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FORM 10-Q

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934
For the Quarterly Period Ended March 31, 1998

or

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

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

Delaware 47-0210602
(State of Incorporation) (1 .R.S. Employer
Ident ification No.)
3555 Farnam Street, Omaha, Nebraska 68131
(Address of principal executive offices) (Zip Code)

(402)-536-3677

(Registrant's telephone number,
including area code)
Peter Kiewit Sons', Inc.
(Former name if changed since last report)

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

The number of shares outstanding of each clagseassuer's common stock, as of May 1, 1998:
Common Stock 149,677,680 shares Class R Conve@itmiemon Stock 6,538,231 shares
LEVEL 3 COMMUNICATIONS, INC.
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LEVEL 3 COMMUNICATIONS, INC.

Consolidated Condensed Statements of Earnings

(unaudited)

Thr
(dollars in millions, except per share data)
Revenue $

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

Total costs and expenses

Earnings (Loss) from Operations

Other Income (Expense):
Interest income
Interest expense
Other, principally equity losses of
unconsolidated entities

Total other income

Earnings (Loss) Before Income Taxes and
Discontinued Operations

Income Tax (Provision) Benefit

Earnings (Loss) from Continuing Operations

Discontinued Operations:
Gain on separation of construction operations
Gain on disposition of energy business,
net of income tax expense of $174
Energy, net of income tax expense of $2
Construction, net of income tax expense of $10

Earnings from discontinued operations

Net Earnings $

Earnings (Loss) Per Share:

Continuing Operations:

Basic $(0

Diluted $(0
Discontinued Operations:

Basic $6

Diluted $6
Net Earnings:

Basic $6

Diluted $6

Net Earnings excluding gain on split-off
of construction operations:

ee Months Ended

March 31,
1998 1997
87 $ 80
42 39
6 5
48 16
96 60
9 20
26 7
@ O
(22) (3
- 1
9 21
3 (3
(6) 16
608 -
324 -
- 4
- 15
932 19
926 $ 35
.04) $0.12
.04) $0.12
.38 $0.04
.38  $0.04
.34 $0.16
.34 $0.16



Basic $2 .18 $0.16

Diluted $2 .18 $0.16

See accompanying notes to consolidated condensaucial statements.

LEVEL 3 COMMUNICATIONS, INC.
Consolidated Condensed Balance Sheets

Mar ch 31, December 27,

1998 1997

(dollars in millions, except per share data)

(unaudited)

Assets

Current Assets

Cash and cash equivalents $ 806 $ 87

Marketable securities 1,289 678

Restricted securities 24 22

Accounts receivable 54 42

Investment in discontinued operations - energy - 643

Other 24 22

Total Current Assets 2,197 1,494

Property, Plant and Equipment, less
accumulated depreciation and amortization

of $224 and $228 192 184
Investments 342 383
Investment in discontinued

operations - construction - 652
Other Assets 63 66
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See accompanying notes to consolidated condensucial statements.

LEVEL 3 COMMUNICATIONS, INC.

Consolidated Condensed Balance Sheets

March 31, December 27,

1998 1997
(dollars in millions, except per share data)
(unaudited)
Liabilities and Stockholders' Equity
Current Liabilities:
Accounts payable $ 54 $ 31
Current portion of long-term debt 4 3
Accrued reclamation and other mining costs 14 19
Deferred income taxes 14 15
Income taxes payable 198 -
Other 20 21
Total Current Liabilities 304 89
Long-Term Debt, less current portion 137 137
Deferred Income Taxes 66 83
Accrued Reclamation Costs 101 100
Other Liabilities 137 140
Stockholders' Equity:
Preferred stock, no par value, authorized 250,000
shares;
no shares outstanding in 1998 and 1997 - -
Common Stock, $.01 par value in 1998:
Common Stock (Class D in 1997), authorized
500,000,000 shares;
147,199,552 shares outstanding in 1998 and
135,517,140 outstanding in 1997 1 8
Class R Common Stock, authorized 8,500,000 sha res;

6,538,231 shares outstanding in 1998
and no shares outstanding in 1997 - -
Class B, authorized 8,000,000 shares; no share S



outstanding in 1998 or 1997 - -

Class C, authorized 125,000,000 shares; no sha res
outstanding
in 1998 and 10,132,343 outstanding in 1997 - 1
Additional paid-in capital 447 427
Accumulated other comprehensive income (loss) 13 (5)
Retained earnings 1,588 1,799
Total Stockholders' Equity 2,049 2,230

See accompanying notes to consolidated condensucial statements.

LEVEL 3 COMMUNICATIONS, INC.
Consolidated Condensed Statements of Cash Flows

(unaudited)
Three Months Ended
March 31,
(dollars in millions) 1998 1997
Cash flows from continuing operations:
Net cash provided by continuing operations $ 17 $ 108
Cash flows from investing activities:
Proceeds from sales and maturities of
marketable securities 819 25
Purchases of marketable securities (1,422) (14)
Investments ) (25)
Proceeds from sale of property, plant and
equipment and other investments 20 -
Capital expenditures (18) (@)
Other - 2)
Net cash used in investing activities (604) (23)
Cash flows from financing activities:
Payments on long-term debt including
current portion 2) -
Issuances of common stock 17 -
Proceeds from exercise of stock options 10 -
Dividends paid - (12)
Exchange of Class C Stock for Common Stock, net 122 71
Other - 1
Net cash provided by financing activities 147 60
Cash flows from discontinued operations:
Proceeds from sale of energy operations 1,159 -
Investments in discontinued energy operations - (13)
Net cash provided by (used in) discontinued
operations 1,159 (13)
Cash and cash equivalents of C-TEC at the
beginning of 1997 - (76)
Net change in cash and cash equivalents 719 56
Cash and cash equivalents at beginning of year 87 147
Cash and cash equivalents at end of period $ 806 $ 203

The activities of the Construction & Mining GroupJe been removed from the Consolidated Condensgensnts of Cash Flows.

See accompanying notes to consolidated condensaucfal statements.

LEVEL 3 COMMUNICATIONS, INC.

Consolidated Statement of Changes in Stockhol&ensty For the three months ended March 31, 1



(unaudited)
Class Common Class

B&C Stock R Additional Other (dollars Common (Cld&3€ommon Paid-in Comprehensive Retained in mifljdBtock in 1997) Stock
Capital Income(Loss) Earnings Total

Balance at
December 28,

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

Common Stock:

Issuance of

Common Stock - - - 17 - - 17
Stock options

exercised - 1 - 9 - - 10
Designation of

par value

to $.01 - (8) - 8

Stock option

grants - - - 2 - - 2
Income tax

benefit from

exercise of

options - - - 1 - - 1
Issuance of

Class R Stock - - - 92 - (92)
Class C Stock:

Repurchases - - - (25) - - (25)
Conversion of

debentures - - - 10 - - 10
Net earnings - - - - - 926 926
Other

comprehensive

income - - - - 3 - 3
Split-off of

the Construction

& Mining Group (1) - - (94) 15 (1,045) (1,125)

Balance at
March 31,

1998 $-9%1 $ - $447 $13 $1,588 $2,049

See accompanying notes to consolidated condensucial statements.
LEVEL 3 COMMUNICATIONS, INC.

Notes to Consolidated Condensed Financial Statement

1. Basis of Presentation

The consolidated condensed balance sheet of Le@ehBnunications, Inc. and subsidiaries ("Level 8"tbe Company"), at December 27,
1997 has been condensed from the Company's alwditedce sheet as of that date. All other finarat@lements contained herein are
unaudited and, in the opinion of management, coratiiadjustments (consisting only of normal remgraccruals) necessary for a fair
presentation of financial position, results of @gtems and cash flows for the periods presented.ddémpany's accounting policies and ce
other disclosures are set forth in the notes tetmsolidated financial statements contained irGbmpany's Annual Report on Form KQas
amended, for the year ended December 27, 1997eTmascial statements should be read in conjunctitth the Company's audited
consolidated financial statements and notes thefét® preparation of the consolidated condensethéiial statements in conformity with
generally accepted accounting principles requiraeagement to make estimates and assumptions téet tife reported amount of assets

liabilities, disclosure of contingent assets aatilities and the reported amount of revenue ampeeses during the reported period. Actual
results could differ from these estimates.

In 1997, the Company agreed to sell its energytasseCalEnergy Company, Inc. ("CalEnergy") andéparate the Construction & Mining
Group from the Diversified Group. On January 2,8%8e Company completed the sale of its energgtass CalEnergy. On March 31, 1€
the Company completed the split-off of the Congtaic& Mining Group to stockholders that held Cl&$Stock. Therefore, the assets and

liabilities and results of operations of both besises were classified as discontinued operatiotiseoconsolidated condensed balance sheet,
statements of earnings and cash flows for all perfresented.

The results of operations for the three months éfdiarch 31, 1998 are not necessarily indicativehefresults to be expected for the full y



On May 1, 1998, the Company's Board of Directo@ngfed Level 3's fiscal year end from the last Satyiin December to a calendar year
end. The additional five days in the 1998 fiscadry®ill be reflected in the Company's Form 10-K.

Where appropriate, items within the consolidatedidemsed financial statements have been reclas$ifiedthe previous periods to conform
to current year presentation.

2. Reorganization - Discontinued Construction Ofiena

On March 31, 1998 a separation of the Company'stdaction & Mining Group and Diversified Group wesmpleted through the splitff of
the Construction and Mining Group ("the Split-off")

The Company recognized a gain of $608 million eqoizhe difference between the carrying value ef@onstruction & Mining Group and
its fair value in accordance with the Financial dgoting Standards Board Emerging Issues Tax Festeel96-4. No taxes were provided on
this gain due to the tax-free nature of the Sgfit-the Company then reflected the fair value @& @onstruction & Mining Group as a
distribution to the Class C stockholders.

In connection with the Split-off, Level 3 and therGtruction & Mining Group entered into variousegments including a Separation
Agreement, a Tax Sharing Agreement and an amendieel Management Agreement.

The Separation Agreement, as amended, providebdallocation of certain risks and responsibsititween Level 3 and the Construction
& Mining Group and for cross-indemnifications tlaae intended to allocate financial responsibilityttie Construction & Mining Group for
liabilities arising out of the construction busisesd to allocate to Level 3 financial respongipiior liabilities arising out of the non-
construction businesses. The Separation Agreenmmbbocates certain corporate-level risk exposua readily allocable to either the
construction businesses or the non-constructiombsses.

Under the Tax Sharing Agreement, with respect tags, or portions thereof, ending on or before$jpét-off, Level 3 and the Construction
& Mining Group generally will be responsible forypag the taxes relating to such returns, including subsequent adjustments resulting
from the redetermination of such tax liabilitiesthy applicable taxing authorities, that are allidedo the non-construction businesses and
construction businesses, respectively. The TaxiSh&greement also provides that Level 3 and thes@taction & Mining Group will
indemnify the other from certain taxes and expetis&swould be assessed if the Split-off were deieed to be taxable, but solely to the
extent that such determination arose out of thadiréy Level 3 or the Construction & Mining Grougspectively, of certain representations
made to the Internal Revenue Service in conneetitmthe ruling issued with respect to the Split-¢ifthe Split-off were determined to be
taxable for any other reason, those taxes woukdlbeated equally to Level 3 and the ConstructioMiing Group. Finally, under certain
circumstances, Level 3 would make certain liquidatamage payments to the Construction & Mining @ribthe Split- off was determined
to be taxable, in order to indirectly compensa@s€IC stockholders for taxes assessed upon thératiavent.

In connection with the Split-off, the Mine Managemhégreement, pursuant to which the Constructiokli®ing Group provides mine
management and related services to Level 3's cindthgnoperations, was amended to provide the Coasstm & Mining Group with a right

of offer in the event that Level 3 were to deterenta sell any or all of its coal mining propertiesder the right of offer, Level 3 would be
required to offer to sell those properties to tlom€ruction & Mining Group. If the Construction &iMng Group were to decline to purchase
the properties at that price, Level 3 would be fresell them to a third party for an amount grettten or equal to that price. If Level 3 were
to sell the properties to a third party, thus terting the Mine Management Agreement, it woulddwpuired to pay the Construction &
Mining Group an amount equal to the discountedemresgalue of the Mine Management Agreement, detethiif necessary, by an appraisal
process.

Following the Split-off, the Company's Common Stbegan trading on The Nasdag National Market oril Apd 998, under the symbol
"LVLT". In connection with the Split-off, the consiction business was renamed "Peter Kiewit Sons!; Bnd the Class D Stock became the
common stock of Level 3 Communications, Inc. ("Conm$tock™). Accordingly, the separate financiatestaents of Peter Kiewit Sons', Inc.
should be obtained to review the financial positidthe Construction & Mining Group as of March 3898 and December 27, 1997, and the
results of operations for the three months endectiMal, 1998 and 1997.

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 assalt of the Split-off. To replace that conversi@ht, Class C stockholders received 6.5
million shares of a new Class R Convertible Std€{gss R Stock") in January 1998, which is contdgtinto Level 3 Common Stock in
accordance with terms ratified by stockholders @c&@mber 1997. The Company reflected in the equitgunts the exchange of the
conversion right and issuance of the Class R Sdbdk fair value of $92 million at the date of #Bplit-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 common stock of the Company, effecklay 15, 1998. The Class R Stock will be conveited Level 3 Common Stock in
accordance with the formula set forth in the Ciedife of Incorporation of the Company. The formpitavides for a conversion ratio equal to
$25, divided by the average of the midpoints betwtée high and low sales prices for Level 3 Comi8tatk on each of the fifteen trading
days during the period beginning April 9 and endimgil 30. That average for that period was $642Z81Accordingly, each holder of Class
R Stock will receive .3889 of a share of Level 31@aon Stock for each share of Class R Stock hela fesult of the forced conversion,
certain adjustments will be made to the cost shaaimd risk allocation provisions of the Separafigmeement and Tax Sharing Agreement
between Level 3 and Peter Kiewit Sons', Inc. whiwilhreduce the costs and risks allocated to thenGany.



The Company intends to become a facilities-basedigker (that is, a provider that owns or leaseslstntial portion of the plant, property
and equipment necessary to provide its servicea)bwbad range of integrated communications sesvite reach this goal, the Company
plans to expand substantially the business ofkiS mformation Services, Inc. subsidiary and taateethrough a combination of construct
purchase and leasing of facilities and other asaatmternational, end-to-end, facilities-basechgwnications network (the "Business Plan").
The Company is designing the network based ondfhi@ogy in order to leverage the efficiencieshi$ technology to provide lower cost
communications services.

3. Discontinued Energy Operations

On January 2, 1998, the Company completed theo$dte energy assets to CalEnergy. Level 3 recaghan after-tax gain on the disposition
of $324 million and the after-tax proceeds of agpmately $967 million from the transaction will lssed to fund in part the Business Plan.
Results of operations for the period through Jan@af 998 were not considered significant and #ie gn disposition was calculated using
the carrying amount of the energy assets as of Deee27, 1997.

4. Earnings Per Share

Basic earnings per share have been computed Usingdighted average number of shares during eaaddp®iluted earnings per share hi
been computed by including stock options considésdae dilutive common stock equivalents.

The Company had a loss from continuing operationshfe period ended March 31, 1998, therefore,atergial common shares related to
Company stock options have been included in thepetation of the diluted earnings per share calmitat For the period ending March 31,
1997, potentially dilutive stock options are castgt in accordance with the treasury stock methsidimassumes that proceeds from exercise
of all options are used to repurchase common stbttke average market value. The number of shareaining after the proceeds are
exhausted represent the potentially dilutive efédd¢he options.

The following details the earnings per share caloos for Level 3 Common Stock:

Three Months
Ended March 31,

1998 1997

Earnings (loss) from continuing

operations (in millions): $ 6) $ 16
Earnings from discontinued operations 932 4
Net earnings $ 926 $ 20
Total number of weighted average shares outstanding

used to compute basic earnings per

share (in thousands) 146,163 122,207
Additional dilutive stock options - 271
Total number of shares used to compute dilutive

earnings per share 146,163 122,478
Continuing operations:

Basic earnings (loss) per share $(0.04) $ 0.12

Diluted earnings (loss) per share $(0.04) $ 0.12
Discontinued operations:

Basic earnings per share $6.38 $ 0.04

Diluted earnings per share $6.38 $ 0.04
Net earnings:

Basic earnings per share $6.34 $ 0.16

Diluted earnings per share $6.34 $ 0.16
Net earnings excluding gain on split-off

of construction operations

Basic earnings per share $2.18 $ 0.16

Diluted earnings per share $218 $ 0.16



The Company has 10,032,111 options outstandingatesg not included in the computation of dilutedné@ags per share because to do so
would have been anti-dilutive for the three morghded March 31, 1998.

Effective December 26, 1997, the Company issuegideshd of four shares of Level 3 Common Stock ypresly Class D Stock) for each
share of Level 3 Common Stock outstanding. All siaformation and per share data have been redtatedlect this dividend.

5. Investments

On September 5, 1997, C-TEC Corporation ("C-TE®@faunced that its board of directors had approkedgtanned restructuring of C-TEC
into three publicly traded companies effective agier 30, 1997. Under the terms of the restrug@u@isT EC shareholders received stock in
the following companies:

Commonwealth Telephone Enterprises, Inc., contgittie local telephone group and related enginednirsiness;
Cable Michigan, Inc. containing the cable televisgperations in Michigan; and

RCN Corporation, Inc. which consists of RCN TelecBatvices; C- TEC, existing cable systems in thet@oWashington D.C. corridor; ai
the investment in Megacable S.A. de C.V., a capkrator in Mexico. RCN Telecom Services is a previof packaged local and long
distance telephone, video and internet accesscesrprovided over fiber optic networks to residardustomers in Boston, New York City
and Washington, D.C.

As a result of the restructuring, Level 3 owns légnss 50% of each of the outstanding shares andgvaghts of each entity, and therefore
accounts for each entity using the equity method.

The following is summarized financial informatiofithe three entities created as a result of theEC-Testructuring for the three months
ended March 31, 1998 and 1997, and as of March®8 and December 31, 1997(in millions):

Three Months
Ended March 31,

Operations 1998 1997
Commonwealth Telephone Enterprises:
Revenue $ 53 $ 46
Net income (loss) available to common shareholder s 4 ©)
Level 3's share:
Net income (loss) 2 3)
Goodwill amortization @ @
Equity in net income (loss) $1 %@

Cable Michigan:

Revenue $21 $ 20
Net loss available to common shareholders @ @
Level 3's share:
Net loss Q) Q)
Goodwill amortization Q) -
Equity in net loss $(2 $()

RCN Corporation:

Revenue $40 $30
Net loss available to common shareholders (68) (11)
Level 3's share:
Net loss (31) (%)
Goodwill amortization - -
Equity in net loss $(331) $ (5
Commonwealth
Telephone Cabl e RCN
Enterprises Michi gan Corporation
Financial Position 1998 1997 1998 1997 1998 1997
Current assets $63 $ 71 % 16 $ 23 $989 $703
Other assets 313 303 117 120 589 448
Total assets 376 374 133 143 1,578 1,151
Current liabilities 75 76 18 16 107 70
Other liabilities 259 260 156 166 1,086 708

Minority interest - - 14 15 23 16



Total liabilities 334 336 188 197 1,216 794

Net assets (liabilities) $ 42 $ 38 $ (55 ) $(54) $ 362 $ 357

Level 3's share:
Equity in net assets

(liabilities) $20 $18 $(27 ) $(26) $ 167 $173
Goodwill 56 57 71 72016 41
$76 $75% 44 $46 $183 $214

The Company recognizes gains and losses from tbgissuance and repurchase of stock by its suygdiand equity method investees once
any unamortized goodwill associated with the inmesit has been reduced to a zero balance. Durirfiyshguarter of 1998, RCN

Corporation issued stock in the acquisition of twiernet service providers. The increase in the amg's proportionate share of RCN
Corporation's net assets as a result of thesesitigns reduced unamortized goodwill attributaloléite Company's investment in RCN
Corporation.

On March 31, 1998 the market value of Level 3'siments in Commonwealth Telephone, Cable MichagghRCN was $247 million, $85
million and $668 million, respectively.

6. Level 3 Stock Plan

Subsequent to the Split-off, the Company adoptedéhognition provisions of Statement of Finangietounting Standards No. 123,
Accounting for Stock Based Compensation ("SFAS NMt3") when it adopted an outperform stock opticmgpam ("OSO"). Under SFAS N
123, the fair value of an option (as computed icoadance with accepted option valuation modelstherdate of grant is amortized over the
vesting period of the option. The recognition psiemns of SFAS No. 123 are applied prospectivelynugdoption. As a result, they are app

to all stock awards granted in the year of adopgiod are not applied to awards granted in preweass unless those awards are modified or
settled in cash after adoption of the recognitiyvisions.

The OSO program was designed by the Company sdtstsibckholders receive a market return on timeiestment before OSO holders
receive any return on their options. The Comparigbes that the OSO program aligns directly managyels and stockholders' interests by
basing stock option value on the Company's alititgutperform the market in general, as measuratidptandard & Poor's ("S&P") 500
Index. Participants in the OSO program do not zeadiny value from options unless the Level 3 ComBimick price outperforms the S&P
500 Index. When the stock price gain is greatem tha corresponding gain on the S&P 500 Indexy#iee received for options under the
OSO plan is based on a formula involving a mukéiptielated to how much the Level 3 Common Stock@tiorms the S&P 500 Index. To -
extent that the Level 3 Common Stock outperfornas3&P 500, the value of OSOs to an option holder ex@eed the value of non-qualified
stock options.

The Company believes that the fair value methoalcebunting more appropriately reflects the substarfiche transaction between an entity
that issues stock options, or other stock-baseduiments, and its employees; that is, an entitygnasted something of value to an employee
(the stock option or other instrument) generallyaturn for their continued employment and servidé® Company believes that the value of
the instrument granted to employees should be rézed in financial statements because nonrecognitiplies that either the instruments
have no value or that they are free to employesither of which is an accurate reflection of thestance of the transaction. Although the
recognition of the value of the instruments resmltsompensation expense in an entity's finant&ksments, the expense differs from other
compensation expense in that these charges wibasettled in cash, but rather, generally, thraeghance of common stock.

The Company believes that the adoption of SFASvil3esult in material noreash charges to operations in 1998 and thereatteramoun
of the non-cash charge will be dependent upon aeuwf factors, including the number of optionsngea and the fair value of each option
estimated at the time of its grant. The expensegmrized for the three months ended March 31, 1988%2 million. On a pro forma basis,
adopting SFAS No. 123 would not have had a matamiphct on the results of operaitons in the fitsier of 1997.

7. Comprehensive Income

In the first quarter of 1998, the Company adoptedetnent of Financial Accounting Standards No. IB@porting Comprehensive Income."”
The standard requires the display and reportirgofprehensive income which includes all changesdokholders' equity with the excepti
of additional investments by stockholders or disttions to stockholders. Comprehensive incomeHferGompany includes net earnings,
unrealized gains (losses) on securities and foreligrency translation adjustments, which are clahagecredited to the cumulative translation
account within stockholders' equity.

Comprehensive income for the three months, endediviil, 1998

and 1997 was as follows (in millions):
Thre e Months Ended
March 31,
1998 1997



Net earnings $ 92 6 $ 35
Other comprehensive income before tax:

Foreign currency translation adjustments 1 2
Unrealized holding gains (losses)

arising during period 8 (17)
Less: reclassification adjustment for

gains (losses) included in net earnings ( 5)

Other comprehensive income (loss),

before tax 4 (15)
Income tax (expense) benefit related to items

of other comprehensive income ( 1) 6
Other comprehensive income, net of taxes 3 9)
Comprehensive income $ 92 9 $ 26

8. New Accounting Pronouncements

On April 3, 1998, the Accounting Standards ExeautBommittee issued Statement of Position 98-5 ("S8B"), Reporting on the Costs of
Start-Up Activities, which provides guidance on fimancial reporting of start-up and organizatiasts. It requires costs of start-up activities
and organization costs to be expensed as incu8@B. 98-5 is effective for financial statementsfieral years beginning after December 15,
1998. The Company is required to reflect the ihafgplication of SOP 98-5 as the cumulative eftdch change in accounting principle, as
described in Accounting Principles Board Opinion B8, Accounting Changes. As a result of the cutiudaffect of a change in accounting
treatment, the Company expects to record a chargarhings in the first quarter of 1999 for anymoatized start-up or organization costs as
of the beginning of 1999.

9. Other Matters

In January 1998, approximately 2.3 million share€lass C Stock, with a redemption value of $12Rion were converted into 10.5 million
shares of Level 3 Common Stock (formerly Class @clst

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

On March 23, 1998, the Company and Frontier Comoatiwins International, Inc. ("Frontier") enteretbilmn agreement ("Frontier
Agreement") enabling the Company to lease appraein®,300 miles of OC-12 network capacity on Frers new 13,000 mile SONET
fiber optic, IP-capable network currently under stoaction for a period of up to five years. Theskeé network will initially connect 15 of the
larger cities across the United States. While mygiian aggregate minimum payment of $165 millieerats five-year term, the Frontier
Agreement does not impose monthly minimum conswngiquirements on the Company, allowing the Comparrder, alter or terminate
circuits as it deems appropriate. The Company dsgeaecognize these costs as the leased netwatkized.

10. Subsequent Events

On April 2, 1998, the Company announced it hadhlred@ definitive agreement with Union Pacific Rald Company ("Union Pacific")
granting the Company the use of approximately 7/&08s of rights-of-way along Union Pacific's resutes for construction of the
Company's North American intercity network. The Qxamy expects that the Union Pacific agreementsatiisfy substantially all of its
anticipated right-of-way requirements west of this$issippi River and approximately 50% of the rigiftway 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 peramrring 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.

On April 23, 1998, the Company acquired XCOM Teog@s, Inc. ("XCOM"), a privately held company twts developed technology
which the Company believes will provide certain keynponents necessary for the Company to develapenface between its IP- based
network and the public switched telephone netwdhe Company issued approximately 2.6 million shafdsevel 3 Common Stock and 0.4
million options and warrants to purchase Level 3n@mn Stock in exchange for all the stock, optioms warrants of XCOM. The value of
the transaction will be determined through an apptaThe Company expects to account for this &retien as a purchase and expects to
recognize a significant charge to earnings dutiiregstecond quarter of 1998 for the portion of thet obthe purchase attributable togreces:
research and development efforts.

On April 28, 1998, the Company received $1.93%dsilbf proceeds from an offering of $2 billion aggate principal amount 9.125% Senior
Notes Due 2008 ("the Offering"). The Senior Notes senior, unsecured obligations of the Compamking pari passu with all existing a
future senior unsecured indebtedness of the ComFdreySenior Notes contain certain covenants, waimbng others, limit consolidated
debt, dividend payments, and transactions withiaffis. The Company intends to use the net procefettie Offering in connection with the
implementation of its Business Plan to increasetsutbially its information services business andxpand the range of services it offers



building an advanced international, facilities-thsemmunications network based on IP technology.
LEVEL 3 COMMUNICATIONS, INC.
Management's Discussion and Analysis of Financtaddtion and Results of Operations

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

This document contains forward looking statementsiaformation that are based on the beliefs ofagament as well as assumptions made
by and information currently available to the CompaNhen used in this document, the words "antteipdbelieve", "estimate" and "expe
and similar expressions, as they relate to the Gomypr its management, are intended to identifwéwdlooking statements. Such statem
reflect the current views of the Company with respe future events and are subject to certairsrigshcertainties and assumptions. Should
one or more of these risks or uncertainties mdizgizor should underlying assumptions prove inectiractual results may vary materially

from those described in this document.
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 liamgeable Common Stock, par value $.0625 per ¢tieréClass D Stock”), as a way

to address certain issues created by the Compiueyiswo-class capital stock structure and the needtract and retain the best management
for the Company's businesses. During the cour#is ekamination of the consequences of a listinthefClass D Stock, management
concluded that a listing of the Class D Stock wowtladequately address these issues, and instgad ko study a separation of the
Construction Group from the other businesses oCitimpany (the "Diversified Group"), thereby formitvgp independent companies. At the
regular meeting of the Board on July 23, 1997, rganeent submitted to the Board for consideratioropgsal for separation of the
Construction Group and the Diversified Group thitwagsplit-off of the Construction Group (the "Sqift"). At a special meeting on August
14, 1997, the Board approved the Split-off.

The separation of the Construction Group and theiBified Group was contingent upon a number ofi@é@ns, including the favorable
ratification by a majority of the holders of bottetCompany's Class C Construction & Mining GrougtReted Redeemable Convertible
Exchangeable Common Stock., par value $.0625 @eedthe "Class C Stock"), and the Class D Stooll the receipt by Company of an
Internal Revenue Service ruling or other assuraicceptable to the Board that the separation woelldb-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 ruling from the Internal Revenue Servildee Split-off occurred on March 31, 1998. In coetien with the Split-off, (i) the

Company exchanged each outstanding share of Cl&ssdk for one share of common stock of PKS Holslingc. ("New PKS"), the
company formed to hold the Construction Group, kiclv eight- tenths of a share of the Company's<Ra€onvertible Common Stock, par
value $.01 per share (the "Class R Stock"), wash#d, (i) New PKS was renamed "Peter Kiewit Sdns:,"

(iii) the Company was renamed "Level 3 Communigatidnc." and

(iv) Class D Stock was designated as common sfranrkyalue $.01 per share ("Common Stock"). As altes the Split-off, the Company no
longer owns any interest in New PKS or the Cons$imndGroup. Accordingly, the separate financiatestaents and management's discussion
and analysis of financial condition and resultepérations of Peter Kiewit Sons', Inc. should b&ioted to review the financial position of
the Construction Group as of March 31, 1998 andebdoer 27, 1997, and the results of operationdfogtarters ended March 31, 1998 and
1997.

On March 31, 1998, as a result of the Split-of§ @ompany recognized, within discontinued operatiangain of $608 million equal to the
difference between the carrying value of the Caesion Group and its fair value in accordance Wiiancial Accounting Standards Board
Emerging Issues Task Force Issue 96-4. No taxes previded on this gain due to the tax- free natdithe Split-off. Also on March 31,
1998, the Company reflected the fair value of tlh@gruction Group as a distribution to the Clasgdckholders.

Listing of Common Stock
Effective April 1, 1998, the Company's Common Stbekan trading on The Nasdaqg National Market utitgdeesymbol "LVLT."
Conversion of Class R Stock

On May 1, 1998, the Board of the Company determinddrce conversion of all shares of the Compa@yéss R Stock into Common Stock
of the Company, effective May 15, 1998. The Classtétk will be converted into the Company's ComiBtack in accordance with the
formula set forth in the Company's Certificate médrporation. The formula provides for a conversiatio equal to $25, divided by the
average of the midpoints between the high and lessprices for the Company's Common Stock on eftite fifteen trading days during
the period beginning April 9 and ending April 3@9B. That average for that period was $64.28128o0Atingly, each holder of Class R
Stock will receive .3889 of a share of Common Stimcleach share of Class R Stock held. In total &% million shares of Class R Stock
convert into 2.5 million shares of Common StockMviey 15, 1998. As a result of the forced conversaantain adjustments will be made



the cost sharing and risk allocation provisionthef Separation Agreement and Tax Sharing Agreebetmteen the Company and Peter
Kiewit Sons', Inc. which will reduce the costs lbétSplit-off and risks allocated to the Company.

Conversion of Class C Stock in January 1998

Prior to the Split-Off, as of January 1 of eachry&alders of Class C Stock had the right to con@éaiss C Stock into Class D Stock, subject
to certain conditions. In January 1998, holder€laks C Stock converted 2.3 million shares, witbdemption value of $122 million, into
10.5 million shares of Level 3 Common Stock (foripélass D Stock).

CalEnergy Transaction

In January 1998, the Company and CalEnergy Compaay("CalEnergy") closed the sale of the Compameyiergy assets to CalEnergy (the
"CalEnergy Transaction"). The Company received @eds of approximately $1.16 billion and recogniaadftertax gain of $324 million il
the first quarter of 1998. The afteax proceeds from this transaction of approxinya$867 million will be used to fund in part the Cpamy's
planned expansion of its information services bessnand the development of an advanced, interétifacilities-based communications
network ("Business Plan™).

Stock Options

Subsequent to the Split-off, the Company adoptedédhognition provisions of Statement of Finangietounting Standards No. 123,
Accounting for Stock Based Compensation ("SFAS NMt3") when it adopted an outperform stock opticmgpam ("OSO"). Under SFAS N
123, the fair value of an option (as computed itoadance with accepted option valuation modelsherdate of grant is amortized over the
vesting period of the option. The recognition psiemns of SFAS No. 123 are applied prospectivelynuadoption. As a result, they are app

to all stock awards granted in the year of adopdind are not applied to awards granted in preweass unless those awards are modified or
settled in cash after adoption of the recognitimyvisions.

The OSO program was designed by the Company sdtstsibckholders receive a market return on tineiestment before OSO holders
receive any return on their options. The Comparigbes that the OSO program aligns directly managets and stockholders' interests by
basing stock option value on the Company's alititgutperform the market in general, as measuretidptandard & Poor's ("S&P") 500
Index. Participants in the OSO program do not zeadiny value from options unless the Level 3 ComBitmick price outperforms the S&P
500 Index. When the stock price gain is greatem tha corresponding gain on the S&P 500 Indexy#iee received for options under the
OSO plan is based on a formula involving a mukiptelated to how much the Level 3 Common Stockerddrms the S&P 500 Index. To-
extent that the Level 3 Common Stock outperfornes3&P 500, the value of OSOs to an option holder ex@eed the value of non-qualified
stock options.

The Company believes that the fair value methoalcebunting more appropriately reflects the substarfiche transaction between an entity
that issues stock options, or other stock-baseduimgnts, and its employees; that is, an entitygnasted something of value to an employee
(the stock option or other instrument) generallyaturn for their continued employment and servidé® Company believes that the value of
the instrument granted to employees should be rézed in financial statements because nonrecognitiplies that either the instruments
have no value or that they are free to employesther of which is an accurate reflection of thbstance of the transaction. Although the
recognition of the value of the instruments resultsompensation expense in an entity's finantcakments, the expense differs from other
compensation expense in that these charges wibasettled in cash, but rather, generally, thraeghance of common stock.

The Company believes that the adoption of SFASI28.will result in material non-cash charges torapens in 1998 and thereafter. The
amount of the non-cash charge will be dependent apaumber of factors, including the number of amsigranted and the fair value of each
option estimated at the time of its grant. The esgerecognized for the three months ended March @18 was $2 million.

Corporate Headquarters

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

Frontier Agreement

On March 23, 1998, the Company and Frontier Comoatiuins International, Inc. ("Frontier") enteretbilman agreement ("Frontier
Agreement”) enabling the Company to lease appraein®,300 miles of OC-12 network capacity on Frerg new 13,000 mile SONET
fiber optic, IP-capable network currently under stonction for a period of up to five years. Theskeg network will initially connect 15 of the
larger cities across the United States. While mygiian aggregate minimum payment of $165 millieerats five-year term, the Frontier
Agreement does not impose monthly minimum conswngiquirements on the Company, allowing the Comparrder, alter or terminate
circuits as it deems appropriate. The Company dggeaecognize these costs as the leased nete/atkized.

Union Pacific Rights-of-Way



On April 2, 1998, the Company announced it hadhved@ definitive agreement with Union Pacific Rzad Company (the "Union Pacific
Agreement”) granting the Company the use of appnaieély 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 Agreemelhatisfy substantially all of its
anticipated right- of-way requirements west of kigsissippi River and approximately 50% of the tigfrway requirements for its North
American intercity network. The agreement proviftgsnitial 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 ofuitsnithat are operational and certain construaioligations of the Company to provide
fiber or conduit connections for Union Pacific la¢ tCompany's incremental cost of construction.

XCOM Technologies, Inc. Acquisition

On April 23, 1998, the Company acquired XCOM Teog@s, Inc. ("XCOM"), a privately held company tts developed technology
which the Company believes will provide certain keynponents necessary for the Company to develaptenfiace between its IP- based
network and the public switched telephone netwdhe Company issued approximately 2.6 million shafdsevel 3 Common Stock and 0.4
million options and warrants to purchase Level 3n@mn Stock in exchange for all the common and predestock of XCOM. The value of
the transaction will be determined through an apptaThe Company expects to account for this &etien as a purchase and expects to
recognize a significant charge to earnings dutiiregstecond quarter of 1998 for the portion of thet obthe purchase attributable togroces:
research and development efforts.

Senior Notes

On April 28, 1998, the Company received $1.937dailbf proceeds from an offering of $2 billion aggate principal amount 9.125% Senior
Notes Due 2008 ("the Offering"). The Senior Notes senior, unsecured obligations of the Compamking pari passu with all existing a
future senior unsecured indebtedness of the ComJdreySenior Notes contain certain covenants, waimbng others, limit consolidated
debt, dividend payments and transactions withiaffis. The Company intends to use the net proa#fetie Offering in connection with the
implementation of its Business Plan to increasestsutbially its information services business andxpand the range of services it offers by
building an advanced international, facilities-lhsemmunications network based on IP technology.

Results of Operations

In late 1997, the Company announced a plan to &sersubstantially its information services busiresbto expand the range of services it
offers by building an advanced, international, lfaes-based communications network based on letgPnotocol ("IP") technology. Since the
Business Plan represents a significant expansitimofompany's communications and information ses/business, the Company does not
believe that the Company's financial condition egglilts of operations for prior periods will sergea meaningful indication of the
Company's future financial condition or resultoperations. The Company expects to incur substargtaoperating losses for the foresee:
future, and there can be no assurance that the &onwill be able to achieve or sustain operatirafifability in the future.

First Quarter 1998 vs. First Quarter 1997

Revenue for the quarters ended March 31, is suraethds follows (in millions):

1998 1997
Communications and Information Services $ 29 $ 16
Coal Mining 53 61
Other 5 3

$ 87 $ 80

Communications and Information Services revenusistsiof computer outsourcing revenue of $15 nmllkmd systems integration revenue
of $14 million in 1998. The comparable amounts997 were $11 million and $5 million. Computer outsnng revenues increased due tc
addition of several new customers since the fiostrgr of 1997. The increase in systems integrageanue in the first quarter of 1998
reflects the pattern of growth experience througi®@97 as the Company expanded its computer netsymtiems integration, consulting, and
Year 2000 and software reengineering activitiesesthis business commenced operations in 1997.

The Company plans to begin offering IP network mewin 15 U.S. cities in the fall of 1998. In paggtion for the product launch, the
Company made significant progress during the jtgtrter in 1998 in obtaining appropriate licensggeements and technical facilities. The
Company has secured approximately 750,000 squereffspace for technical gateway and collocatitessn these 15 cities, and received
Certificates of Public Convenience and Necessigidt states. The Company also obtained colloeagyeements in 56 Central Offices and
has begun construction in most of these locatiand,is currently in discussions with all the incuanblocal exchange carriers for
Interconnection Agreements.

Coal mining revenues decreased in 1998 due priyarithe expiration of a long term sales contra¢ha end of 1997 and continued lower
prices for new customer contracts. Coal mining meneefor the year ended 1998 is expected to appairiit997 revenue, due to additional
alternative source and brokerage revenue expeci@ugdhe remainder of 199



Operating Expenses increased to $42 million in 1f8@® $39 million in 1997 primarily due to costssasiated with increased systems
integration revenue. Margins from the computer outsing and systems integration businesses impriov&898 primarily due to increased
revenues from new customers obtained since thegfiiarter of 1997 and from the systems integratiasiness, which was in a start-up mode
in 1997. Coal margins declined slightly in 1998 ¢ii¢he expiration of a long term sales contra¢hatend of 1997. Coal mining margins for
the year ended 1998 are expected to approximatgimsaiecognized in 1997 due to additional high rimaadfernative source coal expected to
be sold throughout the remainder of 1998. If currearket conditions continue, the Company will exgrece a significant decline in coal
revenue and earnings over the next several yeatsliasry requirements under long-term contractdide and as longerm contracts begin
expire.

Depreciation and Amortization increased slightiy1898 to $6 million from $5 million in 1997 priméridue to increased depreciation on F
Information Services equipment purchased for nemmgder outsourcing customers. The Company expedtetr additional amortization
expense beginning in the second quarter of 1998altiee acquisition of XCOM. Additional depreciatis expected beginning in the third
quarter of 1998 when the Company commences opesabio its IP network.

General and Administrative Expenses increasedfgigntly in 1998 to $48 million from $16 million ih997 primarily due to the cost of
activities associated with preparing for the expeddaunch of the IP network in the third quarted®98. In addition, the Company incurred
approximately $7 million of professional servicestsbassociated with the initial development of lastantial, scaleable business support
system infrastructure, specifically designed toodm#he Company to offer services efficiently térgeted customers. In addition to these
costs, the Company incurred incremental compensatiol relocation costs for the substantial numbeew employees that have been hired
to begin implementation of the Business Plan, legats associated with obtaining licenses, agreesaaml technical facilities and other
development costs associated with the Company’s ptabegin offering services in 15 U.S. citieshe fall of 1998. Other than costs
associated with the business support system, whelCompany will begin to capitalize in the secquodrter of 1998, general and
administrative costs are expected to increasefiigntly in future periods as the Company implemnseht Business Plan.

EBITDA which consists of earnings (losses) befotteriest, income taxes, depreciation, amortization, cash stock-based compensation and
other non-operating income or expenses was $(3pmih 1998 and $25 million in 1997. The primagason for the decrease between
periods is the significant increase in general administrative expenses, described above, incumrednnection with the implementation of
the Company's Business Plan. EBITDA is commonldiusdhe communications industry to analyze comgson the basis of operating
performance. EBITDA is not intended to represeshdiow for the periods. See Consolidated Condefsattments of Cash Flows.

Interest Income increased significantly in 199%26 million from $7 million in 1997 as the CompangVerage cash, cash equivalents and
marketable securities balance approximated $2biil the first quarter of 1998. Proceeds on the sithe Company's energy assets to
CalEnergy of $1.16 billion were received on Janugry998. The Company's average cash, cash equisaed marketable securities balance
approximated $550 million in 1997. Pending utilieatof the cash equivalents and marketable seesiiiti implementing the Business Plan,
the Company intends to invest the funds primarilgovernment and governmental agency securitigs.ifitestment strategy will provide 1
less yield on the funds, but is expected to redieeisk to principal prior to using the funds imglementing the Business Plan.

Interest Expense increased slightly in 1998 to $am from $3 million in 1997 due primarily to ietest incurred on a $15 million mortgage
with Metropolitan Life established in June 1997milte Company's Pavilion Towers office buildingAuarora, Colorado serving as collateral.
The majority of the interest expense relates tlzard institutional notes with recourse only to 891 toll road project. Interest expense
will increase substantially in future periods dagtte completion of the offering of $2 billion aggate principle amount of 9.125% Senior
Notes Due 2008 issued on April 28, 1998. Amortmaf debt issuance costs associated with itsinfjewill also increase interest expense
future periods. A significant portion of the intetevill be capitalized as the Company developdfheetwork.

Other Expense, net increased substantially in 18%$822) million from $(3) million in 1997 due pramily to increased losses recognized by
the Company's equity method investee, RCN Corpmratinc. ("RCN"), a full service provider of locébng distance, internet and cable
television services primarily to residential userslensely populated areas in the Northeast UrStates. The Company's share of these losse
approximated $31 million. RCN is incurring signéitt costs in developing its business plan and duhie first quarter of 1998 it acquired
Ultranet Communications, Inc. and Erols Internet, | two Internet service providers with operationthe Boston to Washington, D.C.
corridor. RCN recognized a charge to earnings pf@pmately $45 million (Company's share $21 miiliavith respect to certain costs of the
acquisitions associated with in- process reseandhdavelopment activities.

Also included in Other Income (Expense) are egedtsnings in Commonwealth Telephone Enterprises, éneennsylvania public utility
providing telephone service, equity in losses dbl€dichigan, Inc., a cable television operatothia State of Michigan, and realized gains
and losses on the sale of marketable securitieesiments and other assets each not individughifgiant to the Company's results of
operations.

Income Tax Benefit approximates the statutory iate998. The income tax provision in 1997 is slightelow the statutory rate due primai
to depletion allowances and other individually gmsficant deductions for tax purposes in exceghalf recognized for financial reporting
purposes.

Discontinued Operations includes the one-time ga¥608 million recognized upon the distributiontibé Construction Group to former
Class C stockholder on March 31, 1998. Also inctlitediscontinued operations is the gain, net xf ¢ $324 million from the Company's
sale of its energy assets to CalEnergy on Janydr99B.



Financial Condition-March 31, 1998

The Company's working capital increased substantlairing the first quarter of 1998 due primaritythe sale of the Company's energy a:
to CalEnergy for $1.16 billion on January 2, 1988e Company's working capital was $1.9 billion oarkh 31, 1998 and $1.4 billion on
December 27, 1997. The Company's operations prdd@ million of cash during the first quarter &B, primarily from coal mining
operations partially offset by costs in implemegtthe Business Plan.

The Company made capital expenditures of $18 miltioring the first quarter of 1998, primarily redtto the development of the
infrastructure associated with the IP network dredgurchase of equipment used by the computer ungisg business. The Company also
had net purchases of marketable securities of $G0i®n, primarily attributable to the investmeritthe CalEnergy transaction proceeds. The
Company also made several small investments inlojewvent stage businesses during the first quaft&993.

Financing activities in the first quarter of 199hsisted primarily of cash received upon the casivarof 2.3 million shares of Class C Stock,
with a redemption value of $122 million, into 1@rillion shares of Level 3 Common Stock (formerlya&€3 D Stock) during January 1998 ,
proceeds from sales of Level 3 Common Stock ofi@illfon and the exercise of the Company's stockomstfor $10 million. The Company
reflected in the equity accounts the exchange@ttmversion right and the issuance of the ClaSsoRk at its fair value of $92 million on t
date of the Split-off. The Company will recognizsimilar adjustment to the equity accounts of apjpnately $70 million during the second
quarter of 1998 due to the forced conversion ofGlass R Stock effective May 15, 1998.

On April 28, 1998, the Company received $1.93%dsilbf proceeds from an offering of $2 billion aggate principal amount 9.125% Senior
Notes Due 2008 ("the Offering"). The Senior Notes senior, unsecured obligations of the Compamking pari passu with all existing a
future senior unsecured indebtedness of the ComFdreySenior Notes contain certain covenants, waimbng others, limit consolidated
debt, dividend payments and transactions withiaffis. The Company intends to use the net proagetie Offering in connection with the
implementation of its Business Plan to increasetsutially its information services business andxpand the range of services it offers by
building an advanced international, facilities-tlthsemmunications network based on IP technology.

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 intémdiecome a facilities-based provider (that ista@vider that owns or leases a substantial
portion of the plant, property and equipment neagst provide its services) of a broad range tdgrated communications services. To
reach this goal, the Company plans to expand sotisits the business of its subsidiary, PKS Infotima Services, Inc., and to create, thro

a combination of construction, purchase and leasirigcilities and other assets, an internatioeati-to-end, facilities-based communications
network. The Company is designing its network bametP technology in order to leverage the efficien of this technology to provide lov
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
The Company estimates that its capital expenditiresnnection with the Business Plan will be iress of $500 million in 1998 and will
approximate $ 2 billion in 1999. The Company's entiiquidity in addition to the net proceeds of fffering should be sufficient to fund t
currently committed portions of the Business Plan.

The Company currently estimates that the implentiemtaf the Business Plan, as currently contemglakéll require between $8 and $10
billion over the next 10 years. The Company's ghit implement the Business Plan and meet itsegtefl growth is dependent upon its
ability to secure substantial additional financinghe future. The Company expects to meet itstanfdil capital needs with the proceeds fi
sales or issuance of equity securities, creditifies and other borrowings, or additional debtwséies. The Offering was issued under an
indenture which permits the Company and its subsieh to incur substantial amounts of debt. In tamlilithe Company may sell or dispost
existing businesses or investments to fund portadrise Business Plan. The Company may, as péts ofdinary course of business, sell or
lease capacity, its conduits or access to its desdthere can be no assurance that the Compahpevduccessful in producing sufficient ¢
flow, raising sufficient debt or equity capital 8rms that it will consider acceptable, or sellordeasing fiber optic capacity or access to its
conduits, or that proceeds of dispositions of tben@any's assets will reflect the assets' intrimaloe. Further, there can be no assurance that
expenses will not exceed the Company's estimatmbthe financing needed will not likewise beh@gthan estimated. Failure to generate
sufficient funds may require the Company to delaglmlandon some of its future expansion or experatifwhich could have a material
adverse effect on the implementation of the Busifidan. There can be no assurance that the Comytime able to obtain such financing if
and when it is needed or that, if available, suchrfcing will be on terms acceptable to the Compéthe Company is unable to obtain
additional financing when needed, it may be reglicescale back significantly its Business Plan, @alegphending upon cash flow from its
existing businesses, reduce the scope of its plad©perations.

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

New Accounting Pronouncemen



On April 3, 1998, the Accounting Standards ExeaitBommittee issued Statement of Position 98-5, P'S8-5") Reporting on the Costs of
Start-Up Activities, which provides guidance on fimancial reporting of start-up costs and orgati@acosts. It requires costs of start-up
activities and organization costs to be expensedcasred. SOP 98-5 is effective for financial staents for fiscal years beginning after
December 15, 1998. The Company is required toaette initial application of SOP 98-5 as the cuative effect of a change in accounting
principle, as described in Accounting PrinciplesaBbOpinion No. 20, Accounting Changes. As a resfulhe cumulative effect of a change
in accounting treatment, the Company expects tordea charge to earnings in the first quarter &lfbr any unamortized start-up or
organization costs as of the beginning of 1999.

LEVEL 3 COMMUNICATIONS, INC.
PART Il - OTHER INFORMATION
Item 2. Changes in Securities

Pursuant to an agreement dated March 2, 1998, dahg@ny sold 200,000 shares of Common Stock, paevi&l01 per share to Mr. James
Goodwin, in connection with financial advisory sees to be provided to the Company at an aggregatehase price of $8,000,000. The sale
to Mr. Goodwin was made pursuant to the exemptiomfregistration contained in Section 4(2) under3ecurities Act of 1933, as amended.

Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits filed as part of this report are lgteelow.

Exhibit
Number

3.1 Articles of Incorporation. (Incorporated byardnce to Exhibit No. 1 to Amendment No. 1 to tleenPany's Registration Statement on
Form 8-A File No. 0-15658).

3.4 By-laws. (Incorporated by reference to Exhifgt 2 to Amendment No. 1 to the Company's Registie®tatement on Form 8-A File No.
0-15658).

18 Letter re change in accounting principles.
27 Financial Data Schedule.

(b) The Company filed a FormI8-on January 15, 1998 reporting the dispositioitoénergy assets to CalEnergy Company, Inc. wtliabec
on January 2, 1998.

SIGNATURES

Pursuant to the requirements of the SecuritiesEatiange Act of 1934, the registrant has duly catisis report to be signed on its behalf by
the undersigned thereunto duly authorized.

LEVEL 3 COMMUNICATIONS, INC.

Dated: May 15, 1998 \s\Eric J. Mrtensen
Eric J. Mortensen
Controller
Chi ef Accounting O ficer

LEVEL 3 COMMUNICATIONS, INC.
INDEX TO EXHIBITS

Exhibit
No.

3.1 Articles of Incorporation. (Incorporated byerdnce to Exhibit No. 1 to Amendment No. 1 to tlienPany's Registration Statement on
Form 8-A File No. 0-15658).

3.4 By-laws. (Incorporated by reference to Exhifit 2 to Amendment No. 1 to the Company's Registie®tatement on Form 8-A File No.
0-15658).



18 Letter re change in accounting principles.

27 Financial Data Schedul



Exhibit 18

Level 3 Communications, Inc.
3555 Farnam Street
Omaha, NE 68131

We are providing this letter to Level 3 Communioas, Inc. (the "Company") for inclusion as an eiHib your Form 10-Q filing pursuant to
Item 601 of Regulation S-K.

We have read management's disclosure for the climrageounting from the intrinsic value based mdtfar measuring stock compensation
cost to the fair value based method containedérmpany's Form 10-Q for the quarter ended Matci 398. Because the fair value based
method is designated as the preferred method bgrSémt of Financial Accounting Standards (SFAS) N8, we concur that the newly
adopted accounting principle described above ifepable in the Company's circumstances to the ndgpineviously applied.

We have not audited any financial statements oCthpany as of any date or for any period subsddadbecember 27, 1997, nor have we
audited the application of the change in accountirigciple disclosed in Form 10-Q of the Companytfe three months ended March 31,
1998; accordingly, our comments are subject tosiemion completion of an audit of the financiatsitaents that include the accounting
change.

Coopers & Lybrand L.L.P.

May 15, 1998
Omaha, Nebrask



ARTICLE 5

This schedule contains summary financial infornragatracted from the Form 10-Q for the period egditarch 31, 1998 and is qualified in
its entirety by reference to such financial statetsie

MULTIPLIER: 1,000,000

PERIOD TYPE 3 MOS
FISCAL YEAR END DEC 31 199
PERIOD END MAR 31 199¢
CASH 80€
SECURITIES 1,31¢
RECEIVABLES 54
ALLOWANCES 0
INVENTORY 4
CURRENT ASSETS 2,197
PP&E 41€
DEPRECIATION 224
TOTAL ASSETS 2,79¢
CURRENT LIABILITIES 304
BONDS 137
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 1
OTHER SE 2,04¢
TOTAL LIABILITY AND EQUITY 2,197
SALES 53
TOTAL REVENUES 87
CGS 26
TOTAL COSTS 45
OTHER EXPENSE 51
LOSS PROVISION 0
INTEREST EXPENSE 4
INCOME PRETAX )
INCOME TAX @)
INCOME CONTINUING (6)
DISCONTINUED 93z
EXTRAORDINARY 0
CHANGES 0
NET INCOME 92€
EPS PRIMARY $2.18!
EPS DILUTED $2.18!

1$2.18 excludes the gain on the split off of thestnrction operation
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