser than voice and fax transmission
services.

o Provide Seamless Interconnection to the PSTN.Cldrapany and other technology providers are deyggoiechnology to allow seamless
interconnection of the Level 3 network with the REA seamless interconnection will allow customersise the Level 3 network, including
voice and fax, without modifying existing telephaared fax equipment or existing dialing procedutkat(is, without the need to dial access
codes or follow other similar special procedures).

o Accelerate Market Roll-out. To support the laun€lits services and develop a customer base iaramdvof completing the construction of
its network, Level 3 has begun offering service$nJ.S. cities and in London and Frankfurt ovesskd local and intercity facilities. Over
time, these leased networks will be displaced liwokks that the Company is constructing.

o Expand Target Market Opportunities. The Compaag/dndirect sales force that targets large busgsebs addition, the Company has
developed alternative distribution channels to gaicess to a substantially larger base of poterustbmers than the Company could
otherwise initially address through its direct sdierce. Through the combination of a direct sédese and alternative distribution channels,
the Company believes that it will be able to rapidicrease revenue-producing traffic on its network

o Develop Advanced Business Support Systems. Tiep@ny is developing a substantial, scalable andenabled business support system
infrastructure specifically designed to enable@enpany to offer services efficiently to its tamgtustomers. The Company believes that
this system will reduce our operating costs, giveaustomers direct control over some of the ses/tbey buy from us and allow us to grow
rapidly without redesigning the architecture oftitssiness support system.

o Leverage Existing Information Services CapalktitiThe Company is expanding its existing cap#slin computer network systems
integration, consulting, outsourcing and softwaengineering, with particular emphasis on the crsioe of legacy software systems to
systems that are compatible with IP networks anl rewser access.

o Attract and Motivate High Quality Employees. T®empany has developed programs designed to adindcatetain employees with the
technical skills necessary to implement the Busirilan. The programs include the Company's Shakasvwabock purchase plan and its
Outperform Stock Option program.

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

o Experienced Management Team. Level 3 has assdrabteanagement team that it believes is well sugdechplement the Business Plan.
Most of Level 3's senior management was involvel@aading the development and marketing of telecomioation products and in designil
constructing and managing intercity, metropolitad aternational networks.

o Opportunity to Create a More Readily Upgradabdgwork Infrastructure. Level 3's network desigrategy seeks to take advantage of
recent innovations, incorporating many of the feaduthat are not present in older communicatiowords and provides Level 3 flexibility to
take advantage of future development and innovation

o Integrated End-to-End Network Platform. Levelmtegy is to deploy network infrastructure injonanetropolitan areas and to link these
networks with significant intercity networks in NbrAmerica and Europe. The Company believes thairttegration of its local and intercity

networks will expand the scope and reach of itseneustomer coverage, and facilitate the unifoepl@yment of technological innovations

as the Company manages its future upgrade [



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

The Level 3 Network

An important element of the Business Plan is theeigment of the Level 3 network, an internatioesld-to-end network optimized for IP
technology. Today, the Company is primarily offgrits communications services using local and aittefacilities that are leased from third
parties. This enables the Company to offer sendcemg the construction of its own facilities. @\iene, the portion of the Company's
network that is owned by the Company will increasd the portion of the facilities leased will dexse. Over the next three to five years, the
Company's network is expected to encompass:

0 an intercity network covering nearly 16,000 mite&North America;

o backbone facilities in 40 North American markets;

o leased backbone facilities in 10 additional N@therican markets;

0 an intercity network covering approximately 3,500es across Europe;

o leased or owned backbone facilities in 13 Euroeal 8 Pacific Rim markets; and

0 transoceanic capacity.

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

o Rights-of-way ("ROW") from a number of third gag including railroads, highway commissions arilities. The Company is procuring
these rights from sources which maximize the sgcarid quality of the Company's installed netwdkk.of February 2, 1999, the Company
had use of approximately 14,400 miles of ROW whidhsatisfy approximately 93% of the ROW requiramefor the North American
intercity network. It has obtained these rightsspiaint to agreements with Union Pacific Railroad Gany, Burlington Northern & Santa Fe
Railroad Company, Canadian Pacific Railway Co.,fblarSouthern Corporation and others.

o Multiple conduits connecting local city netwoliksapproximately 200 North American cities, in 50ahich the Company expects to have
city networks. In general, Level 3 will install gnaes of 10 conduits in its intercity network, buthinstall groups of up to 12 conduits in areas
where it expects network demand to be stronger.Qdrapany believes that the availability of sparedrot will allow it to deploy future
technological innovations in optical networking qoonents as well as providing Level 3 with the fieldy to offer conduit to other entities.

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



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

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

To support the launch of its services in the tlgjudrter of 1998, the Company has leased interajpacity from two providers, connecting the
first 15 Level 3 North American markets. This lesapacity will be displaced over time by LevelSt&rth American intercity network.

On July 20, 1998, Level 3 entered into a netwomkstaction cost-sharing agreement with INTERNEXT(, a subsidiary of NEXTLINK
Communications, Inc. The agreement, which is vahte®700 million, calls for INTERNEXT to acquireethight to use 24 fibers and certain
associated facilities installed along the entingtemf Level 3's North American intercity networkthe United States. INTERNEXT will pay
Level 3 as segments of the intercity network amameted which will reduce the overall cost of thrework to the Company. The network as
provided to INTERNEXT will not include the necesgatectronics that allow the fiber to carry comnuations transmissions. Also, under
terms of the agreement, INTERNEXT has the righaniadditional conduit for its exclusive use andhare costs and capacity in certain
future fiber cable installations in Level 3 conduit

The following diagram depicts the currently planidmtth American intercity network when fully constted:
[Map depicting the Company's U.S. intercity netwaticompletion.]

The North American intercity network is expected&completed during the first quarter of 2001. IDgment of the North American
intercity network will be accomplished through sitaneous construction efforts in multiple locatipngth different portions being complet
at different times. As of December 31, 1998, thenfany has completed 410 route miles of the inter@twork and has an additional 850
route miles under constructic



In Europe, the Company is deploying an approxinge@eb00 mile fiber optic intercity network with afeteristics similar to those of the
North American intercity network. As in North Ameai, the Company will provide initial service in Bpe over a leased line and dark fi
network that will be displaced over time by thesihgity network owned by the Company. The Comparsyreaently begun development of
the first approximately 1,750 mile portion of therBpean intercity network, with completion expedbgtthe end of the third quarter of 2000.
In the Pacific Rim, the Company currently intenolptovide service over a leased line intercity metnand long term leases of submarine
cable capacity.

In 1998, the Company entered into transoceanicoitypagreements for three systems which will lirdvel 3's North American, European
and Pacific Rim intercity networks. One agreemeavijales for Level 3's participation in the constroi of an undersea cable system that
connect Japan and the United States by mid-yed. 2U& remaining two agreements were entered inthd Company for trans-Atlantic
capacity.

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

The Company has secured approximately 1.25 mifigunare feet of space for its gateway facilitiesfaranuary 1999 and has completed the
buildout of approximately 825,000 square feet if #pace. The Company's gateway facilities arego@@signed to house local sales staff,
operational staff, the Company's transmission &buting/switching facilities and technical spac@ccommodate colocation of equipment
by high-volume Level 3 customers, such as ISPanienvironmentally controlled, secure site withediraccess to the Level 3 network
through dual, fault tolerant connections. The Conypaas gateway facilities, which vary in size, iaviNYork City, Washington, D.C.,
Philadelphia, Atlanta, Boston, Dallas, Houston,dabo, Detroit, Denver, Seattle, San Francisco,J8an, Los Angeles, San Diego,
Manchester, New Hampshire and Providence, RhodadsThe Company is offering a limited set of seesi(including private line,
colocation services, Internet access and manageenmjoat its gateway sites in these cities. Thelalvitity of these services varies by
location.

Construction of initial local fiber loops in eigbities is expected to be completed by the endettdtond quarter of 1999.

As of February 1, 1999, the Company had 107 apprtiEC colocation applications in 27 cities and g@deted construction in 38 of these
central offices. As of February 1, 1999, the Conyplaad entered into interconnection agreements RBOCs covering 22 cities.

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

The launches of services in London and Frankfuibfied the Company's acquisitions of BusinessNatitad, a leading UK ISP, in January
1999 and miknet Internet Based Services GmbH,dirlgaGerman ISP, in September 1998. The Compamgkad its international gateway
in London in January 1999. The 75,000 square ftfatenand operations facility will be the hub of iBpean operations and will house the
operational center and network equipment, along adlditional space for expansion and colocationices. The Company plans to offer
services in and between Paris, Amsterdam and Fuetrikf1999 and one additional European city, &sb999.

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 Cldrepany's systems integration services



customers define, develop and implement cost-éffeatformation services. The computer outsourcagrices offered by the Company
include networking and computing services necessairglder mainframe-based systems and newer tdiemter-based systems. The
Company provides its outsourcing services to di¢hat want to focus their resources on core basew® rather than expend capital and incur
overhead costs to operate their own computing enwients. Level 3 believes that it is able to wiilits expertise and experience, as well as
operating efficiencies, to provide its outsourcaugtomers with levels of service equal to or bdttan those achievable by the customers
themselves, while at the same time reducing theomess' cost for such services. This service iiqaarly useful for those customers

moving from older computing platforms to more madelient/server networks.

The Company offers reengineering services thatatiompanies to convert older legacy software systenmodern networked computing
systems, with a focus on reengineering softwaentible older software application and data repasgdo be accessed by web browsers
the Internet or over private or limited access éBvorks. Through its Suite 2000SM line of servidhs, 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 providesoousts with a combination of workbench tools andhodblogies that provide a complete
strategy for converting mainframe-based applicasigstems to client/server architecture, while atdhme time ensuring Year 2000
compliance.

As the Business Plan is being implemented, the @Goms beginning to offer a comprehensive rangeoaimunications services, including
the following:

o Private Line and Special Access. Private line spetial access services are established as amantnahysical connection between
locations for the exclusive use of the customeer Tompany is offering the following types of spéaiecess and private line services:

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

o Carrier-to-Carrier Special Access. This typeimi tonnects carriers (long distance providerseless providers, ILECs and CLECs) to
other carriers.

o End-user to Long Distance Provider Special AccElis type of link connects an ender, such as a large business, with the local %fGE
chosen long distance provider.

The Company is currently offering its local speciatess and private line services with availalslesmission speeds from T1 to OC3 and
OC48 and its long distance services will be offeatdpeeds from T1 to OC3 and OC48. The Compaimtially marketing its special access
and private line services to ISPs, resellers andiumeto large corporate customers.

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

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

Level 3 is offering customers, including ISPs, tpportunity to colocate their web-server compurthe Company's larger gateway sites,
enabling them to take advantage of the marketingtoter service, internal company information ¢anets") and other benefits offered by
such web presence. By colocating its web-servarlievel 3 facility, a customer has the ability &ptby a high-quality, high-reliability
Internet presence without investing capital in dagater space, multiple high-speed connectionsharaapital intensive infrastructure.
Although the



customer is responsible for maintaining the condéerat performance of its server, the Company's te@mns will be available to monitor basic
server operation. The Company will also offer regant infrastructure consisting of multiple routarsl connections to Internet backbones
and is also offering IP services such as e-mailisrfeeds and Domain Name Services.

o Internet Access. The Company is beginning tordffeernet access to business customers, othéersmand ISPs. These services include
high-capacity Internet connections ranging fromt@ ©C3 transmission speeds. The Company has pesriaggements with approximately
60 ISPs and is currently purchasing transit frora taajor ISPs.

o Managed Modem. The Company is offering to its@uers an outsourced, turn-key infrastructure smiuior the management of dial up
access to either the public Internet or a corpatate network that may include access to the pilernet ("Managed Modem"). While ISPs
are provided a fully managed dial-up network infinasture for access to the public Internet, corfcaistomers that purchase Managed
Modem services receive connectivity for remote siseisupport data applications such as telecomgutimail retrieval, and client/server
applications. For Managed Modem customers, Leat&nges for the provision of local network coveradedicated local telephone numk
(which the Managed Modem customer distributesstauistomers in the case of an ISP or to its empkoirethe case of a corporate custon
racks and modems as well as dedicated connedfivity the customers location to the Level 3 gatefeayjlity. Level 3 also provides
monitoring of this infrastructure 24 hours a dagyen days a week. By providing a turn-key infragiite modem solution, Level 3 believes
that this product allows its customers to save laftital and operating costs.

o Voice and Fax. The Company seeks to offer vamkfax services, including both real-time voice $adtransmission services, which are
accessed using existing telephone and fax equipamhéxisting dialing procedures. The Company espbat these services will be offered
at a quality level equal to that of the PSTN.

o Special Services. The Company is offering daskrfiand conduit along its local and intercity netwgoon a long term lease basis. Dark fiber
is the term that is used to describe fiber optiarsts that are not connected to transmission egripm customer can obtain dark fiber anc
conduit in any combination of three ways: (1) seghiy segment, (2) full ring or (3) the entire Le8enetwork. Level 3 offers colocation
space in its gateway and intercity retransmissaailifies to these customers for the placemenheif transmission electronics. Although
Level 3 will not be responsible for the managenwnhe customer's transmission electronics, Levsl@ntemplating providing installation
and maintenance services for this equipment o #ofeservice basis.

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 distributionroieds, the Company believes that it will be ablentwre rapidly access markets and increase
revenue-producing traffic on its network. To implemhits distribution strategy, the Company is depi&lg an in-house direct sales force and
several alternative distribution channels.

The Company uses its direct sales force to matketviailable products and services directly todarxgmmunications-intensive businesses. In
addition, the direct sales force targets nationdliaternational accounts. These communicatioreasive customers would typically be
connected directly to the Level 3 leased networkgianswitched, dedicated facilities.

As part of its distribution strategy, the Compasigéveloping several alternative distribution cesnThese include agents, resellers and
wholesalers.

o Agents are independent organizations that sekIL&s products and services under the Level Bcreame to end-users in exchange for
revenue based commissions. The Company's agerasafjgriocus on specific mark



segments (such as small and medium sized busijesskbhave existing customer bases. Sales thrdugalternative distribution channel
require Level 3 to provide the same type of sesvibat would be provided in the case of sales tiftats own direct sales force such as order
fulfillment, billing and collections, customer camad direct sales management.

o Resellers are independent companies that purtleast 3's products and services and then "repakhgse services for sale to their
customers under their own brand name. Resellemrgiinrequire access to certain of the Companysness operating systems in
connection with the sale of the Company's servioéle resellers' customers. Sales through thisllision channel generally do not require
Level 3 to provide order fulfillment, billing andbection and customer care.

0 Wholesalers are independent companies that pgedham the Company unbundled network and senapalailities in large quantities in
order to market their own products and serviceguadrand name other than Level
3. Wholesalers have minimal dependence on the Coytgphusiness support systems in connection wétséte of services to their custom

The Company anticipates that participants in itsrahtive distribution channels will sell serviagieectly to medium and small businesses and
consumers. The Company expects these medium ardbsrsimesses and consumers to access the Leaddrk by using local switched
services that are provided by CLECs or ILECs outiyzing newly emerging alternatives including ilars DSL modem technologies, cable
modems and wireless access technologies.

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, sedbaisiness support system, the
Company believes that it has the opportunity toettlgy a competitive advantage relative to traditideecommunications companies.
Whereas traditional telecommunications companiesaip extensive legacy business support systerhcaihpartmentalized architectures
that limit their ability to scale rapidly and inttoce enhanced services and features, the Compardekialoped a business support system
architecture intended to maximize both reliabitityd scalability.

Key design aspects of the business support systeslapment program are:
o integrated modular applications to allow the Campto upgrade specific applications as new pradaict available;

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

o phased completion of software releases designallioiv the Company to test functionality on arrémental basis;

0 "web-enabled" applications so thatlore access to all order entry, network operatitiling, and customer care functions is availablall
authorized users, including Level 3's customersraadllers;

o use of a three-tiered, client/server architectoa¢ is designed to separate data and applica@omsis expected to enable continued
improvement of software functionality at minimumstoand

o0 maximum use of pre-developed or "shrink wrappggplications, which will interface to Level 3's ergrise resource planning suites.

The first three releases of the business suppstésyhave been delivered and contain functionabtgessary to support the set of services
presently offered. Se«--Communication and Information Service



Interconnection and Peering

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

As of February 1, 1999, the Company had enterediimérconnection agreements covering 22 citiee. Chmpany may be required to
negotiate new or renegotiate existing interconnectigreements as Level 3 expands its operationigriant and additional markets in the
future.

Peering agreements between the Company and ISRe@essary in order for the Company to exchandféctreith those ISPs without having
to pay transit costs. The Company has peering geragnts with approximately 60 ISPs and is currgmilichasing transit from two major
ISPs. The basis on which the large national ISRseemaering available or impose settlement chagesalving as the provision of Internet
access and related services has expanded. Reaamtipanies that have previously offered peeringltan back or eliminated peering
relationships and are establishing new, more odistei criteria for peering. In order to maintairrtedn of its peering relationships, Level 3 v
have to meet these more restrictive criteria.

Employee Recruiting and Retention

As of December 31, 1998, Level 3 had 1,225 empkeyréhe communications portion of its business BK&IS had approximately 959
employees, for a total of 2,184 employees. The Gompelieves that its ability to implement the Biesis Plan will depend in large part ot
ability to attract and retain substantial numbéradulitional qualified employees. In order to attrand retain highly qualified employees, the
Company believes that it is important to provigea(ivork environment that encourages each indivittuperform to his or her potential, (ii;
work environment that facilitates cooperation tosgashared goals and (iii) a compensation prograsigded to attract the kinds of
individuals the Company seeks and to align emplgyiaterests with the Company's. The Company bedi¢kie Business Plan and its
announced relocation to new facilities, currentiynig constructed in the Denver metropolitan arefp provide such a work environment.
With respect to compensation programs, while thengamy believes financial rewards alone are noidgefft to attract and retain qualified
employees, the Company believes a properly desigoegbensation program is a necessary componemmgibgee recruitment and retenti
In this regard the Company's philosophy is to paiyual cash compensation which, if the Company'sianyoals are met, is moderately
greater than the cash compensation paid by corapetithe Company's non-cash benefit programs @imodumedical and health insurance,
life insurance, disability insurance, etc.) areigiesd to be comparable to those offered by its aditgrs.

The Company believes that the qualified candiditeseks place particular emphasis on equity-béseglterm incentive ("LTI") programs.
The Company currently has two complementary progrdinthe equity-based "Shareworks" program, wihielps ensure that all employees
have an ownership interest in the Company andraseugaged to invest risk capital in the Compangsks and (ii) an innovative Outperform
Stock Option ("OSO") program. The Shareworks progcairrently enables employees to contribute upgoof their compensation toward
the purchase of restricted common stock. If an eyg® remains employed by the Company for threesyfeam the date of purchase, the
shares will vest and be matched by the Companyavigtant of an equal number of shares of its comstock. The Shareworks program also
provides that, subject to satisfactory Companyqgrernce, the Company's employees will be eligibleually for grants by the Company of
its restricted common stock of up to 3% of the esyipes' compensation, which shares will vest theegs/from the grant date.

The Company has adopted the OSO program, whicérdiffom LTI programs generally adopted by the Canyfs competitors that make
employees eligible for conventional non-qualifiédck options ("NQSOs"). While widely adopted, themdpany believes such NQSO
programs reward eligible employees when compargkgtdce performance is inferior to investmentsiaifilar risks, dilute public
stockholders in a manner not directly proportidogberformance and fail to provide a preferredmetan stockholders' invested capital over
the return to option holders. The Company beligkiasthe OSO program is superior to an NQSO-bassgram with respect to these issues
while, at the same time, providing eligible empleya succe-based reward balancing the associated



The OSO program was designed by the Company sdadhsibckholders receive a market related returtheir investment before OSO
holders receive any return on their options. Thenany believes that the OSO program aligns direntipagement's and stockholders'
interests by basing stock option value on the Caypgaability to outperform the market in generalnaeasured by the S&P 500 Index. The
value received for awards under the OSO plan iedas a formula involving a multiplier related tovlhmuch our common stock outperfol
the S&P 500 Index. Participants in the OSO progdamot realize any value from OSOs unless our comsback price outperforms the S&P
500 Index. To the extent that our common stock erfigpms the S&P 500, the value of OSOs to an ogitmder may exceed the value of
NQSOs.

The Company adopted the recognition provisionsFAS No. 123 in 1998. Under SFAS No. 123, the falue of an OSO (as computed in
accordance with accepted option valuation modelishe date of grant is amortized over the vestigogd of the OSO. The recognition
provisions of SFAS No. 123 are applied prospecfivgdon adoption. As a result, they are appliedltstack awards granted in the year of
adoption and are not applied to awards grantedenigus years unless those awards are modifiedtted in cash after adoption of the
recognition provisions. While the Company has restdetermined the total effect of adopting the gadtion provisions of SFAS No. 123, the
adoption resulted in non-cash charges to operaiinh898 of approximately $39 million and will résin OSO program non-cash charges to
operations for future periods that the Companyelel will also be material. The amount of the nashccharge will be dependent upon a
number of factors, including the number of awandsted and the fair value estimated at the timgrat.

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 advastagsuding existing customer bases. Increasedatiolagion and strategic alliances in the
industry resulting from the Telecom Act, the openaf the U.S. market to foreign carriers, techn@abadvances and further deregulation
could give rise to significant new competitorstie Company.

In the special access and private line servicegaehathe Company's primary competitors will be IX@$£Cs and CLECSs. In the market for
the colocation of CLECs, the Company will competthywLECs and CLECs. Most of these competitors hasggnificant base of customers
for whom they are currently providing colocatiomsees. Due to the high costs to CLECs of switchiotpcation sites, the Company may
have a competitive disadvantage relative to thesgpetitors. The market for the colocation of websses is extremely competitive. In this
market, the Company competes with ISPs and margrgitincluding IXCs, companies that provide onlybvim@sting/IP colocation services
and a number of companies in the computer industry.

For voice and fax services, the Company will coragatmarily with national and regional network piders. There are currently three
principal facilities- based long distance fiberioptetworks (AT&T, Sprint and MCI WorldCom, Inc.Nf[CI WorldCom")), as well as
numerous ILEC and CLEC networks. Others, includdwgest, IXC and Williams, are building additionakwerks that employ advanced
technology similar to that of the Level 3 Networdeaoffer significantly more capacity to the markate. The additional capacity that is
expected to become available in the next sevembkymay cause significant decreases in the prizgesefvices. The ability of the Company to
compete effectively in this market will depend upisnability to maintain high quality services aitges equal to or below those charged by its
competitors. IXCs and certain CLECs with excessrfitiptic strands may be competitors in the darrfifusiness. In the long distance
market, the Company's primary competitors will irdd AT&T, MCI WorldCom and Sprint, all of whom haggtensive experience in the
long distance market. In addition, the Telecom wititallow the RBOCs and others to enter the lomgjahce market. These providers are
competitors in the provision of internet accesdotral markets the Company will compete with ILE€®&l CLECs, many of whom have
extensive experience in the local market. While@oenpany believes that IP technology will provévéoa viable technology for the
transmission of voice and fax services, technolegyot yet in place that will enable the Companpitovide voice and fax services at an
acceptable level of quality. There can be no assarthat the Company can develop or acquire sutimédogy.

The communications and information services inguistsubject to rapid and significant changes antelogy. For instance, recent
technological advances permit substantial increfmseansmission capacity of both new &



existing fiber, and the introduction of new produeot emergence of new technologies may reducedteoc increase the supply of certain
services similar to those which the Company planproviding. Accordingly, in the future the Compangnost significant competitors may
new entrants to the communications and informagemices industry, which are not burdened by ataliesl 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@amunications 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 catagusovide domestic interstate services (includony distance and access services)
without prior authorization; but it requires cargeo receive an authorization to construct andatpeelecommunications facilities, and to
provide or resell telecommunications services, betwthe United States and international points.dédmpany 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@fke 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 increasepatition. The Telecom Act opens the local servivasket by requiring ILECs to
permit interconnection to their networks and esshlohg ILEC obligations with respect to:

o Reciprocal Compensation. Requires all ILECs abH@s to complete calls originated by competingiessrunder reciprocal arrangements
at prices based on a reasonable approximatiorcodrimental cost or through mutual exchange of traffthout explicit payment.

o Resale. Requires all ILECs and CLECs to permsileeof 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.

o Interconnection. Requires all ILECs and CLECpéanit their competitors to interconnect with thaicilities. Requires all ILECs to permit
interconnection at any technically feasible poiithw their networks, on nondiscriminatory termspeces based on cost (which may include
a reasonable profit). At the option of the cargeeking interconnection, colocation of the requestarrier's equipment in an ILEC's premises
must be offered, except where the ILEC can dematessipace limitations or other technical impediméntcolocation.

o0 Unbundled Access. Requires all ILECs to providediscriminatory access to unbundled network elésgéncluding network facilities,
equipment, features, functions, and capabiliti€sng technically feasible point within their netiles, on nondiscriminatory terms, at prices
based on cost (which may include a reasonabletprofi

o Number Portability. Requires all ILECs and CLEG@germit users of telecommunications servicegtaim existing telephone numbers
without impairment of quality, reliability or conmgénce when switching from one telecommunicaticarsier to anothel



o Dialing Parity. Requires all ILECs and CLECs toywde "1+" equal access to competing providereE#phone exchange service and toll
service, and to provide nondiscriminatory accegslephone numbers, operator services, directaigtasce, and directory listing, with no
unreasonable dialing delays.

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

ILECs are required to negotiate in good faith va#tiriers requesting any or all of the above arreraggs. If the negotiating carriers cannot
reach agreement within a prescribed time, eitheiezamay request binding arbitration of the digulissues by the state regulatory
commission. Where an agreement has not been redtii#tls remain subject to interconnection obligasi@stablished by the FCC and state
telecommunication regulatory commissions.

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

The Eighth Circuit decisions and their recent reakby the Supreme Court continue to cause unagrtabout the rules governing the prici
terms and conditions of interconnection agreemdiiits.Supreme Court's action in particular may negoi trigger the renegotiation of
existing agreements. Although state public utéittemmissions have continued to conduct arbitrafiand to implement and enforce
interconnection agreements during the pendendyeEtghth Circuit proceedings, the Supreme Coretent ruling and further proceedings
on remand (either at the Eighth Circuit or the F@G@) affect the scope of state commissions' authtiriconduct such proceedings or to
implement or enforce interconnection agreementsyould also result in new or additional rulesggdromulgated by the FCC. Given the
general uncertainty surrounding the effect of tighth Circuit decisions and the recent decisiothefSupreme Court reversing them, there
can be no assurance that the Company will be alderitinue to obtain or enforce interconnectiomtethat are acceptable to it or that are
consistent with its business plans.

The Telecom Act also codifies the ILECs' equal as@nd nondiscrimination obligations and preemqtsrisistent state regulation. The
Telecom Act contains special provisions that mogifgvious court decrees that prevented RBOCs frmwiging long distance services and
engaging in telecommunications equipment manufauihese 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 (olgrsome circumstances, has offered to enter ulo agreements) in those states in which
it seeks long distance relief, the interconnectigreements satisfy a 14-point "checklist" of coritipetrequirements, and the FCC is satisfied
that the RBOC's entry into long distance marketis the public interest. To date, several petitibpdRBOCs for such entry have been denied
by the FCC, and none have been granted. The Tel@obpermitted the RBOCs to enter the out-of-redmmg distance market immediately
upon its enactment.

In October 1996, the FCC adopted an order in witieiminated 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 pursoauthority granted to the FCC in
the Telecom Act to "forbear" from regulating anfetmmmunications services provider if the FCC dutees that the public interest will be
served. On February 13, 1997, the United Statest@béppeals for the District of Columbia Circistayed the implementation of the FCC
order pending its review of the order on the me€tsrrently, that temporary stay remains in eff



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

The Company's costs of providing long distanceisesy as well as its revenues from providing l@ealices, will both be affected by
changes in the "access charge" rates imposed b@dlda long distance carriers for origination arrdhieation of calls over local facilities. In
two orders released on December 24, 1996, and Ma¥997, the FCC made major changes in the interataess 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 advefffect on the Company's ability to price its intate access services competitively. The
16th order substantially increased the amountslt&Es subject to the FCC's price cap rules ("pdap LECSs") 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 1999 thatgraat price cap LECs increased pricing flexililipon 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 appbal&thy 16th order. Those appeals v
consolidated and transferred to the Eighth Ciredit.August 19, 1998, the Eighth Circuit upheld B@C's access charge reform rules.

Beginning in June 1997, every RBOC advised CLE@stthey did not consider calls in the same lochingparea from their customers to
CLEC customers, who are ISPs, to be local callgeuotite interconnection agreements between the REXBE&she CLECs. The RBOCs claim
that these calls are exchange access calls fohvelxichange access charges would be owed. The RB@i@®d, however, that the FCC
exempted these calls from access charges so tltatnmpensation is owed to the CLECs for transporimg terminating such calls. As a
result, the RBOCs threatened to withhold, and imyr@ases did withhold, reciprocal compensatiorttiertransport and termination of such
calls. To date, twenty-nine state commissions lmakezl on this issue in the context of state comimisarbitration proceedings or
enforcement proceedings. In every state, to dagestate commission has determined that recipomeapensation is owed for such calls.
Several of these cases are presently on appeakvidrg courts have upheld the state commissioiisarfour decisions rendered to date on
appeal. Appeals from these decisions are pendititeifrifth, Seventh and Ninth U.S. Circuit Court#\ppeal. On February 25, 1999, the
FCC issued a Declaratory Ruling on the issue @frinarrier compensation for calls bound to ISP FE&C ruled that the calls are
jurisdictionally interstate calls, not local callhe FCC, however, determined that this issue wéaslispositive of whether int-carrier
compensation is owed. The FCC noted a number adraevhich would allow the state commissions tawéetheir decisions requiring the
payment of compensation undisturbed. The Compangatgredict the effect of the FCC's ruling on &R state decisions, or the outcome
of pending appeals or of additional pending cafhe.FCC also issued proposed rules to address aagier compensation in the future. If
no compensation is provided for these calls, ilaatave an adverse effect on the Company.

Since the FCC issued its order, each RBOC, inctuiellAtlantic from which the Company has been iéog reciprocal compensation, has
filed petitions in selected states seeking reliefrf its obligations to pay reciprocal compensafmn SP traffic. Where appropriate, the
Company has taken an active role in opposing thesgons.

The FCC has to date treated ISPs as "enhancedas@naviders," exempt from federal and state rdgula governing common carriers,
including the obligation to pay access chargescamdribute to the universal service fund. Neveghs] regulations governing disclosure of
confidential communications, copyright, excise taxd other requirements may apply to the Compammg\@sion of Internet access services.
The Company cannot predict the likelihood thatestietderal or foreign governments will impose add#l regulation on the Company's
Internet business, nor can it predict the impaat thture regulation will have on the Company'sratiens.



In December 1996, the FCC initiated a Notice olingregarding whether to impose regulations ockarges upon providers of Internet
access and information services (the "Internet Ndlhe Internet NOI sought public comment upon \uketo impose or continue to foreb:
from regulation of Internet and other packet-swétmetwork service providers. The Internet NOI #mdly 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, B@C stated, among other things, that the provisfdransmission capacity to ISPs
constitutes the provision of telecommunications @ntherefore, subject to common carrier reguietiarhe 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. i Report, 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 suggest#hntin forms of phone-to-phone IP telephony appeaave similar functionality to noi®
telecommunications services and lack the charatitegithat would render them information serviéteie 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 mfmtion services. The Company cannot predict theooné 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 sugpttommunications and information services prayitbequalifying schools and libraries
(with an annual cap of $2.25 billion) and to runehlth care providers (with an annual cap of $400om). The FCC also expanded the
federal subsidies for local exchange telephoneicaprovided to low-income consumers. Providelisiteirstate telecommunications service,
such as the Company, as well as certain otheiemntinust pay for these programs. The Companyibation to these universal service
funds will be based on its telecommunications sereind-user revenues. The extent to which the Coygaervices are viewed as
telecommunications services or as information sew/ivill impact the amount of the Company's contidns, if any. As indicated in the
preceding paragraph, that issue has not been szsdBurrently, the FCC assesses such payment® doaslis of a provider's revenue for the
previous year. Since the Company had no signifitlatommunications service revenues in 1997, & m@ liable for subsidy payments in
any material amount during 1998. With respect tusequent years, however, the Company is currentiple to quantify the amount of
subsidy payments that it will be required to make the effect that these required payments wilehav its financial condition because of
uncertainties concerning the size of the univetsad and uncertainties concerning the classificatibits services. In the May 8th order, the
FCC also announced that it will soon revise itesubr subsidizing service provided to consumetsgh cost areas, which may result in
further substantial increases in the overall cosh® subsidy program. Several parties have apgehéeMay 8th order. Such appeals have
been consolidated and transferred to the Fifthu@ikCourt of Appeals where they are currently pagdiThe FCC's universal service program
may also be altered as a result of the agencyomsateration of its policies, or by future Congiesal action.

State Regulation

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

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

State regulatory agencies have jurisdiction whemgany facilities and services are used to provitiastate 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 switched/ices) as its business and product |



expand and state regulations are modified to altmneased local services competition. To provideastate services, the Company generally
must obtain a certificate of public convenience aadessity from the state regulatory agency andbbowith state requirements for
telecommunications utilities, including state tfni§ requirements. The Company currently is auttestito provide telecommunications
services in Arkansas (facilities-based IXC), Catifa, Colorado, Connecticut, Delaware, the Distoic€olumbia, Florida, Georgia, Idaho,
lllinois, Indiana, Kentucky, Maryland, MassachusgMlichigan, Missouri, Montana, Nebraska, NevadayNampshire, New Jersey, New
York, Ohio, Oregon, Pennsylvania, Rhode Island tis@arolina, Tennessee, Texas, Virginia, Washingiod Wyoming.

The Company has pending applications for authéoifyrovide telecommunications service in Alabamazdna, lowa, Kansas, Louisiana,
Maine, Minnesota, Mississippi, New Mexico, Northr@aa, North Dakota, Oklahoma, South Dakota, Ventn®Vest Virginia, Wisconsin,
and Utah.

Local Regulation

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

Canadian Regulation

The Canadian Radio-Television and Telecommunicat@ommission (the "CRTC") generally regulates Idiggance telecommunications
services in Canada. Regulatory developments oeepdlst several years have terminated the histaiwopolies of the regional telephone
companies, bringing significant competition to timdustry for both domestic and international latistance services, but also lessening
regulation of domestic long distance companieselRas, which, as well as facilities-based carriamsn have interconnection rights, but
which are not obligated to file tariffs, may notyprovide transborder services to the U.S. bylliesethe services provided by the regional
companies and other entities but also may reselbénvices of the monopoly international carrieleglobe Canada ("Teleglobe™), including
offering international switched services provisidrover leased lines. Although the CRTC formerlytrieted the practice of "switched
hubbing" over leased lines through intermediatentrées to a third country, the CRTC recently liftddls restriction. The Teleglobe monopoly
on international services and submarine cable tendghts terminated as of October 1, 1998, althahg provision of Canadian international
facilities-based services remains restricted tondgigan carriers" with majority ownership by CanadiaOwnership of non-international
facilities are limited to Canadian carriers but @@mpany can own international submarine cableditgnn Canada. The Company cannot,
under current or foreseen law, enter the Canadekehas a provider of facilities-based domestigises. Pending proceedings address
issues such as the scope of contribution chargesbfto the telephone companies to offset sontleeofapital and operating costs of
interconnection as well as deregulation of the Idisgance services of the incumbent regional telaplcompanies.

While competition is now emerging in other Canadielecommunications market segments, the Compaligvbse that the regional
companies continue to retain a substantial majofityre local and calling card markets. Beginnimd/iay 1997, the CRTC released a number
of decisions opening to competition the Canadi@alltelecommunications services market, which detsswere made applicable in the
territories of all Stentor member companies ex8gskTel (although Saskatchewan has subsequermtyealllocal service competition in that
province). As a result, networks operated by CLE@y now be interconnected with the networks ofiti&Cs. Facilities-based ILECs are
subject to the same majority Canadian ownershimé@mn carrier" requirements as facilities-basedj Idistance carriers. CLECs have the
same status as ILECs, but they do not have univeesaice or customer tariff-filing obligations. ECs are subject to certain consumer
protection safeguards and other CRTC regulatorysiyit requirements. CLECs must file interconnetctariffs for services to interexchange
service providers and wireless service provideestdih ILEC services must be provided to CLECs mmiabundled basis and subject to
mandatory pricing, including central office codssbscriber listings, and local loops in small urbad rural areas. For a five-year period,
certain other important CLEC services must be gledion an unbundled basis at mandated prices. |LElsh, unlike CLECs, remained
fully regulated, will not be subject to rate ofuet regulation for an initial four-year period beging May 1, 1997, but their services must not
be priced below cos



Interexchange contribution payments are now poatetidistributed among ILECs and CLECs according farmula based on their
respective proportions of residential lines, withaxplicit contribution payable from local businesshange or directory revenues. CLECs
must pay an annual telecommunications fee basdleimproportion of total CLEC operating revenu&li bundled and unbundled local
services (including residential lines and othekladrvices) may now be resold, but ILECs need nmtige these services to resellers at
wholesale prices. Transmission facilities-basedllaod long distance carriers (but not resellets)eatitled to colocate equipment in ILEC
central offices pursuant to terms and conditiongoffs and intercarrier agreements. Certain lecahpetition issues are still to be resolved.
The CRTC has ruled that resellers cannot be cladsis CLECs, and thus are not entitled to CLE€raannection terms and conditions.

The Company's Other Businesses.

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

C-TEC Companies

On September 30, 1997, C-TEC completed a tax-&steucturing, which divided C-TEC into three puldampanies (the "C-TEC
Companies"): C-TEC, which changed its name to Conwealth Telephone, RCN and Cable Michigan. The Gomjs interests in the C-
TEC Companies are held through a holding compdmy/"€-TEC Holding Company"). The Company owns 9@%he common stock of the
C-TEC Holding Company, and preferred stock of th€EL Holding Company with a liquidation value ofpapximately $467 million as of
December 31, 1998. The remaining 10% of the comstock of the C-TEC Holding Company is held by Da@idVicCourt, a director of the
Company who was formerly the Chairman of C-TECthm event of a liquidation of the C-TEC Holding Qmany, the Company would first
receive the liquidation value of the preferred ktdkny excess of the value of the C-TEC Holding @amy above the liquidation value of the
preferred stock would be split according to the exship of the common stock.

Commonwealth Telephone. Commonwealth 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 lotgrtis services to IXCs. Commonwealth Telephonesgbes customer base is diverse in
size as well as industry, with very little concextibn. A subsidiary, Commonwealth Communicatiors provides telecommunications
engineering and technical services to large cotpanéents, hospitals and universities in the nesidtern United States. Another subsidiary,
Commonwealth Long Distance operates principalliémnsylvania, providing switched services and eesbbeveral types of services, using
the networks of several long distance providera @rholesale basis. As of December 31, 1998, th&C-Molding Company owned
approximately 48% of the outstanding common stddR@ammonwealth Telephone.

On October 23, 1998, Commonwealth Telephone coexletrights offering of 3.7 million shares of itememon stock. In the offering, Leve
exercised all rights it received and purchased@pprately 1.8 million additional shares of Commoralitie Telephone common stock for an
aggregate subscription price of $38 million.

RCN. RCN is a full service provider of local, lodggtance, Internet and cable television servicaaaly to residential users in densely
populated areas in the Northeast. RCN operatecaspetitive telecommunications service provideNew York City and Boston. RCN al
owns cable television operations in New York, N@rsdy and Pennsylvania; a 40% interest in Megac8bte de C.V., Mexico's second
largest cable television operator; and has lontadce operations (other than the operations imiceareas of Pennsylvania). RCN is
developing advanced fiber optic networks to provadeide range of telecommunications services, tioly local and long distance telepha
video programming and data services (including Isigled Internet access), primarily to residentiast@amers in selected markets in the
Boston to Washington, D.C. corridor. During theffiquarter of 1998, RCN acquired Ultranet Commuioeaa, Inc. and Erols Internet, Inc.,
two ISPs with operations in the Boston to Washingi.C. corridor. As of December 31, 1998, the G=TiHolding Company owned
approximately 41% of the outstanding common stddR©N.



Cable Michigan. Cable Michigan is a cable televisiperator in the State of Michigan which, as ot&maber 31, 1997, served approximately
204,000 subscribers including approximately 39 dliscribers 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. On June 4, X288 Michigan announced that it had agreed tachaieed by Avalon Cable. Level 3
received approximately $129 million in cash whea titansaction closed on November 6, 1998.

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 Peter Kiewit Sons', Inc. ("Nelt3®). Decker Coal Company ("Decker") is a joint e with Western Minerals, Inc., a
subsidiary of The RTZ Corporation PLC. Black Bufteal Company ("Black Butte") is a joint venture lwBitter Creek Coal Company, a
subsidiary of Union Pacific Resources Group InclfaCreek Mining Company ("Walnut Creek") is a geal partnership with Phillips Cao
Company, a subsidiary of Phillips Petroleum Compdine Decker mine is located in southeastern Mayttre Black Butte mine is in
southwestern Wyoming, and the Walnut Creek mine &ast-central Texas. The coal mines use the@rfaning method.

The coal produced from the KCP mines is sold prip#o electric utilities, which burn coal in ordés produce steam to generate electricity.
Approximately 89% of sales are made under long-tewniracts, and the remainder are made on thespdtet. Approximately 77%, 79%
and 80% of KCP's revenues in 1998, 1997 and 1@3pectively, were derived from long-term contragith Commonwealth Edison
Company (with Decker and Black Butte) and The Detdison Company (with Decker). The primary custoraf Walnut Creek is the
Texas-New Mexico Power Company ("TNP"). KCP alse bther sales commitments, including those withr&iBacific, Idaho Power,
Solvay Minerals, Pacific Power & Light, Minnesotawfer, and Mississippi Power, that provide for teéiwary of approximately 13 million
tons through 2005. The level of cash flows gendrateecent periods by the Company's coal operatigiti not continue after the year 2000
because the delivery requirements under the Con'gausrent long-term contracts decline significant!

Under a mine management agreement, KCP pays a@afyssf New PKS an annual fee equal to 30% of KG®justed operating income.
The fee in 1998 was $34 million.

The coal industry is highly competitive. KCP comgsehot only with other domestic and foreign cogldiers, some of whom are larger and
have greater capital resources than KCP, but atboalternative methods of generating electricitgl alternative energy sources. In 1997,
KCP's production represented 1.4% of total U.Sl poaduction. Demand for KCP's coal is affectedelopnomic, political and regulatory
factors. For example, recent "clean air" laws ntaydate demand for low sulfur coal. KCP's westepal reserves generally have a low
sulfur content (less than one percent) and areotlyruseful principally as fuel for coal-firedesim-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 coatigbutable to transportation costs. Most ofdbal sold from KCP's western mines is
currently shipped by rail to utilities outside Mant and Wyoming. The Decker and Black Butte mimesach served by a single railroad.
Many of their western coal competitors are serveti railroads and such competitors' 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 remavgadoportion to the amount of minable
coal) than the Black Butte and Decker mines, ofe=ulting 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 contribiatétd agreement to amend its long-term contratt @ommonwealth Edison Company to
provide for delivery of coal from alternate sournmes rather than from Black Butte. Because ofdluest disadvantages, KCP does not
expect that it will be able to enter into long-tecoal purchase contracts for Black Butte and Depkeduction as the current long-term
contracts expire. In addition, these cost disachgag may adversely affect KCP's ability to compatepot sales in the futur



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 1998 waoappately $4 million. KCP's share of accrued estedaeclamation costs was $96 million
at the end of 1998. The Company did not make s@amif capital expenditures for environmental coampdie with respect to the coal business
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, failurectamply with environmental protection and
land restoration laws, or actual reclamation cimstsxcess 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% tyqoterest and lent $5.1 million to California Wate Transportation Company L.P.
("CPTC"), which developed, financed, and currepghgrates the 91 Express Lanes, a ten mile, foerilairoad in Orange County, California
(the "SR91 Tollroad"). The fully automated highwages an electronic toll collection system and \@eigricing to adjust tolls to demand.
Capital costs at completion were $130 million, $1ibion of which was funded with debt that was goiranteed by Level 3. However,
certain defaults by Level 3 on its outstanding defat certain judgments against Level 3 can resudefault under this debt of CPTC.
Revenue collected over the 35-year franchise pesioded for operating expenses, debt repaymettpianiit distributions. The SR91
Tollroad opened in December 1995 and achieved tipgrareak-even in 1996. Approximately 91,500 castos have registered to use the
tollroad as of December 1998, and weekday voluysdlly exceed 27,000 vehicles per day during Demer 1998
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Directors and Executive Officers

Set forth below is information as of March 23, 18@fbut each director and each executive officéh@Company. The executive officers of
the Company have been determined in accordancehgttules of the SEC.

Name Age Position

Walter Scott, Jr. 67 Chairman of the Board

James Q. Crowe 49 President, Chief Exec utive Officer and Director

R. Douglas Bradbury 48 Executive Vice Presid ent, Chief Financial Officer
and Director

Kevin J. O'Hara 38 Executive Vice Pres ident and Chief Operating
Officer

Colin V.K. Williams 59 Executive Vice Presid ent

Mark L. Gershien 48 Senior Vice President

Michael D. Jones 41  Senior Vice President

Thomas C. Stortz 47 Senior Vice Presid ent, General Counsel and
Secretary

Philip B. Fletcher 66 Director
William L. Grewcock 73 Director
Richard R. Jaros 47 Director
Robert E. Julian 59 Director
David C. McCourt 42  Director
Kenneth E. Stinson 56 Director
Michael B. Yanney 65 Director

Other Management

Set forth below is information as of March 23, 1@@fut the following members of senior managemétitoCompany.

Name Age Position

Daniel P. Caruso 35 Senior Vice Pre sident

Donald H. Gips 39 Senior Vice Pre sident

Joseph M. Howell, Il 52 Senior Vice Pre sident

Gail P. Smith 39 Senior Vice Pre sident
Thomas Sweeney 38 Senior Vice Pre sident

Ronald J. Vidal 38 Senior Vice Pre sident

Sureel A. Choksi 26 Vice President and Treasurer

Walter Scott, Jr. has been the Chairman of the oathe Company since September 1979, and a direEthe Company since April 1964.
Mr. Scott has been Chairman Emeritus of New PK8esthe Split-off. Mr. Scott is also a director of\W PKS, Berkshire Hathaway Inc.,
Burlington Resources Inc., MidAmerican, ConAgra;.JrCommonwealth Telephone, RCN, U.S. Bancorp aalddnt Industries, Inc.

James Q. Crowe has been the President and Chietiise Officer of the Company since August 1994 ardirector of the Company since
June 1993. Mr. Crowe was President and Chief Exee@fficer of MFS from June 1993 to June 1997. Mirowe also served as Chairmal

the Board of MFS/WorldCom from January 1997 uniliyJ1997, and as Chairman of the Board of MFS fa@82 through 1996. Mr. Crowe
is presently a director of New PKS, Commonwealtteplone, RCN and InaCom Communications, Inc.

R. Douglas Bradbury has been Executive Vice Presigied Chief Financial Officer of the Company sikagyust 1997, and a director of the
Company since March 1998. Mr. Bradbury served dsfGinancial Officer of MFS from 1992 1



1996, Senior Vice President of MFS from 1992 to5,%thd Executive Vice President of MFS from 1994966.

Kevin J. O'Hara has been Executive Vice PresidetiteoCompany since August 1997, and Chief Opegdlifficer of the Company since
March 1998. Prior to that, Mr. O'Hara served asient and Chief Executive Officer of MFS Globaltiherk Services, Inc. from 1995 to
1997, and as Senior Vice President of MFS and ékasof MFS Development, Inc. from October 1992tgust 1995. From 1990 to 1992,
he was a Vice President of MFS Telecom, Inc. ("ME&com").

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

Mark L. Gershien has been Senior Vice Presiden¢s3H the Company since January 1998. Prior th Ma Gershien was Vice
President/General Manager of MFS during 1993, nifresident of MFS from 1993 to 1995, Chief OprgpOfficer of MFS Telecom
from May 1995 to July 1996, President of MFS Tefadoom 1996 to 1997, and Senior Vice Presidentjdsat Accounts of MFS/WorldCo
from 1997 to 1998.

Michael D. Jones has been the Acting Chief ExeeuBifficer of PKSIS since December 1998. Mr. Jongs bas served as Senior Vice
President and Chief Information Officer of the Canp since December 1998. Prior to that, Mr. Joras Mice President and Chief
Information Officer of Corporate Express, Inc. fréfay 1994 to May 1998.

Thomas C. Stortz has been Senior Vice Presidemegi@keCounsel and Secretary of the Company sinpte8der 1998. Prior to that, he
served as Vice President and General Counsel ef Rawit Sons', Inc. and Kiewit Construction Groupe. from April 1991 to September
1998. He has served as a director of Peter Kieans$ Inc., RCN, C-TEC, Kiewit Diversified Groupclrand CCL Industries, Inc.

Philip B. Fletcher has been a director of the Camymance February 1999. Mr. Fletcher was Chairnfah@Board of ConAgra, Inc. from
May 1993 until September 1998. Mr. Fletcher wase€Eixecutive Officer of ConAgra, Inc. from Septemk€92 to September 1997. Mr.
Fletcher is a director of ConAgra, Inc. and chamméits executive committee.

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

Richard R. Jaros has been a director of the Comgpiacg June 1993 and served as President of thg&uonirom 1996 to 1997. Mr. Jaros
served as Executive Vice President of the Compeomy 1993 to 1996 and Chief Financial Officer of @@mpany from 1995 to 1996. He
also served as President and Chief Operating @ffit®MidAmerican from 1992 to 1993, and is presgmatldirector of MidAmerican,
Commonwealth Telephone and RCN.

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

David C. McCourt has been a director of the Compsinge March 31, 1998. Mr. McCourt has also seage&hairman and Chief Executive
Officer of Commonwealth Telephone and RCN sinceo®et 1997. From 1993 to 1997 Mr. McCourt serve@laairman of the Board and
Chief Executive Officer of C-TEC.

Kenneth E. Stinson has been a director of the Cagnpice January 1987. Mr. Stinson has been Chaiohthe Board and Chief Executive
Officer of New PKS since the Sj-Off. Prior to the Spl-Off, Mr. Stinson was Executive Vic



President of the Company for more than the last yiwars. Mr. Stinson is also a director of ConAgra, and Valmont Industries, Inc.

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

Daniel P. Caruso has been Senior Vice Presidemiydik Services of the Company since October 199ér Bo that, Mr. Caruso was Senior
Vice President, Local Service Delivery of WorldCérmm December 1992 to September 1997 and was a areshthe senior managemen
Ameritech from June 1986 to November 1992.

Donald H. Gips has been Senior Vice President, @atp Development of the Company since Novembe8.1Rfor to that, Mr. Gips served
in the White House as Chief Domestic Policy AdvisoWice President Gore from April 1997 to April9® Before working at the White
House, Mr. Gips was at the Federal Communicatiamsi@ission as the International Bureau Chief ané®ar of Strategic Policy from
January 1994 to April 1997. Prior to his governmemwice, Mr. Gips was a management consultantcitiidey and Company.

Joseph M. Howell, 11l has been Senior Vice Predid€orporate Marketing of the Company since Octdl®87. Prior to that, Mr. Howell w¢
Senior Vice President of MFS/WorldCom from 1993.897. Prior to joining MFS, Mr. Howell was Presitland CEO of Carl Byoir &
Associates, Inc., an international marketing congpénom 1991 to 1993.

Gail P. Smith has been Senior Vice President, hatgznal Sales and Marketing of the Company sineeelinber 1998. Prior to that, Ms.
Smith was Vice President and General Manager ofdZam International Networks from November 1994wty 1997 and European
Marketing Director during the start-up phase of MRtrnational.

Thomas P. Sweeney has been Senior Vice Presidankelihg of the Company since December 1997. Roithiat, Mr. Sweeney was Vice
President, Sales Operations of MFS Intelenet,(IMES Intelenet”) from 1995 to 1996, Senior Viceefident, Marketing of MFS Intelenet
from 1996 to 1997 and Senior Vice President, Bissingevelopment of MFS/WorldCom during 1997.

Ronald J. Vidal has been Senior Vice President, Memtures of the Company since October 1997. Roitinat, Mr. Vidal was a Vice
President of MFS/WorldCom from September 1992 toBer 1997. Mr. Vidal joined the Company in constion project management in
July 1983.

Sureel A. Choksi has been Vice President and Treasfithe Company since January 1999. Prior th Ma Choksi was a Director of
Finance at the Company from 1997 to 1998, an Aaseait TeleSoft Management, LLC in 1997 and an ystalt Gleacher Natwest from
1995 to 1997.

The Board is divided into three classes, design@teds I, Class Il and Class Ill, each class ctingisas nearly as may be possible, of one-
third of the total number of directors constitutihg Board. The Class | Directors currently consistvalter Scott, Jr., James Q. Crowe and
Philip B. Fletcher, with one vacancy; the ClasBillectors consist of William L. Grewcock, Richard Jros, Robert E. Julian and David C.
McCourt; and the Class Il Directors consist offlRuglas Bradbury, Kenneth E. Stinson and Michael&ney. The term of the initial Class

| Directors will terminate on the date of the 2Q01nual meeting of stockholders; the term of thiéahClass Il Directors will terminate on the
date of the 1999 annual meeting of stockholderd;tha term of the initial Class Il Directors wilrminate on the date of the 2000 annual
meeting of stockholders. At each annual meetingtadkholders, successors to the class of direetbose term expires at that annual meeting
will be elected for three-year terms. The Compaaffisers are elected annually to serve until esutcessor is elected and qualified or until
his death, resignation or remov



Employees

As of December 31, 1998, Level 3 had 1,225 empkyethe communications portion of its business BH&IS had approximately 959
employees, for a total of 2,184 employees.

ITEM 2. 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 expectedncompass eventually over 500,000
square feet of office space. Construction has beguhis facility, and it is anticipated that thiesf phase of this facility will be completed by
the summer of 1999. In addition, the Company hasdd approximately 250,000 square feet of tempafdige space in Louisville, Colorado
to allow for the relocation of the majority of #snployees (other than those of PKSIS) while itsnaarent facilities are under construction.
Properties relating to the Company's coal minirggrsent are described under "--The Company's OthsinBases" above. In connection with
certain existing and historical operations, the @any is subject to environmental risks.

The Company has approximately 1.25 million squast &f space for its gateway facilities. The Conyxagateway facilities are being
designed to house local sales staff, operation#fl she Company's transmission and IP routingfshiity facilities and technical space to
accommodate colocation of equipment by high-vollueeel 3 customers.

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 locateh 89,000 square foot office space in Omaha &ad8a,000 square foot computer ce
in Tempe, Arizona. PKSIS maintains additional affapace in Phoenix, Atlanta, Omaha and Parsipparitsfsystems integration business.

ITEM 3. LEGAL PROCEEDINGS

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

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

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

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

Market Information. The Company's common stockasiéd on the Nasdaq National Market under the syt T." As of March 23,

1999, there were approximately 3,000 holders afneof the Company's common stock, par value $ddIspare. The Common Stock began
trading on the Nasdaq National Market on April 998, the day following the Split-off. The table el sets forth, for the calendar quarters
indicated, the high and low per share closing peies of our common stock as reported by the Npbtdional Market. The prices set forth
in the table have been adjusted to reflect theftwmne split of our common stock effected as alstdividend in August 1998.

Year Ended December 31, 1998 High Low
Second Quarter (from April 1, 1998)......... $ 37.1300 $24.0000
Third Quarter........cccococveevieeninens 42.1300 29.7800

Fourth Quarter..........cccccvvvveveeeeen... 43.1300 24.0000



Dividend Policy. The Company's current dividendipglin effect since April 1, 1998, is to retairtdive earnings for use in the Company's
business. As a result, management does not ariéigiaging any cash dividends on shares of CommaockSh the foreseeable future. In
addition, the Company is effectively restricted endertain debt covenants from paying cash dividemdshares of its Common Stock.

Information For Periods Prior to April 1, 1998.

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

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

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

Conversion. Under the Pre-April 1998 Certificatéass C Stock was convertible into Class D Stodkeend of each year. Between October
15 and December 15 of each year a Class C Stoakhwilaks able to elect to convert some or all obiniker shares. Conversion occurred on
the following January 1. The conversion ratio wasrelative formula prices of Class C and ClasddziSdetermined as of the last Saturday
in December. Class D Stock was convertible intas€l@ Stock only as part of an annual offering @s€IC Stock to employees. Instead of
purchasing the offered shares for cash, an employeing Class D Stock was able to convert sucheshiato Class C Stock at the applicable
conversion ratio.

Restrictions. Ownership of Class C Stock was géiyeestricted to active Company employees. Upditgment, termination of employme
or death, Class C Stock was required to be resdldet Company at the applicable formula price,rbay be converted into Class D Stock if
the terminating event occurs during the annual emsign period. Class D Stock was not subject toerahnip or transfer restrictions.

Dividends and Prices. During 1997 the Company dedlar paid the following dividends on shares @d<SIC Stock and Class D Stock. The
table also shows the stock price after each didgeyment or other valuation eve



Date Date Paid Amount Class Date Price Adjusted Price

Oct. 25, 1996 Jan. 4,1997 0.70 C  Dec. 28, 1996 40.700
Apr. 23,1997 May 1,1997 0.70 C Mayl , 1997 40.000
Oct. 22, 1997 Jan.5,1998 0.80 C  Dec. 27,1997 51.200
Oct. 27,1995 Jan.5,1996 0.05 D  Dec. 30, 1995 4.950*
Oct. 25, 1996 Jan. 4,1997 0.05 D  Dec. 28, 1996 5.425*
D Dec. 27,1997 5.825*

* All stock prices and dividends for the Class & reflect a dividend of four shares of Class Bcgtfor each outstanding share of Class D
Stock that was effective December 1997 and a didde one share of Common Stock (formerly Clasgdzl§ for each outstanding share of
Common Stock effective August 19¢



ITEM 6. SELECTED FINANCIAL DATA.

(dollars in millions,
except per share amounts) 199

Results of Operations:
Revenue $
Income (loss) from continuing
operations (2)
Net earnings (3)

Per Common Share:
Earnings (loss)from continuing operations  (
Dividends (4)

Financial Position:
Total assets 5
Current portion of
long-term debt
Long-term debt, less
current portion (5) 2
Stockholders' equity 2

(1) In October 1993, Level 3 acquired 35% of the
Corporation ("C-TEC"), which shares entitl
available voting rights of C-TEC. At December
of the outstanding shares and 62% of the votin

As a result of the restructuring of C-TEC in
50% of the outstanding shares and voting
entities into which C-TEC was divided, and
entity using the equity method in 1997 and 199
in its financial statements from 1994 to 1996.

The financial position and results of operati
mining management businesses ("Construction
classified as discontinued operations due to

of Level 3's Construction Group from its other

In 1995, Level 3 dividended its investment in
Communications Company, Inc. ("MFS") to the
MFS' results of operations have been classi
the statements of earnings for 1994 and 1995.
1994 balance sheet of Level 3. In 1994, MFS
approximately $500 million from the sale of 9.

Level 3 sold its energy segment to MidAmeric
(f/k/a CalEnergy Company, Inc.) ("MidAmerica
as discontinued operations within the financia

(2) Level 3incurred significant expenses in conj
its communications and information services bu

In 1998, Level 3 acquired XCOM Technolog
developing telephone-to-IP network bridge te
recorded a $115 million nondeductible charg
write-off of in-process research and de
transaction.

In October 1998, the Securities and Exchange
guidelines for valuing acquired research and
retroactively. Consequently, the Company h
million, which also increases goodwill by th
goodwill associated with the XCOM transacti
five year period.

The Selected Financial Data of Level 3 Communicegjonc. and Subsidiaries appears below.

Fiscal Year Ended (1)

8 1997 1996 1995

392 $ 332 $ 652 $ 580

(128) 83 104 126
804 248 221 244
0.43) 0.33 0.45 0.58
- - 0.05 0.05
525 2,779 3,066 2,945
5 3 57 40
641 137 320 361
165 2,230 1,819 1,607

outstanding shares of C-TEC
ed Level 3to 57% of the
28, 1996, Level 3 owned 48%
g rights of C-TEC.

1997, Level 3 owns less than
rights of each of the three
therefore accounted for each
8. Level 3 consolidated C-TEC

ons of the construction and
Group") of Level 3 have been
the March 31, 1998 split-off
businesses.

its former subsidiary, MFS
holders of the Class D Stock.
fied as a single line item on
MFS was consolidated in the
received net proceeds of
375% Senior Discount Notes.

an Energy Holdings Company
n") in 1998 and classified it
| statements.

unction with the expansion of
sinesses in 1998.

ies, Inc. ("XCOM") and its
chnology. Level 3 originally
e against earnings for the
velopment acquired in the

Commission ("SEC") issued new
development which are applied
as reduced the charge by $85

e corresponding amount. The
on is being amortized over a

28
110

0.23

4,048
30

899
1,736



The Company believes that its resulting char
development conforms to the SEC's expressed
However, no assurances can be given that
additional adjustments.

(3) In 1998, Level 3 recognized a gain of $608 mi

between the carrying value of the Construction
taxes were provided on this gain due to
split-off.

In 1998, Cable Michigan, Inc. was acquired
Inc. Level 3 received approximately $129 mi
Michigan, Inc. in the acquisition and rec

approximately $90 million in the fourth quarte

Level 3 also recognized in 1998 an after-tax
sale of its energy segment to MidAmerican.

(4) The 1996 and 1995 dividends include $.05 for d

and 1995 but paid in January of the subsequent

The Company's current dividend policy, in effe
retain future earnings for use in the Company'
management does not anticipate paying any cash
Common Stock in the foreseeable future. In ad
effectively restricted under certain covenants

on shares of its Common Stock.

(5) In 1998, Level 3 issued $2 billion of 9.125% S

million principal amount at maturity of 10.5
2008.

ge for acquired research and
guidelines and methodologies.
the SEC will not require

llion equal to the difference
Group and its fair value. No
the tax-free nature of the

by Avalon Cable of Michigan,
llion for its shares of Cable
ognized a pre-tax gain of

r of 1998.

gain of $324 million on the

ividends declared in 1996
year.

ct since April 1, 1998, is to
s business. As a result,
dividends on shares of
dition, the Company is

from paying cash dividends

enior Notes due 2008 and $834
% Senior Discount Notes due



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATION

This document contains forward looking statementbiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to Level 8fdmunications, Inc. and its subsidiaries ("LevebB8the "Company"). When used in this
document, the words "anticipate", "believe", "egtigl and "expect" and similar expressions, as thkge to the Company or its managem
are intended to identify forwardoking statements. Such statements reflect thecuviews of the Company with respect to futurergs ant
are subject to certain risks, uncertainties andrapsions. Should one or more of these risks or tacgies materialize, or should underlying
assumptions prove incorrect, actual results may raaterially from those described in this document.

Recent Developments
Split-off

In October 1996, the Board of Directors of the Camp(the "Board") directed management of the Compampursue a listing of the
Company's Class D Diversified Group Convertible limgeable Common Stock, par value $.0625 per ¢tieéClass D Stock"), as a way
to address certain issues created by the Compiueyiswo-class capital stock structure and the neeadtract 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 wawdtladequately address these issues, and instgad ko study a separation of the
construction operations ("Construction Group") frime other businesses of the Company (the "DivedsiBroup"), thereby forming two
independent companies. At the time, the performadiee Diversified Group was reflected by the Gl&sStock. The performance of the
Construction Group was reflected by the Companigs<CC Construction & Mining Group Restricted Redable Convertible Exchangeable
Common Stock, par value $.0625 per share (the 8QTaStock"). At the regular meeting of the Boardlaly 23, 1997, management
submitted to the Board for consideration a proptwathe separation of the Construction Group d@dRiversified Group through a split-off
of the Construction Group (the "Split-off"). At pexial meeting on August 14, 1997, the Board apguidlae 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 Stock and the Class D Stodkthe receipt by the Company of an
Internal Revenue Service ruling or other assuracceptable to the Board that the separation woallidk-free to U.S. stockholders. On
December 8, 1997, the holders of Class C StockCdass D Stock approved the Split-off and on Marchd®8, the Company received a
favorable private letter ruling from the Interna\Rnue Service. The Split-off was effected on M&th1998. In connection with the Split-
off, (i) the Company exchanged each outstandingestiaClass C Stock for one share of Common Sté&& Holdings, Inc. ("New PKS"),
the Company formed to hold the Construction Grdapyhich eight-tenths of a share of the Companias<R Convertible Common Stock,
par value $.01 per share (the "Class R Stock"),attashed to replace certain conversion featuréseiiClass C Stock which would terminate
upon the Split-off (i) New PKS was renamed "Pé&t@wit Sons', Inc."

(iii) the Company was renamed "Level 3 Communiaatidnc.", and (iv) the Class D Stock was desighatecommon stock, par value $.01
per share (the "Common Stock"). As a result ofSpét-off, the Company no longer owns any interest in NRiS or the Construction Grot
Accordingly, the separate financial statementsraadagement's discussion and analysis of financradition and results of operations of
Peter Kiewit Sons', Inc. should be obtained toeevihe financial position of the Construction Gragpof December 27, 1997, and the results
of operations for the two years ended Decembel297.

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



Conversion of Class R Stock

On May 1, 1998, the Board of the Company determioddrce conversion of all shares of the Compa@yéss R Stock into shares of
Common Stock, effective May 15, 1998. The ClasgdrlSwas converted into the Company's Common Sitoekcordance with the formula
set forth in the Company's Certificate of Incorpimm. The formula provided for a conversion ratqual to $25, divided by the average of the
midpoints between the high and low sales priceshi®eiCompany's Common Stock on each of the fiftessting days during the period
beginning April 9, 1998 and ending April 30, 1998 average for that period was $32.14, adjustethéostock dividend issued August 10,
1998. Accordingly, each holder of Class R Stocleisad .7778 of a share of Common Stock for eachesbfaClass R Stock held. In total, the
6.5 million shares of Class R Stock were conveiriéml 5.1 million shares of Common Stock on May 1998. As a result of the forced
conversion, certain adjustments were made to thestmring and risk allocation provisions of th@&ation Agreement and Tax Sharing
Agreement between the Company and Peter Kiewit'Skores that were executed in connection with thét®ff. The effect of these
adjustments was to reduce certain Split-off costsrésks allocated to the Company.

Conversion of Class C Stock in January 1998

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

MidAmerican Transaction

In January 1998, the Company and MidAmerican Enétglging Co. (f/k/a as CalEnergy Company, Inc.) {merican") closed the sale of
the Company's energy assets to MidAmerican (thelAvfierican Transaction"). The Company received prdsef approximately $1.16
billion and recognized an after-tax gain of $324liom in the first quarter of 1998. The after-tavopeeds from this transaction of
approximately $967 million are being used to fumgbart the Company's expansion of its informatiermvises business and the development
of an advanced, international, facilities-based mmmications network based on Internet Protocol"j"technology.

Stock Options

The Company adopted the recognition provisionstafegnent of Financial Accounting Standards No. 128counting for Stock-Based
Compensation” ("SFAS No. 123") in 1998. Under SA¥& 123, the fair value of an option (as computeddcordance with accepted option
valuation models) on the date of grant is amortiaeer the vesting period of the option. The rectigniprovisions of SFAS No. 123 are
applied prospectively upon adoption. As a resh#,recognition provisions are applied to all stavlards granted in the year of adoption and
are not applied to awards granted in previous yealess those awards are modified or settled ih aéter adoption of the recognition
provisions.

In April 1998, the company adopted an outperforatistoption ("OSO") program that was designed byGbenpany so that the Company's
stockholders would receive a market return on tineiestment before OSO holders receive any retartheir options. The Company believes
that the OSO program aligns directly managementisséockholders' interests by basing stock optaineson the Company's ability to
outperform the market in general, as measuredéwgthndard & Poor's ("S&P") 500 Index. Participantdie OSO program do not realize
any value from options unless the Common Stoclemigperforms the S&P 500 Index. When the stoakepgiin is greater than the
corresponding gain on the S&P 500 Index, the vedgeived for options under the OSO plan is basea fmnmula involving a multiplier
related to the level by which the Common Stock etfggms the S&P 500 Index. To the extent that then@on Stock outperforms the S&P
500, the value of OSOs to an option holder may exdhe value of non-qualified stock options.

The Company believes that the fair value methagicabunting more appropriately reflects the substari¢he transaction between an entity
that issues stock options, or other stock-basdcuiments, and its employees and consultants; shahientity has granted something of value
to an employee and consultants (the stock optiatrar instrument) generally in return:



their continued employment and services. The Compafieves that the value of the instrument gramteginployees and consultants should
be recognized in financial statements because oognétion implies that either the instruments hawevsalue or that they are free to
employees and consultants, neither of which iscanrate reflection of the substance of the tramsacAlthough the recognition of the value
of the instruments results in compensation andgssibnal expenses in an entity's financial statésnére expense differs from other
compensation and professional expenses in that tfesges will not be settled in cash, but rathenerally, through issuance of common
stock.

The Company believes that the adoption of SFASI28.will result in material non-cash charges torafiens in 1999 and thereafter. The
amount of the non-cash charge will be dependemnt apaumber of factors, including the number of amsigranted and the fair value of each
option estimated at the time of its grant. The eggerecognized for options granted to employeesansdultants for services performed for
the year ended December 31, 1998, was $39 millivaddition to the expense recognized, the Comgapitalized $5 million of non-cash
compensation costs for employees directly involvetthe construction of the IP network and the depeient of the business support syste

Frontier Agreement

On March 23, 1998, the Company and Frontier Comoatiuins International, Inc. ("Frontier") enteretbilmn agreement ("Frontier
Agreement") enabling the Company to lease appraein®,300 miles of network capacity on Frontieresv 13,000 mile SONET fiber optic,
IP-capable network, currently under constructiongf@eriod of up to five years. The leased netwuaikinitially connect 15 of the larger
cities across the United States. While requiring@gregate minimum payment of $165 million ovefiite-year term, the Frontier Agreem
does not impose monthly minimum consumption reaquéets on the Company, allowing the Company to qmlégr or terminate circuits as
deems appropriate. The Company recognized $4 mitifaccosts in 1998 for leased capacity on Froistieetwork.

Union Pacific Rights-of-Way

On April 2, 1998, the Company announced it hadlred@ definitive agreement with Union Pacific Rald Company (the "Union Pacific
Agreement”) granting the Company the use of appmaieély 7,800 miles of rights-of-way along Union Fiats rail routes for construction of
the Company's North American intercity network. T@@mpany expects that the Union Pacific Agreemelhsatisfy substantially all of its
anticipated right-of-way requirements west of this$issippi River and approximately 50% of the rightvay requirements for its North
American intercity network. The agreement provittgsnitial fixed payments of up to $8 million torlibn Pacific upon execution of the
agreement and throughout the construction peramljrring payments in the form of cash, communicaticapacity, and other
communications services based on the number ofuitentthat are operational and certain construatoligations of the Company to provide
fiber or conduit connections for Union Pacific la¢ tCompany's incremental cost of construction 988] the Company recorded $9 million
payments made under this agreement in network eanistn-in-progress.

XCOM Technologies, Inc. Acquisition

On April 23, 1998, the Company acquired XCOM Tedbgs, Inc. ("XCOM"), a privately held company theas developed technology
which the Company believes will provide certain keynponents necessary for the Company to develapenface between its IP-based
network and the existing public switched telephoa&vork. The Company issued approximately 5.3 anilhares of Level 3 Common Stock
and 0.7 million options and warrants to purchaseeL8 Common Stock in exchange for all the stogitioms and warrants of XCOM.

The Company accounted for this transaction, vaatetl 54 million, as a purchase. Of the total puseharice, $115 million was originally
allocated to in-process research and developmedtwas taken as a nondeductible charge to eariirtge second quarter. The purchase
price exceeded the fair value of the net assetsitiby $30 million which was recognized as godbavid is being amortized over five
years.

In October 1998, the Securities and Exchange Cogiomg"SEC") issued new guidelines for valuing acegiresearch and development
which are applied retroactively. The Company belgeits accounting for the acquisition was madecocoedance with generally accepted
accounting principles and established appraisaitioes at the time of the acquisition. However, thuthe significance of the charge relative
to the total value of the acquisition, the Compeawiewed the facts and assumptions with the SE@s€guently, using the revised guideli
and assumptions, the Company reduced the charge-fwocess research and development from $113Qaillion and increased related
goodwill by $85 million. The goodwill associatedtivthe XCOM transaction is being amortized oveiva fear period



XCOM's in-process research and development valoerigprised primarily of one project to develop ateiface between an Ifased netwol
and the existing public switched telecommunicatioasvork. Remaining development efforts for thisject include various phases of des
development and testing. The anticipated completate for this project in progress is expectedaober the next 12 months, at which time
the Company expects to begin generating the falhemic benefit from the technology. Funding foisthiroject is expected to be obtained
from internally generated sources.

The value of the in-process research and developrapresents the estimated fair value based oradgksted cash flows related to the
incomplete project. At the date of acquisition, tleelopment of the project had not yet reachelhiglogical feasibility and the research and
development ("R&D") in progress had no alternafiveire uses. Accordingly, these costs were expeased the acquisition date.

The Company used an independent third-party appraisassess and allocate a value to the in-preessarch and development. The value
assigned to the asset was determined, using tbenmepproach, by identifying significant researatjgrts for which technological feasibil
had not been established.

The nature of the efforts to develop the acquiredrocess technology into commercially viable priduand services principally relate to the
completion of all planning, designing, prototypitngh-volume verification, and testing activitidgt are necessary to establish that the
proposed technologies meet their design specificatincluding functional, technical, and economecf@rmance requirements.

The value assigned to purchased in-process teaiyalas determined by estimating the contributiothef purchased in-process technology
to developing a commercially viable product, estingthe resulting net cash flows from the expegtatiuct sales over a 15 year period,
discounting the net cash flows to their presenteaising a risk-adjusted discount rate of 30%,aatjdsting it for the estimated stage of
completion.

The Company believes that the foregoing assumptised in the forecast were reasonable at the tfrtfee@cquisition. No assurance can be
given, however, that the underlying assumptionsl tieestimate expected project sales, developnuests or profitability, or the events
associated with this project, will transpire asreated. For these reasons, actual results mayfuarythe projected results.

Management expects to continue their support sfaffort and believes the Company has a reasochblece of successfully completing the
R&D program. However, there is risk associated whth completion of the project and there is no @s®e that it will meet with either
technological or commercial success. If the XCOMjget is not successful, the Company would notizeats investment in XCOM and
would be required to modify its business plan bzt alternative technologies which may incredwe ¢ost of its network.

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

9.125% Senior Notes

On April 28, 1998, the Company received $1.94 dillof net proceeds from an offering of $2 billiaygeegate principal amount 9.125%
Senior Notes Due 2008 (the "Senior Notes"). Tha@éyotes are senior, unsecured obligations ofdbmpany, ranking pari passu with all
existing and future senior unsecured indebtednetteedCompany. The Senior Notes contain certairenaents, which among others, limit
consolidated debt, dividend payments and trangactiath affiliates. The Company is using the netcgeeds of the Senior Notes offering in
connection with the implementation of its BusinBtan.

Debt issuances costs of $65 million have beenalagp@d and are being amortized over the term oS#gior Notes.
Network Construction Contract

On June 18, 1998, Level 3 selected Peter Kiewis$Sdme. ("Kiewit") to build a majority of its nelgrl6,000 mile U.S. intercity
communications network. The overall cost of thggrbis estimated at $2 billiol



Construction of the network began in the third ¢granf 1998 and is expected to be completed duhadirst quarter of 2001. The contract
provides that Kiewit will be reimbursed for its t®@selating to all direct and indirect project legests. In addition, Kiewit will have the
opportunity to earn an award fee that will be bamedost and speed of construction, quality, sadety program management. The award fee
will be determined by Level 3's assessment of Kisyierformance in each of these areas.

Burlington Northern Santa Fe Rights-of-Way

On June 23, 1998, the Company signed a master easagreement with Burlington Northern and Sant&&éroad Company ("BNSF").
The agreement grants Level 3 right-of-way acce&NSF rail routes in as many as 28 states overtwtaiduild its network. Under the
easement agreement, Level 3 will make annual patgterBNSF and provide communications capacity NSB for its internal requiremen
The amount of the annual payments is dependent tiygomumber of conduits installed, the number ofduats with fiber, and the number of
miles of conduit installed along BNSF's route.

INTERNEXT Agreement

On July 20, 1998, Level 3 entered into a netwomkstction cost-sharing agreement with INTERNEXT(, a subsidiary of NEXTLINK
Communications, Inc. valued at $700 million. Theeggnent provides for INTERNEXT to acquire the rightise conduit, fibers and certain
associated facilities along the entire route ofdle8/s nearly 16,000 mile intercity fiber optic werk in the United States. INTERNEXT paid
$26 million in 1998 which was deferred and includedther liabilities at December 31, 1998 and wil the remaining amounts as segm
of the intercity network are completed and accepiéd Company will recognize income as the segmafritse network are completed and
accepted.

The agreement does not include the necessarya@iegrthat allow the fiber to carry communicatidrmsmissions. INTERNEXT will be
restricted from selling or leasing fiber to una#fied companies for four years following the ddtéhe agreement. Also, under the terms of
agreement, INTERNEXT has the right to an additiauadduit for its exclusive use and to share castkcapacity in certain future fiber cable
installations in Level 3 conduits.

Japan-US Cable Network

On August 3, 1998, Level 3 and a group of othebgldéelecommunications companies entered into aseagent to construct an undersea
cable system connecting Japan and the United Statescompleted by migear 2000. The parties to this agreement are imgest excess (
$1 billion to build the network, of which Level 8 expected to contribute approximately $130 milligach party will have joint responsibil
for the cost of network oversight, maintenance aahinistration. The Company has recorded $24 milibcosts associated with this project
in network construction-in-progress in 1998.

Commonwealth Telephone Enterprises, Inc.

On September 25, 1998, Commonwealth Telephone fitiges, Inc. ("Commonwealth Telephone") announbatlit was commencing a
rights offering of 3.7 million shares of its commstock. Under the terms of the offering, each stotder received one right for every five
shares of Commonwealth Telephone Common Stock om@mwealth Telephone Class B Common Stock held ritihés enabled the hold
to purchase Commonwealth Telephone Common Stoalsabscription price of $21.25 per share. Eacht atgo carried the right to
oversubscribe at the subscription price for therefl shares not purchased pursuant to the inkéatese of rights.

Level 3, which owned approximately 48% of Commonitfe@elephone prior to the rights offering, exeedsl.8 million rights it received
with respect to the subscription rights it held $88 million. As a result of subscriptions madedblyer stockholders, Level 3 maintained its
48% ownership interest in Commonwealth Telephoter #ie rights offering



GeoNet Communications, Inc. Acquisition

On September 30, 1998, Level 3 acquired GeoNet Qamuations, Inc. ("GeoNet"), a regional Internatvgge provider located in northern
California. The Company issued approximately O.Bionmi shares and options in exchange for GeoNefstal stock, which valued the
transaction at approximately $19 million. Liab#is exceeded assets acquired, and goodwill of $#ibmivas recognized from this
transaction which is being amortized over five gear

Global Crossing Agreement

On October 14, 1998, Level 3 announced that itdigied an agreement with Global Crossing Ltd. (Hal9 for trans-oceanic capacity on
Global's fiber optic cable network. The agreemeotering 25 years and valued at approximately $hiigon, will provide Level 3 with as-
needed dedicated capacity across the Atlantic Ot¢esel 3 also will have the option of utilizingpcity on other segments of Global's
worldwide network. In 1998, the Company recordedetsvork construction-in-progress, $32 million obts associated with this agreement.

10.5 % Senior Discount Notes

On December 2, 1998, the Company announced thaldt$834 million principal amount at maturity di.5% Senior Discount Notes Due
2008 in a transaction exempt from registration urde Securities Act of 1933. These notes are semitsecured obligations of the Compa
ranking pari passu with all existing and futureisennsecured indebtedness of the Company.

The net proceeds of $486 million after deductinticgrated offering expenses, are intended to bd tsaccelerate the implementation of the
Company's business plan, primarily the fundingtfierincrease in the committed (prefunded) numbeowte miles of the Company's U.S.
intercity network.

Debt issuance costs of $14 million have been dag@thand will be amortized over the term of thaigeDiscount Notes.
Equity Offering

Level 3 filed a "universal" shelf registration satent covering up to $3.5 billion of common stquieferred stock, debt securities and
depositary shares that became effective Februgr§29@. On March 9, 1999 the Company sold 28.78anikhares through a primary
offering. The net proceeds from the offering of rpximately $1.5 billion will be used for working pial, capital expenditures, acquisitions
and other general corporate purposes in connegfitnthe implementation of the Company's Busindas B increase substantially its
information services business and to expand thgerafservices it offers by building an advanceatgrinational, facilities-based
communications network based on IP technology.

IXC Communications Agreement

On December 18, 1998 Level 3 announced an agreeminXC Communications, Inc. ("IXC") to lease @agity on IXC's network. The
dedicated network will enhance the Company's gltititoffer a wide array of data and voice serviwea greater number of customers in key
U.S. markets. The arrangement is unique in that WilCreserve the network for the exclusive usa.efel 3, which expects to begin using
network increments beginning in Spring, 1999. Thenpany paid IXC $40 million under this agreement®98 and included this amount in
property, plant and equipment.

BusinessNet Limited

On January 5, 1999 Level 3 acquired BusinessNeitédna leading London-based Internet service pi@vin a largely stock-for-stock deal.
After completion of postlosing adjustments, the Company issued approxlynd€®,000 shares of Common Stock and paid appratdiy $1
million in exchange fo



BusinessNet's capital stock. The transaction whgedaat approximately $18 million and was accourfiteédis a purchase.
Results of Operations 1998 vs. 1997

In late 1997, the Company announced a plan to asersubstantially its information services busiresbto expand the range of services it
offers by building an advanced, international, lfaes-based communications network based on IRnglogy. Since the Business Plan
represents a significant expansion of the Compamytsmunications and information services businb&sCompany does not believe that the
Company's financial condition and results of opgeret for prior periods will serve as a meaninghdication of the Company's future
financial condition or results of operations. Then@pany expects to incur substantial net operatingds for the foreseeable future, and there
can be no assurance that the Company will be aldehieve or sustain operating profitability in theure.

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

Revenue for the years ended December 31, 1998 aoeniber 27, 1997 is summarized as follows (in om#):

1998 1997
Communications and Information Services $144 $ 95
Coal Mining 228 222
Other 20 15

$392 $332

Communications and Information Services revenueeamed 52% in 1998. The IP business generatedues@h approximately $24 million
in 1998, of which $22 million is attributable tcetlacquisition of XCOM. Approximately 87% of XCOM®venue is attributable to reciprocal
compensation agreements with BellAtlantic ("Belbttic"). These agreements require the companynatigig a call to compensate the
company terminating the call. The Federal CommuininaCommission ("FCC") has been considering whelneal carriers are obligated to
pay compensation to each other for the transpartemination of calls to Internet service provalerten a local call is placed from an end
user of one carrier to an Internet service provedved by the competing local exchange carrieceRity, the FCC determined that it had no
rule addressing inter-carrier compensation foratels. In the absence of a federal rule, the BE&€rmined that it would not be
unreasonable for a state commission, in some citames, to require payment of compensation faretlalls. The FCC also released for
comment alternative federal rules to govern comgigms for these calls in the future. If state cossians, the FCC or the courts determine
that interearrier compensation does not apply, carriers neayrtable to recover their costs or will be compgstsat a significantly lower ra
BellAtlantic has notified the Company that it wike escrowing all amounts due the Company undeettiprocal compensation agreements
until the issue is resolved. An unfavorable resotubf this matter may have a material adverseceffethe Company.

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

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

Revenue from coal mines increased slightly in 19g8increase in alternate source coal sales to Camarealth Edison Company
("Commonwealth") was partially offset by the expima of a long-term contract also with Commonwealth1998 the Company and
Commonwealth amended their contract to allow Commeaith to accelerate delivery of coal. The amermtedract requires Commonwealth
to take delivery of its year 2001 coal commitment&998, 1999 and 2000. Of the 2001 commitment% @s taken in 1998 and 25% will
be taken in both 1999 and 2000. The expiratiomefldng-term contract was partially offset by cants with new customers in 1998. If
current market conditions continue, the Company exiperience a significant decline in coal reveand



earnings over the next several years as delivepyirements under long-term contracts decline asetheng-term contracts begin to expire.

Other revenue is primarily attributable to CalifieriPrivate Transportation Company, L.P. ("CPTC#¥ thwner operator of the SR91 tollroad
in southern California. Revenues increased in Jg@88arily due to higher traffic counts and increasetoll rates.

Operating Expenses increased 22% from $163 millidi®97 to $199 million in 1998 primarily due topenses incurred in connection with
the Company's Business Plan to expand the comntigmnisaand information services businesses. Operatipenses related to
communications and information services revenue9®B were $98 million up from $62 million in 199Costs attributable to the XCOM and
GeoNet acquisitions as well as costs associatddtit Frontier lease are responsible for an $1llomilncrease in operating expenses.
Operating expenses for the computer outsourcingsgsigms integration business increased $5 méih$20 million in 1998, respectively.
The increase in the computer outsourcing operaipgnses is primarily attributable to the startapemses associated with the second data
center in Tempe, Arizona. Higher than expectedscfastYear 2000 work resulted in the significardrgase in systems integration operating
expenses in 1998. The Company also incurred expeasefocus its efforts away from Year 2000 sexvito systems and software
reengineering for IP related applications. OpegaiRpenses related to coal mining were consistéhtthe prior year.

Depreciation and amortization expense has increb4@dnillion from $20 million in 1997. The primargason for this increase is the $910
million of capital expenditures in 1998, of whichproximately $481 million was placed in servicelBB8. The majority of the assets placed
in service are associated with 15 gateway sitestamcted for the expansion of the communicatiorsinass. Also contributing to the increase
was the depreciation and amortization on equipmerthased for computer outsourcing contracts, as®efuired through business
acquisitions in 1998 and the amortization of godidwlated to these acquisitions. Depreciation ambrtization will continue to increase in
1999 as additional facilities are placed in service

General and administrative expenses increased iB#B6n to $332 million in 1998. This increase di®%6 from 1997 is primarily attributab
to the implementation of the Business Plan, ineigdidditional communications and information seesipersonnel. The total number of
communications and information services employé&eaember 31, 1998 was approximately 2,200 as aosapto approximately 1,000 at
December 27, 1997. Cash compensation includedparese increased from $14 million in 1997 to $5liamlin 1998. In addition, $39
million of non-cash stock based compensation experss recorded in 1998, of which, $24 million walsited to the Company's Outperform
Stock Option program introduced in the second guart 1998. These costs are accounted for in aaocelwith SFAS No. 123, "Accounting
for Stock - Based Compensation." Professional ieegased $74 million in 1998 primarily for legalsts associated with obtaining licenses,
agreements and technical facilities and other dgwveént costs associated with starting to offerisesvin U.S. cities. Also included in
professional fees is third party software and dased development costs incurred in developinggirstted business support systems. These
expenses were recorded in accordance with the Aaretnstitute of Certified Public Accountant's (GRA") Statement of Position 98-1,
"Accounting for the Costs of Computer Software Deped or Obtained for Internal Use", which speailig identifies those costs that should
be expensed or capitalized for internally developaftivare. General and administrative expenseexpected to increase significantly in
future periods as the Company continues to implérenBusiness Plan.

Write-off of in process research and developmerg $20 million in 1998. On April 23, 1998 the Compaompleted the acquisition of
XCOM, a privately held company that developed ¢ertamponents necessary for the Company to dealidpterface between its IP based
network and the existing public switched telephoatvork.

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



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

EBITDA, as defined by the Company, consists of e@s (losses) before interest, income taxes, deiiee, amortization, non-cash
operating expenses (including stock-based compensatd in process research and development chaagdsther non-operating income or
expenses. The Company excludes noncash compendagdo its adoption of the expense recognitiowvigions of SFAS No. 123. EBITDA
decreased from $84 million in 1997 to ($100) in &@@imarily due to the significant increase in gehend administrative expenses,
described above, incurred in connection with thplémentation of the Company's Business Plan. EBIT®#ommonly used in the
communications industry to analyze companies oé#sts of operating performance. EBITDA is notiimted to represent cash flow for the
periods. See Consolidated Statements of Cash Flows.

Interest Income increased significantly in 1998133 million from $33 million in 1997 as the Compancash, cash equivalents and
marketable securities balances increased to $Bightat December 31, 1998 from $765 million at Betber 27, 1997 as a result of the two
debt offerings and the proceeds from the salesadriergy business. Pending utilization of the eaghivalents and marketable securities in
implementing the Business Plan, the Company intemdentinue investing the funds primarily in gaverent and governmental agency
securities. This investment strategy will providevér yields on the funds, but is expected to redbegisk to principal in the short term prior
to using the funds in implementing the Business Pla

Interest Expense, Net increased significantly f@fB million in 1997 to $132 million in 1998 duettee completion of the offering of $2
billion aggregate principal amount of 9.125% Semotes Due 2008 issued on April 28, 1998 and $8Bomaggregate principal amount at
maturity of 10.5% Senior Discount Notes Due 20@8iéxl on December 2, 1998. The amortization of iguoof the $79 million of debt
issuance costs associated with the Senior NoteSanidr Discount Notes also increased interestresgoa 1998. The Company capitalized
$15 million of interest expense on network congtaicand business support systems developmentqtsaje 1998.

Equity Losses in Unconsolidated Subsidiaries irsedao $132 million in 1998 primarily due to thauitg losses attributable to RCN
Corporation, Inc. ("RCN"). RCN is the largest simgburce, facilities-based provider of communigsatiservices to the residential markets
primarily in the Northeast and the largest regidnsdrnet service provider in the Northeast. RCII$® incurring significant costs in
developing its business plan including the acqois# of several Internet service providers. RCbssés increased from $52 million in 199
$205 million in 1998. The Company's proportiondtars of these losses, including goodwill amort@ativas $92 million and $26 million in
1998 and 1997, respectively. In 1998, the Compéauted to discontinue its funding of Gateway Oppoity Fund, LP, ("Gateway"), which
provided venture capital to developing businestbe.Company recorded losses of $28 million andréillton in 1998 and 1997,

respectively, to reflect Level 3's equity in losséshe underlying businesses of Gateway. Alsauidet in equity losses are equity earnings of
Commonwealth Telephone Enterprises, Inc., a Pewasid public utility providing telephone servicasd equity losses of Cable Michigan,
Inc. ("Cable Michigan") prior to its sale in 1998¢cable television operator in the State of Michiga

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

Gains on Sale of Assets increased significant988 due to the sale of Cable Michigan to Avalobl€af Michigan, Inc. in November
1998. The Company recognized a gain of approxim&@0 million from the cash for stock transactiéiso included in gains on the disposal
of assets are $8 million and $1 million of gainstibe disposal of property, plant and equipmentd@i8land 1997 respectively, and $9 million
of gains on the sale of marketable securities th periods.

Income Tax (Provision) Benefit differs from the exped statutory rate of 35% primarily due to thadewuctible write-off of the in process
research and development costs allocated in theM@@nsaction, losses incurred by the Companyérmattional subsidiaries which cannot
be included in thi



consolidated US federal income tax return and stat@me taxes. In 1997 the effective rate wastless the expected statutory rate primarily
due to prior year tax adjustments, partially oftsgthe effect of nondeductible compensation expassociated with the conversion of the
information services option and SAR plans to thedl& Stock Plan.

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

Results of Operations 1997 vs. 1996

In 1997, C-TEC Corporation ("C-TEC") announced titmboard of directors had approved the plannsttueturing of C-TEC into three
publicly traded companies. The transaction wascaffe September 30, 1997. As a result of the resiring plan, the Company owned less
than 50% of the outstanding shares and votingsigheach entity, and therefore has accountedafoh entity using the equity method as of
the beginning of 1997. In accordance with generatigepted accounting principles, C-TEC's finanggaition, results of operations and cash
flows are consolidated in the 1996 financial staets.

Revenue for the years ended December 27, 1997 aoeniiber 28, 1996 is summarized as follows (in om#):

1997 1996
Communications and Information Services $ 95 $ 42
Coal Mining 222 234
Other 15 376
$332 $ 652

Communications and Information Services revenueeased $53 million or 126% to $95 million in 19&®&venue from computer outsourc
services increased 22% to $50 million in 1997 wofi$41 million in 1996. The increase was due to nemputer outsourcing contracts
signed in 1997. Revenue for systems integratiow goe$45 million in 1997 from $1 million in 19961r8ng demand for Year 2000 renova
services fueled the growth for systems integragiocewvenue.

Revenue from coal mines declined 5% in 1997 fro@d$aiillion in 1996. Alternate source coal reveneelhed by $16 million in 1997. The
mine's primary customer, Commonwealth Edison, acatdd its contractual commitments in 1996 foralite source, thus reducing its
obligations in 1997. In addition to the declingannage shipped, the price of coal sold to Commaiftveleclined 1%. Revenue attributable
to other contracts increased by approximately $ami The actual amount of coal shipped to thasst@mers increased 5% in 1997, but the
price at which it sold was 4% lower than 1996.

In 1996 other revenue was comprised of $367 mikibrevenue attributable to the T&C companies and $9 million of revenue attribigeth
CPTC. CPTC's revenue increased to $15 million @i718s the tollroad became fully operational indbeond half of 1996 and traffic levels
increased throughout 1997.

Operating Expenses declined 39% from $268 milliot996 to $163 million in 1997 due to the consdlmaof C-TEC in 1996. Excluding C-
TEC expenses of $143 million, operating expenstsalyg increased 30% from $125 million to $163 ol in 1997. Operating expenses
related to Communications and Information Servineseased $30 million as a result of fupat migration costs associated with new conti
and significant increases in personnel costs dtightening supply of computer professionals in¢benputer outsourcing business.
Additional expenses were also incurred in 1997tdu@e start up of the systems integration businls® contributing to the increase in
operating expenses was the decline in high mattggmate source coal sold to Commonwealth Edisd®Bi7 and the absence of premium
refunds received in 1996 from a captive insurarmeepany that insured against black lung dise



Depreciation and Amortization Expense decreased ®4820 million in 1997 primarily due to the charigeaccounting for C-TEC.
Excluding $106 million of such expense attributaol€-TEC, depreciation and amortization expensg eeasistent with that of 1996.

General and Administrative Expenses. Excluding @G Tgeneral and administrative expenses increasédt@3$106 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 the information services'
option and SAR plans to the Level 3 Stock Plan. if#meainder of the increase relates to the increaspenses for new sales offices
established in 1997 for the systems integrationness and the additional personnel hired in 199mpdement the Business Plan.

Exclusive of the information services business.egahand administrative expenses decreased 28%#tan$ilion in 1997. A decrease in
professional services and the mine managementveespartially offset by increased compensatioreasp. Due to the favorable resolution
of certain environmental and legal matters, cdsis were previously accrued for these issues vearersed in 1997. Partially offsetting this
reduction were legal, tax and consulting expensssaated with the MidAmerican Transaction andsyearation of the Construction Group
and Diversified Group.

Interest Income decreased $17 million from $50iarilin 1996 due to the change in accounting forEZSTIn 1996, C-TEC accounted for
$14 million of interest income. The remaining deelin interest income was due to an overall rednatf yields earned by the Kiewit Mutual
Fund portfolios.

Interest Expense, Net. Interest expense increageificantly in 1997 after excluding $28 million ofterest attributable to C-TEC in 1996.
CPTC, the owner-operator of a privatized tollromdCalifornia, incurred interest costs of approxiehat9 million and $11 million in 1996
and 1997. In 1996, interest of $5 million was calfied due to the construction of the tollroad. §taiction was completed in August 1996,
and all interest incurred subsequent to that dateeharged against earnings. Interest associatbdhei financing of the Aurora, Colorado
property of $1 million, also contributed to theriease in interest expense.

Equity Losses in Unconsolidated Subsidiaries. Bissés for the Company's equity investments incdeiem $9 million in 1996 to $43
million in 1997. Had the C-TEC entities been acdedrfor using the equity method in 1996, the lossesld have been $13 million. The
expenses associated with the deployment and magketithe advanced fiber networks in New York, Basand Washington D.C., and the
costs incurred in connection with the buyout ofaketing contract with minority shareholders werienarily responsible for the increase in
equity losses attributable to RCN from $6 millien1i996 to $26 million in 1997. The Company's sledr€able Michigan's losses decreased
slightly in 1997. The Company also recorded $13iomilof equity losses attributable to Gateway 9719

Gains on Sale of Assets. Gains on the disposads#ta was consistent with that of 1996, howeverctimposition of the gains changed. In
1996, the gains primarily consisted of $6 millidrgains recognized on the sale of timberlands &hohilion of gains on the sale of
marketable securities. In 1997, the Company did@odgnize any gains on the disposition of timbettabut realized $9 million of gains on
the sale of marketable securities. In both pertbdsCompany recognized $1 million of gains on tispalsal of property, plant and equipment.

Income Tax Benefit (Provision). The effective inaoiax rate for 1997 is less than the expectedtstgtuate of 35% due primarily to prior
year tax adjustments, partially offset by the afffcmondeductible compensation expense assoaidtadhe conversion of the informatic
services option and SAR plans to the Level 3 Silek. In 1996, the effective rate was also lowantthe statutory rate due to the prior year
tax adjustments. These adjustments were partiffigtoby nondeductible costs associated with gobb@miortization and taxes on foreign
operations. In 1997 and 1996, the Company setthachzber of disputed tax issues related to priors/daat have been included in prior year
tax adjustments.

Discontinued Operations - Construction. Discontth@perations - Construction revenues increasedfisigmtly in 1997. Revenue
attributable to the construction segment incre&ddt million, primarily due to th



consolidation of ME Holding Inc., which was consilied in 1997 and several large projects and ya@ntures becoming fully mobilized and
well into the "peak" construction phase. The adtjaiss of several small plant sites and strong madonditions resulted in a $47 million
increase in materials revenue.

Earnings for the Construction Group increased 44%007 as a result of the favorable resolutionrofget uncertainties, several change o
settlements, and cost savings and early completomnises received during the year.

The separate financial statements and managend&suisssion and analysis of financial condition eggllts of operations of Peter Kiewit
Sons', Inc. should be obtained for a more detallscussion of the 1997 and 1996 results of oparatid the Construction Group.

Discontinued Operations - Energy. Income from disicwed operations increased to $10 million in 188 $9 million in 1996. The
acquisition of Northern Electric in late 1996 ahd tommencement of operations at the Mahanagdasthegenal facility in July, 1997 were
the primary factors that resulted in the increase.

In October 1997, MidAmerican sold approximatelyl1@illion shares of its common stock. This saleucst! the Company's ownership in
MidAmerican to approximately 24% but increaseditsportionate share of MidAmerican's equity. Itie Company's policy to recognize
gains or losses on the sale of stock by its inesst€he Company recognized an after-tax gain ofcaqapately $44 million from transactions
in MidAmerican stock in the fourth quarter of 1997.

On July 2, 1997, the Labour Party in the Uniteddéiom announced the details of its proposed "Wihdiak" to be levied against privatized
British utilities. This one-time tax is 23% of théference between the value of Northern Elecpic, at the time of privatization and the
utility's current value based on profits over aigeiof up to four years. CE Electric recorded attardinary charge of approximately $194
million when the tax was enacted in July, 1997. Tdtal after-tax impact to Level 3, directly thrduigs investment in CE Electric and
indirectly through its interest in MidAmerican, wg83 million.

Financial Condition - December 31, 1998
The Company's working capital increased $2.1 lildoring 1998 primarily due to the significant fivténg activities described below.
Cash provided by operating activities decreased®88 primarily due to the costs of implementing @@mpany's Business Plan.

Investing activities include using the proceedsftbe debt offerings and MidAmerican and Cable Mjah sales to purchase marketable
securities, $67 million of investments, net of cashuired, and $910 million of capital expendityggmarily for the expanding IP
communications and information services businesges investments include a $38 million investmerthe Commonwealth Telephone's
rights offering, $14 million of investments in imfoation services businesses and $15 million ofstments in Gateway.

Sources of financing in 1998 consisted primarilytef net proceeds of $1.94 billion from the sal&efior Notes in April and the net
proceeds of $486 million from the sale of 10.5%i8eBiscount Notes in December. Additional souritetude the conversion of 2.3 million
shares of Class C Stock, with a redemption valugl8® million, into 21 million shares of Common &tadn January, proceeds from the sale
of Common Stock of $21 million and the exercis¢haf Company's stock options for $10 million. In 89Revel 3 issued $183 million of
stock for the acquisition of several IP businessekreflected in the equity accounts the $164 omilfair value of the issuance and forced
conversion of the Class R Stock. The company repB2dmillion of long term debt during 1998.

The Company also received $967 million of net peaissfrom the sale of its energy business to MidAcaer



Liquidity and Capital Resources.

Since late 1997, the Company has substantiallgaszd the emphasis it places on and the resowreeted to its communications and
information services business. The Company has et the implementation of a plan to become {éitfastbased provider (that is, a
provider that owns or leases a substantial podfdhe property, plant and equipment necessaryduige its services) of a broad range of
integrated communications services. To reach g, ghe Company plans to expand substantiallyptiseness of its subsidiary, PKS
Information Services, Inc., ("PKSIS") and to credteough a combination of construction, purchasglaasing of facilities and other assets,
an international, end-to-end, facilities-based camitations network. The Company is designing itsvoek based on IP technology in order
to leverage the efficiencies of this technologytovide lower cost communications services.

The development of the Business Plan will requigaificant capital expenditures, a substantial jporof which will be incurred before any
significant related revenues from the Business Biarexpected to be realized. These expenditgsttter with the associated early opere
expenses, will result in substantial negative ojiegacash flow and substantial net operating logsethe Company for the foreseeable futi
Although the Company believes that its cost estsmand build-out schedule are reasonable, therbecan assurance that the actual
construction costs or the timing of the expendi&usdl not deviate from current estimates. The Camps capital expenditures in connection
with the Business Plan were $908 million in 1998 are expected to approximate $2.3 billion in 1998nagement believes the Company's
liquidity at December 31, 1998, in addition to tiet proceeds of $1.5 billion from the equity offeyicompleted in March 1999, and the cost
sharing agreement with INTERNEXT, should be suéfitito fund the currently committed portions of Bigsiness Plan.

The Company currently estimates the implementaifche Business Plan, as currently contemplatelliye@guire between $8 and $10 billion
over the next 10 years. The Company's ability tolément the Business Plan and meet its projeciadthris dependent upon its ability to
secure substantial additional financing in the fethe Company expects to meet its additionaltebpeeds with the proceeds from sales or
issuance of additional equity securities, creditliizes and other borrowings, or additional debtrities. The Senior Notes and Senior
Discount Notes were issued under an indenture wigchits the Company and its subsidiaries to isastantial amounts of debt. The
Company also has available approximately $2 bilbbnnused securities available under its "univérstzelf registration that was declared
effective by the Securities and Exchange Commisisidrebruary 1999. In addition, the Company may@etlispose of existing businesse:
investments to fund portions of the Business Plée. Company may sell or lease capacity, its coaduitaccess to its conduits. There can be
no assurance that the Company will be successfuldducing sufficient cash flow, raising sufficiedgbt or equity capital on terms that it v
consider acceptable, or selling or leasing fibaicogapacity or access to its conduits, or thateeals of dispositions of the Company's assets
will reflect the assets' intrinsic value. Furthiiere can be no assurance that expenses will seedxhe Company's estimates or that the
financing needed will not likewise be higher thatirmated. Failure to generate sufficient funds mesguire the Company to delay or abandon
some of its future expansion or expenditures, whmlld have a material adverse effect on the impleation of the Business Plan.

There can be no assurance that the Company wélblieto obtain such financing if and when it isdegbor that, if available, such financing
will be on terms acceptable to the Company. If@leenpany is unable to obtain additional financingewimeeded, it may be required to scale
back significantly its Business Plan and, dependimgn cash flow from its existing business, redieescope 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 service.i$ decided that an existing
business is not compatible with the communicatemms information services business and if a suithbiesr can be found, the Company may
dispose of that business.

New Accounting Pronouncement

On June 15, 1998, the FASB issued Statement of ikttt Standards No. 133, "Accounting for Derivatimstruments and Hedging
Activities" ("SFAS No. 133"). SFAS No. 133 is effae for fiscal years beginning after June 15, 1



(January 1, 2000 for the Company). SFAS No. 138ireq that all derivative instruments be recordedh® balance sheet at the fair value.
Changes in the fair value of derivatives are reedrelach period in current earnings or other congmrgile income, depending on whether a
derivative is designated as part of hedge trarmaetind, if it is, the type of hedge transactione Tompany currently makes minimal use of
derivative instruments as defined by SFAS No.

133. If the Company does not increase the utitiratif these derivative instruments by the effectiage of SFAS No. 133, the adoption of
standard is not expected to have a significantefia the Company's results of operations or iitarfcial position.

Disclosure of Year 2000 Issues
General

The Company's wholly owned subsidiary, Level 3 Camivations, LLC is a new company that is implenmsgntiew technologies to provide
Internet Protocol (IP) technology-based communicetiservices to its customers. This company hasted@ strategy to select technology
vendors and suppliers that provide products thatepresented by such vendors and suppliers teebe 2000 compliant. In negotiating its
vendor and supplier contracts, the company sedgas 2000 warranties that address the Year 200@kance of the applicable product(s).
As part of the Company's Year 2000 compliance pnogplans will be put into place to test these potsito confirm they are Year 2000
ready.

PKS Systems Integration LLC ("PKS Systems"), a &lidasy of PKSIS, provides a wide variety of infortita technology services to its
customers. In fiscal year 1998, approximately 57%he revenue generated by PKS Systems relatejegts involving Year 2000
assessment and renovation services performed bySyKtems for its customers. These contracts géyneegluire PKS Systems to identify
date affected fields in certain application softvaf its customers and, in many cases, PKS Syatedertakes efforts to remediate those date
affected fields so that Year 2000 data may be ms®xek 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 pravioge PKS Systems to its customers
and the potential for claims arising under PKS &ys&t customer contracts. PKS Systems attemptatecactually limit its exposure to

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

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

Level 3 Communications, L.L.C. ("Level 3 LLC")

Level 3 Communications, LLC., uses software andteel technologies throughout its business thatlmeagffected by the date change in the
Year 2000. The inability of systems to appropriatelcognize the Year 2000 could result in a disampdf Level 3 LLC's operations. Level 3
LLC has one main line of business: delivery of caimimations services to commercial clients overrfipgtic cable. The delivery of service
will be over Level 3 LLC cable when the network straction is complete. In the interim, serviced wé delivered over both owned and
leased lines.

Level 3 LLC faces two primary Year 2000 issues wébpect to its business. First, Level 3 LLC mssess the readiness of its systems that
are required to provide its customers communicatisarvices ("Service Delivery Systems"). Secormlel 3 LLC must evaluate the Year
2000 readiness of its internal business suppotésys(“Internal Business Support Systems"). LeMdl@ must also verify the readiness of
the providers of the leased lines currently in use.

Level 3 LLC, has designated a full-time Year 20@@ctor in addition to establishing a program ddfataffed in part by experienced Year
2000 consultants. Level 3 is progressing througbraprehensive program to evaluate and addresdfawt ef the Year 2000 on its Internal
Business Support Systems, and the Service Delsgsyems. The plans' focus upon Year 2000 issuessatemf the following phase



Phase

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

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

(lIMImplementation - Completion of the necessamaiges as delineated in Phase 1.

(IV) Verification - Determining whether the convinss implemented in Phase 11l have resolved ther 2680 problem so that date related
calculations will function properly, both as indival units and on an integrated basis. This wilintnate in an end-to-end system test to
ensure that the customer services being deliveyedebel 3 LLC will function properly and that allipport services necessary to business
operations will be Year 2000 compliant.

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

With respect to its Year 2000 plans, Level 3 cuifyelnas activities underway in each of the five gdmabove. The current stage of activities
varies based upon the type of component, systedfipmoustomer service at issue.

Business Functions Operational Effe ct  Current Status
Customer Delivery Systems Inability to del iver Phases | to Phase V*
Customer Service s

Internal Business Support Systems Failures of haldPhases | to Phase V* Support Services and @estBilling

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

The expenses associated with this project by L&yvas well as the related potential effect on L&velarnings, are not expected to have a
material effect on the future operating resultfimancial condition of Level

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

Level 3 has significant relationships and depen@sneith regard to systems and technology provatetisupported by third party vendors
and service providers. In particular, the custodedivery business of Level 3 is dependent upordtharties who provide telecommunication
services while the infrastructure continues to bidt.bAs part of its Year 2000 program, Level 3 Isasight to obtain formal Year 2000
compliance representation from vendors who propiggucts and services to Level 3. The vendor canpé process is being performed
concurrently with the company's ongoing Year 20aldation activities. This compliance process cstssof obtaining information from
disclosures made publicly available on company wedsreviewing test plans and results made availisbm suppliers, and following up
with letters and phone calls to any vendors wheehat made such information available to Level $&ts

Because of the aforementioned reliance placedichplarty vendors, Level 3' estimate of costs tanoeirred could change substantially
should one or more of the vendors be unable toyiahgiver Year 2000 compliant products. Level dmot own the proprietary hardware
technology or third party software source coddadtl in its business and therefore, Level 3 caantially renovate the hardware or third
party software identified as having Year 2(



support issues. The standard components suppligdrmjors for the customer delivery systems have bested in laboratory settings and
certified as to their compliance.

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

PKSIS

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

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

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

Phase

(I) Assessment - Awareness, commitment, and evahlyab including a detailed inventory of systems @ervices that the Year 2000 may
impact.

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

(MImplementation - Completion of the necessalmaiges per vendor specifications, (that is, rephare or retirement) as outlined in Phase
Il.

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

(V) Completion - The final rollout of componentgdran operational unit.

With respect to its Year 2000 plans, PKSCS curyamdls activities underway in each of phases Iibdlgh V. The current stage of activities
varies based upon the type of component, systedfipmoustomer service at issue.

PKSSI generally faces two primary Year 2000 issuiéls respect to its business. First, PKSSI providegde variety of information
technology services to its customers which coul@pially expose PKSIS to contractual liability féear 2000 related risks if services are
performed in a timel



or satisfactory manner. Second, PKSSI must evalradeif necessary, upgrade or replace its intdrasiness support systems which may
have date dependencies. PKSSI believes the primizmnal systems affected by the Year 2000 issuetwdould have an impact on its
business are desktop and network hardware andaeftRKSSI| has completed its Year 2000 assessrhdasktop hardware and software,
and, based on vendor representations, has deteftiiaematerial upgrades or replacements are gatrexl. PKSSI is in the process of
communicating with its vendors to assess its serard communications hardware for Year 2000 readiriEhis assessment is expected to be
completed by approximately April 1, 1999.

In fiscal year 1998, approximately 39% of the raxegenerated by PKSSI related to projects involiegr 2000 assessment and renovation
services performed by PKSSI for its customers. Thisreduction from 80% in 1997. Some of thesdregts require PKSSI to identify date
affected fields in certain application softwaratefcustomers and, in many cases, PKSSI undertffass to remediate those date-affected
fields so that Year 2000 data may be processeds, ¥ear 2000 issues affect certain services PK&®ghes to its customers. This exposes
PKSSI to potential risks that may include problewith services provided by PKSSI to its customers thre potential for claims arising under
PKSSI's customer contracts. In some cases PKSSidmisctual warranties which could require PK@Sperform Year 2000 related servic
after the year 2000. PKSSI attempts to contractuiatiit its exposure to liability for Year 2000 cqimance issues. However, there can be no
assurance as to the effectiveness of such conaidhitations.

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

Business Functions Current Areas of Foc us Operational Impact Current Status
Computer Outsourcing Large & Mid-Range CPU Inability to continue  Mid Phase Il to
Service OEM Software critical processing of Phase V

OS Systems customer's systems

Network Equipment
Support Facilities

Internal Support Syste ms & Failures of Internal Mid Phase Il to
Business Processes Support Services Phase V
Systems Integration Internal Support Syste ms & Failures of critical ~ Assessment of
Services Business Processes Internal Support desktop hardware
Services and software has

been completed.
Assessment of
services and
communications
hardware is
expected to be
completed by
approximately Apri
1, 1999

PKSIS has significant relationships and dependeneith regard to systems and technology providetsapported by third party vendors
and service providers. In particular, the compatesourcing business of PKSCS is dependent upuoh larties who provide
telecommunication service, electrical utilities andinframe and midrange hardware and software geosi As part of its Year 2000 progr:
PKSIS has sought to obtain formal Year 2000 compkarepresentation from vendors who provide pradaot services to PKSIS. The
vendor compliance process is being performed coantly with the companies ongoing Year 2000 renteatizactivities. PKSCS is also
working with its outsourcing customers to inforneith of certain dependencies which exist which mégcaPKSIS' Year 2000 efforts and
certain critical actions which PKS



believes must be undertaken by the customer irr dodslow PKSIS to implement its Year 2000 effactsicerning the operating software
system provided by PKSCS for its customers.

To date, PKSCS has received written responses dmproximately 40% of the vendors from whom it hagght Year 2000 compliance
statements. With respect to those key third pagtyders and suppliers who have failed to respondtiting, PKS is following up directly wit
such vendors and suppliers and obtaining informétiom other sources, such as disclosures madécpuavailable on company websites.

Because of this reliance on third party vendorsSFEX estimate of costs to be incurred could chaudpstantially should one or more of the
vendors be unable to timely deliver Year 2000 céamplproducts. PKSCS does not own the proprietarghliare technology or third party
software source code utilized in its business aerdeffore, PKSCS cannot actually renovate the haslaasoftware identified as having Year
2000 support issues.

The expenses associated with PKSIS' Year 2000tgeffas well as the related potential effect on Ri&®hings, are not expected to have a
material effect on the future operating resultfimancial condition of Level 3. There can be nousagaace, however, that the Year 2000
problem, and any loss incurred by any customeRKS as a result of the Year 2000 problem, willlmte a material adverse effect on Level
3's financial condition and results of operations.

With respect to the contingency plans for PKSC8hqlans generally fall into two categories. Conagy the internal support systems of
PKSCS, PKSCS has certain redundant and backugiéssisuch as on-site generators, water supplypanths. PKSCS has undertaken
contingency plans with respect to these internsiiesyis by performing due diligence with the venddrhese systems in order to investigate
the Year 2000 compliance status of these systemissuich systems are tested on a monthly basis. réfiect to the operating systems
obtained from third party vendors and maintainedPBysCS for its outsourcing customers, contingernapgare developed by PKSCS and its
customers on a case by case basis as requestadctath and paid for by PKSCS' customers. Howeliere is no contingency plan for the
failure of operating system software to properlpdia Year 2000 date processing. If the operatistesy software provided to PKS by third
party vendors fails at the PKSCS Data Center, seddor supplied software is expected to fail evérgme and no immediate work around
could be supplied by PKSCS. In the event compuerdlare supplied by PKSCS for its outsourcing austiofails, some customers have
contracted for contingency plans through disagteovery arrangements with a third party which siggpdisaster recovery services.

Costs of Year 2000 Issues

Level 3 currently expects to incur approximatel &lmillion of costs in aggregate, through the eh@i999. These costs primarily arise from
direct costs of Level 3 employees verifying equiptrend software as Year 2000 ready. However, L&wkdes not separately track the
internal employee costs incurred for its Year 2pfg)ects. Level 3 does track all material costsiined for its Year 2000 projects as well as
all costs incurred by the Year 2000 program offlaevel 3 has estimated the time and effort expertgeits employees on Year 2000 projects
based on an analysis of Year 2000 project plans.

PKSIS has incurred approximately $4.2 million o$tsoto implement its Year 2000 program through 1988 currently expects to incur an
additional approximately $3.6 million of costs iggaegate, through the end of 1999. These costsaphynarise from direct costs of PKSCS
employees working on upgrades per vendor spedifitabf operating system software for PKSCS outsiagrcustomers and the cost of
vendor supplied operating systems software upgradeédhe cost of additional hardware. However, FK&es not separately track the
internal costs incurred for its Year 2000 projentsl does not track the cost and time its emplogpesd on Year 2000 projects. PKSCS has
estimated the time and effort expended by its epgae on Year 2000 projects based on an analy¥isaif 2000 project plans. Labor costs
PKSCS' Year 2000 projects were estimated to beilibn for 1998 and are estimated to be approxétyaone million dollars for 1999
through September 1999, when such projects aremtiyrscheduled for completion. These labor cosisnecessarily increase if such
projects take longer to complete. Costs for soféngrgrades, additional equipment costs and aystm for PKSCS' Year 2000 projects
were estimated to be $2.1 million for 1998 andesmtimated to be $2.5 million for 1999. Such costsret available for PKSSI but are not
believed to be material. Year 2000 costs for PK88Ibelieved to be substantially less than PKS@S@eus primarily on the cost of
evaluating and, if necessary, upgrading network



desktop hardware and software. The costs incurydRKIS S| for performing Year 2000 services for iistomers are included within PKSSI's
pricing for such services.

Risks Associated with Year 2000 Issues

Due to the complexity of the issues presented byyiar 2000 date change and the proposed solutindghe interdependence of external
vendor support services, it is difficult to asse#th any degree of accuracy the future effect teilre in any one aspect or combination of
aspects of the Company's Year 2000 activities.Gti@pany cannot provide assurance that actual sesilltnot differ from management's
estimates due to the complexity of upgrading thetesys and related technologies surrounding the 2@@0 issue.

Failure by the Company to complete its Year 20avities in a timely or complete manner, within @stimate of projected costs, or failure
third parties, such as financial institutions aakhted networks, software providers, local teleghoompanies, long distance providers and
electricity providers among others, to correctitisgstems, with which the Company's systems intareot, could have a material effect on
Company's future results of operations and findpmaition. Other factors which might cause a matelifference from management's
estimate would include, but not be limited to, #vailability and cost of personnel with appropriskéls and abilities to locate and upgrade
relevant computer systems and similar uncertaingiesvell as the collateral effects on the Compzfrthe Year 2000 problem on the econc
in general, or on the Company's business partmefsastomers in particular.

ITEM 7A. MARKET RISK DISCLOSURE

Level 3 is subject to market risks arising frommdpas in interest rates, equity prices and foreiginange rates. Due to the Company's
significant marketable securities position at Delben81, 1998, fluctuations in interest rates cdidde a material effect on the value of these
securities. However, any fluctuation is partiallitigated by the Company's strategy of investinghort-term government and government
agency securities with maturities of one year sslé\ 50 basis point increase in the level of ggerates on the Company's marketable
securities portfolio at December 31, 1998 wouldeha5 million impact on the value of these semit

In 1998, the Company issued approximately $2.%0bilbf Senior Notes and Senior Discount Notes '(Mates"). Fluctuations in interest ra
will affect the fair value of this debt but intetexpense will not be affected due to the fixeeiiest rates of the Notes. Level 3 has the ability
to redeem all or a portion of the Senior Notes &adior Discount Notes beginning in 2003. If intérases decrease significantly, the amount
of redemptions, if any, could be affected. The Camypcontinues to evaluate alternatives to limieiast rate risk.

Level 3 has investments in several publicly tradetities, primarily Commonwealth Telephone and RThe Company accounts for these
two investments using the equity method. The markte of these investments is $818 million as e€&mber 31, 1998, which is
significantly higher than their carrying value & million. The Company does not currently havanplto dispose of these investments,
however, if any such transaction occurred, theevahiceived for the investments would be affectethbymarket value of the underlying st
at the time of any such transaction. A 20% decreatiee price of Commonwealth Telephone and RCNksteould result in approximately a
$162 million change in fair value of these investtise The Company does not currently utilize finahmstruments to minimize its exposure
to price fluctuations in equity securities.

The Company is implementing its Business Plan irope and as a result is exposed to certain foraigrency risks. Exposure to these risks
was not significant at December 31, 1998 due tdithiged amount of net assets invested in Europef éisat date. In 1999, the Company will
continue to expand its presence in Europe and #mehsian market, and will continue to analyzé& risanagement strategies to reduce
foreign currency exchange risk.

The changes in interest rates, equity securityeprand foreign exchange rates are based on hyjgallrabvements and are not necessarily
indicative of the actual results that may occutuFeliearnings and losses will be affected by adtuetuations in interest rates, equity prices
and foreign currency rate



ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

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

The financial statements of an equity method ire@$RCN Corporation) are required by Rule 3.09amedncorporated by reference from
RCN's Form 10-K for the year ended December 31818i@d under Commission No. 000-22825.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

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

The following information is provided in responsethe requirements of ltem 304(a)(1) of RegulatieK.

i) PricewaterhouseCoopers LLP (formerly Coopersydiand L.L.P. which became PricewaterhouseCoopePsdn July 1, 1998) was
dismissed as the Company's independent accoumffi@tsive as of the close of business on Augustl258.

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

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

iv) In connection with its audits for the two maestent fiscal years and through August 25, 199&ethere no disagreements with
PricewaterhouseCoopers LLP on any matter of acaugiptinciple or practice, financial statement thscre, or auditing scope or procedure,
which disagreements if not resolved to the satifamf PricewaterhouseCoopers LLP, would have edu®ricewaterhouseCoopers LLP to
make reference thereto in their report on the fire@rstatements for such years.

v) During the two most recent fiscal years and tlgfloAugust 25, 1998 there were no reportable eVastdefined in Regulation S-K Item
304(a)(1)(V)).

The following information is provided in responsethe requirements of ltem 304(a)(2) of RegulatieoK.

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

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information required by this Item 10 is incorgted by reference to the Company's definitive pretatement for the 1999 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission, however certaintimidion is included above under the
caption "Directors and Executive Officers" undenit 1. Busines:



ITEM 11. EXECUTIVE COMPENSATION

The information required by this Item 11 is incorgted by reference to the Company's definitive pratatement for the 1999 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

The information required by this Item 12 is incaorgted by reference to the Company's definitive pretatement for the 1999 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information required by this Item 13 is incomgted by reference to the Company's definitive pretatement for the 1999 Annual
Meeting of Stockholders to be filed with the Setiesiand Exchange Commission.

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

(a) Financial statements and financial statemdmcdugles required to be filed for the registrantaritems 8 or 14 are set forth following the
index page at page F1. Exhibits filed as a pathisfreport are listed below. Exhibits incorporalsdreference are indicated in parentheses.

Exhibit Number Description

3.1 Restated Certificate of Incorporation, effeetdanuary 8, 1992 (Exhibit 3.1 to Company's ForaKX0r 1991).

3.2 Certificate of Amendment of Restated Certificat Incorporation of Peter Kiewit Sons', Inc. eefive December 8, 1997.
3.3 By-laws, composite copy, including all amendtaeas of March 19, 1993 (Exhibit 3.4 to Compaigsm 10-K for 1992).

10.1 Separation Agreement, dated December 8, 1§9and among PKS, Kiewit Diversified Group Inc., #Koldings, Inc. and Kiewit
Construction Group Inc. (Exhibit 10.1 to the Comyarorm 10-K for 1997).

10.2 Amendment No. 1 to Separation Agreement, dg@dh 18, 1997, by and among PKS, Kiewit DiveesifiGroup Inc., PKS Holdings,
Inc. and Kiewit Construction Group Inc. (Exhibit.1Go the Company's Form 10-K for 1997).

10.3 Cost Sharing and IRU Agreement between Le&@munications, LLC and INTERNEXT, LLC dated Ja¥, 1998 (Exhibit 10.1 to
the Company's Quarter Report on Form 10-Q forlheet months ended September 30, 1998).

21 List of subsidiaries of the Company.

23.1 Consent of Arthur Andersen LLP

23.2 Consents of PricewaterhouseCoopers LLP

23.3 Consents of PricewaterhouseCoopers LLP

27 Financial data schedules.

(b) Reports on Form 8-K filed by the Company durtting fourth quarter of 1997.

On October 1, 1998, the Company filed a CurrentdRegn Form 8-K relating to the issuance of an aggte of 150,609 shares of Common
Stock pursuant to Regulation S in connection wWithdcquisition of miknet Internet Based Services@n



On October 5, 1998, the Company filed a CurrentdRegn Form 8-K relating to the issuance of an aggte of 13,935 shares of Common
Stock pursuant to Regulation S in connection withdcquisition of GeoNet Communications, Inc. Tétalthumber of shares issued in this
acquisition was 511,719.

On December 3, 1998, the Company filed a CurreppRen Form 8-K relating to the issuance of pre¢sases announcing the offering and
completion of an offering of 10.5% Senior Discoblutes due 2008 in a transaction exempt from regisir under the Securities Act of 19:
as amended.

On December 7, 1998, the Company filed a CurreppRe@n Form 8-K describing certain risks assodatéh the implementation of the
Company's business ple



SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regiigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, this 31st day of March, 1999.

Level 3 Communications, Inc.

By: /sl Janes Q Crowe
Narre: James Q Crowe
Title: Presi dent and Chief Executive Oficer

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

Nanme Title Dat e

/sl Walter Scott, Jr. Chai rman of the Board March 31, 1999

Wal ter Scott, Jr.

Presi dent, Chief Executive Oficer
/sl Janes Q Crowe and Director March 31, 1999

James Q Crowe

Executive Vice President, Chief

/'s/ R Dougl as Bradbury Fi nancial Oficer and Director March 31, 1999
R. Dougl as Bradbury (principal financial officer)

/sl Eric J. Mortensen Controller (principal accounting March 31, 1999
--------------------------- of ficer)
Eric J. Mrtensen

/sl WlliamL. G ewcock Director March 31, 1999

WIlliamL. Gewock

/'s/ Philip B. Fletcher Director March 31, 1999

Philip B. Fletcher

/sl Richard R Jaros Director March 31, 1999

Ri chard R Jaros

/'s/ Robert E. Julian Director March 31, 1999

Robert E. Julian

/sl David C. McCourt Di rector March 31, 1999

David C. MCourt

/sl Kenneth E. Stinson Di rector March 31, 1999

Kenneth E. Stinson

/sl M chael B. Yanney Director March 31, 1999

M chael B. Yanney

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Index to Consolidated Financial Statements



Reports of Independent Public Accountants
Financial Statements as of December 31, 1998 agdrblger 27, 1997 and for the three years ended Deedd, 1998:

Consolidated Statements of Earnings

Consolidated Balance Sheets

Consolidated Statements of Cash Flows Consolidatagments of Changes in Stockholders' Equity Qmlsged Statements of
Comprehensive Income Notes to Consolidated FinhStsements

Schedules not indicated above have been omittemlise®f the absence of the conditions under whiep &re required or because the
information called for is shown in the consolidafedncial statements or in the notes thereto.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Board of Directors and Stockholders of Le&8/€ommunications, Inc.:

We have audited the consolidated balance sheed\a#|[3 Communications, Inc. and subsidiaries (@a@ate corporation) as of December
1998 and the related consolidated statements niregy;, cash flows, changes in stockholders' equity comprehensive income for the year
then ended. These consolidated financial statenaeatthe responsibility of the Company's managen@umnt responsibility is to express an
opinion on these financial statements based omodit.

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

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of Level 3
Communications, Inc. and subsidiaries as of Dece®bgel1998 and the consolidated results of thedrajons and their cash flows for the
year then ended in conformity with generally acedmccounting principle

Arthur Andersen LLP

Denver, Colorado
March 29, 1999

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

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

We have audited the consolidated balance sheed\a#|13 Communications, Inc. and Subsidiaries (folyn®eter Kiewit Sons', Inc.) as of
December 27, 1997 and the related consolidateenséatts of earnings, cash flows, changes in stodensllequity and comprehensive incc
for each of the two years in the period ended Déegrd7, 1997. These financial statements are gporesibility of the Company's
management. Our responsibility is to express aniopion these financial statements based on outsaud

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

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢consolidated financial position of Level 3
Communications, Inc. and Subsidiaries as of Dece®bgel997 and the consolidated results of thegrajions and their cash flows for each
of the two years in the period ended December 297 In conformity with generally accepted accougfiminciples.

Coopers & Lybrand LLP

Omaha, Nebraska
March 30, 1998

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES



(dollars in millions, except per share data)

Revenue

Cost and Expenses:
Operating expenses
Depreciation and amortization
General and administrative expenses

Write-off of in process research and development

Total costs and expenses

Earnings (Loss) from Operations

Other Income (Expense):
Interest income
Interest expense, net
Equity losses in unconsolidated subsidiaries
Gain on equity investee stock transactions
Gain on sale of assets
Other, net

Total other income (expense)

Earnings (Loss) Before Income Taxes
and Discontinued Operations

Income Tax Benefit (Provision)

Income (Loss) from Continuing Operations

Discontinued Operations:

Gain on Split-off of Construction Group

Construction operations net of income tax
expense of ($107) and ($72)

Gain on disposition of energy business net of in
expense of $175

Energy, net of income tax benefit (expense)
of $1 and ($9)

Income from discontinued operations

Net Earnings

Earnings (Loss) Per Share of Level 3 Common Stock

(Basic and Diluted):

Continuing operations

Discontinued operations excluding construction o

Net earnings excluding construction operations

Net earnings excluding gain on
Split-off of Construction Group

See accompanying notes to consolidated financitéstents

Consolidated Statements of Earnings
For the three years ended December 31, 1998

1998 1997
$ 392 $ 332
(199) (163)
(66) (20)
(332) (106)
(30) -
(627) (289)
(235) 43
173 33
(132) (15)
(132) (43)
62 -
107 10
4 7
82 (8)
(153) 35
25 48
(128) 83
608 -
- 155
come tax
324 -
- 10
932 165
$ 804 $ 248
$ (43) $ .33
perations $ 3.09 $ .04
$ 2.66 $ .37
$ .64 $ .37

(33)



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Balance Sheets
December 31, 1998 and December 27, 1997

(dollars in millions) 1998

Assets

Current Assets:

Cash and cash equivalents $ 848
Marketable securities 2,863
Restricted securities 26
Receivables, net 57
Investment in discontinued operations - energy -
Income taxes receivable 54
Other 29
Total Current Assets 3,877
Net Property, Plant and Equipment 1,061
Investments 323
Investments in Discontinued Operations - Constructi on -
Other Assets, net 264
$5,525

See accompanying notes to consolidated financial st atements.



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

December 31, 1998 and December 27, 1997

(dollars in millions)

Liabilities and Stockholders' Equity

Current Liabilities:
Accounts payable
Current portion of long-term debt
Accrued reclamation and other mining costs
Accrued interest
Deferred income taxes
Other

Total Current Liabilities

Long-Term Debt, less current portion
Deferred Income Taxes

Accrued Reclamation Costs

Other Liabilities

Commitments and Contingencies

Stockholders' Equity:
Preferred stock, $.01 par value, authorized 10,0

250,000 shares in 1997: no shares outstanding

Common stock:

Common stock, $.01 par value in 1998 and $.062
authorized 500,000,000 shares: 307,874,706
1998 and 271,034,280 outstanding in 1997

Class B, no shares outstanding in 1997

Class C, 10,132,343 shares outstanding in 1997

Class R, $.01 par value, authorized 8,500,000
no shares outstanding in 1998 and 1997

Additional paid-in capital
Accumulated other comprehensive income (loss)
Retained earnings

Total Stockholders' Equity

See accompanying notes to consolidated financial st

(continued)

1998

96

167

00,000 shares in 1998,
in 1998 and 1997 -

5 par value in 1997,
outstanding in

shares:

atements.

137

83

100

140



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
For the three years ended December 31, 1998

(dollars in millions) 1998 1997 1996

Cash Flows from Operating Activities:

Net Earnings $ 804 $ 248 $ 221
Less: Income from Discontinued Operations (932) (165) (117)
Income (loss) from continuing operations (128) 83 104

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

Write-off in process research and developmen t 30 - -
Equity losses, net 132 43 9
Depreciation and amortization 66 20 124
Amortization of discounts on marketable secu rities (24) - -
Amortization of debt issuances costs 3 - -
Gain on sale of property, plant and

equipment and other assets (17) (10) (20)
Gain on equity investee's stock transactions (62) - -
Gain on sale of Cable Michigan (90) - -
Compensation expense attributable to stock a wards 39 21 -
Federal income tax refunds 46 146 -
Deferred income taxes (50) (103) (68)
Accrued interest on marketable securities (39) - -
Change in working capital items:

Receivables (2) 9) Q)

Other current assets (10) Q) 6

Payables 239 3) 9

Other liabilities 39 (5) 13
Other 3) - 3

Net Cash Provided by Continuing Operations 170 182 189

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

securities 3,214 167 378
Purchases of marketable securities (5,334) (452) (311)
Purchases of restricted securities 2) 2) 2)
Capital expenditures (910) (26) (117)
Investments and acquisitions, net of cash acquir ed (67) (42) (59)
Proceeds from sale of property, plant

and equipment, and other investments 27 1 14
Proceeds from sale of Cable Michigan 129 - -
Other - 3 8)

Net Cash Used in Investing Activities $(2,943) $ (351) $ (105)

See accompanying notes to consolidated financial st atements.



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
For the three years ended December 31, 1998
(continued)

(dollars in millions) 1998 1997 1996

Cash Flows from Financing Activities:

Long-term debt borrowings, net of issuance costs $2,426 $ 17 $ 38
Payments on long-term debt, including current po rtion (12) 2) (60)
Issuances of common stock 21 117 -
Exchange of Class C Stock for Class D Stock, net 122 72 20
Stock options exercised 11 21 -
Issuances of subsidiaries' stock - - 1
Repurchases of common stock (2) - (11)
Dividends paid - (12) (112)
Net Cash Provided by (Used in) Financing Activities 2,567 213 (23)
Cash Flows from Discontinued Operations:
Proceeds from sale of discontinued energy operat ions,
net of income tax payments of $192 million 967 - -
Discontinued energy operations - 3 5
Investments in discontinued energy operations - (31) (282)
Net Cash Provided by (Used in) Discontinued Operati ons 967 (28) (277)
Cash and Cash Equivalents of C-TEC at the Beginning of 1997 - (76) -
Net Change in Cash and Cash Equivalents 761 (60) (216)
Cash and Cash Equivalents at Beginning of Year 87 147 363
Cash and Cash Equivalents at End of Year $ 848 $ 87 $ 147

Supplemental Disclosure of Cash Flow Information:
Income taxes paid $ 246 $ 62 $ 55
Interest paid 104 13 38

Noncash Investing and Financing Activities:
Issuances of stock for acquisitions:

XCOM Technologies, Inc. $ 154 $ - $ -

GeoNet Communications, Inc. 19 - -

Others 10 - -
Conversion of MidAmerican convertible debentures

to common stock $ - $ - $ 66

The activities of the Construction Group have besnoved from the consolidated statements of castsflThe Construction Group had cash

flows of ($62) million, $59 million and $79 milliofor the three months ended March 31, 1998, (the ofethe Split-off) and fiscal 1997 and
1996, respectively.

See accompanying notes to consolidated finanasdsients



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Changes in Stockholders'
Equity For the three years ended December 31, 1998

Class Accumulated
B&C Additional Other
Common Common Paid-in Comprehensive Retained

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

December 30, 1995 $ 1% 1 $ 210 $ 11 $1,384 $ 1,607
Common Stock:

Issuances - - - - - -

Repurchases - - Q) - (10) (11)

Dividends(a) - - - - (12) (12)
Class C Stock:

Issuances - - 27 - - 27

Repurchases - - Q) - 4) (5)

Dividends (a) - - - - (13) (13)
Net Earnings - - - - 221 221
Other Comprehensive

Income - - - 5 - 5
Balance at

December 28, 1996 1 1 235 16 1,566 1,819
Common Stock:

Issuances - - 117 - - 117

Stock options exercised - - 21 - - 21

Stock dividend - 7 ) - - -

Stock option grants - - 27 - - 27
Class C Stock:

Issuances - - 33 - - 33

Repurchases - - - - 2) 2)

Dividends (b) - - - - (13) (13)

Conversion of

debentures - - 1 - - 1

Net Earnings - - - - 248 248
Other Comprehensive

Loss - - - (21) - (21)
Balance at

December 27, 1997 $ 1 % 8 $ 427 $ (5) $1,799 $2,230

(@) Includes $.70 and $.05 per share for dividemd€lass C and Common Stock, respectively, declaré896 but paid in January 1997.
(b) Includes $.80 per share for dividends on Casteclared in 1997 but paid in January 1998.

See accompanying notes to consolidated financitéstents



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Class
B&C
Common Common
(dollars in millions) Stock Stock

Balance at
December 27, 1997 $ 1%

Common Stock:

Issuances -
Stock options exercised -
Designation of par

value to $.01 - (
Stock dividend -
Stock plan grants -
Income tax benefit from

exercise of options -

Class R Stock:
Issuance and forced
conversion -

Class C Stock:
Repurchases -
Conversion of debentures -

Net Earnings -
Other Comprehensive Loss -
Split-off of the Construction

& Mining Group Q)

Balance at
December 31, 1998 $ - %

See accompanying notes to consolidated financitéstents

(continued)

Accumulated
Additional Other

Paid-in  Comprehensive
Capital  Income (Loss)

Consolidated Statements of Changes in StockholBgtsty For the three years ended December 31,1998

Retained
Earnings

8 $ 427 $ (5

1 203 -
1 10 -

1 (1) -
- 44 -

- 164 -
- (25) -
- 10 -

- - (6)
- (94) 15

$1,799

@

804

(1,045)

3 $ 765 $ 4

$1,393

$2,230

204
10

44

19



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Income
For the three years ended December 31,1998

(dollars in millions) 1998 1997 1996
Net Earnings $ 804 $ 248 $ 221
Other Comprehensive Income Before Tax:

Foreign currency translation adjustments 1 - Q)

Unrealized holding gains (losses) arising during period 2) (23) 12

Reclassification adjustment for gains

included in net earnings 9) 9) 3)

Other Comprehensive Income (Loss), Before Tax (10) (32) 8
Income Tax Benefit (Expense) Related to Unrealized

Holding Gains (Losses) 4 11 3)
Other Comprehensive Income (Loss) Net of Taxes (6) (21) 5
Comprehensive Income $ 798 $ 227 $ 226

See accompanying notes to consolidated finanasdsients



LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(1) Reorganization - Discontinued Construction @giens

In October 1996, the Board of Directors (the "Bdaaf Level 3 Communications, Inc. ("Level 3" oretHiCompany"), directed managemer
the Company to pursue a listing of the Companys€£D Diversified Group Convertible Exchangeablen@mn Stock, par value $.0625 per
share (the "Class D Stock"), as a way to addresaicéssues created by the Company's then twa-clagital stock structure and the need to
attract and retain the best management for the @oypbusinesses. During the course of its exaomat the consequences of a listing of
the Class D Stock, management concluded thatiaglief the Class D Stock would not adequately askltkese issues, and instead began to
study a separation of the construction operatit@sr{struction Group") from the other businessethefCompany (the "Diversified Group"),
thereby forming two independent companies. At imet the performance of the Diversified Group weftected by the Class D Stock. The
performance of the Construction Group was reflebiethe Company's Class C Construction & Mining @rd&estricted Redeemable
Convertible Exchangeable Common Stock, par val0é2k per share (the "Class C Stock"). At the raguleeting of the Board on July 23,
1997, management submitted to the Board for coreida a proposal for the separation of the Corsitn Group and the Diversified Group
through a split-off of the Construction Group (t8plit-off"). At a special meeting on August 14,919 the Board approved the 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 bottetCompany's Class C and the Class D Stock, ané¢k@t by the Company of an Internal
Revenue Service ruling or other assurance acceptalthe Board that the separation would be tax#iveJ.S. stockholders. On December 8,
1997, the holders of Class C Stock and Class DkStpproved the Split-off and on March 5, 1998, @lmnpany received a favorable private
letter ruling from the Internal Revenue Servicee Bplit-off was effected on March 31, 1998. In cection with the Split-off, (i) the
Company exchanged each outstanding share of Cl&ssdk for one share of Common Stock of PKS Holsliigc. ("New PKS"), the
Company formed to hold the Construction Group, kicl eight-tenths of a share of the Company's Ga€snvertible Common Stock, par
value $.01 per share (the "Class R Stock"), waslh#d to replace certain conversion features ilCtaes C Stock which would terminate
upon the Split-off (i) New PKS was renamed "Pd&t@wit Sons', Inc."

(iii) the Company was renamed "Level 3 Communiaatidnc.", and (iv) the Class D Stock was desighatecommon stock, par value $.01
per share (the "Common Stock"). As a result ofSpét-off, the Company no longer owns any interest in NRS or the Construction Grot
Accordingly, the separate financial statementsrandagement's discussion and analysis of finanoiadition and results of operations of
Peter Kiewit Sons', Inc. should be obtained toeevhe financial position of the Construction Gragpof December 27, 1997, and the results
of operations for the two years ended Decembel297.

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

In connection with the Split-off, Level 3 and therGtruction Group entered into various agreementisiding a Separation Agreement, a Tax
Sharing Agreement and an amended Mine ManagemeaeeAgent.

The Separation Agreement, as amended, providebdallocation of certain risks and responsibsititween Level 3 and the Construction
Group and for crosBxdemnifications that are intended to allocateriirial responsibility to the Construction Group fiabilities arising out o
the construction business and to allocate to L8J&lancial responsibility for liabilities arisingut of the non-construction businesses. The
Separation Agreement also allocates certain corpdeael risk exposures not readily allocable tbei the construction business or the non-
construction businesses.

Under the Tax Sharing Agreement, with respect tags, or portions thereof, ending on or before$jpét-off, Level 3 and the Construction
Group generally will be responsible for paying taeges relating to such returns, including any sqbsat adjustments resulting from the
redetermination of such tax liabilities by the agglble taxing authorities, that are allocable ® tloneonstruction businesses and construc
businesses, respectively. The Tax Sharing Agreeaisotprovides that Level 3 and the Constructiooupmwill indemnify the other from
certain taxes and expenses that would be asséthedSplitoff were determined to be taxable, but solely dktent that such determinat
arose out of the breach by Level 3 or the Consbmdsroup, respectively, of certain representatimasle to the Internal Revenue Service in
connection with the private letter ruling issuedhariespect to the Split-off. If the Split-off wastdrmined to be taxable for any other reason,
those taxes would be allocated equally to Levai@the Construction Group. Finally, under certainwmstances, Level 3 would make
certain liquidated damage payments to the Constru@roup if the Split-off was determined to beahbe, in order to indirectly compensate
Class C stockholders for taxes assessed upon thématievent.

In connection with the Split-off, the Mine Managamégreement, pursuant to which the Constructioauprprovides mine management and
related services to Level 3's coal mining operatjavas amended to provide the Construction Grotip aviight of offer in the event that
Level 3 were to determine to sell any or all ofdt&l mining properties. Under the right of offeevel 3 would be required to offer to sell
those properties to the Construction Group. If@oastruction Group were to decline to purchaseptbeerties at that price, Level 3 would be
free to sell them to a third party for an amourgager than or equal to that price. If Level 3 wiereell the properties to a third party, tt



terminating the Mine Management Agreement, it wdaddrequired to pay the Construction Group an amegual to the discounted present
value of the Mine Management Agreement determiiiggicessary, by an appraisal process.

Following the Split-off, the Company's common sthelgan trading on The Nasdaq National Market onl Apd998, under the symbol
"LVLT". In connection with the Split-off, the corrsiction business was renamed "Peter Kiewit Sons., ind the Class D Stock became the
common stock of Level 3 Communications, Inc. ("CoamStock™). Summarized financial information foetBonstruction Group is
presented below; however, the separate financi#dsients of Peter Kiewit Sons', Inc. should beinbthto review the financial position of
the Construction Group as of December 27, 199 tlamdesults of operations for each of the two yeaded December 27, 1997.

The following is summarized financial informatiofithe Construction Group:

Operations (in millions) 1997 1996
Revenue $2,764 $2,303
Net Earnings 155 108
Financial Position (in millions) 1997
Current Assets $ 1,057
Other Assets 284
Total assets 1,341
Current Liabilities 579
Other Liabilities 99
Minority Interest 11
Total liabilities 689
Net Assets $ 652

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

Class C Stock 1997 1996
Net Income Available to Common Shareholders (in mil lions) $ 155 $ 108
Add: Interest Expense, Net of Tax Effect Associate d with

Convertible Debentures 1 -*
Net Income for Diluted Shares $ 156 $ 108
Total Number of Weighted Average Shares Outstanding Used to Compute

Basic Earnings per Share (in thousands) 9,728 10,656
Additional Dilutive Shares Assuming Conversion of C onvertible Debentures 441 437
Total Number of Shares Used to Compute Diluted Earn ings Per Share 10,169 11,093
Net Income

Basic earnings per share $ 15.99 $10.13
Diluted earnings per share $ 15.35 $ 9.76

*Interest expense attributable to convertible déles was less than $1 million in 1996.

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

On May 1, 1998, the Board of Directors of Level &@nunications, Inc. determined to force conversiball shares of the Company's Class
R Stock into shares of Common Stock, effective NMiay1998. The Class R Stock was converted into Com&tock in accordance with the
formula set forth in the certificate of incorpomatiof the Company. The formula provided for a casiam ratio equal to $25, divided by t



average of the midpoints between the high and kdessprices for Common Stock on each of the fifteading days during the period
beginning April 9, 1998 and ending April 30, 1998 average for that period was $32.14, adjustethéostock dividend issued August 10,
1998.

Accordingly, each holder of Class R Stock receivét¥8 of a share of Common Stock for each sha@asfs R Stock held. In total 6.5
million shares of Class R Stock were converted ffomillion shares of Common Stock. The valuehef €lass R Stock at the time of the
forced conversion was $25 times the 6.5 millionreb@utstanding, or $164 million. The Company redoed the additional $72 million of
value upon conversion of the Class R Stock to Com8tock in the equity accounts. As a result offtteed conversion, certain adjustments
were made to the cost sharing and risk allocatiorigions of the Separation Agreement and Tax 8bakigreement between the Company
and Peter Kiewit Sons', Inc. that were executezbimection with the Split-off. The effect of themdjustments was to reduce certain Split-off
costs and risks allocated to the Company.

The Company has embarked on a plan to becomelii¢aebased provider (that is, a provider that ewan leases a substantial portion of the
plant, property and equipment necessary to pratsdgervices) of a broad range of integrated comaoations services in the United States,
Europe and Asia. To reach this goal, the Compaagpto expand substantially the business of its PiK@mation Services, Inc. subsidiary
and to create, through a combination of construciimrchase and leasing of facilities and otheetasan international, end-to-end, facilities-
based communications network (the "Business PIdii®.Company is designing the network based omratdrotocol ("IP") technology in
order to leverage the efficiencies of this techggltdo provide lower cost communications services.

(2) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include tto®ants of Level 3 Communications, Inc. and subsiés in which it has control, which are
engaged in enterprises primarily related to comeations and information services, and coal minkiffy-percent-owned mining joint
ventures are consolidated on a pro rata basissiments in other companies in which the Companycéses significant influence over
operating and financial policies are accountedijothe equity method. All significant intercompaagcounts and transactions have been
eliminated.

In 1997, the Company agreed to sell its energytassdidAmerican Energy Holding Company (f/k/a Eaérgy Company, Inc.)
("MidAmerican") and to split-off the Constructiorr@p. Therefore, the assets and liabilities, asdlte of operations, of these businesses
have been classified as discontinued operatiorikenonsolidated balance sheet, statements ofnggrand cash flows.

(See notes 1 and 3)

In 1997, C-TEC Corporation ("C-TEC") announced tkeboard of directors had approved the plannsttueturing of C-TEC into three
publicly traded companies. The transaction wascaffe September 30, 1997. As a result of the resiring plan, the Company owned less
than 50% of the outstanding shares and votingsigheach entity, and therefore has accountedaioh entity using the equity method as of
the beginning of 1997. In accordance with generatigepted accounting principles, C-TEC's finanptaition, results of operations and cash
flows are consolidated in the 1996 financial staets.

Communications and Information Services Revenue

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

Revenue from communications services is recognizeudthly as the services are provided. Amountsdilieadvance of the service month
are recorded as deferred revenue, however thatrmtrisonot material.

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

As noted previously, the investments in the thmeener CTEC companies have been accounted for using théyegathod in 1998 and 19¢
Coal Sales Contracts

Level 3's coal is sold primarily under long-terrmtracts with electric utilities, which burn coaldnder to generate steam to produce
electricity. A substantial portion of Level 3's tsales were made under long-term contracts durg®$, 1997 and 1996. The remainder of
Level 3's sales are made on the spot market whixespare substantially lower than those in thgiterm contracts. As the long-term
contracts expire, a higher proportion of Levelszikes will occur on the spot mark



The coal industry is highly competitive. Level 3wpetes not only with other domestic and foreign sagpliers, some of whom are larger
and have greater capital resources than Levelt3lbo with alternative methods of generating eleity and alternative energy sources. M
of Level 3's competitors are served by two railadd, due to the competition, often benefit fromdr transportation costs than Level 3
which is served by a single railroad. Additionaliyany competitors have more favorable geologicatitmns than Level 3, often resulting in
lower comparative costs of production.

Level 3 is also required to comply with variousdeal, state and local laws concerning protectiothefenvironment. Level 3 believes its
compliance with environmental protection and laestaration laws will not affect its competitive fia@n since its competitors are similarly
affected by such laws.

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

Level 3's coal sales contracts are with severatrideutility and industrial companies. In the evémat these customers do not fulfill
contractual responsibilities, Level 3 would purglue available legal remedies.

Depreciation and Amortization

Property, plant and equipment are recorded at Bagireciation and amortization for the majorityttoeé Company's property, plant and
equipment are computed on accelerated and strightrethods based on the following useful lives:

Facility and Leasehold Improvements 35 - 40 years
Operating Equipment 3-7years
Network Construction Equipment 5-7years
Furniture and Office Equipment 3 -7 years
Other 2 - 10 years

Depletion of mineral properties is provided prirhadn an units-of-extraction basis determined latien to coal committed under sales
contracts.

Software Development Costs

On March 4, 1998, the American Institute of CeetifiPublic Accountants ("AICPA") issued StatemenRosition 98-1, "Accounting for the
Costs of Computer Software Developed or Obtainediternal Use" ("SOP 98-1"). The effective datdri$ pronouncement is for fiscal
years beginning after December 15, 1998, howekerCompany has elected to account for internahvso#t development costs incurrec
developing its integrated business support systerascordance with SOP 98-1 in 1998. The Compacggeized $27 million of expense for
the development of operating support systems i3 188t would have previously been capitalized piaoadoption of SOP 98-1.

Start-Up Costs

On April 3, 1998, the AICPA issued Statement ofiffas 98-5, "Reporting on the Costs of Start-Up idities”, ("SOP 985"), which provide:
guidance on the financial reporting for start-up anganization costs. It requires costs of star&ciivities and organization costs to be
expensed as incurred. SOP®& effective for financial statements for fisgakrs beginning after December 15, 1998, howekerCompan
elected to adopt SOP 98-5 in 1998. The adoptidh@® 98-5 did not result in a significant chargedmings in 1998.

Subsidiary and Investee Stock Activity

The Company recognizes gains and losses from tegissuance and repurchase of stock by its swrgdiand equity method investees in
statements of earnings.

Earnings Per Share

Basic earnings per share have been computed Usngdighted average number of shares during eaadp®iluted earnings per share is
computed by including stock options and other sgéearconsidered to be dilutive.

Intangible Assets

Intangible assets primarily include amounts alledaipon acquisitions of businesses, franchisesalnsktcriber lists. These assets



amortized on a straight-line basis over the exgeperiod of benefit.

For intangibles originating from IP or other infaation services related acquisitions, the Compaiayrisrtizing these assets over a five year
period. Intangibles attributable to other acquisii and investments are amortized over periodshadomot exceed 40 years.

Long Lived Assets

The Company reviews the carrying amount of longdiassets for impairment whenever events or changisumstances indicate that the
carrying amount may not be recoverable. Measurewfeanty impairment would include a comparison direated future operating cash
flows anticipated to be generated during the remgilife of the asset to the net carrying valu¢haf asset.

Reserves for Reclamation

The Company follows the policy of providing an aerfor reclamation of mined properties, basednendstimated total cost of restoration of
such properties to meet compliance with laws gawgratrip mining, by applying per-ton reclamatia@tes to coal mined. These reclamation

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

Income Taxes

Deferred income taxes are provided for the tempadidferences between the financial reporting andiiases of the Company's assets and
liabilities using enacted tax rates in effect tog fear in which the differences are expectedverse.

Comprehensive Income

In June 1997, the Financial Accounting Standardsr8¢'FASB") issued Statement of Financial AccoogtStandards ("SFAS") No. 130,
"Reporting Comprehensive Income", which requireg thanges in comprehensive income be shown imaadial statement that is displayed
with the same prominence as other financial statésn&@he Company has adopted this statement in 4998 Company has unrealized g
and losses on marketable securities classifieda&ikahle for sale and has operations in foreigméoess and restated 1997 and 1996 to pre
information on a comparable basis.

Foreign Currencies

Generally, local currencies of foreign subsidiades the functional currencies for financial repaytpurposes. Assets and liabilities are
translated into U.S. dollars at year-end exchaatgsr Revenue and expenses are translated usiragavexchange rates prevailing during the
year. Gains or losses resulting from currency tedion are recorded as a component of accumuldtext comprehensive income (loss’
stockholders' equity and in the statements of cehmamsive income.

Stock Dividend

Effective August 10, 1998 and December 26, 199 Gbmpany issued dividends of one and four shegspectively, of Common Stock
(previously Class D Stock) for each share of L&/€ommon Stock outstanding. All share informatiod aer share data have been restated
to reflect these stock dividends.

Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the reported amountsvefnges and expenses during the reporting perioaiahcesults could differ from those
estimates.

Segment Disclosures

In 1997, the FASB issued SFAS No. 131, "Disclosatasut Segments of an Enterprise and Related l@fidont' ("SFAS No. 131"), which
changes the way public companies report informadtoout segments. SFAS No. 131, which is basedemtnagement approach to segment
reporting, includes requirements to report selesggiment information quarterly, and entity widecltisures about products and services,
major customers, and geographic data. The Compasipifovided the information required by SFAS Ndl &BNote 14.

Recently Issued Accounting Pronouncements

On June 15, 1998, the FASB issued SFAS No. 133zdieting for Derivative Instruments and Hedgingiities" ("SFAS No. 133"). SFAS
No. 133 is effective for fiscal years beginningeafiune 15, 1999 (January 1, 2000 for the Comp&#AS No. 133 requires that



derivative instruments be recorded on the balaheetsat the fair value. Changes in the fair valugeoivatives are recorded each period in
current earnings or other comprehensive incomegmtdipg on whether a derivative is designated asgbdredge transaction and, if it is, the
type of hedge transaction. The Company currentlgananinimal use of derivative instruments as defibg SFAS No. 133. If the Company
does not increase the utilization of these denrgaitistruments by the effective date of SFAS N@, 1Be adoption of this standard is not
expected to have a significant effect on the Comisaresults of operations or its financial position

Fiscal Year

On May 1, 1998, the Company's Board of Directo@mngfed Level 3's fiscal year end from the last Satyiin December to a calendar year
end. The results of operations for the additioned flays in the 1998 fiscal year are reflectechn@ompany's Form 1KR-for the period ende
December 31, 1998 and were not material to thealvesults of operations and cash flows. Thereevi& weeks in fiscal years 1997 and
1996.

Reclassifications
Certain prior year amounts have been reclassifiedbbform to the current year presentation.
(3) Discontinued Energy Operations

On January 2, 1998, the Company completed theo$dtie energy assets to MidAmerican. These aseebsded approximately 20.2 million
shares of MidAmerican common stock (assuming tleeatse of 1 million options held by Level 3), Lex8% 30% interest in CE Electric and
Level 3's investments in international power prtgeo Indonesia and the Philippines ("Energy PrsjgcLevel 3 recognized an after-tax gain
on the disposition of $324 million and the aftex-paoceeds of approximately $967 million from thentsaction are being used in part to fund
the Business Plan. Results of operations for thiegéhrough January 2, 1998 were not considemguifsiant and the gain on disposition was
calculated using the carrying amount of the enasgpets as of December 27, 1997.

The following is summarized financial informaticor fdiscontinued energy operations for the fiscalrgeended December 27, 1997 and
December 28, 1996 and as of December 27, 1997:

Income from Discontinued Operations (in millions) 1997 1996
Operations
Equity in:
MidAmerican earnings, net $ 16 $ 20
CE Electric earnings, net 17 2)
International energy projects earnings, net 5 (5)
Investment Income from MidAmerican - 5
Income Tax Expense 9) 9)
Income from operations 29 9

MidAmerican Stock Transactions

Gain on Investee Stock Activity 68
Income Tax Expense (24)
Gain on MidAmerican stock activity 44

Extraordinary Loss - Windfall Tax

Level 3's Share from MidAmerican (39)
Level 3's Share from CE Electric (58)
Income Tax Benefit 34
Extraordinary loss (63)
Income from Discontinued Energy Operations $ 10 $ 9

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

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



s) 1997

Investments in Discontinued Operations (in million

Investment in MidAmerican $ 337

Investment in CE Electric 135

Investment in International Energy Projects 186
2

Restricted Securities
Deferred Income Tax Liability 17)

Total $ 643
The following is summarized financial informatiohMidAmerican, CE Electric, and the Energy Projects
Operations (in millions) 1997 1996
Revenue
MidAmerican $2,271 $ 576
CE Electric 1,564 37
Net Earnings (Loss)
MidAmerican $ (84) $ 92
CE Electric (136) -
Energy Projects 2 12)
CE Energy
Financial Position at December 27, 1997 (in million s) MidAmerican  Electric Projects
Current Assets $ 2,053 $ 419 $ 530
Other Assets 5,435 2,519 811
Total assets 7,488 2,938 1,341
Current Liabilities 1,440 1,166 172
Other Liabilities 4,494 1,265 737
Minority Interest 134 56 -
Total liabilities 6,068 2,487 909
Net Assets $ 1,420 $ 451 $ 432

(4) Earnings Per Share

The Company had a loss from continuing operationshfe year ended December 31, 1998, thereforpptemtial common shares related to
Company stock options and other dilutive securiti@ge been included in the computation of the ddwtarnings per share because the
resulting computation would be anti-dilutive. Fbettwo years ending December 27, 1997, potentiililyive stock options are calculated in
accordance with the treasury stock method whichrass that proceeds from exercise of all optionsiaeg to repurchase common stock at
the average market value. The number of sharesmergafter the proceeds are exhausted represematentially dilutive effect of the

options.

The Company had 23,147,051 potentially dilutiveusigies outstanding that were not included in tbeputation of diluted earnings per sh
because to do so would have been anti-dilutiveéhferyear ended December 31, 1998.

The following details the earnings (loss) per stealeulations for Level 3 Common Stock. A calcudatbf the earnings per share for the C
C Stock in 1996 and 1997 can be found in Notethécconsolidated financial statements.

Years En ded
1998 1997 1996
Earnings (Loss) from Continuing Operations (in mill ions) $ (128) $ 83 $ 104
Earnings from Discontinued Energy Operations 324 10 9
Gain on Separation of Construction Operations 608 - -
Net Earnings Excluding Discontinued Construction Op erations $ 804 $ 93 $ 113
Total Number of Weighted Average Shares Outstanding used to
Compute Basic Earnings Per Share (in thousands) 301,976 249,293 232,012
- 1,079 622

Additional Dilutive Stock Options

Total Number of Shares used to Compute Dilutive Ear nings Per Share 301,976 250,372 232,634



Earnings (Loss) Per Share (Basic and Diluted):

Continuing operations $ (43) $ 33 f__'_4_5___
Discontinued energy operations $ 107 $ .04 f__-?f___
Gain on split-off of discontinued construction o perations $ 202 $ - f _______
Net earnings excluding discontinued construction operations $ 266 $ .37 ?__._453___
Net earnings excluding gain on split-off of cons truction operations $ 64 $ .37 $ .48

(5) Acquisitions

On April 23, 1998, the Company acquired XCOM Tedbgs, Inc. ("XCOM"), a privately held company theas developed technology
which the Company believes will provide certain keynponents necessary for the Company to develapenface between its IP-based
network and the existing public switched telephoatvork. The Company issued approximately 5.3 anilhares of Level 3 Common Stock
and 0.7 million options and warrants to purchaseeL8 Common Stock in exchange for all the stogitioms and warrants of XCOM.

The Company accounted for this transaction, vaatell 54 million, as a purchase. Of the total puseharice, $115 million was originally
allocated to in-process research and developmehivas taken as a nondeductible charge to earnintipe isecond quarter of 1998. The
purchase price exceeded the fair value of the seita acquired by $30 million which was recognasdoodwill.

In October 1998, the Securities and Exchange Cogiomg"SEC") issued new guidelines for valuing acegliresearch and development
which are applied retroactively. The Company belgits accounting for the acquisition was madecogoedance with generally accepted
accounting principles and established appraisaitioes at the time of the acquisition. However, thuthe significance of the charge relative
to the total value of the acquisition, the Compeawiewed the facts with the SEC. Consequently,gitie revised guide- lines and
assumptions, the Company reduced the charge famoicess research and development from $115 to $#86rmand increased the related
goodwill by $85 million. The goodwill associatedtivihe XCOM transaction is being amortized oveivea fear period.

XCOM's in-process research and development valoergprised primarily of one project to develop ateiface between an Ifased netwol

and the existing public switched telecommunicatioasvork. Remaining development efforts for thisject include various phases of des

development and testing. The anticipated completate for the project in progress is expected toum the next 12 months, at which time
the Company expects to begin generating the falhemic benefits from the technology. Funding fas fbroject is expected to be obtained
from internally generated sources.

The value of the in-process research and developrapresents the estimated fair value based oradgksted cash flows related to the
incomplete project. At the date of acquisition, tlevelopment of this project had not yet reachetrtelogical feasibility and the research i
development ("R&D") in progress had no alternafiveire uses. Accordingly, these costs were expeased the acquisition date.

The Company used independent third-party appraiseassess and allocate the value to the in-praessarch and development. The value
assigned to the asset was determined, using tbenmepproach, by identifying significant researatjgrts for which technological feasibil
had not been established.

The nature of the efforts to develop the acquiredrocess technology into commercially viable priduand services principally relate to the
completion of all planning, designing, prototypimggh-volume verification, and testing activitidgt are necessary to establish that the
proposed technologies meet their design specificatincluding functional, technical, and economecf@rmance requirements.

The value assigned to purchased in-process teaiyalas determined by estimating the contributiothef purchased in-process technology
to developing a commercially viable product, estingthe resulting net cash flows from the expegtatiuct sales over a 15 year period,
discounting the net cash flows to their preseni@aising a risk-adjusted discount rate of 30%,ajdsting it for the estimated stage of
completion.

The Company believes that the foregoing assumptisad in the forecasts were reasonable at thedirtiee acquisition. No assurance can be
given, however, that the underlying assumptionsl tieestimate expected project sales, developnuests or profitability, or the events
associated with such projects, will transpire dbredged. For these reasons, actual results mayfi@ary the projected results.

Management expects to continue their support sféffort and believes the Company has a reasochhlee of successfully completing the
R&D project. However, there is risk associated wiith completion of the project and there is no rsste that it will meet with either
technological or commercial success. If the XCOMjget is not successful, the Company would notizeats investment in XCOM and
would be required to modify its business plan ibzet alternative technologies which may incredse ¢ost of its networl



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

On September 30, 1998, Level 3 acquired GeoNet Qamuations, Inc. ("GeoNet"), a regional Internatvgege provider located in Northern
California. The Company issued approximately O.Biomi shares and options in exchange for GeoNafstal stock, which valued the
transaction at approximately $19 million. Acquitabilities exceeded assets, and goodwill of $2llioni was recognized from this
transaction which is being amortized over five gear

XCOM's and GeoNet's 1997 and 1998 operating repiitts to the acquisitions were not significantatele to the Company's results.

For the Company's acquisitions, the excess purgbraseover the fair market value of the underlyasgets was allocated to goodwill and
other intangible assets and property based updimgmary estimates of fair value. The Company doesbelieve that the final purchase price
allocation will vary significantly from the prelimary estimates.

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

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

Marketable and Restricted Securities

Level 3 has classified all marketable and restiistecurities as available-feale. Restricted securities primarily include irta@nts in mutue
funds that are restricted to fund certain reclaomaliabilities of its coal mining ventures. The atimed cost of the securities used in
computing unrealized and realized gains and losséstermined by specific identification. Fair vieduare estimated based on quoted market
prices for the securities on hand or for similareistments. Net unrealized holding gains and loasefmcluded in accumulated other
comprehensive income within stockholders' equigt,af tax.

At December 31, 1998 and December 27, 1997 theta@adrcost, unrealized holding gains and lossed eatimated fair values of marketa
and restricted securities were as follows:

Unrealized Unrealized

Amortized Holding Holding Fair
(dollars in millions) Cost Gains Losses Value
1998:
Marketable Securities:
U.S. Treasury securities $2,147 $ 8 3 - $ 2,155
U.S. Government Agency securities 639 1 - 640
Equity securities 54 - 3) 51
Other securities 20 - 3) 17
$ 2,860 $ 9 $ (6) $2,863
Restricted Securities:
Wilmington Trust:
Intermediate term bond fund $ 13 % -8 - $ 13
Equity fund 10 3 - 13
$ 23 $ 3 $ $ 26
1997:
Marketable Securities:
Kiewit Mutual Fund:
Short-term government $ 234 % - $ - $ 234
Intermediate term bond 195 3 198
Tax exempt 154 3 - 157
Equity 7 4 - 11
Equity securities 48 9 - 57
Other securities 20 1 - 21
$ 658 $ 20 % - $ 678

Restricted Securities:
Kiewit Mutual Fund:
Intermediate term bond $ 10 $ - % - $ 10



Equity 12 - - 12

For debt securities, amortized costs do not vagiicantly from principal amounts. Realized gaaml losses on sales of marketable and
equity securities were $10 million and $1 million1i998, $9 million and $- million in 1997, and $8limn and $- million in 1996,
respectively.

At December 31, 1998, the contractual maturitiehefdebt securities are as follows:

(dollars in millions) Amortized Cost Fair Value

U.S. Treasury Securities:
Less than 1 year $2,147 $2,155

U.S. Government Agency Securities:
Less than 1 year $ 639 $ 640

Other Securities:
10+ years $ 20 $ 17

Maturities for the equity and restricted securiti@se not been presented as they do not have la siggurity date.
Long-Term Debt
The fair value of long-term debt was estimated gisiie Company's incremental borrowing rates fot dékimilar maturities.

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

1998 1 997

Carrying Fair Carrying Fair
(dollars in millions) Amount Value Amount Value
Cash and Cash Equivalents (Note 6) $ 848 $ 848 $ 87 $ 87
Marketable Securities (Note 6) 2,863 2,863 678 678
Restricted Securities (Note 6) 26 26 22 22
Investment in C-TEC Entities (Note 8) 300 818 335 776
Investments in Discontinued Energy Operations (Note 3) - - 643 854
Long-term Debt (Note 10) 2,646 2,613 140 140

(7) Property Plant and Equipment
Construction in Progress

The Company is currently constructing its commuiiices network. Costs associated directly with theampleted network and interest
expense incurred during construction are capitdli@sed on the weighted average accumulated cotistrexpenditures and the interest

rates related to borrowings associated with thetroation. These costs are not yet being depretiatethe assets have not yet been placed ir

service. As segments of the network become opedtithe assets will be depreciated over theiruideks.

The Company is currently developing business sumystems required for its Business Plan. The patatirect costs of software, materials
and services, payroll and payroll related expefmesmployees directly associated with the proget interest costs incurred when

developing the business support systems are dapdalUpon completion of the projects, the totadtaaf the business support systems will be

amortized over its useful life of 3 years.

Capitalized business support systems and netwarktaation costs that have not been placed insehave been classified as construction-

in-progress within Property, Plant & Equipment belo

Accumulated Book
(dollars in millions) Cost Depreciation Value
1998
Land and Mineral Properties $ 32 $ (11) $ 21

Facility and Leasehold Improvements
Communications 80 Q) 79



Information Services 24 2) 22

Coal Mining 18 (15) 3

CPTC 91 (5) 86
Operating Equipment

Communications 245 (18) 227

Information Services 53 (30) 23

Coal Mining 180 (155) 25

CPTC 17 (4) 13
Network Construction Equipment 46 (1) 45
Furniture and Office Equipment 67 (10) 57
Other 32 2) 30
Construction-in-Progress 430 - 430

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

1997
Land and Mineral Properties $ 15 $ (11) $ 4

Facility and Leasehold Improvements
Communications - -
Information Services 12 2) 10

Coal Mining 19 (15) 4
CPTC 91 4) 87

Operating Equipment
Communications - - -
Information Services 42 (23) 19

Coal Mining 190 (159) 31

CPTC 17 3) 14

Furniture and Office Equipment 11 5) 6

Other 14 (6) 8

Construction-in-Progress 1 - 1
$ 412 $ (228) $ 184

Depreciation expense was $48 million in 1998, $20an in 1997 and $124 million in 1996.
(8) Investments

In 1997, C-TEC announced that its Board of Dirextoad approved the planned restructuring of C-TiEC€three publicly traded companies
effective September 30, 1997. Under the termseféistructuring C-TEC stockholders received stadké following companies:

Commonwealth Telephone Enterprises, Inc., ("Comneaitl Telephone") containing the local telephormugrand related engineering
business.

RCN Corporation ("RCN") which consists of RCN Telet Services; C-TEC, existing cable systems in thgt@-Washington D.C. corridor;
and the investment in Megacable S.A. de C.V., dcaperator in Mexico. RCN Telecom Services is@vjater of packaged local and long
distance telephone, video and internet accesscesrprovided over fiber optic networks to residardustomers.

Cable Michigan, Inc. ("Cable Michigan") containitite cable television operation.

As a result of the restructuring, Level 3 owned l#mn 50% of each of the outstanding shares atiigviaghts of each entity, and therefore
began accounting for each entity using the equithmd as of the beginning of 1997.

The following is summarized financial informatiofitbe Company had C-TEC been accounted for utiizire equity method for the fiscal
year ended December 28, 1996. Fiscal years 1998%8idinclude -TEC accounted for utilizing the equity method amd presented here
for comparative purposes only.

(dollars in millions) 1998 1997 1996
Revenue $ 392 $ 332 $ 285
Costs and Expenses:
Operating expenses (199) (163) (125)
Depreciation and amortization (66) (20) (18)
General and administrative expenses (332) (106) (86)
Write-off of in process research and development (30) - -
Total costs and expenses (627) (289) (229)

Earnings (Loss) from Operations (235) 43 56



Other Income (Expense):

Interest income 173 33 36
Interest expense (132) (15) (5)
Equity losses (132) (43) (13)
Gain on investee stock transactions 62 - -
Gain on disposal of assets 107 10 10
Other, net 4 7 9
Total other income (expense) 82 (8) 37

Earnings (Loss) before Income Taxes and

Discontinued Operations (153) 35 93
Income Tax Benefit 25 48 11
Income (Loss) from Continuing Operations (128) 83 104
Income from Discontinued Operations 932 165 117
Net Earnings $ 804 $ 248 $ 221

On June 4, 1998, Cable Michigan announced th&dtsd of Directors had reached a definitive agradr®sell the company to Avalon
Cable of Michigan, Inc. for $40.50 per share iraatefor-stock transaction. Level 3 received appnately $129 million when the transaction
closed on November 6, 1998 and recognized a prgéaxof approximately $90 million in the fourthayter. The $90 million gain was
calculated using the Company's carrying value &egtember 30, 1998, as Cable Michigan's resultgefations for the period October 1,
1998 through November 6, 1998 were not considdggdficant relative to the Company's results.

On September 25, 1998, Commonwealth Telephone ageduthat it was commencing a rights offering @fmillion shares of its common
stock. Under the terms of the offering, each stotddr received one right for every five shares ofmthonwealth Telephone Common Stock
or Commonwealth Telephone Class B Common Stock Aéld rights enabled the holder to purchase Comraatiiv Telephone Common
Stock at a subscription price of $21.25 per shaaeh right also carried the right to oversubscabthe subscription price for the offered
shares not purchased pursuant to the initial esewi rights.

Level 3, which owned approximately 48% of Commoniitfe@elephone prior to the rights offering, exeelsts 1.8 million rights it received
with respect to the shares it held for $38 milligs.a result of subscriptions made by other stoltdrs, Level 3 maintained its 48%
ownership interest in Commonwealth Telephone dffterights offering.

The following is summarized financial informatiofthe three entities created as a result of thEEC- restructuring for each of the three y«
ended December 31, 1998 and as of December 31,ar@PBecember 27, 1997 (in millions):

Year E nded
Operations: 1998 199 7 1996
Commonwealth Telephone Enterprises, Inc.:
Revenue $ 226 $ 197 $ 186
Net income available to common shareholders 8 20 20
Level 3's Share:
Net income 4 10 10
Goodwill amortization 2) @ @
Equity in net income $ 2% 9% 9
RCN Corporation:
Revenue $ 211 $ 127 $ 105
Net loss available to common shareholders (205) (52) (6)
Level 3's Share:
Net loss (91) (26) (3)
Goodwill amortization (1) - 3)
Equity in net loss $ (92) $ (26) $ (6)
Cable Michigan, Inc.*:
Revenue $ 66 9% 81 $ 76
Net loss available to common shareholders 9) “4) (3

Level 3's Share*:
Net loss 4) 2 @
Goodwill amortization ©)) 4 @



Equity in net loss $ NS ®)$ (8

*1998 revenue and net loss amounts are througheSvyer 30, 1998.

Commonwealth
Telephone RCN Cable
Enterprises, Inc. Corporation Michi gan, Inc.
Financial Position: 1998 1997 1998 1997 1997
Current Assets $ 79% 71 $1,092 $ 703 % 23
Other Assets 354 303 816 448 120
Total assets 433 374 1,908 1,151 143
Current Liabilities 85 76 178 70 16
Other Liabilities 223 260 1,282 708 166
Minority Interest - - 77 16 15
Total liabilities 308 336 1,537 794 197
Net assets (liabilities) $ 125 $ 38 $ 371 $ 357 $ (54)
Level 3's Share:
Equity in net assets (liabilities) $ 60% 18% 150 $ 173 $ (26)
Goodwill 56 57 34 41 72
$ 116 $ 75% 184 $ 214 $ 46

The Company recognizes gains from the sale, isguand repurchase of stock by its subsidiaries godyemethod investees in its stateme
of earnings. During 1998, RCN issued stock in dipudifering and for certain acquisitions whichudiéd the Company's ownership of RCN
from 48% at December 27, 1997 to 41% at Decembet 8. The increase in the Company's proportiosiaaee of RCN's net assets as a
result of these transactions resulted in a pregganx of $62 million for the Company in 1998.

The market value of the Company's investment in @omvealth Telephone and RCN on December 31, 1988 3852 million, and $466
million,respectively, based on the closing stodkgof each company on December 31, 1998.

Investments also include $23 million for the Compainvestment in an office building in Aurora, Gado.
(9) Other Assets

At December 31, 1998 and December 27, 1997 otlsetasonsisted of the following:

(in millions) 1998 1997
Goodwill:
XCOM, net of accumulated amortization of $15 $ 100 $ -
GeoNet, net of accumulated amortization of $1 20 -
Other, net of accumulated amortization of $1 21 -
Deferred Debt Issuance Costs 67 -
Deferred Development and Financing Costs 15 21
Unrecovered Mine Development Costs 15 16
Leases 9 11
Timberlands 6 7
Other 11 11
Total other assets $ 264 $ 66

Goodwill amortization expense, excluding amortizatexpense attributable to the equity method imesstwas $18 million in 1998 and $- in
1997 and 1996.

(10) Long-Term Debt

At December 31, 1998 and December 27, 1997, lomg-tiebt was as follows:



(dollars in millions) 1998 1997

Senior Notes

(9.125% due 2008) $ 2,000 $
Senior Discount Notes
(10.5% due 2008) 504
CPTC Long-term Debt (with recourse only to CPTC):
Bank Note
(7.6% due 2008) 64 65
Institutional Notes
(9.45% due 2017) 35 35
OCTA Debt
(9.0% due 2004) 9 8
Subordinated Debt
(9.3-9.5% no maturity) 8 6
116 114
Other:
Pavilion Towers Debt (8.4% due 2007) 15 15
Capitalized Leases 8 6
Other 3 5
26 26
2,646 140
Less current portion (5) 3)
$2,641 $ 137

9.125% Senior Notes

On April 28, 1998, the Company received $1.94 dmillof net proceeds from an offering of $2 billiaggeegate principal amount 9.125%
Senior Notes Due 2008 ("Senior Notes"). Interesth@nnotes accrues at 9.125% per annum and wiblable in cash semiannually in
arrears.

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

Year Redemption Pri ce
2003 104.563%

2004 103.042%

2005 101.521%

2006 and thereafter 100.000%

In addition, at any time or from time to time priorMay 1, 2001, the Company may redeem up to 3b&beooriginal aggregate principal
amount of the Senior Notes at a redemption pricelenp 109.125% of the principal amount of the 8ehlotes so redeemed, plus accrued
and unpaid interest thereon to the redemption d&ie.Senior Notes are senior, unsecured obligatbttse Company, ranking pari passu v
all existing and future senior unsecured indebtsslind the Company. The Senior Notes contain cecanenants, which among other things,
limit consolidated debt, dividend payments, andseations with affiliates. The Company is usingrnképroceeds of the Senior Notes
offering in connection with the implementation t&f Business Plan to increase substantially itsimé&ion services business and to expani
range of services it offers by building an advandei@rnational, facilities-based communicationsvoek based on IP technology.

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

On December 2, 1998, the Company sold $834 mipiamcipal amount of 10.5% Senior Discount Notes 2088 ("Senior Discount Notes
The sales proceeds of $500 million, excluding dehitance costs, were recorded as long term débtest on Senior Discount Notes will
accrete at a rate of 10.5% per annum, compoundeissually, to an aggregate principal amount of4s88llion by December 1, 2003. Ca
interest will not accrue on the Senior Discountégqgprior to December 1, 2003; however, the Compaay elect to commence the accrual of
cash interest on all outstanding Senior Discourteblon or after December 1, 2001, in which casetitgtanding principal amount at
maturity of each Senior Discount Note will on theated commencement date be reduced to the aceraise of the Senior Discount Note



of that date and cash interest shall be payabtbatrNote on June 1 and December 1 thereafter. Gomoimg June 1, 2004, interest on the
Senior Discount Notes will accrue at the rate ab¥per annum and will be payable in cash semidhninaarrears.

The Senior Discount Notes will be subject to redeompat the option of the Company, in whole or artpat any time or from time to time on
or after December 1, 2003 at the following redeoptirices (expressed as percentages of accreteel) yalis accrued and unpaid interest
thereon to the redemption date, if redeemed duhiagwelve months beginning December 1, of theg/gaficated below:

Year Redemption Pri ce
2003 105.25%

2004 103.50%

2005 101.75%

2006 and thereafter 100.00%

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

The net proceeds of $486 million are intended tades to accelerate the implementation of its BagsirPlan, primarily the funding for the
increase in committed number of route miles of@oenpany's U.S. intercity network.

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

The Company capitalized $15 million of interest empe and amortized debt issuance costs relatexti@rk construction and business
systems development projects for the year endeéreer 31, 1998.

CPTC:

In August 1996, California Private Transportatioon@pany, L.P. ("CPTC") converted its constructiaraficing note into a term note with a
consortium of banks ("Bank Note"). The intereseram the Bank Note is based on LIBOR plus a varyatg with interest payable quarterly.
Upon completion of the SR91 toll road, CPTC enténéal an interest rate swap agreement with the gzartéees. The swap agreement expires
in January 2004 and fixes the interest rate orBtek Debt from 9.21% to 9.71% during the term &f $vap agreement.

The institutional notes are held by Connecticut &ehLife Insurance Company, a subsidiary of CIGBérporation and Lincoln National
Life Insurance Company. The note converted tora tean upon completion of the SR91 toll road.

Substantially all the assets of CPTC and the pegtequity interest in CPTC secure the term debt.

Orange County Transportation Authority ("OCTA") t8l$9 million of subordinated debt which is du&amying amounts through 2004.
Interest accrues at 9% and is payable quarterlinbemy when CPTC generates sufficient cash flowsoieer operating expenses and other
debt requirements.

In July 1996, CPTC borrowed from the partners $Banito facilitate the completion of the projetit. 1998 and 1997, CPTC borrowed an
additional $2 million and $4 million, respectivefypm the partners in order to comply with equitgintenance provisions of the contracts
with the State of California and its lenders. Tlebtds generally subordinated to all other delEBT C. Interest on the subordinated debt

compounds annually at 9.3-9.5% and is payable asnlZPTC generates excess cash flows.

In 1996, CPTC capitalized $5 million of interesioptto completing construction of the SR91 tollroad

Other:

In June 1997, a mortgage loan was obtained fronmdyetitan Life. The Pavilion Towers building in Aana, Colorado collateralizes this de
Scheduled maturities of long-term debt are as#dl@n millions):1999 -$5; 2000 - $6; 2001 - $6020 $9; 2003 - $9 and $2,611 thereafter.
(11) Employee Benefit Plans

The Company adopted the recognition provisionsFAS No. 123, "Accounting for Stock Based Compenset{"SFAS No. 123") in 1998.
Under SFAS No. 123, the fair value of an optiondasputed in accordance with accepted option viamahodels) on the date of grant is
amortized over the vesting periods of the optienadcordance with FASB Interpretation No. 28 "Aaaiing for Stock Appreciation Righ



and Other Variable Stock Option or Award Plans"{IF28"). The recognition provisions of SFAS No. 1#8 applied prospectively upon
adoption. As a result, the recognition provisiores applied to all stock awards granted in the yéadoption and are not applied to awards
granted in previous years unless those awards adéied or settled in cash after adoption of theogmition provisions.

The Company believes that the fair value methoalcebunting more appropriately reflects the substarfiche transaction between an entity
that issues stock options, or other stock-basedimgnts, and its employees and consultants; shanientity has granted something of value
to an employee and consultants (the stock optiatrar instrument) generally in return for theinioued employment and services. The
Company believes that the value of the instrumegmitgd to employees and consultants should be megajin financial statements because
nonrecognition implies that either the instrumdrasge no value or that they are free to employedscansultants, neither of which is an
accurate reflection of the substance of the traiwadAlthough the recognition of the value of thetruments results in compensation or
professional expenses in an entity's financiakstents, the expense differs from other compensatidrprofessional expenses in that these
charges will not be settled in cash, but rathemegally, through issuance of common stock.

The Company believes that the adoption of SFASI28.will result in material non-cash charges torapens in 1999 and thereafter. The
amount of the non-cash charge will be dependent apmumber of factors, including the number of t¢gamd the fair value of each grant
estimated at the time of its award. On a pro fobasis, adopting SFAS No. 123 would not have hadmal effect on the results of
operations for the years ended December 27, 199 Danember 28, 1996.

Non-qualified Stock Options and Warrants

In December 1997, stockholders approved amendnethe 1995 Level 3 Stock Plan ("the Plan™). Theeaded plan, among other things,
increases the number of shares reserved for issugran the exercise of stock based awards to 7@000increases the maximum numbe
options granted to any one participant to 10,000, Pdovides for the acceleration of vesting in ¢iwent of a change in control; allows for the
grant of stock based awards to directors of Lewveh@® other persons providing services to Leveh8;alows for the grant of nonqualified
stock options ("NQSO") with an exercise price lgem the fair market value of Common Stock. In Deloer 1997, Level 3 converted both
option and stock appreciation rights plans of assiliéry, to the Plan. This conversion resultechimissuance of 7.4 million options to
purchase Common Stock at $4.50 per share. Levai@®nized an expense and a corresponding increasgiity as a result of the transact
The increase in equity and the conversion of tbeksappreciation rights liability to equity arelesfted as option activity in the Statement of
Changes in Stockholders' Equity. The options vest three or five years with a five or ten yeae lif

In addition to 7,466,247 NQSOs granted in 199898,836 warrants were granted to third parties tpuae shares of Common Stock at
exercise prices ranging from $18.50 - $20.00 pareshiThe warrants vest quarterly through June G012

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

The fair value of NQSOs and warrants granted whsilzded using the Black-Scholes method with a fisk interest rate of 5.5% and
expected life of 75% of the total life of the NQS&=l warrants. The Company used an expected vylatite of 25% except for when the
minimum volatility of .001%, was used by the Companior to becoming publicly traded in April 199Bhe fair value of the NQSO and
warrants granted in 1998, in accordance with SFAS123 was $28 million.

The Company exchanged approximately 700,000 optadsl 00,000 options, ranging in prices from $@dl®1.76 and primarily from $0.90
to $1.79 for the XCOM and GeoNet acquisitions, eespely.

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

Weighted
Exercise Price Average
Shares Per Share E xercise Price
Balance December 30, 1995 2,680,000 $ 4.04 $ 4.04
Options granted 1,790,000 4.95 4.95
Options cancelled (30,000) 4.04 4.04
Options exercised - - -
Balance December 28, 1996 4,440,000 $4.04 -$ 4.95 $ 4.40
Options granted 14,990,930 $4.50 -$ 5.42 $ 4.96
Options cancelled (106,000) 4.95 4.95
Options exercised (4,636,930) 4.04 - 4.95 4.46
Balance December 27, 1997 14,688,000 $4.04 -$ 5.42 $ 4.95
Options granted 7,466,247 $ 0.12 - $41.25 $ 8.67



Options cancelled (668,849) 0.12 - 34.69 5.52
Options exercised (2,506,079) 0.12 - 34.69 4.22

Balance December 31, 1998 18,979,319 $0.12 - $41.25 $ 6.50

Options exercisable

December 28, 1996 530,000 $ 4.04 $ 4.04
December 27, 1997 2,590,538 $4.04 -$ 4.95 $ 435
December 31, 1998 5,456,640 $0.12 - $41.25 $ 4.67
The weighted average remaining contractual lifettier18,979,319 options outstanding on Decembet 48 is 8.47 years.
Options O utstanding Options Exercis able
Weig hted Weighted
Number Ave rage Average Number W eighted
Range of Outstanding Rema ining  Exercise Price Exercisable Average
Exercise Prices as of 12/31/98  Life ( years) Outstanding  as of 12/31/98 Exe rcise Price
$ 0.12-% 0.12 187,036 9. 04 $ 0.12 39,558 $ 0.12
0.90- 0.90 34,764 6. 26 0.90 21,230 0.90
1.76 - 1.79 78,010 8. 50 1.77 19,060 1.79
4.04- 543 12,965,014 8. 51 5.04 5,331,448 4.71
6.20 - 8.50 4,875,600 9. 06 6.98 45,100 6.82
17.50 - 25.03 272,374 4. 62 19.42 - -
26.80 - 39.13 500,521 4, 48 31.37 244 34.69
40.38 - 41.25 66,000 4, 62 40.59 - -
18,979,319 8. 47 $ 6.50 5,456,640 $ 4.67

Outperform Stock Option Plan

In April 1998, the Company adopted an outperforatisioption ("OSQO") program that was designed sbttieCompany's stockholders
would receive a market return on their investmezioite OSO holders receive any return on their ogtidhe Company believes that the C
program aligns directly management's and stockinglld@erests by basing stock option value on them@any's ability to outperform the
market in general, as measured by the Standardo&P@FS&P") 500 Index. Participants in the OSOgueon do not realize any value from
awards unless the Common Stock price outperformS&#&P 500 Index. When the stock price gain is gretitan the corresponding gain on
the S&P 500 Index, the value received for awardteuthe OSO plan is based on a formula involvimgudtiplier related to the level by whi
the Common Stock outperforms the S&P 500 IndexthEoextent that the Common Stock outperforms the S80, the value of OSOs to a
holder may exceed the value of non-qualified stmutons.

OSO grants are made quarterly to participants eyeplon the date of the grant. Each award vestgualequarterly installments over two
years and has a fc-year life. Each award has a two-year moratoriunexercising. Once a participant is 100% vestedtwlueyear
moratorium is lifted. Therefore, each grant hagxercise window of two years.

The fair value and expense recognized under SFAS R for OSOs granted to employees and consultansgervices performed in 1998
was $64 million and $24 million, respectively. lddition, $3 million that was capitalized for empéms directly involved in the construction
of the IP network and development of business stgystems.

The fair value of the options granted was calcudldg applying the Black-Scholes method with an &% expected dividend yield rate of
1.8% and an expected life of 2.5 years. The Compaey a blended volatility rate of 24% between3B#& 500 expected volatility rate of
16% and the Level 3 Common Stock expected volatidite of 25%. The expected correlation factor.dfWlas used to measure the moven
of Level 3 stock relative to the S&P 500.

Transactions involving stock awards granted in 1998 under the OSO plan are
summarized below:
Weighted
Option Price Average
Shares Per Share O ption Price
Options granted 2,139,075 $29.78 - $37.13 $ 34.28
Options cancelled (46,562) 29.78 - 37.13 35.53
Options exercised - - -
Balance December 31, 1998 2,092,513 $29.78 - $37.13 $ 34.25

Options vested but not exercisable as of
December 31, 1998 234,305 $29.78 - $37.13 $ 34.85




The weighted average remaining contractual lifetlier2,092,513 outperform options outstanding oodbeber 31, 1998 is 3.6 years.
Restricted Stock

In 1998, 177,183 shares of restricted stock wematgd to employees. The restricted stock sharegranted to employees at no cost. The
shares vest immediately; however, the employeereatected from selling these shares for 3 yehe. fair value of restricted stock of $6
million was calculated using the value of the Comr&dock the day prior to the grant. The expensegm®ized in 1998 under SFAS No. 123
for restricted stock grants was $3 million.

Shareworks - Level 3 has designed its compensptimgrams with particular emphasis on equity-baked)-term incentive programs. The
Company has developed two plans under its Sharendgram: the Match Plan and the Grant Plan.

Match Plan - The Match Plan allows eligible emplkyo defer between 1% and 7% of their eligible mensation to purchase Common
Stock at the average stock price for the quartey. #ull time employee is considered eligible on tinst day of the calendar quarter after their
hire. The Company matches the shares purchasde:gnmployee on a one-for-one basis. Stock purchagkgayroll deductions is fully
vested. Stock purchased with the Company's matadngibutions vests three years after the endefjuarter in which it was made.

The Company's quarterly matching contribution ioeimed over 36 months. In 1998, the Company's hiagccontribution was $2 million
under the Match Plan. The compensation expensgmes in 1998 under this plan was less than $liamil

Grant Plan - The Grant Plan enables the Compagyaitt shares of Common Stock to eligible employmssed upon a percentage of that
employee's eligible salary up to a maximum of 3#vel 3 employees on December 31 of each year, wehage 21 or older with a minimum
of 1,000 hours credited service are consideredb&tigThe shares granted are valued at the faik@damalue as of the last business day of the
calendar year. All prior and future grants vest iedilately upon the employees' third anniversarpifing the Shareworks Plan.

The annual grant is expensed in the year of thetg&eompensation expense recorded for the Sharewarint Plan for 1998 was
approximately $1 million. In addition to the comation expense recognized, the Company capitdizscdthan $1 million of non-cash
compensation costs related to the Shareworks Riaesnployees directly involved in the constructmfrthe IP network and the development
of the business support systems.

401(k) Plan

The Company and its subsidiaries offer its qualienployees the opportunity to participate in ardef contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code. Each employee wabkitp contribute, on a tax deferred
basis, a portion of annual earnings not to excd€Jd®0 in 1998. The Company does not match emplogegibutions and therefore does
incur any expense related to the 401(k) plan.

(12) Income Taxes

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

(dollars in millions) 1998 1997 1996
Current:
U.S. federal $ (15) $ (54) $ (61)
Foreign - - 4)
State (10) 1) (6)
(25) (55) (71)
Deferred:
U.S. federal 50 103 67
State - - 1
50 103 68
$ 25 $ 48 $ 3

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

(dollars in millions) 1998 1997 1996

United States $ (142) $ 35 $ 106
Foreign (11) - 1



$ (153) $ 35 $ 107

A reconciliation of the actual income tax (provisjdoenefit and the tax computed by applying the. te8eral rate (35%) to the earnings (I«
from continuing operations, before income taxedlierthree years ended December 31, 1998 follows:

(dollars in millions) 1998 1997 1996
Computed Tax at Statutory Rate $ 53 $ (12) $ (37)
State Income Taxes ©) (1) 3)
Write-off of In Process Research & Development (11) - -
Coal Depletion 2 3 3
Goodwill Amortization (5) - (©)]
Tax Exempt Interest - 2 2
Prior Year Tax Adjustments - 62 44
Compensation Expense Attributable to Options - (@) -
Taxes on Unutilized Losses of Foreign Operations 4) - 2)
Other 3) 1 (@)
$ 25 $ 48 $ 3

During the two years ended December 27, 1997, tmepgany settled a number of disputed tax issueteckta prior years that have been
included in prior year tax adjustments.

The components of the net deferred tax liabiliteeghe years ended December 31, 1998 and Dece2ihd©97 were as follows:

(dollars in millions) 1998 1997

Deferred Tax Liabilities:

Investments in securities $ 2 $ 7
Investments in joint ventures 27 33
Asset bases - accumulated depreciation 83 53
Coal sales 32 41
Other 20 16
Total Deferred Tax Liabilities 164 150
Deferred Tax Assets:
Compensation - and related benefits 35 25
Investment in subsidiaries 14 8
Provision for estimated expenses 14 7
Foreign and general business tax credits - 3
Other 13 9
Total Deferred Tax Assets 76 52
Net Deferred Tax Liabilities $ 88 $ 98

(13) Stockholders ' Equity

Issuances of Common Stock, for sales, conversapt®mn exercises and acquisitions, and repurchatsesmmon shares for the three years
ended December 31, 1998 are shown below. Pridret&plit-off, the Company was obligated to repuseh@lass D shares from stockholders.
The Level 3 Stock Plan permits option holders taler shares to the Company to cover income taxe®dwption exercises.

December 30, 1995 230,249,740
Shares Issued -
Shares Repurchased (2,552,160)
Issuances for Class C Stock Conversions 4,104,850

December 28, 1996 231,802,430
Shares Issued 21,589,100
Shares Repurchased (29,610)
Issuances for Class C Stock Conversions 13,035,430

Option Activity 4,636,930



December 27, 1997 271,034,280

Shares Issued 2,240,467
Shares Repurchased (30,506)
Issuances for Class C Stock Conversions 20,934,244
Issuances for Class R Stock Conversions 5,084,568
Option Activity 2,506,079
Shares Issued for Acquisitions 6,105,574
December 31, 1998 307,874,706

(14) Industry and Geographic Data

In the fourth quarter of 1998, the Company ado@EAS No. 131 "Disclosures about Segments of anrfinge and Related Information”.
SFAS No. 131 establishes standards for reportifagrimation about operating segments in annual firustatements and requires selected
information about operating segments in interinaficial reports issued to stockholders. It alsobdistzes standards for disclosures about
products and services and geographic areas. Opgs#gments are components of an enterprise fatvggiparate financial information is
available and which is evaluated regularly by tleen@any's chief operating decision maker, or degisiaking group, in deciding how to
allocate resources and assess performance. Ogesatiments are managed separately and represgagi&tibusiness units that offer
different products and serve different markets.

The Company's reportable segments include: commatioits and information services (including commatians, computer outsourcing and
systems integration segments), and coal miningeiQghimarily includes CPTC, the C-TEC investmemtd ather corporate investments and
overhead not attributable to a specific segment.

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

EBITDA, as defined by the Company, consists of e@% (loss) before interest, income taxes, deptiecigamortization, non-cash operating
expenses(including stock-based compensation (apobiess research and development expenses) archotioperating income or expen
The Company excludes noncash compensation dug addiption of the expense recognition provisionSEAS No. 123. EBITDA is
commonly used in the communications industry tdy@@acompanies on the basis of operating perfor@aBBITDA is not intended to
represent cash flow for the periods.

In 1998, 1997, and 1996 Commonwealth Edison Compargal mining customer, accounted for 34%, 433d,28% of Level 3's revenues.

Industry segment financial information follows. @ean prior year information has been reclassifieddnform with the 1998 presentation.

Communications & | nformation Services
Computer Systems Coal

(dollars in millions) ~ Communications Ou tsourcing Integration  Mining Other Total
1998
Revenue $ 24 $ 63 $ 57 $ 228 $ 20 $ 392
EBITDA (139) 14 (23) 92 (44) (100)
Identifiable Assets 999 59 42 429 3,996 5,525
Capital Expenditures 818 25 4 2 61 910
Depreciation and

Amortization 37 8 3 5 13 66
1997
Revenue $ - $ 50 $ 45 $ 222 $ 15 $ 332
EBITDA - 13 1 88 (18) 84
Identifiable Assets - 42 19 499 924 1,484
Capital Expenditures - 9 5 3 9 26
Depreciation and

Amortization - 6 2 5 7 20
1996
Revenue $ - $ 41 % 1 $ 234% 376 $ 652
EBITDA - 12 (5) 103 101 211
Capital Expenditures - 8 3 2 104 117
Depreciation and

Amortization - 5 2 9 108 124

The following table presents a geographic breakmutevenue, EBITDA, and identifiable ass¢



Communications & | nformation Services

C omputer Systems Coal
(dollars in millions) Communications Ou tsourcing Integration  Mining Other Total
1998
Revenue:
United States $ 23 $ 62 $ 56 $ 228 $ 20 $ 389
Other 1 1 1 - - 3
$ 24 $ 63 $ 57 $ 228 $ 20 $ 392
EBITDA:
United States $ (128) $ 14 $ (23) $ 92 $ (49 $ (89
Other (11) - - - - (11)
$ (139) $ 14 $ (23) $ 92 $ (44 $ (100)
Identifiable Assets:
United States $ 886 $ 50 $ 42 $ 429 $3,996 $5,412
Other 113 - - - - 113
$ 999 $ 59 $ 42 $ 429 $3,99 $ 5,525
1997
Revenue:
United States $ - $ 50 $ 45 $ 222 $ 15 $ 332
Other - - - - - -
$ - $ 50 $ 45 $ 222 $ 15 $ 332
EBITDA:
United States $ - $ 13 % 1 $ 88 $ (18 $ 84
Other - - - - - -
$ - $ 13 $ 1 $ 88 $ (18) $ 84
Identifiable Assets:
United States $ - $ 42 $ 19 $ 499 $ 924 $1,484
Other - - - - - -
$ - $ 42 $ 19 $ 499 $ 924 $1,484
1996
Revenue:
United States $ - $ 41 % 1 $ 234 $ 376 $ 652
Other - - - - - -
$ - $ 41 % 1 $ 234 $ 376 $ 652
EBITDA:
United States $ - $ 12 $ (5) $ 103 $ 101 $ 211
Other - - - - - -
$ - $ 12 $ B) $ 103 $ 101 $ 211

The following information provides a reconciliatiohEBITDA to income from continuing operations ftwe three years ended December 31,
1998:

(in millions) 1998 1997 1996
EBITDA $ (100) $ 84 $ 211
Depreciation and Amortizagtion Expense (66) (20) (124)
Non-Cash Compensation Expense (39) (21) -
Write-off of In Process Research and Development (30) - -
Earnings (Loss) from Operations (235) 43 87
Other Income (Expense) 82 (8) 20
Income Tax Benefit (Provision) 25 48 3)

Income (Loss) from Continuing Operations $ (128) $ 83 $ 104




(15) Commitments and Contingencies

On March 23, 1998, the Company and Frontier Comoatiains International, Inc. ("Frontier") enteretbian agreement ("Frontier
Agreement") enabling the Company to lease for adeaf up to five years approximately 8,300 milésetwork capacity on Frontier's new
13,000 mile fiber optic, IP-capable network, cutheander construction. The leased network wiltially connect 15 of the larger cities
across the United States. While requiring an aggeeminimum payment of $165 million over its fivear term, the Frontier Agreement does
not impose monthly minimum consumption requirememtshe Company, allowing the Company to ordeerait terminate circuits as it
deems appropriate. The Company recognized $4 milifmperating expenses in the second half of E&98ortions of the network became
operational.

On April 2, 1998, the Company announced it hadhved@ definitive agreement with Union Pacific Reald Company ("Union Pacific")
granting the Company rights-afay along Union Pacific's rail routes for constioitof the Company's North American intercity netkorhe
Company expects that the Union Pacific agreeméhsatisfy substantially all of its anticipated higof-way requirements west of the
Mississippi River and approximately 50% of the tigfiway requirements for its North American iniéggaetwork. The agreement provides
for initial fixed payments of up to $8 million torlibn Pacific upon execution of the agreement anolighout the construction period, and
recurring payments in the form of cash, communicegicapacity, and other communications servicesdbas the number of conduits that are
operational and certain construction obligationthefCompany to provide fiber or conduit connedifor Union Pacific at the Company's
incremental cost of construction. In 1998, the Canyprecorded $9 million of payments made underdagreement in network construction-
in-progress.

On June 18, 1998, Level 3 selected Peter KiewisSdme. ("Kiewit") to build the majority of its rely 16,000 mile U.S. intercity
communications network. The overall cost of thegubis estimated at $2 billion. Construction of thetwork began in the third quarter of
1998 and is expected to be completed during teedirarter of 2001. The contract provides that Kiewill be reimbursed for its costs relati
to all direct and indirect project level costsaldition, Kiewit will have the opportunity to eaan award fee that will be based on cost and
speed of construction, quality, safety and prognaamagement. The award fee will be determined byl 8¢ assessment of Kiewit's
performance in each of these areas.

On June 23, 1998, the Company signed a master easagreement with Burlington Northern and Sant&&évay Company ("BNSF").
The agreement grants Level 3 right-of-way acce®&NSF rail routes in as many as 28 states, ovechvu build its network. Under the
easement agreement, Level 3 will makeual payments to BNSF and provide communicatapswcity to BNSF for its internal requireme
The amount of the annual payments is dependent tiygomumber of conduits installed, the number ofdudts with fiber, and the number of
miles of conduit installed along BNSF's route.

On July 20, 1998, Level 3 entered into a netwomkstaction cost-sharing agreement with INTERNEXT(, a subsidiary of NEXTLINK
Communications, Inc. valued at $700 million. Theeggnent provides for INTERNEXT to acquire the rightise conduits, fibers and certain
associated facilities installed along the entingtemf Level 3's nearly 16,000 mile intercity fibmgtic network in the United States.
INTERNEXT paid Level 3 $26 million in 1998 which waeferred and included in other liabilities aDetember 31, 1998 and will pay the
remaining balance as segments of the intercity otare completed. The Company will recognize ineas the segments of the network
completed and accepted.

The network as provided to INTERNEXT will not inde the necessary electronics that allow the fib@atry communications transmissic
INTERNEXT will be restricted from selling or leagjtiiber to unaffiliated companies for four yeardwing the date of the agreement. Also,
under the terms of the agreement, INTERNEXT hasitfie to an additional conduit for its exclusiveeuand to share costs and capacity in
certain future fiber cable installations in Levet@duits.

On August 3, 1998, Level 3 and a group of othebgldéelecommunications companies entered into aseagent to construct an undersea
cable system connecting Japan and the United Sigatesd-year 2000. The parties to this agreemeniraresting in excess of $1 billion to
build the network, of which Level 3 expects to eintte approximately $130 million. Each party wilkve joint responsibility for the cost of
network oversight, maintenance and administraffdre Company has recorded $24 million of costs aatstwith this project in network
construction-in-progress at December 31, 1998.

On October 14, 1998, Level 3 announced it signedgreement with Global Crossing Ltd. ("Global") forans-oceanic capacity on Global
Crossing's fiber optic cable network. The agreepmamntering 25 years and valued at approximately\8$hdlion, will provide Level 3 with as-
needed dedicated capacity across the Atlantic Odedditionally, Level 3 will have the option of liging capacity on other segments of
Global's worldwide network. In 1998, the Compangoreled as network construction-in-progress, $3Hanibf costs associated with this
agreement.

On December 18, 1998 Level 3 announced an agreemithntXC Communications, Inc. ("IXC") to lease @ity on IXC's network. The
dedicated network will enhance the Company's ghititoffer a wide array of data and voice servioea greater number of customers in key
U.S. markets. The arrangement is unique in thatWilCreserve the network for the exclusive use.efel 3, which expects to begin running
traffic across the network beginning in Spring 1988e Company paid IXC $40 million under this agneat in 1998 and recorded this
amount in property, plant and equipment.

Operating Leases



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

In addition to the items described above, futureimum payments for the next five years, under thre-cancelable operating leases with
initial or remaining terms of one year or more, sishof the following at December 31, 1998 (in ioilis):

1999 $ 35
2000 34
2001 31
2002 24
2003 24
Thereafter 182
$ 330

Rent expense under these lease agreements was|$d8 im 1998, $1 million in 1997 and $3 milliom i1996.
(16) Related Party Transactions

Peter Kiewit Sons', Inc. acted as the general aottdr on several projects for the Company in 199%®se projects include the intercity
network, local loops and gateway sites, the Comigamgw corporate headquarters in Colorado and adag¢avcenter in Tempe, Arizona.
Kiewit provided approximately $130 million of consttion services related to these projects in 1998.

In 1999, the Company entered into an agreementR@N whereby RCN will lease cross country capagity_evel 3's nationwide network.
Also in 1999, the Company and RCN announced thatdtreached joint construction agreements in atRREN markets, through which the
companies will share the cost of constructing thespective fiber optic networks.

Level 3 also receives certain mine managementas¥iom Peter Kiewit Sons', Inc. The expenseHesé services was $34 million for 19
$32 million for 1997, and $37 million for 1996, aisdrecorded in general and administrative experides revenue earned by Peter Kiewit
Sons', Inc. in 1997 and 1996 is included in disecared operations.

(17) Other Matters

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

The Company is involved in various lawsuits, claensl regulatory proceedings incidental to its besin Management believes that any
resulting liability for legal proceedings beyondtiprovided should not materially affect the Compafinancial position, future results of
operations or future cash flows.

It is customary in Level 3's industries to use @asi financial instruments in the normal courseusiess. These instruments include items
such as letters of credit. Letters of credit aneditional commitments issued on behalf of Leveh Ziccordance with specified terms and
conditions. As of December 31, 1998, Level 3 hatanding letters of credit of approximately $22liom. The Company does not believe it
is practicable to estimate the fair value of thtels of credit and does not believe exposureds is likely.

(18) Subsequent Events

On January 5, 1999 Level 3 acquired BusinessNeitédna leading London-based Internet service ji@vin a largely stock-for-stock
transaction. The Company granted approximatelyG@@shares of Common Stock and paid $1 millioraishcin exchange for BusinessNet's
capital stock. The transaction was valued at apprately $18 million and will be accounted for apuachase.

Level 3 filed a "universal" shelf registration stiatent covering up to $3.5 billion of common stquieferred stock, debt securities and
depositary shares that became effective Februgr§29@. On March 9, 1999 the Company sold 28.78anikhares through a primary
offering. The net proceeds from the offering of rpximately $1.5 billion will be used for working pial, capital expenditures, acquisitions
and other general corporate purposes in connegfithrthe implementation of the Company's Busindas P

On February 25, 1999 the Board approved an inclieabe number of authorized shares outstanding 60 million to 1 billion. This is
subject to approval of the shareholders which mélivoted on at the Company's 1999 Annual Meeting.

(19) Unaudited Quarterly Financial Da



(in millions except March June September December

per share data) 1998 19 97 1998 1997 1998 1997 199 8 1997
Revenue $ 87 $ 80 $103$%$ 81 $106% 81 $ 96 $ 90
Earnings (Loss) from

Operations 9) 20 (41) 16 (52) 13 (133) (6)

Net Earnings (Loss) 926 35 (34) 56 (49) (10) (39) 167

Earnings (Loss) per Share
(Basic and Diluted):
Continuing Operations $ (02) $ .06 $(11)$ 06 $(16)$ .03 $ ( A13)$ .18
Discontinued Operations
Excluding Construction

Operations 3.19 .02 - .03 - (21 - .18
Net Earnings Excluding
Construction Operations 3.17 .08 (.11) .09 (.16) (.18) ( 13) .36

Net Earnings Excluding Gains
On Split-Off of Construction
Group 1.09 .08 (.11) .09 (.16) (.18) ( 13) .36

Earnings (loss) per share was calculated for daeletmonth period on a stand-alone basis. As dt iefsall the stock transactions, the sum of
the earnings (loss) per share for the four quadkeach year may not equal the earnings(loss3ipene for the twelve month periods.

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

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

On March 31, 1998, as a result of the Split-offisseussed in Note 1, the Company recognized aaj@$608 million equal to the difference
between the carrying value of the Construction @rand its fair value in accordance with Financiatdunting Standards Board Emerging
Issues Task Force Issue 96-4. No taxes were prdwdehis gain due to the tax-free nature of thit-8ff. The Company reflected the fair
value of the Construction Group as a distributimithie Class C stockholders.

As described in Note 5, the Company reduced itsgeh#or the acquired in- process research and dprednt rlated to it acquisition of
XCOM, which was originally recorded in the secondder of 1998, from $115 million to $30 milliomdaincreased the related goodwill $85
million. The unaudited quarterly financial data ebaeflects that revision as if it occurred in feocnd quarter of 1998. As a result, the
amounts presented above differ from those repantdte Company's 1998 Forms 10-Q for the secondlartiquarters. Loss from
operations, net loss and losses per share asedporthe second quarter Form 10-Q were $123 mjlk116 million and $0.39, respectively,
a change of $82 million, $82 million and $.28 pear®, respectively, from the information presergedve due to the reduced charge for in-
process research and development and an incregsediwvill amortization. Loss from operations, netd and losses per share as reported in
the third quarter Form 10-Q were $48 million, $4#flion and $0.15, respectively, a change of $4 ionil] $4 million and $0.01 per share,
respectively, from the information presented abdwe to an increase in goodwill amortizati
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EXHIBIT 23.1
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cangehe incorporation of our report dated March 2399 on the consolidated financial
statements of Level 3 Communications, Inc. as afdb&ber 31, 1998 and for the year then ended, iadlindthis Annual Report on Form 10-

K into Level 3 Communications, Inc.'s previousledi Registration Statements on Forms S-3 (File 38868887 and 333-71713) and on
Forms S-8 (File Nos. 333-42465, 333-68447, 333-3869 333-52697).

Arthur Andersen LLP

Denver, Colorado
March 31, 199¢



Exhibit 23.2
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference inRbgistration Statements of Level 3 Communicatiéms,on Form S-3 (File Nos. 333-
71713 and 333-68887) and Form S-8 (File Nos. 33882333-68447, 333-8691 and 333-52697) of ourntegated March 30, 1998, on our
audits of the consolidated financial statementsesel 3 Communications, Inc. (formerly Peter Kie®ins', Inc.) as of December 27, 1997
and for each of the two years in the period endedehber 27, 1997 which report is included in thim#al Report on Form 10-K.

PricewaterhouseCoopers LLP

Omaha, Nebraska

March 31, 199¢



Exhibit 23.3
CONSENT OF INDEPENDENT ACCOUNTANTS

We consent to the incorporation by reference inRbgistration Statements of Level 3 Communicatiéms,on Form S-3 (File Nos. 333-
71713 and 333-68887) and Form S-8 (File Nos. 33882333-68447, 333-58691 and 333-52697) of owrtefated March 8, 1999, except
for Note 20 as to which the date is March 18, 1989¢ur audits of the consolidated financial staets and financial statement schedules of

RCN Corporation and Subsidiaries as of Decembef 338 and 1997, and for the years ended Decembd©38, 1997 and 1996, which
report is incorporated by reference in this Anrieeport on Form 10-K.

PricewaterhouseCoopers LLP

Philadelphia, Pennsylvania
March 31, 199¢



ARTICLE 5

This schedule contains summary financial infornragatracted from the Form 10-K for the period egddecember 31, 1998 and is
qualified in its entirety by reference to such fioel statements.

MULTIPLIER: 1,000,000

PERIOD TYPE 12 mo:
FISCAL YEAR END Dec 31 199
PERIOD END Dec 31 199
CASH 84¢
SECURITIES 2,88¢
RECEIVABLES 64
ALLOWANCES 7
INVENTORY 4
CURRENT ASSET¢ 3,871
PP&E 1,31¢
DEPRECIATION 254
TOTAL ASSETS 5,52¢
CURRENT LIABILITIES 37C
BONDS 2,641
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 3
OTHER SE 2,162
TOTAL LIABILITY AND EQUITY 5,52¢
SALES 22¢
TOTAL REVENUES 39z
CGS 101
TOTAL COSTS 19¢
OTHER EXPENSE¢ 382
LOSS PROVISION 0
INTEREST EXPENSE 132
INCOME PRETAX (153
INCOME TAX (25)
INCOME CONTINUING (128;
DISCONTINUED 93z
EXTRAORDINARY 0
CHANGES 0
NET INCOME 804
EPS PRIMARY 2.6€
EPS DILUTED 2.6¢€
End of Filing
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