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TEL: {402) 516-1624

Communications FAX: (402) 536-3645
terry.ferguson@l}.com
July 23, 1998
') Z
250533 T1
YiA OVERNIGHT DELIVERY
DEPOSIT DATE
Blanca S. Bayé, Director
Division of Records and Reporting B817m  jy 2./ p9g

Florida Public Service Commission
2540 Shumard Oak, Blvd.
Tallahassee, Florida 32399-0870

Re:  Application of Level 3 Communications, LLC for Authority to

Provide Interexchange Telecommunications Service in Florida

Dear Ms. Bayé:

Enclosed for filing on behalf of Level 3 Communications, LLC (“Level 3") please find an
original and six (6) copies of Level 3's apnlication for authority to provide interexchange
telecommunications service in Florida. Also enclosed is a check in the amount of $250.00 to cover
the application filing fee.

w
Please date-stamp the extra copy and return it to the undersigned in the encloged FRIf-
addressed, stamped envelope. Should you have any questions concemning this filing, plegg2 dé-not

hesitate to contact me. I~ )
SR

Very truly yours,

Crer ~nimahvag ! B3 .
A & | Tnine T fojun e, 5~
L " Chock : Terrence J. Ferguson
Iﬂ’ v ' Level 3 Communications, LLC
* Enciosures
ceC: Abby Jensen (w/ encl.)
32494
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Level 3 Communications, LLC 1555 Farnam Street Omaha, Nebraska 68131 l ju,la 241
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BEFORE THE
FLORIDA PUBLIC SERVICE COMMISSION

Level 3 Communications, LLC

Request for Authority to Provide Docket No.
Interexchange Telecommunications

Service within the State of Flonida

e i e e

APPLICATION FORM
for
AUTHORITY TO PROVIDE INTEREXCHANGE TELECOMMUNICATIONS
SERVICE WITHIN THE STATE OF FLORIDA
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1. Select what type of business your company will be conducting (check all that

apply):

(X)

()

X)

O

()

()

Facilitien Banecd Currier - company owns and
operates or plans to own and operate
telecommunications switches and transmission
facilities in Florida.

Operator Service Provider - company provides or
plans to provide altemnative operator services for
1XCs: or 10ll opcrator services to call aggregator
locations; or clearinghouse services to bill such
calls.

Reseller - company has or plans to have one or
more swilches, but primarily leases the transmission
facilitics of other carriers. Bills its own customer
base for services used.

Switchless Rebiller - company has no switch or
transmiszion facilities, but ma;’ have a billing
computer. Aggregates traffic to obtain bulk
discounts from underlying carrier. Rebills end users
at a rate abave its discount, but generally helow the
rate end users would puy for unaggregated traflic.

Multi-Location Discount Aggregator - company
contracts with unaffiliated entities to obtain
bulk/volume discounts under multi-location
discount plans from certain underlying carriers. then
offers the resold service by earolling unafYiliated
cuxtomers.

Prepaid Debit Card Provider - any person or
entity that purchases 800 access from an underlying
carrier or unaffiliated entity for use with prepaid
debit card service and/or encodes the cards with
personal identifivation numbers
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This is an application for (check one):
(X) Original Authority (New company ).
() Approval of Transfer (To another centificated company).

()  Approval of Assignment of Existing Certificate (To a noncentificated
company).

() Approval for Transfer of Control (To another centificated company ).

Name of corporation, partnership, cooperative, joint venture, or sole
proprictorship:

Level 3 Communications, LLC

Name under which the applicant will do business (fictitious name, etc.):

Not applicable.

National address (including street name and number, post ofTice box, city, state,
and zip code):

Level 3 Communications, L1.C
1450 Infinite Drive

Loufsville, CO 80027

(303) 926-3000 (Tel)

(303) 926-3400 (Fax)



Florida address (including street name and number, post office box, city, state,
and zip code):

Level 3 currently does not have a Florida address.

Structure of organization; check which applies.

() Individual {X) Corporation
() Foreign Corporation () Foreign Parinership
() General Partnership {) Limited Partnership

() Other. Level 3 is a Delaware limited liability company,
Please refer o Section 9 for further information,

If applicant is an individual or partnership, please give name, title, and address
of sole proprietor or partners.

Not applicable.

(a)  Provide proof of compliance with the foreign limite' partnership
statute (Chapter 620.169, FS), if applicable.

{b) Indicate if the individual or any of the partners have previously
been:

(1)  adjudged bankrupt, mentally incompetent, or found guilty
of any felony or of any crime, or whether such actions
may result from pending procecdings.

(2) officer, director, partner, or stockholder in any other
Florida certificated telephone company. If yes, give name
of company and relationship. If no longer associated with
company, give reason why not.



9.

If incorporated, please give:

(a)

(b)

(c)

(d)

Proof from the Florida Secretary of State that the applicant has authority to
operate in Florida.

As a limited liability company, Applicant is not “incorporated.”
However, Applicant is qualified to do business in the State of Florida
as » foreign limited liability company. A copy of Level 3's certificate
of authority to transact business in the State of Florida is appended
hereto as Exhibit 1. (Document Number M9700000824).

Corporation charter number: Not applicable.
Name and address of the company’s Florida registcred agent.

CT Corporstion S}'l.lﬂlll
1200 South Pine Island Road
Plantation, FL. 33324

Provide proof of compliance with the fictitious name statute (Chapter
865.09 FS), if applicable.

Ficlitious name registration number: Not applicable.

Indicate i any of the oflicers, directors, or any ol the ten lurgest
stockholders have previously been:

(1)  adjudged bankrupt, mentally incompetent, or found guilty of any
felony or of any crime, or whether such actions may result from
pending procecedings.

None.

(2)  officer, director, partner, or stockholder in any other Florida
certificated telephone company. If yes, give nanic of company and
relationship. If no longer associated with company. give reason
why e

Please see Exhibit 2.



10.  Who will serve as liaison with the Commission in regard to (pleasc give name, title.
address. and telephone number):

(a)

(b)

()

(d)

The Application:

Terrence J. Ferguson

Senior Vice President and General Counsel
Level 3 Communications, LLC

3555 Farnam Street

Omaha, Nebraska 68131

(402) 536-3624 (Tel)

(402) 536-3648 (Fax)

Official Point of Contact for the ongoing operations of the company:

Terrence J. Ferguson

Senlor Vice President and General Counsel
Level 3 Communications, LLC

3553 Farnam Street

Omaha, Nebrasks 68131

(402) $36-3624 (Tel)

(402) 536-3645 (Fax)

TarifY:

Abby Jensen

Level 3 Communications, LLC
1450 Infinite Drive

Louisville, CO 80027

(303) 926-3000 (Tel.)

(303) 926-3400 (Fax)

Complaints/Inquiries from customers:

Ken Williams -Vice President Customer Service
Level 3 Communications, LLC

1450 Infinite Drive

Loulsville, CO 80027

(303) 926-3000 (Tel.)

(303) 926-3400 (Fax)



1.

List the states in which the applicant:
(a) Has opcrated as an interexchange carrier.

Level 3 Communications, LLC has not yet begun operations in any state
88 an interexchange carvier.

(b) Has applications pending to be certificated as an interexchange carrier.

None.

(c) Is certificated to operale as an interexchange carrier.

Level 3 i certificated to operste as an interexchange carrier in
California, District of Columbia, Georgia, 1llinois, Maryland, New
York, Pennsylvania, Virginia and Washington. Level 3 is also
authorized to provide interexchange service (pursuant to registration or
de-regulation policies) in Colorado, Massachusetts, Micbigan, New
Jersey, and Texas.

(d)  Has been denied authority to operate as ar interexchange carrier and the
circumstances involved.

Applicant has not been denied suthority to operate as an interexchange
carrier.

(c) Has had regulatory penalties imposed for violations of telecommunications
statutes and the circumstances involved.

None.

{H Has been involved in civil court proceedings with an interexchange carrier,
local exchange company, or other telecommunications cntity and the

circumstances involved.
None.
What services will the applicant ofler to othes certilicated telephone compaunes
(X)  Facilities ( }  Operators
() Billing and Collection () Sales
() Maintenance
() Other




13.

14,

15.

16.

17.

18.

Do you have a marketing program?
Yes. However, as a start-up company, Level 3 has not fully developed its

marketing program.

Will your marketing program:

(X) Pay commissions?

{) Offer sales franchises?

) Offer multi-level anles incentives”
(X)  Ofter other sales incentives?

Explain any of the offers checked in question 14 (to whom, what amount. type of
franchise, etc.).

Level 3 will be paying commissions to account managers and to their direct
managers based upon a percentage of revenue generated.

Who will receive the bills for your services (check all that apply)?

(X) Residential Customers (X) Business Customers
) PATS Providers PATS Station Vind-{lsers

) Hotels and Muolels Hotel and Motel Gucests

) Universities Univ. Dormitory Residents
) Other,

— —
e N

(
{
{
(

Please provide the following (if applicable):

(a) Will the name of your company appear on the bill for your services, und.f
nol, who will the billed party contuct to ush questions about the bill (provide
name and phone number) and how is this information provided?

Yes, Level 3’s name will appear on the bills sent to customers.

(b)  Name and address of the firm who will bill for your services.
Level 3 will either bil) customers directly for its services or will have the
charges included in the customer’s local telephone bill pursuant to
billing and collection agreements with the underlying local exchange
carrier.

Please provide all available documentation demonstrating that the applicant has the
following capabilities to provide interexchange telecommunications service in
Florida.

A Financial capabiiny




Regarding the showing of financial capability. the foilowing applics: The
application should contain the applicant’s financial statements for the most
recent 3 years, including:

1. the balance sheet
2. income statement
3. statement of retained carnings.

Further, a written explanation, which can include supporting documentation, regarding the
foliowing should be provided to show financial capability.

1. Plcasc provide documentation that the applicant has suflicient financial capability to
provide the requested service in the geographic area proposed to be served.

2. Please provide documentation that the applicant has sufficient financial capability to
maintain the requested service.

3 Please provide documentation that the applicant has sufficient financial capability 10
meet its lease or ownership obligations.

NOTE: This documentation may include, but is not limited to,
financial statements, a projected profit and loss statement. credit
references, credit burcau reports, and descriptions of business
relationships with financial institutions.

If available, the financial statements should be audited financial statements.

If the applicant does not have audited financial statements, it shall be so stated. The
unaudited financial statements should then be signed by the applicant’s chief exccutive

officer and chief financial officer. The signatures should affirm that the financial statements
are true and correct.
See Exhibit 3.
B. Managerial capability.
See Exhibit 4.
¢ Technical capability.

See Exhibit 4.



Plcase submit the proposed tariff under which the company plans to begin operation.
Use the format required by Commission Rule 25-24 485 (example enclosed).

Level 3’s proposed interexchange tariff is appended hereto as Exhibit 5.

The applicant will provide the following interexchange carrier services (check all that

apply):
Applicant is seeking suthority to provide all forms of direct dialeo
interexchange services on a resale basis or through its own facilities (when those

are deployed).
() MTS with distance sensitive per minute rates

) Method of access is FGA
) Method of access is FGB
) Method of access is FGD
) Method of access is 800

(X) MTS with route specific rates per minute

() Method of access is FGA
() Method of aceess 18 FGB
(X) Method of access is FGD
(X) Method of access is 800

() MTS with statewide flat rates per minute (Le., not distance sensitive)
() Method of access is FGA
() Method of access is FGB

(X) Method of access is FGDD
(X) Method of access is 800

() MTS for pay telephone service providers

() Block-of-time calling plan (Reach Out Florida, Ring Amcrica, ctc.)
(X) 800 Service (Toll free)

(X) WATS-type Service (bulk or volume discount)

(X) Method of access is via dedicated facilities

(X)  Mcthod of access is via switched facilitics

(X) Private Line Services (Channel Scrvicos)

-10-
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22

(X)

()
(X)

()

(X)
(X)
()

()

(i.e., 1.5H mbs., DS-3, etc.)

Travel Service
Method cf access is 950
Method cf access is 800

900 Nervice

Operator Services
Available to presubscribed customers

Availabl: to non-presubscribed customers ‘ie. to
patrons of hotels, students in universities, patienls in
hospitals)

Availabl: to inmates

Services included are:

X)
(X)
(X)
(X)
(X)

Station assistance
Person-to-Person assistance
Directory assistance
Opcrator verify and interrupt
Conference calling

What does the end-user dial for each of the interexchange carmier services that were
checked in services included (above)?
The end-user will dial either “1* or an 800 number to access these services.

()

(Mher: Not Applicable



** APPLICANT ACKNOWLEDGMENT STATEMENT **

REGULATORY ASSESSMENT FEE: | understand that all telephone companics must
pay a regulatory assessment fee in the amount of .15 of one percent of its gross operating
revenue derived from intrastate business. Regardless of the gross operating revenuc of a
company, a8 minimum annual assessment fee o1 $50 is required.

GROSS RECEIPTS TAX: [ understand that all teicphone companics must pay a gross
receipts tax of two and onc-half percent on all intra and interstate business.

SALES TAX: | understand that a scven percent sales tax must be paid on intra and
interstate revenues.

APPLICATION FEE: A non-refundable application fee of $250.00 must be sabmitted
with the application.

RECEIPT AND UNDERSTANDING OF RULES: | acknowledge receipt and
understanding of the Florida Public Service Commission’s Rules and Orders relating 1o
my provision of interexchange telephone service in Florida. | also understand that it is
my respuasibility to comply with all current and future Commission requirements
regording interexchange telephone service

ACCURACY OF APPLICATION: By my signature below, [, the undersigned owner
or officer of the named utility in the application, atiest to the accuracy of the information
contained in this application and associated attachments. | have read the foregoing and
declare that, to the best of my knowledge and belicf, the information is a true and correct
statement. Further, | am aware that, pursuant to Chapter 817.06, Florida Statutes,
“Whoever knowingly makes » false statement in writing with the intent to mislead a
public servant in the performance of his official duty shall be guilty of a
misdemeanor of the second degree, punishable as provided in 5. 775.082 and 5. 775-
083.”

" =l

UTILITY OFFICIAL; /m:}‘_’}_ () ﬂ, G
vrrence J. Fergpapn ‘ . De
Sealor Vice President and

General Counsel

Level 3 Communications, LLC (402) 536-3624
Telephone Number

-12.



A statement of how the Commission can be assured of the security of the customer’s
deposits and advance payments may be responded to in one of the following ways (applicant,
please check one):

(X)  The applicant will not collect deposits nor will it cullect payments for service
more than one month in advance.

()  The applicant will file with the Commission and maintain a surety bond in
an amaunt equal to the current balnnce of deposits and advance paymcnts in
cxcess of one month. (Bond must accompany application.)

Y178

ate

Ut ;

Terrence J.
Senior Vice Pres
General Counsel

Level 3 Communications, LLC (402) 536-3624
Telephone Number

-J1-
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INTRASTATE NETWORK

Initially, Level 3 plans to resell the interexchange services of other certificated
interexchange carriers. Eventually, Level 3 ,may construct its own interexchange
facilities. At this time, Level 3 does not have » detailed plan of where and exactly which
kind of facilities it will construct. Level 3 plans to install switches in severai Florida
Citics, and will lease and/or construct fiber to IXC POPs and to a number of ILEC
Central Offices and Tandems. Level 3 also plans to lense filber between cities in a route
diverse ring architecture.

POP: Addresses where located, and indicate if owned or leased.
1) See Above 2)
1 4)

SWITCHES: Addresses where located, by type of swilch, and indicate if owned or leased.

1) See Above 2)
3) 4)

TRANSMISSION FACILITIES: POP-10-POP facilities by type of facilities (microwave,
fiber, copper, satellite, etc.) and indicate if owned or leased.

POP-10-PO TYPE JWNERSIIP
1) See Above

2)

-14-
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INTRASTATE NETWORK (continued)

4 ORIGINATING SERVICE: Please provide the list of exchanges where you are proposing
to provide originating service within thirty (30) days afier the effective date of the centificate
(Appendix D).

Level 3 seekn authority to originate interexchange telecommunications service
throughout the State of Fiorida.

5. TRAFFIC RESTRICTIONS: Please explain how the applicant will comply with the
EAEA requirements contained in Commission Rule 25-24.471(4)(a) (copy enclosed).

Level 3 initially proposes to provide interexchange service on s resale basis. The
certificated carriers from which Level 3 will purchase services for resale will be
responsible for complying with Commission Rule 25-24.471{(4}n). When bevel )
deploys its own facilities-based interexchange service, it will do so in a manner that
recognizes that “the local exchange company shall be the sole carrier for O+ local, O-
local and O- intralLATA toll calls dinled by end users.” Level 3 vill “not change or
augment the dialing pattern of end users for such calls.” Level 3 will only provide
intraLATA toll services to end users who dial Level 3's acceas code (either, 800, or
10XXX).

6. CURRENT FLORIDA INTRASTATE SERVICES: Applicant hus ¢ ) or has not (X)
previously provided intrastate ielecommunications in Florida. If the answer is has, fully
describe the following:

i) What services have been provided and when did these services begin?

b) If the services are not currently offered, when were they discontinued?

"

( ' -
UTILITY OFFICIAL: ‘ /{”f'-l ‘il e/ A0 ,}u_ RSV
T Terrence I, lft-rgu-uﬁ ‘ .
Senior Viee President and

General Counsel

Level 3 Communications, LLC {402) 536-3624

Telephone Number

215 -
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FLORIDA TELEPHONE EXCHANGES AND EAS ROUTES

Describe the scrvice area in which you hold yourself out to provide service by telephune
company exchange. If all services listed in your tariff are not offered at all locations, so indicate.

In un eflort to assist you, atlached 15 o list of myjor exchanges in Ilondu showing the smatl
exchanges with which each has extended area service (EAS).

Lxtended Service Arcp with Lhese bBxchunges

PENSACOLA: Cantonment, (iulf Breeze
Pace, Milton Holley-Navarre.

PANAMA CITY: Lynn Haven, Panama City Beach.
Y oungstown-Fountain and 1 yndalt
AFB.

TALLAHASSEE: Crawfordville, Havana. Monticello,

JACKSONVILLE:

GAINESVILLE:

OCALA:

DAY TONA IV ACH

-16-

Panacea, Sopchoppy and St. Marks.

Baldwin, I't George, Yacksonsille
Heach, Callabinn, Maxville,
Middicburg, Orange Park, Pontc
Vedra and Julington.

Alachua, Archer, Brooker, Hawthomne,
High Springs. Melrose. Micanopy.
Newherry and Waldo

Belleview, Citra. Dunnellon, Forest
Lady Lake (321), McIntosh, Oklawaha,
Orange Springs, Salt Springs and
Silver Springs Shores.

New Sy rna Beach



*h

FLORIDA TELEPHONE EXCHANGES AND EAS ROUTES (continued)

TAMPA:

CLEARWATER:

ST. PETERSBURG:

LLAKELAND:

ORI ANDO

WINTER PARK

HTTUSVITT T

COCOA:

MELBOURNIE:

SARASOTA:

)

Central None

i ast Plant City
North Zephyrhills
South falmetto

West Clearwater

St. Petersburg, Tampa-West and
Tarpon Springs.

Clearwater.

Bartow, Mulberry, Plant City, Polk
City and Winter Haven.

Apopha, Iast Orange, ke Boena
Vista, Oviedo. Windermere, Winter
Garden, Winter Park. Montverde.
Reedy Creek and Oviedo-Winter
Spnngs.

Aopoka. Fast Orange, [Luke Buena
Vista, Orlando. Oviedo, Sanford,
Windermere, Winter Garden.
Oviedo-Winter Springs Reedy Creck,
Geneva and Monty erde

Coveneand Cocon Beach

Cocoa Beach. l:au Gallie, Melboumne
and Titusville.

Cocoa, Cocoa Beach. Fau Gallie and
Schastun

Bradenton, Myakka and Vemiee



** APPENDIX C **

FLORIDA TELEPHONE EXCHANGES AND EAS ROUTES (continued)

FT. MYERS: Cape Coral, I't. Myers Beach, North
Capc Coral, Morth I't. Myers, Pinc
Island, [.chigh Acres and
Sanibel-Captiva Islands

NAPLES: Marco Island and North Naples.

WEST PALM BEACH: Boynton Beach and Jupiter.

POMPANO BEACH:

FT. LAUDERDALE:

HOLLYWOOD:
NORTH DADL::

MIAMI:

Boca Raton, (Coral Springs. Deerfield
Hcach and I't. Lauderdale

Coral Springs, Deerfield Beach,
llollywood and Pompano Beach.

Fi. Lauderdate and North Dade.
Hollywood, Miami and Pemine.

lHomestead, Nonh 1)ade and Pernine.

Level 3 secks suthority to originate intereschange telecommunications services
throughout the State of Florida at the rates identified in its proposed tariff attached

hereto as Exhibit 5.

UTILITY OFFICIAL;

YWYV
P l)ulg

Nendar Vice Pregident amid
General Counsel

Level 3 Communications, LLC (402) 536-3624
Telephone Number

.18 -



EXHIBIT 1

Certificate of Authority to Transact Business



December 8, 1987

CT CORPORATION SYSTEM
TALLAHASSEE, FL

Qualification documents for LEVEL 3 OOMMUNIGATIONB were flled on
December 8, 1997, and assigned dooument number m'rdoooom. Plsase
refer to this nmmmeumpmdngwlm office.

Your {imited Nablity company is now qualified and authorized to tranasot
buﬁmhmdﬂn&dhﬁhm e

limited liabli roponﬁllbodmlhhdllu January 1
%*1&1‘:#@ the calendar yearof the fils dats. A Federal
flled. Mhﬂo number, please apply
intsmal "gy JODJ.&E!IBWMMBBA. with the

P Nabi add It
mw.?mﬁn;%&m."%mﬂl?mdmy reaa changes, It s the

Should uestions this mllhr isase 850
e P s i e Plsen opnone (860
Cathy A Mitchell

Corporate 8

Division of Corporations Letter Number: 187A000573801

Division of Corporations - P.0O. BOX 6327 -Tallahasses, Florida 32314



APPLICATION BY FOREIGN LIMITED LIABILITY COMPANY FOR
AUTHORIZATION TO TRANSACT BUSINESS IN FLORIDA

IN COMPLIANCE WITH SECTION 608.503, FLORIDA STATUTES, THE FOLLOWING IS
SUBMITTED TO REGISTER A FOREIGN LIMITED LIABILITY COMPANY TO TRANSACT
BUSINESS IN THE STATE OF FLORIDA:

. Z 8
o o e T sy o B0

ame @CT
"L.C." if not 50 containad in the name at present.)

- 3
e o T
2 Delaware 3, Applied for o ~
(Jurisdiction under the isw of which foreign limited llability ( PRI number, if applic ] m
company Is ceganized) o, =z o)

4, Dacember 1, 1997 s, Perpetual e

~Bam of Orgenizadoa) 'aﬁiaﬁ'mmmﬁ&;%_ —
o288 £ aXisT O¢ *pacpetial”)
6. Dacember 1, 1997

(Dasa first Uansacied business 1o Florida. (See sections 608,301, 608973, and 817.133, F.5.)

7. 3555 Parnam Straat

Omaha, Nabraska 68131
(Street address of principal offics)

8. List name, title, and business address of each managing memberfMGRM] or manager{MGR)who
will manage the foreign limited liability company in Florida: (aach addidonal page if necessary)

NAME & ADDRRSS: TITLE: NAME & ADDRESS: TITLE:
Jamas Q, Crowe MGR Terrenca J. Perguscn MGR
3555 Parnas Strest 3555 Yarnam Strest
Omabs, ¥B 68131 Omaha, MB 681131
R. Douglas Bradbury MGR

3335 Farnam Straarv

Omaha, NE 68131




AFFIDAVIT OF MEMBERSHIP AND CONTRIBUTIONS OF FOREIGN

37

LIMITED LIABILITY COMPANY
The undersigned member or authorized representative of a memnber of
Leval 3 Communications, LLC deposes and says:
—

one nmamber, E""f; 3

1) the above named Limitad Jiability company has SedmpRIwaESRINAR E‘i‘ =R

_ -

2) the total amount of cash conwibuted by the member®) s swmo__g &

3) if any, the agresd value of propesty other than cash contributed by membe ) is .1":. 3

pc.apn' e

= ~N

. A description of the property is attached and made a

$ Nonas
4) the total amount of cash or properry antcipated to be conmibuted by member(#§ is
$_1,000.00 . Thistocl includes amounts from 2 and 3 above.

(In accordance with on 608.408(3), Florida Sanites, the execudon of
this affidavit consitutes an affirmation under the penaltes of petjury that
the facts stated harein are true.)



" CERTIFICATE OF DESIGNATION OF,
REGISTERED AGENT/REGISTERED OFFICE

PURSUANT TO THE PROVISIONS OF SECTION 608.415 or 608.507, FLORIDA STATUTES, THE
UNDERSIGNED LIMITED LIABILITY COMPANY SUBMITS THE POLLOWING STATEMENT

IN DESIGNATING THE REGISTERED OFFICE/REGISTERED AGENT, IN THE STATE OF
FLORIDA.

1. The name of the limited liability company is:
Level 3 Commmicatioms, LLC
. ;ﬁ:,' -
2. The name and address of the registered agent and office is: ':S’ E
&
-~
CT Corporation System g:? =S ‘Fn
(Name) i~ m
p_o: * =
1200 South Pins Island load Ly g’
—— A

(P.O. Box or Mail Drop Bos NOT accerrasis)

Plancation, Florida 33324
(Cly/SnwZip)

Having been named as regisrersd agenr and to accapt service of procass for the above stated limited
liabllity company at the place designared in this cartificars, I Rereby accept the appoingient as registered
agens and agree to act in this capacity. | further agree 1o comply with the provisions of all statutes
relating to the proper and complem performance of my duries, and I am familiar with and acceps the

obligarions qf my position as registered agent

Decembar 3, 1997
(Dats) '

(Signature)
Anne E. Dimnond, Asst. Seoy.

Eﬂ.lng Fee: $ 35 for Designation of Reglutersd Agent



EXHIBIT 2

Officer Affiliations with Florida Certificated Telephone Companies

Listed next to the individuals officers and/or managers of Lcvel 3 Communications, LLC
below are any companies certified to provide tclecommunications services in Florida of which they
have been an officer, director or onc of the ten largest stockholders.

James Q. Crowe

Doug Bradbury

Terry Ferguson

Metropolitan Fiber Systems ¢ f Florida, Inc. (officer and director from
November 1988 to November 1992 - became an officer of its parent)

MFS Intclenet of Flonda. Ine (officer amd ducctor loan February
1994 10 June 1994 - became an otticer of its parent)

WorldCom, Inc. (Chairman of the Board from January 1997 to Junc
1997 . lefi to start Level 3)

Inacom Communications. Inc. (presently & dircctor)

American Pioneer Telephone, Inc. (officer and sharcholder from |98
to 1988 - lefl to join MFS)

Metropolitan Fiber Systems of Florida, Inc. (of¥icer and director from
November 1988 to November 1992 - became an officer of its parent)

MIS Intelenet ol londa, Inc. (otlicer und director trom |-ebruary
1994 10 June 1994 - becamc an officer of its parent)

WorldCom, Inc. (director from January 1997 1o Februany 1997 - lefl
to join Level 3)

Metropolitan Fiber Systems of Florda. Inc (ollicer and diecton from
hune 1989 to February 1997 lefitogon L evel 1)

MFS Intelenet of Flonda, Inc. (officer and director from IFebruary
1994 10 February 1997 - lef to join Level 3)




EXHIBIT 3

Financial Quaulifications

Level 3 is financially qualified to provide telecommunications services in Florida. [n
particular, Applicant has access to the financing and capital necessary to conduct its
telecommunications operations as specified in this Application. Level 3 is wholly-owned by its sole
member, PKS Information Services, Inc., which is the wholly-owned subsidiary of Level 3
Communications, Inc. As a start-up company, Level 3 will rely on the financia) resources of Level
3 Communications, Inc. to provide initial capital investment and to fund operating losses duning the
start-up phase of operations. Level 3 Communications, Inc. has financed Level 3's imitial operations
and will continue to provide financial support to Level 3 s0 long as Level 3 requires additional
capital and resources to complete its networks and construct facilities. In support of Level 3's
application, attached hereto as Exhibit 4 are copies of Level 3 Communications, Inc.'s 1997 Annual
Report, which includes its financial statements on SEC 10-K/A for the most recent three years.!

Thus exhibit is offered to demonstrate Applicant’s financial ability to provide the proposed service.

! Level 3 Communications, Inc. (formerly known as Kiewit Diversified Group Inc.),
previously was a subsidiary of Peter Kiewit Sons', Inc. Level 3 Communications, Inc. subsequently
merged into Peter Kiewit Sons’, Inc., and the surviving cntity changed its name 1o lLevel 3
Communications, Inc. The SEC forms included in Level 3's 1997 Annual Report reflect this namie
change and were filed with the SEC as amendments to the original forms filed urder the name of
Peter Kiewit Sons’, Inc.
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1997 FINANCIAL PERFORMANCE

LY97 was 4 significant yeat tor the company Late an the year. 4 new busnes plan was
raraldished o b s on the provision ob commihu atens wrvi es dang; the framewaork o
Kiewit Diversificd Group Ine, (R 1) ax ihie doundaton The coampans was renanied | e
Communications, Inc. The lerer 10 stockholders, which begins an the taving, page. add
that plan and the potential for Levrl VU aminuiinis slions gmoy, forwarnd

For 1997, the company’s revenues decreased o $332 million duning the 12 month
peried from $652 mullon in 1996 The accounting for the reorganizanon of the © TR
Companies, completed on Seprember 30, 1997, ugnthcantly affected dus number. (Far
detail, sce pages K-7.) Earnings tor 1997 were $93 mitlion, or $0.66 per share, comparec
with $113 million, or $0.90 per share, for the same penod a vear carlicr. Tlie dechine w
attributable to, among other things: decreascs in revenues from KD s coal mining au
a sharp increase in goneral and admunstranive expenses within the capandaing imformani
services business: increased losses refated  cquity investments in vanous developing
telecommunications concerns, and an upswing 1n interest expense Notably, at the end
vear, the company s wotking capnal had isceased TG percent one 193010 $ o6 bl

a result of cash gencrated by operations and sigiubicant tinancng 1 tisioes

Prior to entablishing its new busines plan, KDU s aneny cons sied of investiments in 4 v
of companics, camprising the nun constructio holdings of Peter Kiewit ons’, Ine. An
those non consteuction busneses was a4 2% inierest an CalFuergy Company. Inc, wh

January 2. F9HE was wld oo Uall nerpy far emore iformation, e page K11
ry 4 pug
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Revenue § 432
Earmings from continuing aperations K4
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f.lllllllg\ from o ot cperatnns

Basic 3
[hluted tsls
Net earnings
Basic 4
iuted "q
[Jividends
Book value 1165
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Feonal asacts AN
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St olders’ cquity 1,5'H
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cha o maree w Lorl | (Communuanens fuc Thu sable v draum frem the snio;
the Securine and Fachange ¢ smmupnoon by Deter Kuwat Somd’ [n for the fluai prar
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“The 0S0 program calls
upon the management
of our company to
pist their money where
their mouth is.”

lames €} Crowe
covs | ervedenr
pend ¢ L0

With this lower risk. lower cost approach. PRSIS provides a it end tor o
communications operations because, as PR31SS customers move ther applications (o
Interner platforms. they will need a network seevice provider Because their sysiems are
WEB cnabled. the corporations can take full advantage of the vost benehits offered by
Level 35 IP network.

innovative Compensation Program Aligns Management and Stockholder Interests
Fevel § bebevew ity tutie sina e i o Lape pane based on oo hinng and setauning,

the highest quality conployecs. Hus muose be avcomplished despate ecogiiesd sy of
1echnology workers. Clearly, our abidity to attract and retain the best and the brightest prople
will depend on aur abwlity 1o apply svative recruiting ana coimpensation programs.

We believe the best entrepreneurs are attracted and revained by companaes that prevude the
opportunity to become owners We believe emphyee owners cutpettornn eingiloyees
Employee-owners sec things ditferently and sec oppartuniies others miss Thev do whar e
takes to make the busaness wrow, andi they are nor ansticd wh wartkinge arin average’
company. For those scasons we have dewgned ous compensation and tewand progeams s

give every level of employee an appertunity 1o become an owner

Investors who are |(mkmg 10 puull.m' 4 umwﬂl COIIIANY & Hin k are unterested an carmng 4
superiot return on ther investment. We are looking for excoutives with a smular pensspecnve
— individuals who want to have 4 stake in their company and i outpertormung the markee

Phiat v whivo v dthe vame dhay Lavel Vs vammmon son b B ondding: o Noaadag e
vompany anaounced the hist award of vpions wider s nes Ol itoane Sk Ol
(O50)) program. The strike prive tor the ininal opuons award was based an the price o
Level 3% stock ar the end of the hrst day of trading,

Under the plan, stockholders recaive a market return on thea investment belare excounives
receive any teturn on their uptions. Level 3's O8O program directly ahigny management’s
aniel stenkholders inteeests by basng stk opnion value on the companys abihiey 1o

ulll'!(‘llulln e marka v an pors il v asired byoehe Standand S Poon oA P S0l e

Normally, 4 stock option gives the holder the nght 1o purchase 2 siare ot stock a1 hiaed
price over 1 specified petind of ume Under the Lovel $ OS50 plan, the exercise price
idexed to the performance of S&P SO0 1 Level 35 wiock price does not outpetionn the
S&P 500 index. the oprions have no value. The OSC) program alls on the management ot
anr company 1o put then money where ther mouth v 7 We think this unique program
|lluvlt|n 4 tiew o way 1o fook i VO iation and hr‘||,|\ 'I'V-“ the interests ot frenapetneitd

with the siockholders ot the company

In Conclusion

Our Chairman, Walter Scott, [r., has hudt his businesses 1 4 core philosophy: "Protect the
downside, and the upside will take care of wsclf.” Level 3 1s taking the ame pradent approach ol
protecting its downside by invesung approximartely B0 pereent of every dollar inte s nerwesrk

st e aneaet thar we behieve wall ondy inorease i vadue over nme



Mo alwr empion o siccess-based capital spending strategy in which we deter as much of oue
spetediy s posslde unal we get a b order from a custorier Phis pushes spending snin
the turure when we will be able 1o match 1t to our revenue flow. We mstall empey eleveronio
rachs an tacdinies b we build our network, bur don't fill the racks with expenve electronics until

wr luve cstoiners ready (or service ol our network.

Phisc dlows ue o benetr from “uheon economics” bedause the rquipiment that we eter
purhaang heeps improving in pertormance over e and keeps decreasing in prive As o
et we will be able o upgrade the network by pur hasing the best eqpuipment an il

lowest possible price.

We will alwr be inwtadling muliple condutts in our network 10 make 1 camer 10 upgrade 10 new
technoiogy or cxpand existing capacity o meet increasing demand [ etlect, our neewerk will
b designed o evolve and change as technology cvolves and custimen niceds « bange

From Tevel Vs penspronve, the taster the pace of techaclogroal Change, the braer ol we are

['hese are prudent sieps we are taking o insure our dowasde s protecied  Cr apaide 1
Banescal omby by onnt ability 1o enecote mnar apaiegn plae amd di degirs oo sl wi e abls
i penetvate the $300 ballion telecommunications marker.

he mindbamental technologicaal shaft chat o reshaping the commumicatony mdosery widay o
cooyacemarkable and histore appoertunity. We have developed o busness plan o
syuarely 4t capitabing on chat opportunimy. We believe we have the nghi plan, the nght
team of cxecutives and the capital to build 4 groundbreaking communications company
The opportunity is clear. We are as well positioned as anvone in the indusery tor 1t

The challenge for us is to execute our plan well. To manage our groweh well To deploay om
vapital wiselv. To create value for you as our stockholders. To budhd 4 vompany we can al!
o prond ol N e tably comptted 1o dorag s thae and toads appreciare vour support

it v

Funes 1) Crowe

s vdend and Chief Fxecuste COfher
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PART |
TN 1. SUShENS

Peter Kiewit Sons'’. Inc. ("PKS” or the “Company”) is one of the largest construction contractors in
North America and aiso owns information services. telecommunications and coal mining businesses. The
Company pursues these activities through two subsidiaries. Kiewit Construction Group Inc. ("KCG™) and
Level 3 Communications, Inc., formerly known as Kiewit Divensified Group Inc. ("Level 37). The

organizational structure is shown by the ing chart,

Potar Wewit Seas’, Ina.
I 1
KiowR Consiruciien Lowel 3
Gronp I, Commoniostions, Ine.
PES informslion
Serviege, Ine.

Class € Stach Class D Sheck

The Company has two princiEd classes of common stock, Class C Construction & Mining
Group Reatricied Redeemahle Convertible Exchangeable Common Stock, par value § 0625 per share (the
"Class U stock”™) and Class D Diversified Group Converuble Exchangeable Cammon Stock par value
$.0625 per share (the"Class D stock™). The value of Class C stock is linked to the Company's
construction and marerials operations (the “Construction Group™). The value of Class D stock is linked to
the operations of Level 3 (the “Diversified Group”™), under the terms of the Company’s charter (see Item 5



w

befow). All Class C shares and hisvorically most Class D shares have been owned by current and former
cmplovees of the Company and their family members. The Company was incorporated in Delaware in
1941 to continuc a construction business founded in Omaha. Nebraska in 1884. The Company entered
the coal mining business in 1943 and the relecommunications business in 1988. In 1995, the Company
distributed to 1ts Class D stockholders afl of its shares of MFS Communications Company. Inc. ("MFS$")
(which was later ired by WorldCom, Inc.). Through subsidiaries, the Company owns 48.5% of the
common sock of Michigan, Inc.. 48.4% of Commonwealth Telephone Enterprises. Inc., formerly
known & C-TEC Corporstion (“C-TEC™) and 46.1% of RCN Corporstion (collectively. the “C-TEC
Companies™), the three companies that resulted from the restructuring of C-TEC, which was completed in
September 1997. RCN Corporation, Cable Michigan. Inc. and Commonwealth Telephone Enterprises.
Inc. are publicly craded companies and more detailed information about each of them is contained in their
separate Annual Reports on Form 10K. Prior to January 2, 1998, the Company was alw engaged 10 the
alternative energy business through its ownership of 24% of the voting stock of CalEnergy Company, Inc.
("CalEnergy”) and cermain intemational developtment projects in conjunction with CalEnergy.

On December 8, 1997, the Company's stockholders ratified the decision of the Company's Board
of Directors (the "PKS Board™} 1o te the business conducred by the Construction Group and the
business conducted by the Diversified Group (collectively, the “Business Groups™) into two indTndem
companies. In connection with the consummarion of chis wransaction, the PKS Board declared a dividend
of eight-tenths of one share of the Company’s newly created Class R Convertible Common Stock, par
value $.01 per share ("Class R stock™) with respect o each ouustanding share of Class C stock. The
Class R stock is convertible in shares of Class D stock pursuant to a formula. In addition, the

has announced that effective March 31, 1998, the Company, through a resolution of the PKS
. cause each MdﬂuCMwhm&wﬁlymhﬁtche'S&un
Exchange”) pursuant to provisions of che PXS Rescatad Certificate of Incorporation (the "I'KS Cartificare”)
for one oummanding share of Common Setock, par value $.01 per share. of PKS Holdings. Inc. {(*PKS
Holdings™). a recently formed. direct. wholly owned subsidiary of PKS, to which the cijhi-tenths of one
share of Clam R Stock would sresch (collectively, the “Transaction™). In connection with the
consummauon of the ‘lransaction, the Company will change s name to Level 3 Communicanons, Inc
and PKS Holdings, Inc. will is name to Peter Kiewit Sons', Inc. The Company has announced
that the PKS Board has approved in principle a plan to force conversion of all 6,538.231 shares of Class
R Stock outsranding. Due w cerwin provisions of the Class R stock. conversion will not be forced prior 10
May 1998, and the final decision w force convenion would be made at thar ime. The decision may be
made not to force conversion if it were decided that conversion is not in the best interest of the then
stockholders of the Company.

The Transaction s intended 10 separate the Business Groups into twa independens companies
I'he PKS Board believes that separation of the Business CGroups will (1) permu Level 3 1o atiract and retamn
the senior management and employees needed to implement and develop Level 3 expansion plan
(which is discussed below), (i} enable Level 3 to sccess ital markets in order to fund its expansion
plan on more sdvantageows terms than would be available to Level 3 as part of the Company, (iii) enable
Level 3 to pursue strategic investments and scquisitions, as of the expansion plan. which could be
foreclosed to Level 3 as pant of the Company and (iv) the directors and management of each
Business Group to focus their artention and financial resources on that Business Groups business.
Fxcept for the anticipsted effect of the Transaction on the management of the construcuon business, the
I'KS Board does not believe that the Transaction will have any other significant cffect on the constiruction
business.

For purposes of chis filing, the Company has fied as exhibits 1o this Form 10-K. Financial
Statements and Ocher Information for each of the Construction G (Exhibit 99.A) and the Divensified
Group ot Level 3 (Exhibit 99.B). These exhibits genenlly follow the format of Form 10-K and consist of
separate financial statements for cach Group and excerpu of other information from this Form 10-K
pertaining o cach Business Group.






ventures, if one venturer is financially unable to bear its share of expenses. the other venturers mav be
required to pay those costs. KCG prefers to act as the sponsor of its joint ventures. The sponsor
generally provides the project manager, the majority of venturerprovided personnel. and accounting and
other administrative support services. The joint venture generally reimburies the sponsor for such
personnel and services on a negotlated basia. The sponsor is generally allocated o majority of the
venture's profis and losses and usually has o controlling vote in joint venture decision making. In 1997
KCG derived 70% of its joint venture revenue from sponsored joint ventures and 30% from
nonsponsored joint ventures. KCG's share of joint venture revenue accounted for 28% of tts 1997 total
revenuce.

Demand. The volume and profitsbility of KCG's construction work depends to 4 significant extent
upon the general staze of the economies ot the United States and Canada. and the volume of work
availsble to contractors. Fluctuating demand cycles are typical of the industry. and such cycles determine
to a large extent the d of competition for avallable projects. KCG's construction operations could be
adversely affected by labor stoy or shortages, adverse weather conditions, shortages of supplies,
or governmental action. The vo‘umc of availsble government work is affected by budgetary and polirical
considerations. A significant decrease in the amount of new government contracts, for whatever reasons.
would have a matenal adverse effect on KCG.

Lecatloms. KCG structures its construction operations around 20 principal operating offices
locsted throughout the U.S. and Canads. with hesdquarters in Omaha, Necmh. Through its
ecentralized m of management, KCG has been able 1o quickly respand to changes in the local
markets. At the end of 1997, KCG had current projects in 33 suates and 6 Canadian provinces. KCG
also participates in the construction of geothermal power plants in the Philippines and Indonesia.

Prepertiss. KCG has 20 district offices. of which 16 are in owned faahoes and 4 are leased
KCG owns or leases numerous shops, equipment yards, storage facilities, warchous s, and construcuon
material quarries. Since construction projects are inherently temporary and locationspecific, KCG owns
approximately 930 poruble offices, shops, and transport trailers. KCG has a large equipment fleer,
including n&pwximately 4,500 crucks, pickups. and automobiles. and 2,000 heavy construction vehicles.
such as graders, scrapers, backhoes, and cranes.

Several KCG subsidiaries, primarily in Arizana and Oregon. produce construction marenals.
including readymix concrete, asphalt, sand and gravel. KCG also has quarrying operations in New
Mexico and Wyoming, which produce landscaping marerials and railroad 1!“3.“. Kiewit Mining Group
Inc. ("KMG"), a subsidiary of KCG, provides mine management services to Kiewit Coal Properties Inc..
a subsidiary of PKS, KMG also owns a 48% interest in an underground coal mine near Pelham. Alabama.

LEVEL 3 COMMUNICATIONS, INC.

Level 3 cngages in the information services, teieccommunications, coal mining and energy
businesses, through ownership of operating subsidiaries, joint venture investments and ownership of
substantial positions in public companies. Level 3 also holds smaller positions in a2 number of
development stage or startup ventures.

PKS Information Services, Inc ("PKSIS”) is a full service informanon technology company that
provides computer operations outsoutcing and systems integration services 10 customers located
throughout rhe United States as well as abroad. Utilizing all computing environmenus from mainframes 10
client/server pladforms, PKSIS offers custom-uailored computer outsourcing services. PKSIS also
provides nerwork and systems integration and nerwork management services for various computer
platforms. In addition, PKSIS . implements and supports applicacions sofrware. Through it



subsidiary NET Twenty-One, Inc., PKSIS' strategy is 1o focus on assisting its customers in “Web-
enabling” legacy software applicarions, thac is. migrating computer applications from closed compuung and
nerworking environments to network pladforms using Transmission Control Protocol/lnternet Protocol
(*TCP/IP”) rechnology that are then accessed using \Veg browsers.

The aomcfuter outsourcing services offered by PKSIS through its subsidiary PKS Computer
Services, Inc. include nerworking and computing services necessary both for older mainfnme-Lmd
:rst_ﬂm and newer client/ssrver- tystema. PKSIS provides its ouwsourcing services to clients char

osire to focus thelr resources on core businesses, rather than expending capital and incurring overhead
costs to operate their own computing environment. PKSIS belicves that it is able to wtilize its experrise
and experience, as well as operating efficiencies, o provide its outsourcing customers with levels of
service equal to or better than those achievable by the customer itself, while at the same time reducing
the customer’s cost for such services. This service is particularly useful for those customers moving from
older computing platforms to more modern ciient/server nerworks.

PKSIS' systemus incegratlon services help customers define, develop and implement cost-effective
information services. In addition, through PKS Systems Integration, Inc.. PKSIS offers reengineening
services that allow companies to convert older legacy software systems to modern nerworked computing
systems, with a focus on reengincering software to cnable older softwate application and dara
repositories to be accessed by Hypertext g&hrkup Language (HTML)-based browsers ("Web browsers™)
over the Internet or over privare or limited access TCP/IP networks.

PKSIS, through i Suite 2000-SM line of services. provides customers with a multi-phased
service for converting c|>rzﬂms and application so that date-related information is accurarely processed
and stored before and after the year 2000, Through the process of converting a cusiomer’s legacy
sofrware for year 2000 complience, PKSIS is able to provicr: additional insigir and advice 1o further
stream-line and improve the customer’s information systema.

PKSIS has established a sottware engineering facility at the Nacional Technology Park in
Limerick, Ireland, to undertake: large scale development projects; system conversions; and code
restructuring and software re-engineering. PKSIS has also established re?:tionships with domestic and
international partnen to provide such activities as well as establishing recently a joint venture in India.

PKSIS® subsidiary, LexiBridge Corporation of Shelton, Connecticut. provides cuscomers with a
combination of workbench rools and methodology that provide a complete strategy for converring
mainframe-based application systems 1o client/server architecture, while at the same ume ensuring year

2000 compliance.

In 1997, 93% of PKSIS' revenue was from external customers and the remainder was from
affiliaces.

Level 3 recently has determined to increase substantially the emphasis it places on and the
resources devoted to itz information services business. with a view 1o becoming a taciliner based provider
{thar is. a provider of information services that nswna o leases ¢ aubstanual portion of the plant, property
and cquipment necessary ta provide those services) of a broad range of integrated information services
to business (the “Expansion Plan™). Pursuant to the Expansion Plan, Level 3 intends to expand
substantially its current informacion services business, through both the expansion of the business of
PKSIS and the creation, through a combination of construction, purchase and leasing of facilicies and
other assets. of a substantial, facilities-based communications nerwork that utilizes Internet Protocol or IP

technology.

In order to grow and expand substantially the intormation services it provides. Level 3 has
developed a comprehensive plan to construct, purchase and lease local and backbone facilinies
nevessdy (o vai ¢ a wide range of communications services over a nerwork thar uses Internet Protocol

based technology. These services include:



» A number of business-orienved communications services using a combination of nerwork
facilities Level 3 would construct, purchase and lcase from third parties. which services may
include fax services that are transmitted in part over an Incernet Protocol nerwork and are
offered at a lower price than public circuit-switched telephone neework-based fax service and
voice m storing and forwarding that are transmitted in part aver che same Internet
Protocol Io;ynguod network; and

* After construction, purchase and lease of local and backbone facilities. a range of Internet
access services at varying capacity levels and, as technology development allows. a
specified levels of quality uF service snd security

Level 3 believes that, over time, a substanual number of businesses will convert exiting
computer application systems (which run on standalone or nerworked computing platforms urilizing a wide
variety of operating systems. applications and data repotitories) to computer systems thar communicate
using Interner Protocol and are accessed by uses employing Web browsers. Level 3 believes that such
a conversion will occur for the following reasons:

* Internet Protocol has become a dr facro nerworking standard supported by numerous
hardware and software vendors and, s such, provides a common protocol for connecting

computers utilizing a wide variety of operating systems:

* Web browsers can provide s mandardized interface to data and spplicatic % and thus help to
minimize costs of training personnel to sccess and use these resources: and

* As a packet-switched technology, in many instances. Internet Protocol utilizes nerwork
capacity more cfficiendy than the circuit-switched public telephone nerwork. Consequently.
cerwain services provi over an lnternet Protocol nerwork may be Jess costly than the ame
services provided over public switched telephone nerwork,

Level 3 further believes that businesses will to contract for assistance in making this conversion with
those vendors able to provide a full range of services from initial consulting to Internet access with requusite
quality and security levels.

Pursuant to the Expansion Plan, Level 3's strategy will be to attempt to meet this customer need
by: (i) growing and expanding its existing capabilities in computer network systems. consulting.
owrwurcing. snd software reengineering. with particular emphatic on canversion of legacy sofrware
avatenina e aysigise thet ate compeiible with lnternet Protacnl netwaorks snd Welr hrowaeas acoen, sl
{11) creaung a national end-to-end Internct Protocol based nerwork through a combination of construction,
purchase and leasing of assers. Level 3 intends 1o optimize its incernational nerwork to provide Internet
based communications services 1o busincsses at low cost and high quality, and 1o design its nerwork, to
the extent possible, 1o more readily include future technological upgrades than older. less flexible

networks owned by competitors.

To implement its strategy, Level 3 has formulated a long term business plan that provides for the
development of an end-to-end network oprimized for the Internet Protocol. [nitially, Level 3 will offer in
aervices over facilities, both local and nanional, thet aie s pare leased from third parties 1o allow for the
offering of services during the construction of its own Facilities. Over ume, it 13 snucipated that the poruon
of Level 3's nerwork that includes leased facilities will decrease and the portion of facilities that have been
constructed, and are owned, by Level 3 will increase. Over the next 4 to 6 yean, it is anticipated that the
Level 3 network will encompass local facilities in approximately 40 North American markets, leased
backbone facilities in approximately 10 additional Norrﬁ American markets, 2 national or inter-ciry nerwork
covering approximately 15,000 miles, the establishment of local facilities in approximatcly 10 European
and 4 Asian markets and an inter—ciry nerwork covering spproximately 2,000 miles across Europe. Leve!
Virwenda to devign and construct Jts inter-city nerwork using multiple conduits Level 1 helieves that the
sparc conduits will allow it to deploy future technological innovarions and expand capacity without
incurring significant overbuild cosu. The foregoing description of the Level 3 network and the Expansion



Man constitutes a forward-looking statement. The acrual configuration of the nerwork. including the
number of markets served and the expanse of the inter-city neeworks will depend on a variery of factors
including Level 3% ability to: access markets; design fiber optic network backbone routes: aceract and
retain qualified personnel: design, develop and deploy enterprise support systems that will allow Level 3
to build and o a packet switched nerwork that interconnects with the public switched nerwork,
install fiber optic cable and facilities; obrain rights-of-way, building sccess rights, unbundled loops and
required government authcrizations, franchises and permits; and to negotiate interconnection and peering
agrecments.

The operations to be conducted as a result of the Expansion Plan will be subject to extensive
federal and state regulation. Federal laws and Federal Communications Commission regulations apply 1o
interstate telecommunications while state regulatory authorities exercise jurisdiction over
telecommunications both originating and terminating within a state. Generally, implementation of the
Expansion Plan will require obtaining and maintining cervificates of suthoniry from regulstory bodies i
most states whare services are to be offered.

With respect to the Expansion Plan, Level 3 is devoting substantially mare management nme and
capital resources to ite information services business with & view to making the inlormanon services
business, over time, the principal business of Level 3. In chat respect, the management of Level 3 has
been conducting a comprehensive review of the existing Level 3 businesses to determine how those
businesses will complement Level 3s focus on information services businesses as a result of the
Expansion Plan. For example, the mnzﬁemcnt of Level 3 negotiated the sale of its energy interests (sec
“CalEnergy” below) because it believed chac the ongoing owncership by Level 3 of an interest in an energy
businesses was not compatible with it focus on the information services business, and because sale of
those assets provided a substantlal portion of the money necessary to fund the carlv stages of the

Expansion Plan.

In addition, the Constructiion Group and Level 3 are currently discussing a restructuning of the
current mine management arrangement berween the rwo Business Croups. Lech_’! also is revicwing its
involvement in 2 number of start-up and development stage businesses and recently completed the sale
of its interest in United Infrastructure Company (“UIC™). Level 3 is also currently discussing with the
Construction Group the sale of Kiewit [nvestment Management Corp. o the Construction Group. Level 3
has no current intention, however, to sell, dispose or otherwise alter its ownership interest in the C-TEC

Companies.
C-TEC COMPANKES

On September 30, 1997, C-TEC completed a rax-free restructuring, which divided C-TEC into
three public companies: C-TEC, which changed its name to Commonwealch Telephone Enterpr'un. Inc.
("Commonwealth Telephone™), RCN Corporation ("RCN") and Cable Michigan, Inc. ("Cable Michigan”).

Businesses of the C-TEC. Companies. Commonwealth Telephone owns the following
businesses: Commonwealth Telephone Company (the rural local exchange carnier hunnew),

Commonwealth Communications (the (ommunivatinom engimeening businena); the Pennsylvania
compreritive loval exchange carrier business, and long distance operauons in certain areas of

t'ennsvivania. RCN owns the following businesses:  its comperitive relecommunications services
operations in New York Ciry and Boaton; its cable relevision operations in New York, New Jersey and
Pennsvlvania; its 40% intcrest in Megacable S.A. de C.V., Mexico's second largest cable operator; and its
long distance operations (other than the operations in certain areas of Pennsylvania). Cable Michigan
owns and operates cable relevision sysiems in the Swarte of Michigan and owns a 62% interest in Mercom,
Inc.. a publicly held Michigan cable television opcrator.

Ownership of the C-TEC Companies. |1 conncction with the reuruuuring and av a result of the

conversiont of certain shares of ¢ - TEC heid by Level 3, Level 3 now holds 13.320,48% shases of RUN
commuon stock, 3,330,119 shares of Cable Michigan common stock, and 8,880.322 shares of
Commonwealth Telephone common stock. Such ownership represents 48.5% of the ourstanding
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common stock of Cable Michigan, 48.4% of the outstanding common stock of Commonwealth Telephane
and 46.1% of the ourstunding cammon stock of RCN.

Each of the shares of RCN commeon stock, Cable Michigan common stock and Commonweaith
Tel‘:tl:'one Common Swock is craded on the National Association of Securities Dealers. Inc.’s National
M (the “Nasdaq National Market”).

In ics filings with the Securities and Exchange Commission, the board of direcrors of C-TEC
concluded that the distributions were in the best interests of the shareholders because the dustributions
will, among other things, (i} permit C.-TEC to raisc financing to fund the development of the RCN
business on more advantageous economic terms than the other alternacives available. (i) facilitate
possible furure acquisitions and joint venrure investments by RCN and Cable Michigan and possible
future offerings by RCN, (iii) allow the management of each company vo focus attention and financial
resources on its respective business and permit each company to ofter employees incentives that are more
directly linked co the performance of its respective business, (iv) facilitate the ability of each company to
grow in both size and profitabilicy, and (v} permit investors and the financial markets to better understand
and evaluate C-TEC's various businesses.

Accounting Methed. Since the ownership by Level 3 of the equiry and voung nghes of each of
RCN, Cable Michigan and Commonwealth Telephone at the end of 1997 was 1?1 than 50%. under
nerally accepred accounti Elnclpln. i Level 3 uses the equity method to account for its investments in
E::h of these i tlélg the equity method, Level 3 reports iu proportionate share of each of
Commonwealth Telephone's, RCN's and Cable Michigan's eamings, even though it has received no
dividends from those companies. Level 3 keeps track of the camrying value of its investment in each of
the C-TEC Companies. “Carrying value” is the purchase price of the investment. plus the investor’s
proportionate share of the investees earnings. less the amortized portion of goodwill, less anv dividends
pard. Level 3 purchased its C-TEC Companies shares at a premium over the bool. value of the
underlying net amsets. This premium is being amortized over w;reriod of berween 30 to 40 years. At
Dccember 27, 1997 the carrying valuc of Level 3's Commonwealth Telephone shares was $75 million,
RCN shares was $214 million and Cable Michigan shares was $46 million.

Desoription of the C-TBC Companles. RCN is developing advanced fiber optic nctworks to
provide a wide range of telecommunications services including local and long distance telephone, video
programming and dara services (including high speed Internet access), primarily to residenual customens
in selected markets in the Boston 10 Washingron, D.C. corridor. Cable Michigan is a cable television
operator in the State of Michigan which, as of December 31, 1997, served approsimately 204,000
subscribers. These figures include the approximately 42,000 subscribers served by Mercom, a 62%
owned subsidiary of Cable Michigan. Clustered primarily around the Michigan communities of Grand
Rapids, Traverse Ciry, Lapeer and Monroe (Mercom), Cable Michigans systems serve a total of
approximately 400 municipalities in suburban markets and small towns. Commonwealth Telephone
Company is a Pennsylvania public utility providing local telephone service to a 19 counry. 5.067 square
mile service territory in Pennsylvania. The telephone company services approximarely 259.000 main
access lines, The company also provides nerwork access, long dustance. and billing and coliection
services 1o interexchange cartiers. The telephone company’s business customer base is diverse in size
as well as industry, with very litde concentration. Commonwealth Long Distance operates principally in
Pennsylvania, providing switched services and resale of several cypes of services, using the ncrworks of
several long distance providers on a wholesale basis. Commonwesith Communications Inc. provides
telecommunications engineering and facilities management services to corporate clients, hospitals
and universities throughout the Northeastern United Stares and sells, installs and maintains PBX systema
in Pennsvivania and New Jersey. In January 1995, C-TEC purchased a 40% equity posinon in
Megacable, Mexicas secand largest cable television operator, serving approximately 174,000 subscribers
i 12 aves.

For more information on the business of cach of RCN, Cable Michigan and Commonwealth
Tclcrhonc. please see the individual filings of Annual Reports on Form 10-K for each of such companies
as filed with the Securities and Exchange Commission.



Level 3 is engaged in coal mining through its subsidiary, Kiewit Coal Properties Inc. ("KCP™).
KCP has a 50% interest in three mines, which are operated by KCP. Decker Coal Company ("Decker”) is
a joint venture with Western Minerals, Inc., a subsidiary of The RTZ Corporation PLC. Black Bunie Coal
Company ("Black Buree”) is a joint venture with Birrer Creek Coal Compeny. a subsidiary of Union Pacific
Resources Group Inc. Walnut Creek Mining Company ("Walnut Creek”) is a general partnership with
Phillips Coal Company, a subsidiary of Phillips Petroleum Company. The Decker mine is located in
southeastern Montana, the Blsck Butte mine is in southwestern Wyoming, and the Walnur Creck mine 15
in east-cencral Teuas.

Preductien sad Blstribulien. The cosl mines use the surface mining method. During surface
mining operations, topsoll is removed and stored for later use in land reclamarion. After removsl of
topsoir. overburden in varying thicknesses is stripped from above coal seams. Stripting operations are
usually conducted by means of large, earth-moving machines called draglines. or by fleets of trucks.
scrapers and r shovels. The exposed coal is fractured by blasting and is loaded into haul trucks or
onto overland conveyors for transportation to processing and loading facilities. Coal delivered by rail from
Decker originaces on the Burlingron Northern Railroad. Coal deiivered by rail from Black Burte originates
on the Union Pacific Ratlrosd. Coal is sieo hauled by trucks from Black Butse to the ncarby Jim fﬁ#«
Power Plant. Coal is delivered by trucks from Walnuc Creek to the adjacent facilities of the Texas-New
Mexico Power Company.

Customers. The coal produced from the KCP mines is sold primarily 1o electric utilities, which
burn coal in order to produce steam to generate electricity. Approximately 89% of sales are made under
longrerm contracts, and the remainder are made on the spot market. Approximately 79%. 80% and 80%
of KCP's revenues in 1997, 1996 and 1995, respectively, were derived from lo;:_tjurm contracts with
Commonwealch Edison Company (with Decker and Black Burie) and The Detroit Edison Company (with
Decker). The primary customer of Walnut Creek is the Texas-New Mexico Power Company.

Contracts. Customers cnter into longterm contracts for coal piimarily to secure a relisble
wurce of supply st & predicesble price. KCP's major longrerm contracts have remaining teems ranging
from 1 to 30 vears. A majority of KCI's longterm contracts provide for peniodic price adjustmenis. The

nce is typically adjusted through the use of various indices for items such as matenals, supplies, and
rabor. Other portions of the price are adjusted for changes in production caxes, royalties, and ges in
cost due 10 new legislation or regulation. In most cases, these cost items are directly passed chrough to
the cuscomer as incurred. In most cases the price is also adjusted based on the heating content of the coal.

Decker has a sales contracx with Detroit Edison Company that provides for the delivery of a
minimum of 36 million tons of low sulphur coal during the period 1998 through 2005, with annual
shipments ranging from 5.2 million tons in 1998 10 1.7 million tons in 2005.

KCP and its mining ventures have entered into various agreements with Commonwealth Edison
Company ("“Commonwealth®), which stipulate delivery and payment terms for the nale of coal. The
agreements as amended provide for delivery of 88 million tons during the period 1998 through 2014, with
annual shipments ranging from 1.8 million tons to 13.) million tons. These deliveries include 15 million
tons of coal reserves previously sold o Commonwealth. Since 1993, the amended contract berween
Commonwealth and Bleck Burte provides that Commonwealth’s delivery commirments will be satisfied.
. with coal produced Trom the Black Butte mine, but with coal purchased from three unafilisted mines in
the Powder River Basin of Wyoming. The contract amendment allows Black Bucte to purchase aliernate
source coal at a price below its production costs, and to pass the cost savings throu 4 to Commonwealth
while maintaining the profit margins available under the original contract.

The contract between Walnut Creek and Texas-New Mexico Power Company provides for
delivery of berween 42 and 90 million tons of coal during the period 1989 through 2027. The actual tons



provided will depend on the number of power units constructed and operated by TNP The maximum
amount KCP is expecting to ship in any onc year is berween 1.6 and 3.2 million tons.

KCP also has other sales commitments. including those with Sierra Pacific. Idaho Power. Solvay
Minerals. Pacific Power & Light, Minnesota Power, and Mississippi Powet, that provide for the delivery of
approximately 13 million tons through 2005.

Coal Preductien. Coa! production began at the Decker, Black Butte, and Walnut Creek mines in
1972, 1979. and 1989, respectively. KCP's share of coal mined in 1997 at the Decker. Black Butte, and

Walnut Creek mines was $.9, 1.0, and .9 million tons, respectively.

Revenwe. KCDP's total revenuc in 1997 was $222 million. Revenue atcributable to che Decker,
Black Butte, and Walnur Creek entities was $114 million, $89 million, and $17 million. respectively.

Under a 1992 mine ment ent, KCP pays a KCG subsidiary an annual fee equal ro
30% of KCP's adjusted operating income. The fee in 1997 was $32 million.

Bachieg. At the end of 1997, the backlog of coal to be sold under KCP's longterm conrracts was
approximately $1.4 billion, based on December 1997 market prices. Of this amount. $213 million is
expected 1o be sold in 1998.

Reserves. At the end of 1997, KCP's share of assigned coal reserves at Decker, Black Butre,
and Wainut Creek was 111, 39, and 31 million cons, respectively. Of these amouni, KCP's share of the
commirtted reserves of Decker, Black Butte, and Walnut Creek was 46, 2, and 23 million tons,
respectively. Assigned reserves represent coal that can be mined using KCP's current mining pracices.
Committed reserves (excluding alternate source coal) reptesent KCP's maximum coner. ctual amounts
These coal reserve estimates represent total proved and probsble reserves,

Leases. The coal reserves and deposits of the mines are held pursuant to leases with the
tederal government through the Bureau of Land Management, with rwo state governments (Montana and
Wvoming), and with numerous private parties.

Compolilion. The coal industry is highly comperitive. KCF competes not only with other
domestic and foreign coal suppliers, some of whom are larger and have greacer capiral resources than
KCP. but also with alternative methods of generating electriciry and alternative encrgy sources. In 1996,
KCP's production represented 1.5% of toufU.S. coal production. Demand for KCP's coal is affected by
economic, political and regulatory factors. For example. recent “clean air™ laws may sumulate demand tor
low sulphur coal. KCP's westetn cosl reserves genetally have a low sulphur content (less than one
percentt and ate curtently usctul principally as fuel for coalfired sceamelecrric generating units.

KCIs sales of its western coal. like sales by other western coal producers, typically provide for
delivery to customers at the mine. A significant portion of the customer’s delivered cost of coal 1s
artributable to transportation costs. Mot of the :onrfold from KCP's westeen mines is currently shipped
by rail 1o utilities outside Montana and Wyoming. The Decker and Black Butte mines are cach served by
a single railroad. Many of their western coaf competitors arc served by wo railroads and such
comperitors’ customers often benefit from lower transportation costs because of competition berween
ratlroads for coal hauling business. Other western coal producers, particularly thosc in the Powder River
Basin of Wyoming, have lower stnipping radios (that 1, the amount of overburden that must be removed in
proportion to the amount of nnmm coal) than the Black Burte and Decker mines. often resulting in lower
comparative costs of production. As a resuls, KCP's production costs per ton of coal st the Black Burte
and Decker mines can be as much as four and five times greater than production costs of ceruin
compenitors. KCP's production cost disadvan has contributed 10 it agreement to amend it
longterm contract with Commonwealth Edison uCg:mplny to provide for delivery of coal from alternate
source mines rather than from Black Butte. Because of these cost disadvantages, KCP does nor expect
thar 1t will be able to enter into langterm coal purchase contracts for Black Butie and Decker production



as the current longrerm contracts expire. In addition. these cost disadvantages mav adversely affect
KCP's ability to compete for spot sales in the future.

Eaviroamental Reguistien. The Company is required to comply with various federal. state and
iocal laws and regulations concerning n of the snviroament. KCP's share of land reclamacion
expenses in 1997 was $3.6 million. s share of sccrued estimated reclamauon costs was $100
million at the cnd of 1997. The Company does not expect to make significant capital expenditures for
environmental compliance in 1998. The Company belicves its compliance with environmental protection
and land restoration laws will noc affect its competitive position since its competitors in the mining

industry are similarly affected by such laws.
CALENEREY COMPANY, INC.

Ca]EnnBy develops, owns, and tes electric power production facilities, particularly those
using geothermal resources, in the United States, the Philippines, and Indonesia. In December 1996,

CalEncrgy and Level 3 scquired Northern Electric ple. an English electric utility company. CalEnergy is a
Delaware corporation formed in 1971 and has its headquarters in Omaha. Nebraska. CalEnergy
common stock is traded on the New York, Pacific, and London Stock Exchanges. In 1997, CalEnergy
had revenue of $2.3 billion and a nes loss of $84 million. Ar the end of 1997, CalEnergy had total assers of
$7.5 billion, debt of $3.5 biilion, and stockholders’ equity of $1.4 billion.

At the end of 1997, Level 3 owned approvimately 24% of the common stock of CalEnergy. Under
generally ac::rted accounting principles, an investor owning berween 20% and 30% of s compsny’s
equiry, ly uses the equiry . Under the equity method, Level 3 reports its proportionate
shase of::nalﬁnergy'l carnings, even though it has received no dividends from CalEnergy. Level 3 keeps
track of the carrying value of its CalEnergy investment. “Carrying value™ is the pur price of the
investment, plus the investor’s proportionate share of the investee’s earnings, less the amortized poruion
of goodwill, less any dividends paid. At December 27, 1997 the carrying value of Level 3's CalEnergy
shares was $337 million. On January 2, 1998, Level 3 sold its entire interest in CalEnergy along with its
interests in several development projects and Northern Electric pl. ro CalEnergy for approximately $1.16
billion.

OTHER SUSINESSES

SR91 Toliread. Level 3 has invested $12 million for a 65% equity interest and $4.3 million loan
to California Private Transportation Company, L.P. which developed, financed. snd curtently operates
the 91 Express Lanes, a ten mile, four lane tollroad in Orange County, California. The fuily automated
highway uses an elecrronic toll collection system and variable pricing to adjust rolls to demand Capiral
costs at completion were $130 million, $110 million of which was funded with limited recourse debt.
Revenue collected over the 35year franchise period is used for operating expenses. debt repayment,
and profit disaribudions. The tollroad opened in December 1995 and achieved operating break-even in
1996. Approximately 100,000 customers have registered to use the tollroad and weckday volumes
1ypically exceed 29,000 vchicles per day.

United infrastructure Company. UIC was an cqual parinership berween Kiewit Infrastructure

Corp., 2 wholly owned subsidiary of Level 3, and Bechtel Infrastructure Enterprises, Inc. (“"Bechtel™). UIC

was formed in 1993 to develop North American infrastructure projecs. During 1996, UIC began 1o focus

r}rimarily on warer infrastructure projects, principally chrough U.S. Water, a partnership formed with Uniced

tilities PLC, 3 U.K. company. x. pare of the strategic decision to concentrate on its information services

't_il.l.lil'lﬂl and the Expansion Plan, on December 31, 1997 Level 3 sold its entire interest in UIC to Bechrel
or $10 million.

Kdowit Mutual Pund. Kicwit Mutual Fund, a Delaware business trust and a registered investment
company, was formed in 1994. Inivially formed to manage the Company's internal investments. shares in
Kiewit Murual Fund are now available for purchase by tﬁe general public. The Fund's investors currendly
include individuals and unrelated companies, as well a5 Company affiliated joint ventures, pension plans,

K1



as the current longterm contracts expire. In addition, these cost disadvantages may adversely affect
KCP's ability 10 compere for spot sales in the future.

Environmental Regulation. The Company 1s requized to comply with vanous federal. wate and

local laws and ions concerning protection of the environment. KCP's share ot land reclamanon
cxpenses in 1997 was $3.6 million. KCP's share of accrued estimated reclamarion costs was $100
million st the end of 1997, The Compaa does not expect to make significant capital expenditures for
environmental compliance Ia 1998. The Company believes ius compliance with environmental protection
and land restoration laws will not affect its competitive position since its competitors in the mining
industry are similarly affected by such laws.

CALENERGY COMPANY, INC.

CalEnergy develops, owns, and operates electric power production facilities, particularly those
using geothermal resources, in the United States, the Philippines, and Indonesia. in December 1996,
Ca.léncrgy and Level 3 acquired Northern Electric plc, an English electric uality company. CalEnergy is a
Delaware corporation formed in 1971 and has its headquarters in Omsha, Nebraska. CalEnergy
common stock is traded on che New York, Pacific, and London Stock Exch . In 1997, CalEnergy
had revenue of $2.3 billion snd & net loss of $84 million. At che end of 1997, Cal had rotal assets of
$7.5 billion, debt of $3.5 billion, and stockholders’ equity of $1.4 billion.

At the end of 1997, Level 3 owned approximately 24% of the common stock of CalEnergy. Under
generally accounting pdm, an investor owning between 20% and 50% of a company’s
equiry, generally uses che equity . Under the equity method, Level 3 reports its proportionate
share of CalEnergy's carnings, even though it has received no dividends from CalEnesgy. Level 3 kcer
track of the carrying value of its CalEnergy investment. "Carrying value” is the purchase price of the
investment, plus the investor's proportionate share of the investee's earnings. less the amortnized portion
of goodwill, less any dividends pad. At December 27. 1997 the carrying value of Level 3's CalEnergy
shares was $337 million. On January 2, 1998, Level 3 sold its entire interent in CalEnergy along with it
interests in several development projects and Northern Electric plc. to CalEnergy for approximately $1.16
billion.

OTHER BUSINESSTS

BRP1 Teliread. Level 3 has invested $12 million for a 65% equirty interest and $4.3 million loan
to California Private Transportation Company, L.P which develﬂpcj. financed. and currently operates
the 91 Express Lanes, 2 ten mile, four lane tollroad in Orange County, California. The fully autonated
highway uses an electronic toll collection system and variable pricing to adjust tolls to demand. Cacriul
costs at completion were $130 million, $110 million of whicﬁ was funded with limited recournc debe.
Revenue collected over the 33year franchise period is used for operating expenses, debt repayment,
and profit distributions. The tollroad opened in December 1995 and achicved operating break-even in
1996. Approximately 100,000 customers have registered to use the tollroad and weekday volumes
typically exceed 29,000 vehicles per day.

Usited lnfrastructure Compeny. UIC was an equal partnership berween Kiewit Infrastructure
Corp., a wholly owned subsidiary of Level 3, and Bechtel Infrastructure Encerprises, Inc. (“Bechtel”). UIC
was formed in 1993 to develop North American infrastructure projects. During 1996, UIC began o focus
primarily on water infrastructure projects, principally through U.S. Water, a partnenship formed wich United
Utilities PLC. a U.K. company. As part of the strategic decision to concentrate on iu information services
business nnltli the Expansion Plan, on December 31, 1997 Level 3 sold its entire interest in UIC to Bechtel
tor 510 million.

Mewit Mutual Fund. Kicwit Mutual Fund, a Delaware business tiust and o registered investmen:
company, was formed in 1994, [nicially formed o nu.mr the Company's internal investmena, shares in
Kiewir Mutual Fund are now available for purchase by the general public. The Fund's investors currentdly
include individuals and unrelated companies, a5 well s Company n&lmed joint ventures, pension plans,



and subsidisries. Kiewit Mutual Fund has six series: Money Market Portfolio. Government Monev Marker
Portfolio, ShortTerm Government Portfolio. Intermediste Term Bond Portfolio, TaxExempt Portfolio. and
the Equity Pordolio. In February 1997, the Fund adopred a maswer foeder structure. Each of the
Partfolios invests in a corresponding series of the Kiewit Investment Trus, which now manages the
undetlying securities holdings. The structure will allow smaller mutual funds and insututional investons o
pool their assets with Kiewit Investment Trust, providing lower expense ratios for all participants. The

istered investment adviser of Kiewit Invesrment Trust is Kiewit Investment Management Corp., a
::iliidiary of Level 3 (60%) and KCG (409%). At the end of 1997, Kiewit Mutual Fund had net anets of
$1.3 billion. As part of the strategic decision to concentrate an its information services business and the
Expansion Plan, it is anticipated that Level 3 will sell its interest in Kiewit Investment Management Corp.

to the Construction Group.

Olher. In February 1997, Level 3 purchased an office building in Aurora. Colorade for $22
million. By investing in real estare, Level 3 defers taxes on $40 million of raxable gain otherwise
recognizable with respect to the Whitney Bencfits litigation sertlement in 1995, Level 3 may make
additional real estate investments in 1998 with a view toward deferring the balance of that taxable gain.
Level 3 has also made invesrments in seversl development-stage companies. but doer not expect
earnings from these companies in 1998,

Year 2000. The Compamy. The Company has conducted a review of its computer systems to
identify those systems thar could be affected by the “Year 2000™ computer issue, and has developed and
is implementing a plan to resolve the issue. The Yesr 2000 issuc results from computer programs written
with date ficlds of two digits, rather than four digits, thus resulting in the inability of the computer
programs to distinguish between the year 1900 and 2000.

The Company expects chat its Year 2000 compliance project will be completed before the Year
2000 date change. During the execution of this project, the Company has and will continue to incur
internal staff costs as wdras consulting and other expenses. These costs will be expensed. as incurred.
in compliance with GAAP The expenses associated with this project, as well as the related potential
cffect on the Company's earnings is not expected to have a material effect on its furure operating results
or financial condition. There can be no sssurance, however, that the Year 2000 problem will not
adversely affect the Company and its business.

PHBIS. PKS Computer Services, Inc.. the computer outsouruing subnidiary of TRSIS. has
developed a comprehensive approach to sddress the potenual operational risks associated with the Yeat
2000, and began to implement remediation plans in 1997. As part of its plans PKS Computer Services is:
working with its key suppliers to verify their operational viabiliry through the Year 2000; reviewing building
infrastructure components that may be affected by the Year 2000 issue, which components include fire
alarms systems, security systems, and automated building controls; identifying hardware invencories thar
are affected by date logic that is not Year 2000 compliant, which hardware includes mainframe
computers, mid-range computers, micro-compurers, and nerwork hardware. To the extent that vendors
identify items that are not Year 2000 compliant. PKS Compurter Services will work with the hardware
vendor to develop s plan that will ensble continuous opcrations through the Year 2000

PKS Computer Services is responsible for providing an operating environment in which its
customers applications are run. As a result, PKS Computer Services will confirm the system sofrware
inventories that it is responsible for managing. PKS Computer Services will then develop a plan with
each of its cuscomets that indicate that they intend to be customers in the year 2000 1o provide for Year
2000 compliance.

RS Computer Servives believes that many ol the required changes tar hardware and operating
cnviconments will be included in the costs that are incurred for annual maintenance.



PKS Srteml Integration LLC provides a wide variety of information technology services to it
customers. In fiscal year 1997 approximately 80% of the revenue generated by PKSIS related to projects
involving Year 2000 amessment and renovation services performed by PKS Systems Integracion for it
customers, These contracts gencrally require PKS Systems Integration to identify date affected fields in
certain application software of its customers and, in many cases, PKS Systems Integration underrakes
efforts to remediace those date-affected fields so that the applicable spplications are :b’c to procen dute.
relsted information occurring on or before the Year 2000. Thus, J:n 2000 issues affect many of the
services PKS Systems Integration provides to its customers. This exposes PKS Svsiems Integration 1o
potential risks that may include problems with services provided by PKS Svitems lneegration to its
customers and the potential for claims arising under PKS Svstems Integration customer contraces. PKS
Systems Integration actempts to contractually limit its exposure to liaEility for Year 2000 compliance
issues. However, chere can be no assurance as to the effectiveness of such contractual limitations.

The expenses associated wich chis project by PKSIS, as well as the related potential effect on
PKSIS's carnings is not expected to have s material effect on its future operating resules or finsncial
condition. There can be no assurance, however, that the Year 2000 problem, and any loss incurred by anv
customers of PKSIS as a result of the Year 2000 problem will not materially and adversely affect PKSIS
and its business.

Environmental Protection. Compliznce with federal, state, and local provisions regulating the
discharge of materials into the environment, or otherwise relating to the protection of the environment,
has not and is not expecred ro have s material cffect upon the capital expenditures, carnings. or
competitive poition of the Company and its subsidiaries.

Employess. At the end of 1997, the Company and its majority-owned subsidiaries emploved
approximately 17,700 people — 16,200 in construction and materials operations. 500 by coal mining
companies, 800 at PKSIS. and 200 in corporste and level 3 posiions Thie does non inddude the
emplovees of the C-TEC Companies.

TIM 2. PROPERTES.

The properties used in the construction ent are described under a separste heading in ltem
| above. Properties relating to the Company's coal mining segment are described as part of the general
business description of the coal mining business. Level 3 has announced that it has acquired 46 acres in
the Northwest comer of the Interlocken office park and will build a campus facility that is expected to
cventually encompan over 500.000 square fect of office space. Interlocken is located within the Cuy of
Broomfield. Colorado, and within Boulder Councy. Colorado. It is anticipated that the tirst phase of this
facility will be constructed by the end of June 1999. In addition, Level 3 has leased approximacely 50.000
square feet of temporary office space in Louisville, Colorado to allow for the relocation of the majority of
its employees (other than those of PKSIS) while its permanent facilities are under conscruction. The
Company considers its propertics to be adequate for its present and foreseeable requirements.

ITEM 3. LEGAL PROCEEDINGS.

General. The Company and e subiadiaries are parties to many pending legal proveedings
Management believes that any resulting liabilities tor legai proceedings. bevond amounts rescived. will
not matenally affect the Company’s financial condition, future results of operatons, or tuture cash flows.

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

At a special meeting of stockholders held on December 8, 1997, the following matters were
submitted to a vote.

I Ratification of the decision of the PKS Board to separste the construction business of PKA
and the divensified business of I'KS inte two independent companies through the dedaranion



of a dividend of eight-tenths of one share of newly created Class R Converiible Common
Stock, par value $.01 per share (“Class R stock”), of PKS with respect to each outstanding
share of Class C Construction & Mining Group Restricted eemable Converrible
Exchangeable Common Stock. par value $.0625 per share (“Class C stock™). of P'KS. and
mandatory exchange of each ourstanding share of Class C stock for one outstanding share of
Common Stock, par value $.01 per share, of PKS Holdings. Inc. (collectively, the

“Transaction”).

Class C shock Class D steck
Affirmative votes:................. 9,031,714 21.671.49%
Negalive voles:....................... 30926 185.412
Abstomtions:......................... 11,020 64.227

. Approval of amendments to the PKS Certificate (the “Initial Certificatc Amendmenu™}. to: (i)

create the Class R Seock to be diseributed in the Transaction; (ii) incresse from 50.000.000 10
500,000,000 the number of shares of Class D Divenified Group Convertible Exchangeable
Common Stock, par value $.0625 per share ("Class D stock™), which PKS is authorized o
issue; {iii} designare 10 shares of D stock as "Class D Srock. Non-Redeemable Series™
and (iv) climinate the requirement that the Certificate of Incorporation of PKS Holdings as in
effect ar the rime of thﬂlnre Exchange be substanually similas to the PKS Certificate.

Class C steck Class D steck
ABirmative wolam.................. . 9,030,927 21,738,628
Negathvo velen:.................... 28.676 147,676
Abstentions:..................... .. 14.0%~ B30

. Approval of amendments to the PKS Cenificate to be effected only if the Transaction is

consummated, to: (i) Idﬂiﬂ\ltc Class D stock as “Common Stock, par value $.01 per
share”, and Class D Stock, Non-Redeemable Series s “Common Stock. Non-Redeemable
Series”: (ii) authorize the issuance of series of preferred stock, the terms of which are to be
determined by the board of directors; (iii) modify the repurchase rights to which the holders
of Class D ntock are entitled; (iv} delete the provisions regarding Class C stock: (v) classify the
board of directors; (vi) prohibit stockholder action by written coment; tvii) empower the bosrd
of directors, exclusively. to call special meetings of the stockholders. (vin) requite 4
sutcrmaioriry vote of stockholders to amend the by-laws; and (ix) make certain other non-
substantive changes consistent with the implementation of the foregoing.

Class C slach Class D siech
Afirmative vetes: ... ... 9.011.554 21.472.115
Negative votee:....................... MLOYG 1,726

Abstentions:........................... 31.410 69,293



4. Approval of the amendment and restatement of the Peter Kiewit Sons’, Inc. 1995 Class D

stock Plan,

Class C steck
Afrmative vebexs.................. 8,958,084
Negative voles:........... Paseseseees 70,566

Abotonlions:.......................... 45,010

Class D stock
21,268,75"

536,914

117,403
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The wble below shows information as of March 15, 1998 about each director and executive
officer of the Company, including his business experience during the past five yeans, The Company
directors and officers are elocted annually and esch was elected on June 7. 1997 10 serve until his

successor is elected and qualified or until his death, resignation or removal.

Name Business Experience Age PES Director Since
Walter Scor, Jr.* Chairman of the Board and President, 66 09/27/79 = Chasrman
PKS {for more than the past five yean): 04/22/64 - Director
also a direcvor of Berkshire Hathaway,
Inc., Burli Resources, Inc.,
CalEnergy. , Inc.. Commonwealth

Telephone Eanrim. Inc.. RCN
Corporation. U.>. Bancorp and
Valmont Industries, Inc.

Peter Kiewir, Jr. Attorney, of counsel 1o the law firm of 71
Gallagher & Kennedy of Phoenix, Arizona
(for more than the past five yeans)

William L. Grewcock® Vice Chairman, PKS (for more than the 72
past five years)

Robert B. Daugherry  Director (and formerly Chairman of the ”5
Board and Chief Executive Officer)
Valmont Industries, Inc. (for more than the
past five yean)

Charles M. Harper Former Chairman of the Board and Chief "
Execunive (Hhiserat RJR Nabiseo Holdings
Corp. Currently a director (and formerly
Chairmar of the Board and Chief
Executive Officer) of ConAgn, Inc. and
also a director of E.]. DuPont de Nemours
and Company, Norwest Corp. and
Valmont Industries, Inc.

kenneth E Sunson® Execunive Vice President, PRS (for more 55
than the past five veans)i Chairman (unce
1993) and CEQ (ance 1992), KCG; also a
direcror of ConAgra, inc. and Valmom

Industries, Inc.

Richard Geary* Executive Vice President. KCG; President 62
of Kiewir Pacific Co.. a KCG construcuon
subsidiary (for more than the past five yearv

George B Toll, Je.® Executive Vice President. KCG (since 6l
1994}; Vice President. Kiewir Pacific Co., a
KCG construction subsidiarv (1992-1994)

0171366

01/11/68

01/08/86

1 OK/ K

LRI .

04/29/88

06/05/93



Name

James Q. Crowe*®

Richard R. Jaros

Richard W. Colf*

Bruce FE Grewcock®

Tair P Johnson®

Allan K. Kirkwood"

Identified by asterisks are the ten persons currently serving ar execunve utlivere ol RS 1 ecunive

Businses Experionce Age PHS Director Since

President and Chuef Frecunve Officer, 48 06/05/93
Level 3 (since August 1. 1997); Charman
of the Board, WorldCom, Inc., an
international telecommunications company
(January 1997-July 1997); Chairman of
the Board, MFS Communications
Company, Inc., an international
teleccommunications company (1992-1996)
(MFS was a Diversified Group subsidiary
until 1995); also a direcror o
Commonwealth Telephane Enterprises,
Inc., RCN Corporation, and lnalgom
Communications, Inc.

Executive Vice President (1993-1997) and 46 06/05/93
Chief Financial Officer (1995-1997), PKS:

President of Level 3 (1996-1997);

President and COO of CalEnergy (1992-

1993); also a director of CalEnergy,

Commonwealch Telephone Enterprises, Inc.,

RCN Corporastion and WorldCom, Inc.

Vice President, Kiewit Pacific Co.. 2 KCG 54 06103195
conscruction subsidiary (for more than che

past five ycars)

Executive Vice President, KC G tunce 1990), 44 06/04/94

Chairman (since 1996), President (1992-1996)
and Sr. Vice President (1992) of

Kiewit Mining Group Inc.: also a direccor

of Kinross Gold Corporation

President, Gilbert Industrial Corporation. a 48 06/03/95
KCG construction subsidiary (for more

than the past five years): President (1992-

1996}, Gilbert Southern Corp., 2 KCG

construction subsidiary

Senior Vice President, Kiewit Pacific Co., 54 V6107197
a KCG construction subsidiary (for more
than the pasc five years)

ot ers are thoee duector who are smploved by PRS ot i swubsidianies. Bruce L. Grewcock 1 the son of

Woilliam L. Grewwudh.

The PKS Board has an Audit Commiuee, a Compentation Commirttee and an Executive

Commirtrtee.

The Audit Commictee members are Messrs. Johnson, Kirkwood and Kiewit. The functions of the
Audir Committee are 1o recommend the selection of the independent auditors: review the results of the
annual audit: inquire into important internal conrrol, accounting and financial matters; and repurs and
make recommendanons to the full PKS RBoard The Audit Commintee had four meetngs in 199

o
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The Compensation Commirtec members are Messrs. Daugherry. Harper, and Kiewit, none ot
whom are employees of PKS. This committee reviews the compensation of the exccutive officers of PKS.
This committee has also assumed cthe functions of the former Management Compensation Committee,
the purpose of which was to review the compensation, sccurities ownership, and benefis of the
employees of PKS other than its executive officers. The Compensation Committee had nne formai

meeting in 1997,

The Executive Committee members are Messrs. Scott (Chairman), William Grewcock. Stinson,
and Crowe. This committec excrcises the powers of the PKS Board berween mectings of the 'KS Board.
except powers assigned to other commirtees. Duning 1997, the Executive Committee had no tormal
meetings, acted by written consent action in lieu of 2 meeting on rwo occasions, and had several informal

meetings.

PKS does not have & nominating committee. The PKS Centificate provides that the incumbent
directors clected by holders of Class C Stock may nominate & slate of Class C directon 1o be clected by
holders of Class C Stock and the incumbenrt directors elected by holders of Class D Stock may nominate
a slate of directors to be elected by holders of Class D Stock. for elecrion at the annual meeting of
stockholders.

The PKS Board had six formal meetings in 1997 and acted by written consent action on six
occasions. In 1997, no director attended less than 75% of the meetings of the PKS Board and the
committees of which he was a member.

Directors who are empl of PKS or its subsidiaries do not receive directons’ fees. Non-
employee directors are paid annual directors’ fees of $30,000, plus $1,200 for attending each meeting of
the PKS Board, and $1,200 for attending each meeting of a committee of the PKS Board.

PART B
ITEM 5. MARKEY FOR REQISTRANT'S COMMON EQUITY AND RELATED STOCHNOLDER MATTERS.

Markst lnformation. As of December 27, 1997, the Company's common stock is not listed on
any narional securities exchange or the Nasdaq National Market. However, the Class D stock is currently
quoted on the National Association of Securities Dealers, Inc.'s OTC Bullietin Board. During the fourth
quarter of 1997, the only quarter during which this trading nccurred. the range of the high and low bud
mformation for the Class ) stock was Sgﬂ.ﬂ 10 32900 1he Company has announced that the commaon
swock af Level 3 Communications, Inc. (renamed trom Peter Kiewnt Sons’, Inc. 1n conncction with the
Transacuon) will begin trading on the Nasdaq Nadional Market on April 1, 1998.

Company Ropurchase Duty. Punsuant to the current terms of the PKS Certificate. the Company
uﬂpencully required to repurchase shares at & formula price upon demand. Under the PKS Certificate
cffective January 1992, the Company has three classes of common stock: Class B Construction & Minin
Group Nonvoting Restricted Redeemable Convertible Exchangeable Common Stack (*Class B, Class (’5
stock. and Ch!l%) stock. There are no ourstanding Claes I stock, the lanr Class Btk were sonverted
e Claan 1) stock an January 1, 1997 Claas C stock can be issued only 10 Company employees and
van be resold only to the Company at a formula price based on the yearend book valuc of the
Construction Group, The Company is generally required o repurchase Class C stock for cash upon
stockholder demand. Class D stock has a Pormula price based on the yearend book value of the Diversified
Group. The Company must gencrally repurchase Class D stock for cash upon stockholder
demand at the formula price, unless the Class D stock become publicly traded.

Formmla valees. The formula price of the Class D stock is based on the hook value of 1evel 3
and its subsidiarics. plus onehal of the hook value. on s standalone havs, of the parent compam. RS
I'he fnrmula prue of the Clase € aack i based i the bouk value of the Comuuction taoup and 1
subaidiarics, plus onchall of the book value ot the unconsolidated parent company. A significant element



of the Class C formula price is the subtraction of the book value of properry. plant, and equipment used in
construction activities ($122 million in 1997).

Comversien. Under the PKS Certificate. Class C stock is convertible into Class D stock at the end
of each year. Berween October 15 and December 15 of each vear a Class C stockholder may clect to
convert some or all of his or her shares. Conversion occurs on the following January 1. The conversion
ratio is the relative formula prices of Class C and Class D stock determined as of the last Saturday in
December, that is, the last day in the Company's fiscal year. Class D stock may be converted into Class C
stock only as part of an annual offering of Class C stock to employees. Instead of purchasing the offercd
shares for » an employee owning Class D stock may convert such shares into Class C stock at the
applicable convrrsion ratio.

Restriotions. Ownership of Class C stock is generally restricced to active Company emplovees.
Upon recirement, termination oFemployrnem. or dcztﬁf Class C stock must be resold to the Company at
the applicable fermula price, but may be converted into Class D stock it the terminaung event occurs
during the annuil conversion period. Class D stock is not subject to ownership or transfer restrictions.

Dividends and Prices. During 1996 and 1997 the Company declared or paid the following
dividends on its common stock. The table also shows the stock price after each dividend payment or other
valuation event,

Dividend Dividend
Deciared Dividend Pald Per Share oo Price Adjusted  Stock Price
Oct. 27, 1995 Jan. 5. 1996 $0.60 C Dec. 30, 1995 $32.40
Apr. 26, 1996 May 1, 1996 0.60 C May 1, 1996 jrso
Ocr. 25, 1996 Jan. 4, 1997 0.70 C Dec. 28. 1996 40.70
Apr. 23, 1997 May 1. 1997 070 C Mav | 199 ° .00
ENIRI DD, lan. 5. 1998 0.80 C Dec. 27, 1997 51.20
Ocr. 27, 1995 Jan. 5, 1996 0.50 D Dec. 30. 1995 9.90*
Oct. 25, 1996 Jan. 4, 1997 0.50 D Dec. 28, 1996 10.85°
D Dec. 27, 1997 11.65°

* All stock prices for the Class D stock reflect 4 dividend of four shares of Class [} stock for cach
outstanding share of Class D stock that was effective on December 26, 1997.

The Companv's current dividend policy is to pay a regular dividend on Class C stock of about
15% to 209 of the prior year's ordinary carnings of the Construction Groun, with any special dividends
to be based on exrraordinary carnings. Although the PKS Board snnounced in August 1993 that the
Company did nor inrend to pay lar dividends on Class D stock for the toresecable tutuie, the 'K
Board declared a special diviJ:nd of $0.50 per share of Claws 13 stock 10 both Outober 199% and 1990,

A dividend of 4 shares of Class D Stock for each share of Class D Stock was effected on
December 26, 1997,
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Stecihelders. On March 15, 1998, and after giving effect to a dividend of 4 shares of Class D
Stock for each oum:md.ig share of Class D stock effecred on December 26, 199°, the Company had the

following numbers of rs and outstanding shares for each class of its commen stock:
Class of Steck Steckhelders Shares Ouistanding
B - -
C 996 7.681.020
D 2121 146.943.752

Recest Sales of Unregistered Securities. On April 1, 1997, the Company sold 10.000 shares
of Class D stock to Charles Harper and Robert Daugherry and 8,000 shares of Class D stock 10 Peter
Kiewit Jr. at a sale price of $49.50 per share. Each of Messrs Harper, Daugherty and Kiewit are members
of the PKS Board of Directors. The sale was effected pursuant to an exemption from registration under
the Securities Act of 1933 contsined in Section 4(2) of such Act.



ITEM 6. SELECTED FINANCIAL DATA.

PETER KIEVATT S0MS', INC.
SELECTED CONBOLIDATED FINANCIAL DATA
The Selected Financial Data of Peter Kiewit Sons’, Inc., the Kiewit Construction & Mining Group ("C
Stock™ and the Divenified Group (*D Stock™) appear below and on the next two . The consolidated

data of PKS are prosented below with the exception of per common share data which is presented 1n the
Selected Finandal Daa of the respective Groups.

i B i .
cxcept per share amounts) 1997 19% 4 1993

Results of Operations:
Revenue (1} $ 332 $ 6s2 $ 580 § Sy 0§ 20°
Earnings from continuing
operations 83 104 126 28 174
Net earnings (2) 248 221 244 110 26!
Financial Position:
Eo:lmm m v 2,779 3,066 2948 4,048 3.23
t portion
long-term debx (1) 3 57 40 30 1
Long term debt, less
current portion (1) 1 320 61 LY 452
Smddlomn' equity (1) 2,230 1,819 1,607 1.736 1.671

(1} In Ocrober 1993, the Company scquired 35% of the outstanding shares of C-TEC Corporation
that had $7% of the svailable voting rights. On December 28, 1996 the Company owned 48% of
the outstanding shares and 629% of the voring rights.

As a result of the C-TEC restructuring, the Company owns less than 50% of the outstanding shares
and voting rights of the three entities, and therefore sccounted for each enury using the equiry method
in 1997. The Company consolidated C-TEC from 1993 through 1996.

The financial position and results of operations of Kiewit Construction & Mining Group have been
classified as discontinued operations due 1o the pending spin-off from Peter Kiewit Sons’, Inc.

in Seprember 1995, the Company dividended ity investment in MFS to Class D shareholders. MFS'
results of operations have been classified as a vingle line item on the statements of earnings MFS i
consoliduted in che 1993 and 1994 balance sheers.

In [anuary 1994, MFA, wsued $500 mullion of 9.379% Senior Discounr Notes.

[n September 1997, Level 3 agreed 1o sell its energy segment to CalEnergy Company. Inc. The
transaction closed on January 2, 1998.

(2} 1n 1993, two public offerings, the Company sold 29% of its subsidiary, MFS, resulting in a
$137 milli?nodug‘rm gain. In 1995 and 1994, additional MFS stock transactions resulted in $2 million
and $35 million after tax gains to the Company and reduced its ownenhip in MFS 10 66% and 6%

{3)  The aggregate redemption value of common ik ot December 22 1997 was $2.1 bilhon.
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The following selected financial data for each of the years in the period 1993 to 1997 have been
derived from audited financial statements. The historical financial information for the Kiewnt
Construction & Mining snd Divenified Groups supplements the consolidated financial information of
Pl?S and, uk.efnpt er, includes all accounts which comprise the corresponding consolidated financial
miormation o .

(dollars in millions, iscal Year Ended
exgc;t"p'el} m.arlcorr'nounu) 1997 |qq(‘M ||t:)lq fds. 114 1994
Results ol Operauons:
Revenue 32,764 $2303 $23% $217%  $1.78)
Net carnings 1595 108 104 h 80

Per Common Share:
Ner carnings

Basic 15.99 10.13 7.7B 4.92 4.0}
Diluted 15.3% 976 7.62 4 .80 4.59
Dividends (1} 1.50 1.30 1.0% 0.90 0.70
Stock price (2) 51.20 40.70 32.40 25.55 2235
Book value 64.38 51.02 42.90 31.39 27.4)

Financial Position:

Total assets 1.341 1.038 976 96" BR9
Current portion of

longterm debt 5 2 v 4
Longterm debut. less

Cufrent poartien 22 12 9 9 10
Siockholders equaty (3) 652 562 467 505 480

(h The 1997, 1996, 1995, 1994 and 1993 dividends include $.80, $.70, $.60, $.45 and $.40 for
dividends declared in 1997, 1996, 1995, 1994 and 1993, respectively. but paid in Januarv of the
subsequent yesr.

(2 Pursuant to the Certificate of Incorporaton. the siock prce valculation n computed annually at
the ead ol the sl veat

3 Ownership of the Class C Stock is restricted to certain emplovees conditioned upon the execution
of repurchase agr-ements which restrict the employees irom transferring the stock. PKS is
generally committed to purchase all Class C S.0ck ar the amount computed, when put to PKS by
a stockholder, pursuant to the Cerificate of Incorporation. The aggregate redemption value of
the Class C Stock at December 27, 1997 was $527 million.



from audited

The following selecved financial data for each of the vears in the period 1993 to 1997 have been derived
ﬁmmﬁ' statements. The historical financial information for the Divertified Group and Kicwit

Construction & Mining G supplements the consolidared financial information of PKS and. taken
together, includes all accounts which comprise the corresponding consolidated financial information of PKS.

(dollars in millions. _ Fiscal Year Ended
excepr per amouncs) 1997 1996 1995 1994 1993
Results of Operations:
Revenue (1) S 32 $ 652 $ S8 $ 537 $ 20°
Eamings from continuing operations 83 104 126 28 174
Ner earnings (2) 93 113 140 33 181
Per Common Share:
Earnings from continuing operations
Basic .66 90 1.17 27 74
Dilured 66 9 147 27 7
Net earnings
Basic 74 97 1.29 32 1.82
Diluted 74 97 1.29 32 1.81
Dividends (3) - .10 10 . 10
Stock price (4) 11.65 10.8% 9.H 12,04 11 KK
Book value 11.65 HLBS 9.90 120" 11.90
Financial Position:
Total assers (1} 2,127 2,504 2,478 3.543 2.756
Current portion of longterm debs (1) 3 57 40 0 1
Longterm debc. less current portion (1) 137 320 361 899 452
St Idets’ equity {5} 1,578 1,257 1.140 1.231 1.191

(n

In October 1993, the Group acquired 35% of the outstanding shares of CTEC Corporation that had
57% of the available voring rights. At December 28, 1996, the Group owned 48% of the ouutanding

shares and 62% of the vonng rights.

As a result of the C-TEC restructuring, the Group owns less than 50% of the outstanding shares and
voting rights of each of the three enttties, and therefore accounted for each entity using the equuy
method in 1997. The Company consolidated C-TEC from 1993 to 1996,

In September 1995, the Group dividended its investment in MFS to Class D sharehoiders. MF5S’
results of operatioms have been classificd as a single line item on the statements of earnings. MFS is

consolidated in the 1993 and 1994 balance sheets.
in January 1994, MFS issued $500 million of 9.375% Scnior Discount Notes.

In September 1997, the Group agreed 10 sell 13 energy segment 1o CalEnergy Company, Inc. The
transacrion closed on January 2, 1998,

In 1993, through two public offerings, the Group sold 299 of MFS, resulting in 2 $137 million after-cax
gain. In 1995 and 1994, additional MFS stock transactions resulted in $2 million and $35 million
after-tax gains to the Group and reduced its ownership in MFS to 66% and 67%.

o



(3

(4)

{5)

The 19986, 1995 and 1993 dividends in:lude $.10 for dividends declared in 1996, 1995 and 199}
bur paid in january of the subsequent vear.

Pursuant to the Certificate of Incorporarion, the stock price calculation is computed annually at the
end of the fiscal year.

Unless Class D Stock becomes publicly traded. PKS is generally commuried 1o purchase all Class D
Stuck at the amount computed, in accordance with che Centificate of Incorporation. when put to PR
by a stockholder. The aggregate redemption value of the Class D Stock at December 27, 1997 wa
$1.578 million.



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

This item conrains information sbour Peter Kiewir Sons’, Inc. (the “Company”} as a whole. Separate
teports containing managemant’s discussion and enelyss ol financisl condition and results of uperations
for the Kiewit Construction & Mining Group and the Diversified Group have been filed as Exhibits 99.A
and 99.B to this Form 10-K. A copy of Exhibit 99.A will be furnished without charge upon the written
request of & stockholder addressed o Stock Registrar. Peter Kiewit Sons’. Inc.. 1000 Kiewit Plaza.
OUmahd, Nebraska 68131, Exhibit 99.B can be obtained by _ontacung: Investor Relavons. Level 3
Communications, Inc., 3555 Farnam Street, Omaha, Nebraska 68131,

The following discussion of Results of Operations should be read in conjunction with the s-gment
information contained in Note 13 of the Consolidated Financial Statements.

This document contains forward looking stacements and information that are based on the beliefs of
management as well a1 assumprions made by and informarion currently available to the Company.
When used in this document, the words “anticipate™, “believe”, “estimate™ and “expect” and similar
expressione, as they relate o the Company or its management. are intended o identity borward-looking
statements. Such statements reflect the current views of the Company with respect 1o future events and
are subject to cermain risks, uncernainties and assumpcions. Should one or morc of these risks or
uncertainties marerislize, or should underlying assumprions prove incorrect. acrual results may varv
materially from those described in thls document.

Results of Oporations 1997 vs. 1996

Cosl Mimiag. Revenue from the Group's coal mines declined 5% in 1997 compared to 1996.
Alternate source coal revenue declined by $16 million in 1997, The mune's primary customer.
Commonwealch Edison. accelerated its contractual commitments in 1996 for alternate source, thus
reducing its obligations in 1997. In addition to the decline in tonnage shipped, the price of coal sold to
Commonwealth deciined 1%. Revenue attributable 1o other contracts increased by approximately 34
million. The acrual amount of coal shipped to thete customers increased 5% in 1997, bur the price at
which it was sold was 4% lower than 1996.

Margin, as s percentage of revenue. declined 11% from 1996 to 1997, Margins in 1996 were hugher
than normal due wo the additonal high margin alternate souarce coal sold o Commaonwealth in 1996 and
the retund of premiums from a caprive insurance company that insured against black lung discase. The
decline in Commonwealth shipmenws and an overall decline in average selling price, adverscly affected
the results for 1997, If current market conditions continue, the Group expects a decline in coal revenue
and carnings after 1998 as cerwain long-rerm contracts begin to expire.

Information Services. Revenue increased by 124% to $94 million in 1997 from $42 million in 1996.
Revenue from computer outsourcing services increased 20% to $49 million in 1997 from $41 million in
1996 The increase was due to new computer outsourcing contracts signed in 1997. Revenue for
wanoms tndsgranion grew o B4 anilhos in 1997 fann besa than $1 million i 19 Sgong demamd b
Year 2000 (enovation seivives tueled the growth o svatenn integialions reveies

Margin. as a percenc of revenue, decreased to 28% in 1997 from 41% in 1996 for the compurer
outsourcing business. The reduction of the gross margin was due to up-front migration costs associared
with new contracts and significant increases in personnel costs due to the tightening suppiy of computer
professionals. Gross margin for the systems integration business was approximately 40% in 1997. A
comparison to 1996 gross margin is not meaningful due to the start-up nature of the business.

n
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Gonersl and Admisletrative Expenses. Excluding C-TEC. general and administrative
expenses increased 20% to $114 million in 1997. The increase was primarily attributable t0 2 $41 million
increase in the information services business’ general and administrative expenses. The majoriry of the
increase is attributable to additional compensarion expense that was incurred due to the conversion of 4
subsidiary's option and SAR plans to the Clam 1) Stack option plan. The remainder of the increase
relates 10 the incremsed expenses for new sales offices established in 1997 for the systems integration

business and the additional personnc] hired in 1997 to implement the expansion plan.

Exclusive of the information services businens, general and administrative expenses decreased 264
to $62 million in 1997. A dectease in professional services and che mine msnagement fees were parnialls
offser hy incressed compensation expense. Due to the favorable resolution of certain environmental and
legal mattens, costs thac were previously accrucd for these issues were reversed in 1997, Paraally
offsercing this reduction were legal. tax and consulting expenses associated with the CalEnergy transaction
and the separation of the Construction and Mining Group and Diversified Group.

Equily Losess. The losses for the Groupi equity investments increased from $9 million in 1996
to $43 million in 1997. Had the C-TEC entities been accounted for using the equity methed in 1996,
the losses would have increased to $13 million. The expenses associsted with the deployment and
marketing of the advanced fiber nerworks in New York, Boston and Washingron D.C.. and the come
incurred in connection with the buyout of s marketing contract with minority shaseholders are primarilv
responsible for the increase in equity losses artributable to RCN from $6 millien in 1990 t0 $26 million
in 1997, The Group’s share of Cable Michigan’s losses decreased to 36 million in 1997 trom $8 milhion in
1996. This improvement is attiributable to the gains recognized on the sale of Cable Michigan’s Florida
cable systems. Commonwealth Telephone’s carnings were consistent with that of 1996. The Group
recorded equity carnings of $9 million in each year artributable to Commonwealth Telephone. The Group
also recorded equity losses attributabie to several developing businesses.

iwvestment dncems. Investment income increased 7% in 1997 after excluding ©-TEC's $14 million of
investment income in 1996. Gains ized on the sale of marketable securities, primanly within the
Kiewit Mutual Fund (“KMF"), inc from $3 million in 1996 to $9 million in 1997 In 199", KMF
repasitioned the securities within its portfolins to more dosely track the averall mackes Parnally otfsernng
these additional gatne was o dechine 16 anterest sncome due o an overall ieduction of vickd carned by the

KM pordalios.

Intorest Exponse. [nterest expense increased significantly in 1997 after excluding $28 million of
interest attributable to C-TEC in 1996. CPTC, the owner-operator of a privatized toliroad in California,
incurred interest costs of approximately $9 million and $11 million in 1996 and 1997 In 1996. interest of
$5 million was capiralized tfue to the construction of the toliroad. Construction was completed in August
1996. and all interest incurred subsequent to that dare was charged against carnings. Interest associared
with the financing of the Aurora. Colorade properiy of %1 aullion, also compibuted 10 the incicase
wrread "Il'f"ll‘-

Other Incame. Other income in 1996 includes 32 million of other expenses attributable 1o C-TEC.
Excluding thesc losses, other income declined from $8 million in 1996 to $1 million in 1997. The absence
of gains on the sale of timberland properties and other assets, which accounted for $6 million of income
in 1996, is responsible for the decline.

inceme Tax (Provision) Bemefit. The effective income tax rate for 1997 is less than the expecred
statutory rate of 35% due primarily to prior vear tay adjustments. partially offeer by the ellecr ul
nondeductible compensation enpense amaviated with the convermion ol the infurmanen services option
and SAK plans to the Class D Stock plan. In 1990, the effective rate was also lower than the statutory
rate duc 1o prior vear tax adjustments. These adjustments wete partially offset by nondeductible costs
associated with goodwill amortization and taxes un forcign operations. In 1997 and 1996, the Group
sertled 2 number of disputed tax issues related to prior years that have been included in prior year tax
adjustments.



Discewtinued Operstiens - Constructles, The Construction and Mining Group's operations can
be separated into two components; construction and materials. Construction revenues increased $414
million during 1997 compared to 1996. The consolidation of ME Holding Inc. (due to the increase in
ownership from 49% to 80%) (“ME Holding") contributed $261 million. almost rwo-thirds of the
increase. In addition to ME Holding several projects and joint ventures became fully mobilized
during the latter pare of che year and were well into the “peak”™ construction phase.

Material revenues increased 19% to $290 million in 1997 from $243 million in 1996. The acquisition
of additional plant sites accounts for 22% of the increase in sales. The remaining increase was a result of
the strong market for macerial products in Arizona. This raised sales volume from existing plant sites and
allowed for slighely higher selling prices. The inclusion of $10 million of revenues from the Oak Mounrain

facility in Alabama also contributed to the increase.

Construction margins increased to 13% of revenue in 1997 as compared 10 10% in 1996. The
favorable resolution of project uncertainties, seversl change order wettlements, and cout savings or early
completion bonuses recelved during the year contributed to this increase.

Material margins decreased from 10% uf revenue in 1996 1o 4% in 1997. Losses at the Oak Mountain
faciliry in Alabama were che source of the decrease. The materials margins from sources other than Qak
Mounrtain remained stable as higher unit sales and selling prices were offset by increases in raw marerials
costs.

General and administrative expenses of the Construction Group increased 11% in 1997 after
deducting $17 million of expenses actributable to ME Holding. Compensation and profit shasing expenses
inc $9 million and $2 million, respectively, from 1996. The increase in these costs is a direct result
of higher construction earnings.

The effective income 1ax rates sn 1947 and 1996 for the Construcnon (aloul difter trom the
expected statutory rate of 35% primarily due to state income taxes and prior year tax adjustments.

Discentinued Operations - Energy. [ncorne from discontinued operations increased o $29 million in
1997 from $9 million in 1996. The scquisition of Northern Electric in late 1996 and the commencement
of ?hpcl_'ltionl at the Mahanagdong geothermal facility in July, 1997 were the primary factors that resulted
in the increase.

In October 1997, CalEnergy sold approximately 19.1 million shares of its common stock. This sale
reduced the Group's owneuhiﬁ in CalEnergy to approximately 24% but increased 1ts proportionate share
of CalEnergy’s equiry. It is the Group's policy 1o recognize gains or losses on the sale of stock by its

investees. The Group recognized an after-tax gain of approximately $44 million from transacvions in
CaiEnergy stock in the fourth quarter of 1997,

On July 2. 1997, the Labour Party in the United Kingdom announced the details of its proposed
“Windfall Tax™ to be levied against privatized British utilities. This one-time tax is 23% of the difference
herween the value of Northern Flectric, ple. at the ume of privatuzation and the unliny's current value vased
an profitn over & penod of up to four years, CE Electrnic recorded an extraordinary rharge of
appreximately $194 million when the tax was cnacted in July, 1997. The total after-tax impact to Level 3,
directly through its investment in CE Electric and indirectly chrough its interest in CalEnergy, was $63
million.

o



Rosalla of Operniions 1008 va. 1008

Coal Minlug. Revenuce and net earnings improved primarily due to increased alternare source tons
sold to Commonwealth Edison Company in 1996 and the liquidation of a captive insurance company
which insured against black lung disease. Upon liquidation, the Group received a refund of premiums
paid plus interest in excess of reserves established mthe Group for this liability. Since 1993, the
amended contract with Commonwealth provided that delivery commirments would be satisfied with coal
produced by unaffiliated mines in the Powder River Basin in Wyoming. Coal produced at the Groups
mines did not change significantly from 1995 levels

Information Services. Revenue increased 17% to $42 million in 1996 from $36 muthion in 1995 The
increasc was primarily duc o new ter outsourcing contracts signed in 1996. Less than $1 million
of reveriue was generated by the operations of the new systems integration business, started in February,
1996.

Margin. as a percent of revenue, for the oumourcing business decreased to 41% 1n 1996 from 45% in
1995. The reduction of the margin was primarily due to up-front migration costs for new customers which
were recognized as an expense when incurred.

Telscommunicatiens. Revenue for the celecommunications segment increased 13% ro $36™ million
for fiscal 1996, C-TEC's relephone p's $10 million. or 8%, increase in sales and C-TEC’s cable
roups $33 million or 26% increase in revenuc were the primary contributors ro the improved results.
ﬁ'hc increase in group revenus is due 10 higher intrastate access revenuc from the growth in
access minutes, an increase of 13,000 access lines, and higher internet sccens and video conferencing
sales. Cable group revenue increased primarily due to higher sverage subscribers and the effects of rate
increases in April 1995 and February 1996. Subicriber counts increased primarily duc to the acquisition
of Pennsylvania Cable Systems, formerly Twin County Trans Video, Inc., in September 1995. and the
consolidation of Mercom, Inc. since August 1995, Pennsylvania Cable Systems and Mercom account for
$23 million of the incresse in cable revenue in 1996.

The 1996 openlinf expenses for the telecommunications business increased $38 million o1 18%
compared to 1995. The telephone group experienced a 9% increase in expenses and the cable groups
costs increased 31%. The increase for the telephone group was primarily attributable to higher payroll
cxpenses resulting from additional personnel, wage increases mcr highet oventime. Also contributing to
the increase. were fees associsted wirth the internet access services and consulting services for a variery
of regulatory and operational marters. The cable group’s increase was due to incremsed depreciation,
amorrization and compensation expenses associated with the acquisition of Pennsylvania Cable Systems
and the consolidation of Mercom’s operations. Also contributing to the higher costs were rate increases
for existing programming and the costs fur additional programming.

Genersl and Adminietrative Expenses. General and administrative expenses declined % 10 $181
million in 1996. Decreases in expenses assoctated with legal and environmental marniers were parnally
offser by higher mine management fees paid to the Construction & Mining Group, the costs attnibutable 1o
C-TEC and the opening of the SR91 toll road. C-TEC's corporate overhead and other costs increased
approximately 139 in 1996. This increase is artributable to costs associsted with the development of the
RCN business in New York and Boston, the acquisition of Pennsylvania Cable Systems, the consolidation
of Mercom and the investigation of the feasibility of various restructuring alternatives.

neb. Losses sttributable to the Groups equity investments increased ro $9 million in
1996 from $5 million in 1995. The additional losses were artributabie to an enterprise engaged in the
renewable fueh business and 10 C-TECY investment in MegaCsble S.A. de C.F, Mexicos second
largest cable television operator.



investmont lnceme, Bet. Investment income increased 24% in 1996 compared 1o 199%. Increased
gains on the sale of marketable and equity securities and interest income were parually offset by a ight
decline in dividend income.

imborest Exponse, 8ot. Interent I::Fme in 1996 increased 43% compared to 1995 The incecase
was primarily due to Interest on the CPTC debr that was capitalized thraugh Julv 1996, and C-TEC
redeemable rrcferred stock. insued in the Penniylvania Cable Systems acquisition, that began accruing
intetent kn 1990,

Galn on Subsidiery’s Stock Transscliens, ael. The issusnce of MFS mock for scquisitions by MFS
and the exercise of MFS employee stock options iesulted in 2 $3 million net gain 10 the Group in 1995,

Obhor, #et. The decline of other income in 1996 was primarily actributable 10 the 1993 settlement
of the Whitney Benefits litigation,

insome Txx Bonalt {Provislen). The cffective income tax rate tor 1990 diffens loni the statutory taie
of 35% primarily because of adjusiments 1o prioe year tax provisions. parually offsct by state taxes and
nundeductible amountws associated with goodwill amortization. In 1995, the rate was lower than 355¢ due
primarily 1o $93 million of income tax benefits from the reversal of certain deferred tax lisbilities originall
recognized on gains from MFS stock transactions that were no longer required due to the tax-free spin-off
of MFS, and adjustments to prior yesr tax provisions.

' « Comstrustion. Revenur from construction decreased 1% to $2.303
million in 1996. This resulted from the completion of seversl major projects during the vear. while manvy
new contracts were still in the scart-up phase. KCG's share of joint venture revenue remained at 30% of
total revenues in 1996. Revenue from materialy increased by less than 1% in 1996 Increased demand
for aggregates in the Arizons matket was offsct by a decline 1n rmious metal sales. KCG sold mesold
and silver operations in Nevads to Kinross Gold Corporation ("Kinross™) and essennally Liquidared it
metals inventory in 1995,

OFpom‘du in the construction and materials industry continued to expand along with the economy.
Because of the incressed opporrunities, KCG was sble to be selective in the con:lsrucﬁon projects it
pursued. Gross margins for construction increased from 8% in 1995 to 10% in 1996. This resulted from
the completion of several large projects and increased efficiencies in all aspects of the construcrion
process. Gross margins for materials declined from 13% in 1995 to 10% in 1996. The lack of higher
margin precious metals sales in 1996 combined with slightly lower construction materials margins

produced the reduction in operaring margin.

In 1995, the exchange of KCG's gold and silver tions in Nevada for 4,000,000 shares of common
stock of Kinross led to a $21 million gsin for KCG. The gain was the difference berween KCG's book
valuc in the gold and silver operstions and the marketr value of the Kinross shares ar the time of the
exchange. Other income was rimarily comprised of mining management fees from the Diversified
Group, of $37 million and $30 miﬂion in 1996 and 1995. and gains on the dispontion of property, plant
and equipment and other assets of $17 million and § 12 mullion 1 1990 aml 1993

T'he elbes tive inynme 1an tate tor 1996 diflens trom the statutory rete of 35% prumanly because of
adjustinents 1o prior year tax provisions and state taxes. In 1995, the rate was higher than 35% due

primarily o state income taxes.

Discontinued Operstions — Energy. Income from discontinued operations declined in 1996 by 36%
to $9 million. Losses attribucable to the Group's interess in the Casecnan project, additions! development
expenses for intemnational activities, and the costs associated with the Northern Electric transsction were
partially offset by increased equity earnings from CalEnergy



The Group's wu'hnt ital, excluding C-TEC and discontinued operstions. increased $392 million ot
106% during 1997, This 7:: to the $152 million of cash generated by operations, primarily coal

operations, and the significant financing activities described below.

Investing activities include $452 million ro purchase marketable securities. $42 million of investments
and $26 million of capital expenditures, including $14 million for the existing intormation services business
and $6 million for a corporate jer. The investments primarily include the Group's $22 million investment an
the Pavilion Towers office complex, located in Aurora, Colorado, and $15 million of investments 1n
developing businesses. Funding a portion of these activities was the sale of marketable sccurities of

$167 million.

Sources of ﬁuncin’ include $138 million for the issusnce of Class D Stock, $72 million for the
exchange of Class C stock lor Class D stock and $16 million for the financing for Pavilion Towers. Uses
consist primarily of $12 million for the payment of dividends. and $2 million of pavments on long-term
debt.

Prior to the execution of an t with Cal in Septembet, 1997, the Group invested $31
million in the Dieng, Patuha and Bali power projects in Indonesia.

In Ocrober 1996, the PKS Board of Directons directed PKS management 1o punue a listing of Class D
Stock as a way to address certain issues created by PKS’ rwo-claws capital stock structure and the need
to artract and rewain the best management for PKS' businesses. During the course of its examination
of the consequences of a listing of D Stock, management concluded that a listing of Class D Stock
would not adequately sddress these issues. and instcad began to study a separation of the Construction
and Mining Group and the Diversified Group. At the regular meeung of the Board on July 23, 1997,
management submitted to the Board for consideration a propasal for scparation of the Construction and
Mining Group and Diversified Group through a spin-off of the Construction and Mining Group (“the
Transaction™). At a special meeting on August 14, 1997, the Board approved the Transaction.

The separation of the Construction and Mining Group and the Divenified Group was contingent upon
a number of conditions, including the favorable ratification by a majority of both Class C and Class D
sharcholders and che m:l by the Company of an Internal Revenue Service ruling or other assurance
acceptable to the Board that the separation would be tas-free 1o U.S, sharcholders, On December B,
1997, PKS Class C and Class D shareholders spproved the transaction and on March 5. 1998 PRS
teceived a favorable ruling from the Internal Revenue Service. The Transaction s anucipated 1o be
cffccuve on March 31, 1998,

In connection with the sale of approximately 10 million Class DD shares to employees in 1997, the
Company has retained the right to purchase the relevant Class D shares st the then current Clas D
Stock price if the Transaction is definitively abandoned by formal action of the PKS Board or the
employees voluntarily terminate their employment on various dates prior to January 1, 1999.

Level 3 has recently decided 10 substanually increase 1ts emphasi on and resources w s anformaton
scrvices to business. Pursuant to the plan, Level 3 intends to expand substanually 1ts current information
services business, through the expansion of its existing business and the creation, through a combination
of construction, leasing and purchasc of facilitics and other asscrs, of a substantial facilities-based
interner communications network.



Using this nerwork Level 3 intends to pravide (a) a range of internet accens services at varving
capacity ICVCTI and, as technology development allows, at specified levels of quality of service and
security and (b) 2 number of business ariented communications services which may include fax service,
which are transmitted in part over private or limited access Transmission Control Protocol/Interner
Provocol (“TCP/IP”) networks and arc offered ac lower prices than l‘l:n.:hlit: telephone network-based fax
service, snd voice mestage storing and forwarding over the same TCI/IP-based networks,

Level 3 believes that over time. a substantial number of businesses will convert existing computer
application systems to compurer systems which communicare using TCP/IP and are accessed by usens
en;ﬂuymg Weh browsers. Level 3 turther believes that businesses will prefer to contract tor asasistance in
making this conversion with those vendors able to provide a full range of services from initial consulting
to interner access with requisite quality and security levels.

Level 3 anticipates that the capital expenditures required to implement thi. sxpansion plan will be
substantial. Level 3 estimates that these costs may be in excess of $500 million in 1998 and could
exceed $1.5 billion in 1999. Level 3's current financial condition, borrowing capaciry and proceeds from
the CalEnergy transaction described beiow should be sufficient for immediate operating, implementation
and investing activities. However, Level 3 ex to raise capital from both the equiry and debt markets
due to the significant capital requirements of the information services expansion ':]an.

In connection with the ion Plan, Level 3 expects o devote substantially more management
time and capital resources to its information services business with s view 10 making the information
services business, over time, the principal business of Level 3. In that respect. management is conductin
a comprehensive review of the exisning Level 3 businesses to determine how those businesses wi
complement Level 3's focus on information services. If it is decided that an existing business is nor
compatible with the information services business and if o auitable buver van be found, Level 3 may
dispose ol thdt business.

In January 1998, Level 3 and CalEnergy closed the sale of Level 3's energy assets vo CalEnergy.
Level 3 received proceeds of $1,159 million and :xrcu to recognize an after-tax gain of approximarely
$324 miilion in 1998. The after-tax proceeds from this transaction of approximately $967 miﬁiun will be
used to fund cthe expansion plan of the informarion services business.

In January 1998, Class C shareholders converted 2.3 million shares, with a redemption valuc of
$122 million, into 10.5 million shares of Class D Stock.

In February 1998, Level 3 announced that it was moving its corporate headquarters to Broomfield,
Colarado, a northwest suburb of Denver. The campus facility is expected to encompass over 500,000
square feet of office space ar a construction cost of over $70 million. Level 3 is leasing space in the
Denver arca while the campus is under construction. The first phase of the complex is scheduled for
completion in the summer of 1999.

In March 1998, PKY announced thar its Class 13 S1ock will began trading on April | on the Nasdag
Natonal Market under the symbol "LVLT". The Nasdaq listing will follow the separation of Level 3 and the
Construction Group of PKS, which is expected to be completed on March 31, 1998. In cennection with
the separation. PKS’ construction subsidiary will be renamed “Peter Kiewit Sons’, Inc.” and PKS Class D
Stock will become the common stock of Level 3 Communications, Inc.

PKS’ certificate of incorporation gives stockholders the right to exchange their Class C Stock for
Class D Srock under a set conversion formula. Thar right will be eliminated as a result of the separation
of Level ¥ and the Construction Group. To eeplace that conversion right, Clam C asockholders reseived
6.5 mulhion shares of a new Class R stock in January, 1998, which s convertible into Class 12 Stack in
accordance with terms ratified by stockholders in December 1997.

on



The PKS Board of Directors has in principle a plan to force convension of all shares of Class
R stock ouustanding. Due to cereain ns of the Class R stock, conversion will not be forced prior to
May 1998, and the final decision to force conversion would be made by Level 3's Board of Directors at
that time. Level 3's Board may choose not to force conversion if it were to decide that conversion is not in
the best interests of the stockholders of Level 3. If, as currently anticipated. Level 3's Board derermines
to force conversion of the Class R stock on or before June 30, 1998, cerain adjustments will be made two
the cost sharing and risk allocation provisions of the separation agreement berween Level 3 and the

Construction business.

If Level 3's Board of Directors determings 10 force convension of the Class R stock. each share of
Class R stock will be convertible into $2% worth of Level 3 (Class D) common stock. based upon che
average trading price of the Level 3 common stock on the Nasdaq National Market for the last fifteen
trading aays of the month prior to the determination by the Board of Directors to force conversion When
the spin-off occurs, Level 3 will increase paid in capital snd reduce retained earmings by the lait velur af
the Claw R sharea,

lmmedia:d‘{.rrior to che spin-off of the Kiewit Construction and Mining Group, the Company will
recognize a gain to the difference between the carrying value of the Construction and Mining Group
and its fair value. The Company will then reflect the fair value of Kiewit Construction and Mining Group
as a dividend to shareholders.



Finsncial statements and supplementary financial information for Peter Kiewit Sons'. Inc. and
Subsidiarics begin on page Pl. Separate financial statcments and other intormauon pertaining to the
Kiewit Construction & Mining Group and the Diversified Group have been filed as Exhibies 99.A and 99.B
to this report. The Company will furnish a copy of such exhibits without charge upon the written request
of I: stockholder addressed to Stock Registrar, Peter Kiewit Sons', Inc.. 1000 Kiewit Plaza. Omaha.
Nebraska 68131.

The financial statements of an equity method investee (RCN) are required by Rule 3.09 and are
incorporated by reference from RCN's Form 10-K for the year ended December 31, 1997, filed under
Commission No. 000-22825.

FINANCIAL SISCLOSURE.
None.
PART B
10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RERISTRANT.

The informarion required by Part 111 is incorporated by reference to the Company's definitive proxy
stacement for che 1998 Annual ng of Stockholders to be filed with the Securitics and Exchange
Commission. However, cerain information is set forth under the caprion “Di.ectors and Execucive
Officers of the Registrant” following Item 4 above.

(a) Financial statements and financial statement schedules required to be filed for the
tegistrant under Items 8 or 14 are sct forth following the index page st page 1.

Exhibits filed as a part of this report are listed below. Exhibits incorporared by refetence are
insdicated 10 prarentheass

Exhibit Number Description

3.1 Restated Certificate of Incorporation, effective January 8, 1992 (Exhibit 3.1 to
Company’s Form 10K for 1991).

3.2 Certificate of Amendment of Restated Cerrificate of Incorporation of Peter Kiewit

Sons’, Inc.. effective December 8. 1997,

L Welawe, capusite copy, indduding all smendmienis. av aof Mach 19, 1994

{Exhibit 3.4 to Companys Form 10-K tor 1992).

kn



10.1

10.2

99.A
99.B

{h)

Separation t. dated December 8, 1997, by and among PKS. Kiewst
Diversified Group Inc., PKS Holdings Inc. and Kiewit Construcrion Group Inc.

Amendment No. | to Separation Agreement, dated March 18, 1997, by and
among PKS, Kiewit Diversified Group Inc., PKS Holdings. Inc. and Kiewit
Construction Group Inc.

List of subsidiaries of the Company.

Consents of Coopers & Lybrand LLP

Financial data schedules.

Kiewit Construction & Mining Group Financial Statemena and Other Informarion.
Diversified Group Financial Statements and Other Information.

No reports on Form 8K were filed by the Company during the fourth quarter of 1997,



Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undeniigned. thereunto duly authorized.

on the 30th day of March, 1998.

PETER KIEWTT SONS', INC.
= /ol Walver Scour, Jr.
ame:! tor . e

Tide: Chairman of the Board

Pursuant 1o the requirements ot the Secunities Exchange Act of 1934, thi repore has been sgned
below by the following persons on behalf of the registrant and in the capacities indicated on the 30th day of

March, 1998.
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Conrroller
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Richard R. Jarus, Direvior

Tait P johnson, Director

Allan K. Kitkwood. Director
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The Board of Directors and Stockholders

Peter Kiewit Sons', Inc.

We have audited the consolidated financial statements of Peter Kiewit Sons', Inc. and Subsidianies as
lited in the index on cthe preceding page of this Form 10-K. These financial statements are the
teaponsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with gencrally accepted auditing standards. Those standards
require thar we'Plnn and perform the audit to obtain reasonable assurance abaut whether the financial
statcments are free of material musscatement. An audit includes examining. on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit aiso includes assessing the
accounting principles used and significanc estimates made by management, as well as evaluating the
overall financial stacement presentation. We believe that our audits provide a reasansble basis for ow

apinian,

In our opinion, the financial statements referred to above present fairly. in all maverial respects. the
consolidated financial position of Peter Kiewit Sons’, Inc. and Subsidiaries as of December 27, 1997 and
December 28, 1996, and the consolidated resuits of their aperations and their s ash lows far each of the
three vears 1n the period ended December 27, 1997 in conformury with generally accepred accounning

o &.,r.w r,%é...c Lo P

Omaha. Nebraska
March 30, 1998

n



Conselidated Ststements of Earnings
For the three years ended December 27, 1997
(dollars in millions, except per share data) 1997 199 1499
Revenue y $ o652 S SBO
Cost of Revenue (L7s) __{384) L3498
157 2ok 235
General and Administrative Expenses 14 — 48D — 119
Operaung Earnings 43 87 4%
Orher (Expense) Income:
Equity losses, net (43) (N {5
Investment income, net 45 56 45
Interest expense, net (1%) (33) (23)
Gain on subsidiary’s stock cransactions, ner - - 3
Other, net ——1 PR —125
(12) 20 145
Equiry Lass in MFS . . {131)
Earnings Before Income Taxes, Minority Interest
and Discontinued Operations 3 10° 9
Income Tax Benehit (Provision) 48 R) 79
AMinonte Intereat in Net Loss {(Income) of Subsidiaries _ 4 - {12
Income from Continuing Operations 83 104 126
Discontinued Operations:
Construcrion, net of income tax
(expense) of ($107), ($72) and ($60) 155 LOH 104
Ene;?. net of income rax benefit (expense)
of $1. (89) and ($8) — —3 14
Income from Discontinued Operations ___16% —_uz 118
Nec bannngs m i—m L..Zﬂ
Earnings Per Share:
Continuing Operations:
Class D Stock
Basic =
Diluted tﬁ = Hie
Net Income:
Class C Seock
Basic
Chasa 1) Stowh
Basic
Diluted ﬂ ﬁf i“'ﬁ

See accompanying notes 1o consolidated financial statements.
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Conselidated Beiance Shests
December 27, 1997 and December 28, 1996

(dollar in millions) 1997 1996

Asscts

Current Assets:
Cash and cash equivalenu L 87 L1 147
Marketable securities 678 372
Restricred securicies . 22 17
Receivables, less sllowance of $-, and 33 42 76
Investment in discontinued operations — energy 643 608
Other — e —ab

Total Current Azsets 1.494 1.246

Property, Plant and Equipment, a1 coat:
Land

1% 1]
Buildings and leasehold improvements 122 159
Equipment 275
412 9R7
Less accumulared depreciation and amortization 1228 —1349)
Net Property, Diant and Equipment 184 642
Invesements 383 189
Investmenas in Discontinued Operations — Construction 652 562
Intangible Assews, net 21 RLE)
(ther Asaets 45 —Z4
1472 1.0

See Note 17 for 1997 pro forma balance sheet information.
See accompanying notes to consolidated financial stacements.
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Consslidetod Belonse Shesh
December 27, 1997 and December 28, 1996

{continued)
(dollars 1n mullions)

199~

[RRI

Liabilicies and Stockholders’ Equiry

Current Liabllities:
Accounts paysble

Current portion of long-term debr:
Telecommunications
Other
Accrued reclamation and other mining costs
Deferred income taxes
Other
Total Current Lisbilicies

Long-Term Debw, less current portion:
Telecommunications
{her

Deferred income Taxes

Accrued Reclamation Costs

Other Liabilities

Minority Interest

Stockholden’ Equiry:
Preferred stock, no par value, authorized 250,00C shares:

no shares ou ing in 1997 and 1996
Common stock, $.0625 par value, $2.1 billion aggregare
redemption value:

Class B, authorized 8,000,000 shares: — outstanding in
1997 and 263.468 outstanding in 1996
Clem L, authonzed 129.000.000 shares;
10.132,343 ourstanding in 1997 and 10,743,173
outstanding in 1996
Class D, authorized 500,000,000 shares:
135,517,140 ouvtanding in 1997 and 115.901.215
— ounstanding in 1996
Class R. authorized 8,500.000 shares:
outstanding in 1957 and 1996
Ashdiional paid in cepital
Foicighn currency adjustiment
Net unrealized holding gain
Retained ca.mins.l
Totat Stockholders’ Equiry

19
15
—al
89

(RN

83

139

5 ™

247
207
113

148

98

235
(™
28

£.2,000

See Note 17 for 1997 pro forma balance sheet information.

“ec accompanving notes o consolidsted financial statements.



Conoslideted Stalements of Cash Mows
For the three yean ended December 27, 1997

| P4

(doliats in millions) 199" 1996 1994
Cash flows from continuing operations:
Income from continuing operarions $ 83 $ 104 $ 126
Adjustments to reconcile income from
continuing tions to fet
cash pmldm continuing operations:
Deprecistion, depletion and amortization 24 132 90
Gain on sale ::gm . plant and
equipment, omnvulmmn 9 (3 -
Gain on subsidiary’s stock transactions, nct - -
Compensation expense attribucable to stack options 21 . -
Equicy losses, net 43 10 130
Minority interest in subsidiaries (4) - N
Retirement benefits paid (7) 6 (2
Federal income tax refunds 146 . 14
Deferred income tazes aow R L]
Change in working capital items:
Receivables B cip {9 o) 11
( dehen L ITORI dancta {n 6 .
ltayables 3) 9 (3
Other liabiliries (%) 13 M
Other 0D —_— )
Net cash provided by continuing operations 182 196 273
Cash flows from investing activities:
Proceeds from sales marurities of marketable
securities T L.} 383
Purchases of marhetable secutsties (452) 311 (440)
Ihe 1ease 10 restricied secunities {2} (2) (2)
Investments and acquisitions, net of cash acquired 42) (59) {136)
Proceeds from sale of property, plant
and equipment, and other investments ! N 14
Capital c:pendiml'u (26} (117) {118)
Other 3 (8 )
0351 $(1t) $030011

Net cash wsed in investing .ctivities

See accompanving notes to consolidated financial statement




PETER GEWIT SONS’, WC. AND SUBSIDLANES
Consslidated Staloments of Caah Flown

For che three years ended December 27, 1997
(continued)

{dollars in millions) 1297 1296 1393

Cash flows from financing activities:

Long-term debt borrowin s 17 $ I8 340

Pavmenis on long-term dzt. including cursent poruon 2 {60} 149)

Insuances of common stock 138 : 2

Issuances of subsidiaries’ stock - | .

Repurchases of commeon sock . (1) (3

Dividends paid () (1} -

of Class C Stock for Class D Stock, net 22 —20 133

Net cash provided by {(used in) financing activities 213 {23) 154
Cash flows from discontinued operations:

[}sconunued energy operations 3 S L]

Investments in discontinued energy operations (3n (282) (1ol)

PPraceeds from sales of discontinued packaging operations : : 29
Net cash used in discontinued operations (28) (277) (64)
Cash and cash equivalents of C-TEC in 1997 and MFS in 1993

at beginning of year (76) - (22
Effect of exchange rates on cash : N
“et change in cash and cash equivalenu (60) {210) 42
Cash and cash equivalents ar beginning of year 147 363 21
Cash and cash equivalents at end of year -y 142 a8
Supplemental disclosure of cash flow information:

Taxes paid 5 62 - L $ 1w

Interess prand 13 W 1

Noncash investing and financing acrivines:

Conversion of CalEnergy convertible debenrures

to common stock 5 - $ 66 S .
Dividend of investment in MES - . 399
Issuance of C-TEC redeemable preferred stock

for acquisition . - 39

See accompanying notes to consolidated financial ststemenns
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PETER KIEWTT SONS', INC. AND SUBSIDIARIES
Conselidated Statoments of Chonges in Stecidwiders’ Equily
For the three years ended December 27, 1997

Class
B&C

Class
D
Common

{dollanninmilliona ____Stock__Stock

Nert
Addicional Foreign Unrealized
Paid-in Currency Holding Retained

Capital ___Adivatment  Cain (hges}  Earnioss . Total

Balance at
December 11, 1994

Issuances of stock

Repurchases of stock

Foreign currency
adjustment

Net unrealized
holding gain

Net carnings

Dividends:(a)
Class C (51.05
per common share)

Class D ($.10 per
common share)

MFS Dividend
Balance at
December 30, 1995

lssnances of stock
Reputchases of stock

Foreign currency
adjustment

Net unrealized
holding gain

Net earnings

Dividends: (b)
Class C (51.30
per common share)

Class D (5.10 per
common share)
Nalance at
December 28, 1996

$ 1§ 1 5 1R 5 (N % (B $1.567 $1.7%
- -8 2 - - . 29

] -8 M . -8 (%) 8 (6

. 5 l |

. . - $ 2% 25

. . . -8 244 244

) ] (12) (12)

; (tn ()

- - : : - (399) (399

! ! 210 (6) 17 1,384 1,607

s 17 27

(2) . (14} (16)

{1 - . (N

) ) 6 6

. 22 221

. . . - . (13) (13)
2 __ 4

S 1S 1§23 5 (7] % 23 $1506 $1.819

See accompanying notes to consolidated financial statements.



Conselidaied Staloments of Changee in Sinciheiders’ Equity
For the three years ended December 27,1997
{continued)

Class Class Net
B&C D Additional Foreign  Unrealized
Common Common Paid-in  Currency  Holding  Reraized

{dollars in millions) Stock Stock Capital  Adjus ai ss)  Earmings  Toual
Balance at

December 28, 1996 s 1 $ 1 $ 235 s {7) $ 23 $1.566 51,819
lssuances of stock . . 172 . - - 172
R=purchases of stock - - - - . (2 (H
Oprion Activity - - 27 - - - 27
Class D Svock Splic - 7 ¢4 -
Foreign currency
adjustment - . .
Net unrealized

holding loss - - - - (2n (21
Net earnings - - - - - 248 248

Dividends: (c)
Class C ($1.50 per

common share} - - - - - {13) (13

Balance at

December 27,1997 §dl A f &4l &0 L2 LLI22 $2.230

{a) Includes $.60 and $.10 per share for dividends on Class C and Class D Stock. respectively, declared
in 1995 but paid in January 1996,

(b) Includes $.70 and $.10 per share for dividends on Class C and Class D Stock, respecuvely. declared
in 1996 but paid in January 1997.

(«) Includes $.80 per share for dividends on Class C declared in 1997 but paid in January 1998,

See accompanying notes to consolidated financial statements.



PETER IGEWIT SONS’, INC. AND SUBSIMANIES
Netes to Consslideted Finsncial Statements
Summary of Sigaificant Acosunting Pelicies
Prineipies of Oonsalidation

The consolidsted financial statements include the accounts of Peter Kiewit Sons'. Inc. and
subsidiaries in which it has control ("PKS™ or “the Company”), which are engaged in enterprises
primarily relsted to construction, coal mining. energy generation. information services, and
telecommunications. Fifty-percent-owned mining joint ventures are consolidated on a pro rata basi.
Invessments in other companies in which the Company exercises significant influence over
operating and financial policies, including conscruction joint ventures and energy projects, are
accounted for by the equity method. Thengompmy accounts for its share of the operations of the
construction joint ventures on a pro rats basis in the consolidated statements of carnings. All

significant intercompany sccounts and transactions have besn eliminated.

In 1997, the Company agreed to sell its energy assets to CalEnergy Company, Inc. ("CalEnergy”)
and ro spin-off the construction business. Therefore, the assers and liabilities. and results of
operations, of both businesses have been classified s discontinued operations on the consolidated
balance sheet, statements of earnings and cash flows. (See notes 2 and 3)

On September 5, 1997, C-TEC Corporation ("C-TEC") announced that its board of directors had
approved the planned restructuring of C-TEC into three publicly traded companies. The transaction
was effective 30, 1997. As a result of che restructuring plan, the Company owns less
than 50% of che outstanding shares and voting rights of each entity, and therefore has accounted
for each entity using the equity method as of the beginning of 1997. In accordance with Generally
Accepted Accounting Principles, C-TEC's financial position. results of operations and cash flows

are consalidaced in the 1996 and 1999 financial statements.

The results of aperations of MFS Communications Company, Inc. ("MFS$"), (which later merged inwo
WorldCom Inc.) prior to its spin-off on Seprember 30, 1995, have been classified as a .ingle line

item on the stacements of carnings.

The Company invests in the portfolios of the Kiewit Mutual Fund, ("KMF"}, a registercd investment
company. KMF is not consolidated in the Company’s financial statements.

Description of Business Groupe

Holders of Class C Stock ("Construcuon & Mining Group™) amd Class D Stock T hveralfied Group”)
are stockholders of PKS. The Construction & Mining Group ("KCG"} contains the Company’s
traditional construction and materials operations performed by Kiewit Construction Group Inc. The
Diversified Group through Level 3 Communications, Inc. (formerly Kiewit Diversified Group Inc.)
("Level 3") contains cos! mining properties owned by Kiewit Coal Properties Inc., ene
investmenes, including a 24% interest in CalEnergy and a 30% interest in CE Electric UK plc ("CE
Electric™), investments in international energy projects, information services businesses,
tclecommunications companies owned by C-TEC, as well as other assets. Corporate assers and
liabilities which are not separately identified with the ongoing operations of the Construction &
Mining CGroup or the Divenified Group are allocated equally berween the groups.
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PEVER KIEWIT SONS’, INC. AND SUBBIDIARIES
Netes o Consolidated Financial Statoments
Summary of Significant Accennting Pelicies {ceat.)
Construction Oontrachs

KCG operates generally within the United States and Canada as a general contractor and engages
i vativus types of construction projects for both public and private owners. Credir risk is minimal
with public (government) owners since KCG ascertins that funds have been appropriated by the
governmental project owner prior to commencing work on public projects. Most public contracts are
subject to termination at the elecrion of the govemment. In the event of ermination, KCG is entitled
to receive the contract price on completed work and reimbursement of termination related costs.
Credit risk with private owners is minimized because of statutory mechanics liens, which give KCG
high priority in the svent of lien foreciosures following financial difficulties of private ownen.

The construction industry is highly competitive and lacks firms with dominant marke: power. A
substantlal portion of KCG's business involves construction contracts obtained through competiuve
bidding. The volume and profitability of KCG's construction work depends to 2 significant extent
upon the general state of the cconomies in which it operates and the volume of work available ro
contractors. KCG's construction operations could be adversely affected by labor stoppages or
shorrages. adverse weather conditions, shortages of supplies, or other governmental action.

KCG recognizes revenue on longterm construction contraces and joint ventures on the
percentage-of-completion method based upon engineering estimates of the work performed on
individual contracts. Provisions for losses are recognized on uncompleted contracts when they
become known. Claims for additional revenue are nooEniud in the period when allowed. le is at
lcast reasonably possible that engineering estimates of the work performed on individual comracn
will be revived in the near term

Ceal Saies Contracts

Level 3's coal is sold primarily under long-term contracts with electric utilities, which burn coal in
order to generate stcam to produce electricity. A substantial portion of Level 3's coal sales were
made under Jong-term contract during 1997, 1996 and 1995, The remainder of Level 3's sales are
made on the spot marker where prices are substantially lower than those in the long-term contracts.
As the long-term contracts expire, 2 higher proportion of Level 3's sales will occur on the spot
market.

The codd industiy w lughly compeutive. Level 3 competes not only with other domestic and foreign
coal suppliers, some o% whom are larger and have greater capital resources than Level 3, bur also
with alternative methods of generating clectricity and alternative energy sources. Many of Level 3%
competitors are served by rwo railrosds and, Zue to the competition, often benefit from lower
transporeation costs than Level 3 which is served by a single railroad. Additionally, many
conl)nfeti_mn have lower stripping ratios than Level 3, often resulting in lower comparative costs of
production.

Level 3 is also required to comply with various federal, scate and local laws concerning protection of
the environment. Level 3 believes its compliance with environmental protection and land
restoranion laws will not affecr its competitive position since its competitors are similarly affected by
such laws.
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PETER KIEWIT BONS’, INC. AND SUBSIDIARNS
Netes to Consalidated Flnancial Statoments
Summary of Significant Acceunting Pelicies {ceat.)

Level 3 and its mining ventures have entered into various agreements with its customers which
stipulate delivery and payment terms for the sale of coal. Prior to 1993, one of the primary
customens deferred receipt of certain commitments by purchasing undivided fractional interests 1n
coal reserves of Level 3 and the mining ventures. Uan the agreements, revenue was recognized
when casth was received. The sgreemenus with this customer were renegotiated in 1992 In
accordance with the renegot'mr? agreements, there were 8o sales of interests in coal reserves
subsequent to January 1, 1993, Level 3 has the obligation to deliver the coal reserves to the
customer in the future if the customer exercises its option. If the option 1s exercised. Level 3
resently intends to deliver cosl from unaffiliated mines. In the opinion of the management. Level 3
as sufficient coal reserves to cover the above sales commitments.

Level 3's coal sales contracu are with several electric utility and Industrial companies. In the event
;:‘;:I Il’l:.:d ciummn do not fulflll contractual responsibilities. Level 3 would pursue the available
re 3.

information Secvices Rovenue

Information services revenuce is primarily derived from the computer outsourcing business and the
systems integration business. Level 3 provides outsourcing service. typically through contracts
ranging from 3-$ years, to firms that desire to focus their resources on their core businesses. Under
these contracts, Level 3 recognizes revenue in the month the service is provided, The systems
integration business helps customers define, develop and implement cost-effective information
systems. Revenue from these services is billed on a time and matcrials basis or percenrage of
completion basis depending on the extent of the services provided.

Telosommunisations Rovenue

In 1996 and 1995 C-TEC's most significant operating groups arc its local teicphone service and
cable system operstions. C.TEC' t;f:phone network sccess revenues are derived from net access
charges, toll rates and settlement arrangements for traffic that originates or terminates within
C-TEC's local telephone company. Revenues from telephone services and basic and premium
cable programming services are recorded in the month the service is provided.

The teleccommunications industry is subject to local, state and federal regulation. Consequently. the
ability of the telephone and cable groups to generate increased volume and profits s largely
dependent upon regulatory approval to expand customer bases 2nd increase prices.

Competition for the cable group's services traditionally has come from brosdcast television, video
rentals and direct broadcast satellite received on home dishes. Furure comperition is expected
from telephone companies.

Concenrration of credit risk with respect to accounts receivable are limited due 1o the dispersion ol
customer base among geographic areas and remedies provided by terms of contracts and statutes.

As noted previously, the investment in C-TEC has been accounted for using the equity method in
1997.

'p-12
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Sommary of Significant Asocunting Polisios (soat.)
Dopreciation and Amertisation.

Property. plant and cquipment are recorded at cost. Depreciation and amoruzation for the majoriry
of the Company’s property, plant and cquipment are computed on accelerated and straight-line
methods. Depletion of mineral properties is provided primarily on an units-of-extraction basis
determined in relation (o estimated reserves.

intangible Asssts

Intangible assers primarily include amounts allocated upon purchase of cxisting operanons.
tranchises and ll.lElCl’ibtf lists. These assets are amortized on a straightline hasis over the
expected period of beneflt, which docs nut exceed 40 years.

Long Lived Asosts

The Company reviews the carrying amount of long lived sssets for impairment whenever evenu or
changes in circumstances indicate thar the carrying amount may nor be recoverable. Measurement
of any impairment would include a comparison of estimated furure operating cash flows anticipated
to be generated during che remaining life of the asset to the net carrving value of the asser.

Resorves for Reclomation

Level 3 follows the policy of providing an sccrual for reclamation of mined properties. based on the
estimated cost of restoration of such propertics, in compliance with laws governing strip mining. It
is at least reasonably possible that the estimated cost of restocation will be revised in the near-term.

Foreign Currencies

Generally, local currencies of foreign subsidiaries are the funcnonal currencies for financial
reporting purposes. Assets and |iabi?ilies are translaced into U.S. dollars ac vear-end exchange
rates. Revenue and cxpenses are translated using average exchange rates prevailing during lﬁr
year. Gains or losses resulting from currency translation are recorded as adjustments to

stockholders’ equiry.
Subsidiary and lavesiee Steck Activity

The Compsny recognizes gains and lower from the sale, msuance and repurchase ol stock by s
subsidianics,

Esrnings Por Share
In 1997, the Company adopted Statement of Financial Accounting Standards ("SFAS") No. 128,
“Earnings Per Share”. tatement esublishes standards for computing and presenting earnings

ﬁcr share and requires che restatement of priot per share data presented. Basic earnings per share
ave been computed using the weighted average number of shares during each peniod. Diluted
carmingy per share i compured by including stadk options and converuble debentures considered
10 be dilutive common stock equivalenus.
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PETER (EWIT SONS’, INC. AND SUBSIDIARIES
HNoles to Conselidated Finaacial $tatements

Semmary of Significant Ascounting Pelicies (cent.)

Potentially dilutive stock options are calculsted in accordance with the treasury stock method which
assumes that proceeds from the exercise of all options are used to repurchase common stock st
the average market value. The number of shares remaining after the proceeds are exhausted
represent the potentially dilutive effect of the options. The potentially dilutive convertible debentures
are calculated in accordance with the "if converted”™ method. This method sssumes that the after-tax
interest expensc associated with the debentures 11 an addition to income and the debentures are
converted into equity with the resulting common shares being aggregated with the weighted
average shares outstanding.

The following datails the earnings per share calculstions for Class C Stock and Class D Stock:
Class C Stock 1997 1996 1995

Net income availahle to common sharcholders {in million) $§ 159 $ 108 $ 104

Add: Inrterest expense, net of tax effect associated with
convertible deﬁntum

Net income for diluted shares $ 156 $ 108 $ 104

Total number of weighted sverage shares outstanding

used to compute basic earnings per share
Gt thousanda) 9728 A 686G I 3.3R4

Additional dilutive shares assuming conversion ot
convertible debentures 441 43 M2

Total number of shares used to compute diluted earnings

per share 10,169 11,093 13.696
Net Income

Basic carnings per share $15.99 $ 1013 $§ "8

Diluted carnings per share $15.39 $ 90 S 62

*Incerest expense atcributable ro convertible debentures was less than $1 million in 1996 and 1995.

P-14
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PETER KIEWIT SONS', INC. AND SURSIDIARIES
Netoo o Concelidated Financisl Staloments
{1} Summary of Significant Accounting Pelicles (cont.)

Clau D Siosk 1997 Lo L
Income from contifuing operstions svailable to common $ 83 $ 104 SO
shareholders (in millions)
Add: Interest expensc. net of mx effect amsociated with
convertible debentura . . .
Income from continuing operations for fully diluted shares 83 104 i20
Income from discontinuad operstions 10 Y 14
Net Incomne $ 93 § 113 $ 140
Total number of weighted average shares ing used
to compute basic earnings per share (in ) 124,647 116,006 108.594
Addiconal dilutive stock options 539 in
Additional dilustive chares ssuming conversion of
convertble debentures - 257
Imal number of shares used t0 compue diluted carnings
per share, 125,180 H6A1T 108.89)
Continuing Operations:
Basic carnings per share $ .66 $ .90 $ 117
Diluted earnings per share T 66 $ .90 1.17
Basic earnings per thare $ 08 $ 07 s .12
Diluted carnings per share 3 OA § o J2
Net Income:
Basic camings per share $ 74 i 97 $ 129
Diluted earnings per share [ I . W]

*Interest expense arribuable o convertible debentures was less than $1 million in 1995.
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PETER NIEWIT SONS’, INC. AND SUBSIDIARIES
Nebes ts Conselidated Flnsacial Statoments

Summary of Significant Acceusting Pelicies (sent.)

Steck Dividend

Effective December 26, 1997, the PKS Board of Directors approved a dividend of four shares of
Class D Stock for every one share of Class D Stock held. All share information and per share dawa
have been restated to reflect this dividend.

incomse Taxee

Deferred income taxes are provided for che temponrly differences berween the financial reporting
basis and cax basis of che &mpnny‘s assets and liabilities using enacted cax raves in effect for the
year in which the differences are expected 1o reverse.

Use of Estimates

The preparation of financial statements in conformity with gencrally accepted accounting principles
t 10 make estimates and assumptions that affect the reported amounts of

requires
sssers and and disclosure of contingent assets and liabilities at the dace of the financial
sutements and the ried amounts of revenues and expenses during the reporting period.

Acrual resules could differ from those estimares.
Recently lsssed Acceusting Prensuscements

In June 1997, the Financisl Accounting Standards Board ("FASB™) issued SFAS No. 130.
“Reporting Comprehensive Income™, which requires that changes in comprehensive income be
shown in a financial statement thar is displayed with the same prominence as other financial
statements.

Also in 1997, the FASB issued SFAS No. 131, "Disclosures sbout Segments of an Enterprise and
Related Information”, which changes the way public companies report information about segments.
SFAS No. 131, which is based on the management approach to segment reporting includes
requirements to report selected segment information quarterly, and enurty wide disclosures about
products and services, major customers, and geographic data.

These statements are effective for financial statements for periods beginning after December 15,
1997. Management does not expect adoption of these statements to materially affect the
Company's financial statements.

Reclassifications

Where appropriate, items within the consolidated financial statements and notes thereto have been
reclassified from previous years to conform to current year presenation.

Flacal Year

The Company’s fiscal year ends on the last Saturday in December. There were 92 weeks in fiscal
vears 1997, 1996 and 1995,



PETER IGEWIT SONS’, INC. AND SUBSIDIARIES
Notes to Conselidated Financiel Statements

Reerganization

In October 1996, the PKS Board of Directons directed PKS mmmt to putsue a listing of
Class D Stock as a way to address certain issues created by PKS' rwi capital stock structure and
the need to attract and retain the best management for PKS' businesses. During the course of
its examination of the consequences of a listing of Class D Stock. management conciuded that a
listing of Class D Stock would not adequately address thesc issues, and instead began to study a
separation of the Construction and Mining Group and the Diversified Group. At the regular meeting
ofP:he Board on July 23, 1997, management submitted to the Board for consideration a proposal for
separation of the Construction and Mining Group and Diversified Group through a spin-off of the
Construction and Mining Group (“the Transaction™). At s special meeting on August 14. 1997, the
Board approved the Transaction.

The scparation of cthe Construction and Mining Group and the Diversified Group was contingent
upon a number of conditions, including the favorable ratification by a msjority of both Class C and
Class D shareholders and the receipt Ey the Company of an Internal Revenue Service ruling or
other assurance acceptable o the Board chat the separation would be tax-frer o U.S.
sharcholders. On December 8, 1997, PKS' Class C and Class D sharcholdens approved the
transaction and on March 5, 1998 PKS reccived a favorable ruling from che Internal Revenue
Service. The Transaction is antici 0 be effective on March 31, 1998. As a result of these
events the Companv has the financial position and results of operations of the Kiewit
Construction and Mining Group as discontinued operations on the consolidated balance sheets and
consolidated stacements of earnings for all periods presented. The activities of the Construcrion
and Minin&Group have been removed from the satements of cash flows. The financial statemenrs
of Kiewir Construction and Mining Group can be found 1n Exhibit 99.A of this document.

The following is summarized financial information of the Kiewit Construction and M.ning Group:
Operations (dollars in millions) 1997 1996 1995

Revenue § 2,764 § 2303 § 2,330
Net income 154 108 104

Financial Position {doflars in millions) 1997 1996

Current asscts $ 1,057 $ 764
Ocher aanent 284 274
lotal assets IR L] $ 1,034
Current lisbilities 579 397
Other liabilities 99 79
Minoricy incerest 11 -
Toral liabilicies 689 476

Net ansere $ 652 $§ 562
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PETER KIEWAT SONU’, INC. AND SUBNIDIANIES

Roerganizstion {sent.)

Immediacely prior to the spin-off of the Kiewit Construction and Mining Group. the Company will
recognize & gain equal to the difference between the carrying value of the Construction and Mining
Group and ius fair value. The Company will then reflect the fair value of Kiewit Construction an
Mining Group as a dividend to sharcholdens.

Level 3 has recendy decided to substantially increase its emphasis on and resources to its
information services business. Pursvant to the plan, Level 3 intends to expand substantially its
current information services business, through the expansion of its existing business and the
creation, through a combination of construction, leasing and purchase of facilities and other asscts,
of a substantial facilities-based internet communications network (the "Expansion Plan™).

Using the network Level 3 intends 10 provide (s) s range of internet access services at vnyina
capacity levels and, s technology developmanc allows, at specified lovels of quality of service an

security and (b) a number of business oriented communications services which may include fax
service, which are transmitred in ra.n over private or limited access Transmission Control
Prorocol/Internet Protocol ("TCP/IP”) nerworks and are offered at lower prices than public
telephone nerwork-based fax service. and voice message storing and forwarding over the uame

TCP/IP-based networks.

Slscentinned Energy Operations

In connection with the Expsnsion Plan, Level 3 expects to devote substantially more management
time and capital resources to its information services business with a view to making the
information services business, over time, the principal business of Level 3. in that sespect. the
management is conducting a comprehensive review of the existing Level 3 businesses o determine
how those busineses will complement Level 3% focus on informaton seevices. 1f it 18 decided that
an existing business is not compatible with the intormation services business and i & sutable buver

can be found, Level 3 may dispose of chat business.

On Scptember 10, 1997, Level 3 and CalEncrgy entered into an agreement whereby CalEnergy
contracted to purchase Level 3% energy investments for $1,155 m.iﬁion. subject to adjustments,
These energy investments include spproximately 20.2 million shares of CalEnergy common stock
(a.ssuming'tfe exercise of 1 million options held by Level 3), Level 3's 30% ownership interest in CE
Electric and Level 3's investments, made jointly with CalEnergy. in international power projects in
lnduanewa and the Philippines The transaction was subject 1o the satisfactory completion of certain
provisions of the agrecement and clused on January 2. 1990 These assets comprised the energy
segment of Level 3. Therefore, the Company has reflecied these assens. the earnings and hinees
atrributable to chese assets, and the related cash flow items as discontinued operations on the
balance shests, statements of earnings and cash flows for all periods presented.

in order to fund the purchase of these assets, CalEncergy sold. in October 1997, approximately 19.1
million shares of its common stock ar a price of $37.875 per share. This sale reduced Level 3
ownership in CalEnergy to spproximately 24% but increased its proportionace share of CalEnergy’s
equirv. It is the Company's policy to recognize gains or losses on the sale of stock by its investes.
Level ¥ recagnived sn afier-tex gain of spproximately $44 million from tranuactions in CalEnergy
stuck i1n the fourth quarter of 1947

o
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PETER KIEWAT SONS’, INC. AND SUBSIDIARIES

Discontinued Energy Operalions {cent.)

The Agreement with CalEnergy included s provision whereby CalFnergy and Level 3 shared
cqually any proceeds from the offering above or below a specified amount The oftening was
conducted at a price above that provided in the agreement and theretore. level 3 received

" additional proceeds of $16 million at cthe time of closing.

Level 3 ex to an after-tax gain on the disposition of its energy assets in 1998 of
ap mm.ﬁ;" SSZi'm The aﬁa-mwmudl from the transaction of approximately $967
million will be used to fund the expansion plan of the information services business.

The following is summarized financisl information for discontinued energy operations:

Income from Discontinued Opecrasions 1297 1296 1994
Qpseasians
Equiry in:
CalEnergy earnings, net 5 16 $ 20 $ 10
CE Electric earnings, net 17 2
International energy projects earnings, net 5 (5) 6
Investment income fiom Callinergy ' 4 G
Income tax expense () (L) L]
Income from operations $ 29 $ 9 $ 14
CalEnergy Stock Transactions
Gain on investee stock activity $ 68 S s
Income tax expense (24} -
$ 44 L S ]
Laraordinary Lom — Windfall Tax
Level 3's share from CalEnergy 5 (39 s - s -
Level 3's share from CE Electric (58) - -
Income tax benefit : —H :
Extraordinary loss 3 !63) S . 5
Loveyements in Discontinued Operations 1297 1996
Investment in CalEnergy $ 337 $ 292
Investment in CE Electric 135 176
Investment in international energy projects 186 149
Restricted securities 2 8
Deferred income tax liabiliry (17} {17)

Total $ 643 $ 608




PETER KEWIT SONS’, INC. AND SUBSIDIARNES
Notes %o Concolidated Financiel Statoments
(3} Discentinued Energy Operations (cent.}
At December 27, 1997, Level 3 owned 19.2 million shares or 24% of CalEnergy’s oustnding
common stock and had a cumulative investment in CalEnergy common stock of $337 million.
CalEnergy common stock is traded on the New York Stock ange. On December 27, 1997, the
market value of Level 3's investment in CalEncrgy common stock was $548 million.

The following is summarized financial informacion ot CalEnergy Company. Inc..

Qperacions (dollars in millions) 1997 1996 1995

Revenue $2.27) $ 576 $ 3
Income before extraordinary irem 52 922 62
Extreordinary item — Windfall tax (136) - :
Level 3's share:
Income before extraordinary item 18 22 13
Goodwill amortization (2) (2) (3)

Equiry in income of CalEnergy before extraordinary item
Extraordinary item — Windfall tax ) ; :

Finapcia) Pesition (dollars in millions) foo- 1996

Current assets $2.053 § 945
Other sssets 2435
Total assets 7,488 5713
Current ligbilities 1.440 1.232
Other liabilicics 4,494 R 111
Minority interest 13 2%
Total liabilicies _G6.068 _4.832
Net assets il4a0 861
Level 3's share:
Lquity i net aneens $ 337 0§ 267
Loodwill —— - 25
Investment in CalEnergy } TR AN

In December 1996, CE Elecrric, which is 70% owned by CalEnergy and 30% owned by Level 3, acquired
maority ownership of the ourstanding ordinary share capital of Northern Electric, plc. pursuant to a ten-
der afler tthe “Tender OfTer™) commenced in the United Kingdom by CE Elecrric in November 1996, As
of March 1997, CL Liectnic effecuvely owned 100% of Norchern's ardinary shares.

Irn
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PETER KIEWIT SONS', INC. AND SUBSIDIARIES
Nebes o Consellduted Financiel Statements

3 wmmm

As of December 27, 1997, CalEnergy and Level 3 had contributed to CE Electric approximately
$410 million and $176 million, respectively, of the approximately ~1.3 billion required to acquire all
of Northem's ordinary and preference shares in connection with the Tender Ofter The remaining
funds necessary o consummate the Tender Offer were provided by a cerm loan and a revolving taciliry
agreement obtained by CE Electric. Level 3 has not guaranteed, and is not ocherwise subject to recourse
for, amounts borrowed under these facilities.

On July 2, 1997, the Labour Party in the United Kingdom announced the derails of iucrropued
“\dez;.ll Tax" 10 be levied againse privatized British utilicies. This one-time tax is 23% of the difference
berween che value of Northern Electric, plc at the time of privatization and the utiliry's current value
based on profin over a period of up to four years. CE Electric recorded an extraordinary charge of

roximately $194 million when the tax was enacted in July 1997, The toral afier-tax impact o Level
;P:irmly through i investment in CE Electric and indirecdly through its interest in CalEnergy. was $63
million,

The following is summarized financisl information of CE Blectrk » of December 31, 1997 and
December 31, 1996:

Opcrations (dollars in millions) 199~ 1996
Revenue $154 § 37
Income before extraordinary item 58 -
Extraordinary item — Windfall tax (194)
T evel 3 share:
Income before extrsordinary iem s 17 s -
Management fee paid to CalEnergy R, 4
- {2
Extraordinary item — Windfall ax $ (58 §
ingncial Positi in millions 1997 1996
Current agsers $ 419 $ 583
Other aseeus 2519 1,772
Total assets 2938 2.3%%
Current lisbilities 1.166 785
Orher lisbilities 1,265 718
Preferred sock 56 153
Minaoriry interest - 112
Toral liabilities 2.487 1.768
Net asseta $ 48 $ S87
Level 3's share:

Equity in net assens $ 135 0§ 176




PETER IGEWAT SONS’, INC. AND SUBSIDANES
jistes to Conselidated Financial Stalements
Discontinued Energy Operstions (cont.)

CE Electric’s 1995 and 1996 operating results prior to the acquisition were not significant relative to
Level 3's resules after giving effect to certain pro forms adjustments related to the acquisitions.
primarily increased amortisation and Interest expense.

In 1993, Level 3 and CalEncrgy formed a venture to develop power projects outside of the United
States. Since 1993, conscruction has begun on the Mahanagdong. Casecnan and Dieng power
projects. The roject is a 165 MW geothermal power facility located on the
Philippine island of X ;'be Casecnan project 18 a combined irrigation and 150 MW
hydroelectric ion facility located on the island of Luzon in the Philippines. Dieng Unit
Tisa$5 potlsemnl facilicy on the Indonesian island of Java. An additional five units are
expectad to be constructed on o modular basis st the Dieng site. as geothermal resources are
developed, In June 1997, Level 3 and CalEnergy closed & §400 million molvinq_credi: facility to
finance the development and construction of the remaining Indonesian projects. The credir facilicy

is collateralized by the Indonesian assets and is nonrecourse ro Level 3.

Generally, costs associated with the development, financing and const. sction of the international
encrgy projects have been capitalized by each of the projects and will be amortized over the life of
each project.

The following is summarized financial information for the international encrgy projects:
Financial Position

Adollacs ip millions) _Mahanagdong  Casccpan ~ Dieng ~ Other  Toral

Current aseets $ 42 $ 3 $ 87 $ 67 $ 530
Other asseu 232 148 240 171 811
Toral assets 294 482 327 238 1,341
Current liabilities 11 12 B8 6l 172
Orther liabilities 186 i72 113 56 73"
Total liabilities (with recourse
only o the projects) 197 384 211 117 909
Net assets $ 97 $ 98 $ 116 $ 121 $ 432
Level 3's share:
Equity in net assets § 48 $ 49 $ 46 $§ 43 $ 186




PETER 10EWTT SONS’, INC. AND SUBSIDIARES
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Discontinued Energy Opsrations (oenl.}

Financial 'Posit_io.n

_{dollars in millions) ___ Mahanagdoog  Casccoan  Dieng Qther Total

1998
Current assets $ 1 $ 441 $ 15 $ 10 $ 467
Other asseu —239 51 118 16 444
Total assets 240 492 133 46 211
Current liabilities 15 9 24 11 59
Other liabilities 153 372 35 . 500
Total liabilicies {with recourse
only to the projects) 168 38] 59 11 619
Net assers s 72 2 11t i 74 §_J $ 292
Level 3's share:
Equity in net assets $ 3 $§ 55 $ 36 5 17 $ 144
Loan to Project - - 5 - 5
$ 36 I $ 41l $ 17 S 149
E——— -

In late 1995, the Casecnan joint venture closed financing for the consteuction of the project with
bonds issued by the project company. The difference berween the interest expenise on the debt
and che interest earned on the unused funds prior to payment of construction costs resulted in a
loss to the venture of $12 million in 1997 and 1996. Level 3's share of these losses were $6 million
in ecach year. The Mahanagdong facility commenced operation in July. 1997 Level 3%
proportionate share of the earnings sttributsble 1o Mahanagdong was $7 million 1997 No income
or Josses were incurred by the internanonal projeces 1n 1995, 1n addition to the equity carmings and
losses, Level 3 has project development and insurance expenses, and received management fee
income related to the international projects in all years.

In late 1995, a Level 3 and CalEnergy venture, CE Casecnan Water and Energy Company. Inc.
(*CE Casecnan”) closed financing and commenced construction of a $495 million irrigation and
hydroclectric power project located on the Philippine island of Luzon. Level 3 and CalEnergy each
made $62 million of equiry contributions to the project.

The CE Casecnan project was being constructed on a joint and several basis by Hanbo
Corporation and Hanbo Engincering & Construction Co. Led. On May 7. 1997, CE Casecnan
announced thar it had rerminated the Hanbo Contract. In connection with the contract termination,
CE Casecnan made a $79 million draw request under the letter of credic issued by Korea Firsc Bank
(“KFB"} to pay for certain transition costs and other under the Hanbo Contract. KFB failed
to honor the draw request: the matter is being litigated. If KFB would not be required to honor its
abligations under the letter of credit. such action may have s material adverse effecr on the CE
Carevnan progecr. Level 3 does not expect the outcome of the hugauon to affecr s Hinancial
position due to the transaction with CalE.nergy.
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In September 1995, the PKS Board of Directors approved a plan 1o make a tax-free distribution of
its entire ownership interest in MFS to the Class D stockholders (the “Spin-off™) effective on
September 30, 1995. Shares were distributed on the basis of spproximately .348 shares of MFS
Common Stock and approximately .130 shares of MFS Pn&md Stock for each share of

outstanding Class D
The net investment in MFS distributed on  September 30, 1993 was approximately $399 million.
Operating results of MFS through September 30. 1995 are summarized as follows:

Gollans ip milliona} 1995
Revenue $ 412
Lo from operations (176)
Net lou (196)
Level 3's share of loss in MFS (131}

Included in the income tax benefir on the statement of earnings for the year ended December 30,
1995, is $93 million of tax benefits from the reversal of certain deferred rax liabilities recognized on
gains from previous MFS stock transactions that were not taxed due to the Spin-off.

Gain on Subsidiary's Siack Transestions, et

Stock issuances by MFS for acquisitions and employee stock oprions. reduced Level 3 ownership

in MFS prior to the Spin-off in 1995 to 66% from 67% in 1994. As a result, Level 3 recognized a

Bir;eof $3 million in 1995 representing the increase in Level 3's proportionate share of MFS' equity.
rred income caxes had been established on this gain prior to the Spin-off.

Disclscures abeut Falr Vaine of Financial instruments

The following methods and assumptions were used to determene classification and fair values of
financial instruments:

Cash snd Cash Equivalents

Cash equivalents genenlly consist of funds invested in the Kiewit Mutual Fund-Money Masker
Porefolio and highly liquid instruments purchased with an original maturity of three months or less.
The securities are scsted ac cost, which approximates fair value.



PETER KIEWIT SONS’, INC. AND SUBSIDIARIES
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Disslesures about Falr Value of Financial instruments {sont.)
Markotable Sosurition, Resiristed Securities and Nen-current lavesiments

Level 3 has classified all marketable securitics, restricred sccurities and markerable non-current
investments not sccounted for under the equity method as available-for-sale. Restricted secuniies
primarily include investments in various portfolios of the Kiewit Mutual Fund thar are restricted to
fund certain reclamation lisbilities of its coal mining ventures. Due to the anticipated increase in
capital expenditures, Level 3 has reclassified its investments in marketable equity securities from
non-current o current in 1997, The amortized cost of the securities used in computing unrealized
and realized gains and losses is determined by specific identification. Fair values are estimated based
on quoted market prices for the securivies on hand or for similar investments. Net unrealized
holding gains and losses are reported as a separare component of mtockholders’ equiry. net of rax.

At December 27, 1997 and December 28, 1996 the amortized cost. unrealized holding guns and
losses, and estimated fuir values of marketsble securities, restricted secunues and marketable

non-current investments were as follows:
Unrealized Unrealized

Amortized Holding Holding Fair
{dollars in millions) Cont Gains Losses Value
1997
Marketable Securities:
Kiewit Mutual Fund:
Shorn-teinm government 3 134 3 - 3 - 3 234
Intermediate term bond 195 3 198
Tax exempt 154 ) 157
F?.mty 7 4 - 11
Collateralized mortgage obligations 1 1
Equiry securities 48 9 57
Other securities 20 —_ - — 20
828 Ll . L0
Restricted Securities:
Kicwit Mutual Fund:
Intermediate term bond £ 10 $ - $ - $§ 10
Equiry 12 . . 12




@)

PETER IDWIT SONS’, INC. AND SUBSIDIARIES
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Disslosures shent Fair Value of Finaneial Instruments (ceantl.)
Unrealized Unrealized

Amortised Holding Holding Fair
1996:
Marketable Securities:
Kiewit Mutual Fund:
Short-term government $ 100 L . L - $ 100
Intermediate term bond 65 2 07
Tax exempt 126 2 t2N
Equity 3 2 - *
gzm::n securities (held by C-TEC) 47 . . 47
mortgage obligations - ] . I
Restricted Securities:
Kiewit Murual Fund:
Intermediate term bond s 8 s . s . [ 3 8
Equity A 2 . 9
Non-current investments:
Equiry securities $. 49 $. 26 5 S .

Other securities consist of bonds issued by the Casecnan project and purchased by Level 3.
For debt securities, amortized costs do not vary significantly from principal amounts. Realized gains

and losses on sales of marketable and equity securities were $9 million and $- million in 1997, $3
million and $- million in 1996, and $! million and $2 million in 1995.

At December 27, 1997, the contracrusl maturities of the debt securities are as follows:

llars ip milli __Amortized Cost Fair Value
Onhrer securitien
10« yeans M} -1

Macurities for the murual fund, equity securities and collateralized mortgage obligations have not
been presented as they do not have a single maturity date.

Long-borm Dobt

The fair value of debt was estimared using the incremental boreawing rates of 1 evel 3 o deby of the
wattie teiimining meseitbeies Dl Tain vabus od dh sledu appissiinates tis s atiy g amotin
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(L
Investments consist of the following at December 27, 1997 and December 28, 1996:

{dollars in milliong) 1992 1990

Commonwealth Telephone Enterprises Inc. $ 75 H
RCN Corporstion 214
Cable Michigan 46
Pavilion Tawers 22
Equity securities (Note 6) - g
C-TEC investments:
Megacable 3.A. de C.V. 74
Other . 12
Other % 28
daid FEt-)

On Scptember 5, 1997, C-TEC announced thar its board of directors had approved the planned
rcstruclurinp of C-TEC into three publicly traded companies effective Seprember 30. 1997. Under
the terms o the restructuring C-TEC shareholders received stock in the following companies:

* Commonwealth Telephone Enterprises, Inc., containing the local telephone group and related
engincering business:

* Cable Michigan, Inc.. containing the cable televinon operations 18 Michigan; and

* RCN Corporation, Inc.. which consists of RCN Telecom Services; C-TEC's existing cable svsiems
in the Boston-Washington D.C. corridor; and the investment in Megacable S.A. de C.V., a cable
operator in Mexico. Telecom Services is a provider of local and long distance
telephone, video, and internet access services provided over fiber optic networks to residential
customers in Boston, New York City and Washingron D.C.

As a result of the restructuring, Level 3 owns less than 30% of the auintanding shares and vonng
rights of each entitv. and therefore accounts for cach enuty using the equuy method as of the
begmming ol 1997, C.TECs financial posiuon. results of operations and cash flows are
consolidated in the 1996 and 1995 consolidated financial statements.
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M) lovestments (comk.)

The following is summarized financial information of the three entities created as result of the

C-TEC restructuring:

Operations {(dollars in millions} 1997 1996 1995
Commeonweaith Tolophone Enterprises
Revenue $ 197 $ 186 $ 174
Net income available to common stockholders 20 20 31
Level 3's share:
Net income 10 10 15
Goodwill amortization 1) (1)

Equity in net income

Cable Mishigan
Revenue

Net loss available to common stockholders

Level 3's share:
Net loss
Goodwill amortization
Equiry in net loss

RCN Corperation

Revenue
Net (loss) income available to common stockholders

Level 3's share:
Net (loss) income
Goodwill amortization
Equity in ner (loss) income

§ 8l
(4)
(2)
—{4)
)
s 127
(52)
(26)
- M_pH

[l

5 76 5 60
(8) (10
(4) (5}

—it __ (4)

e i

s 105 $ 9N
(6) 2
(3) 1

3 1

el Sd

s
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(7)  iwvestments (comt.)

Commonwealth
Telephone Cable RCN
Financial Position (in millions) 1997 1996 1997 1996 199~ 1096
Current assets $ 718 51 $ 23 510 S 698 § 143
Other assets 303 _266 120 _139 —453 __ 485
Totsl assets 374 317 143 149 1,151 628
Current lisbilities 76 %9 16 24 noo8
Other liabilities 260 189 166 190 TC8 178
Minority interest - - 15 __15 10 5
Total liabilities __336 _248 197 _229 _794 _237
Net assets (liabilities) 338 .89 $. (54 $.(B0) $ 337 §391
Level 3's Share:

Equity in net assers $ 185 3 $ (26) $(38) $ 1735189
Goodwill 37 __38 22 1 41 _4l
el Rl $.40 .37 f.ald 3230

On December 27, 1997 the market value of Level 33 investments in Commonwealth Telephone,
Cable Michigan and RCN was $215 million, $76 million and $485 million. respecuvely.

In February 1997, Level 3 purchased the Pavilion Towers office buildings in Aurora. Colorado for
$22 million.

Investments in 1996 abso include C-TEC's 40% ownership of M bie S.A. de C.V.. Mexicas
second lacgest cable operator. accounted for using the equity method.

{8) Intangible Assets

Intangible assets consist of the following at December 27. 1997 and December 28. 1996:

{dollars in millions) 1997 1996
CPTC intangibles and other s 23 s 2
C-TEC:
Goodwill . 198
Franchise and subscriber it . 229
Other — L
23 484
Less accumulated amortization — {2} (131}

Ldl Ldad
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Leng-Torm Debt

At December 27, 1997 and December 28, 1996, long-term dsbr was as follows:

{dollacs i smillions) . 1997 1996
CPTC Long-term Debt (with recourse only to CPTC):
Bank Note
(7.7% duc 2008) $ 65 $ 65
Instirutional Note
(9.45% duc 2017) 35 14
OCTA Debt
(9.09% due 2006) H 6
Subordinated Debt
{9.5% No Masturiry) —f —_
114 108
Otber:
Pavilion Towers Debr (8.49% due 2007) 15 -
g;i:liml Lesses 6 !
S | —_f
26 b
C-TEC Longterm Debt {with recourse only o C-TEC):
Credit Agreement — National Bank for Cooperatives
(7.51% due 2009) 110
Senior Secured Notes
(9.65% due 1999) 134
Term Credit Agreement — Morgan Guaranry Trust Company
(7% due 2002) - — 18
— 62
140 377
Less current portion 13 —30)
il L.320




Long-Torm Dobt (eent.)
CPYe:

In August 1996, CPTC converted its construction financing note into a term notc with a
consortium of banks (“Bank Debt”). The interest rate on the Bank Debt is based on LIROR phua 4
varying rate with interest payable quarterly. Upon completion of the SR91 toll road. CI'TC entered
into an interest rate swap snt with the same parties. The swap expires in Januarv 2004 and
fixes the interest rate on the Bank Debt from 9.21% to 9.71% during the term of the swap

agreement.

The instirutional note is with Connecticut General Life lnsurance Company. 2 subsidiary of
CIGNA Corporation. The note converted into a term loan upon completion of the SR91 toll road.

Substantially sll the sssets of CPTC and the parcners’ equity interest in CPTC secure the rerm debs.

Orange County Ti reation Authority holds $8 million of subordinated debt which is duc in
varying amounts over 10 yean. Interest sccrues at 99 and is payable quarrerly beginning in 2000

In July 1996, CPTC borrowed from the periners $2 million to facibitate the completion of the
praject. In 1997, CPTC borrowed an additional $4 million from the partners in order to comply
with equity maintenance provisions of the contracts with the State of California and its ienders. The
debr is generally subordinated to all other debt of CPTC. Interest on the subordinated debr
compounds annually at 9.5% and is psysble only &s CPTC generates excess cash flows.

CPTC capiunslized interest of $- million. $5 million and $7 million in 1997, 1996 and 1995.

Other:

In June 1997, 2 mo with Metropolitan Life was esublished. The Pavilion Towers building in
Aurora, CO collut:ﬁ:s this debr.

Scheduled maturicies of long-term debx through 2002 are s follows (in millions): 1998 — $3: 1999 —
$6; 2000 — $5: 2001 — $6 and $8 in 2002.
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An analysis of the income tax benefit (provision) artributable to carnings from continuing operations
before income taxes and minoricy interest for the three years ended December 27, 1997 follows:

{dollars in millions) 1997 1996 1995

Current:
U.S. federal $ (%4) $ (o1 $ (66)
Foreign . (4) (4)
Starte — 1 _16) _»
(59) (71) (73)

Deferred:

U.S. federal 103 67 145
Foreign - - 3
State — 1 . |
103 T 132
48 PG Y i

The United States and foreign components of earnings from continuing operations for tax reporting
urposes, before equity lom in Dﬁ'% {recorded net of tan), minoruy interest and income tanes

allows:

(dollags in millions} 1997 1996 1995
United States $ 3 $ 106 $ 187
Foreign

_ I —3
il FEIX 2120
A reconciliation of the actual income tax benefit (provision} and the tax computcd by applying the

U.S. federal rate (35%) to the earnings from continuing operations before equity loss i MFS
(recorded net of tax), minority interest and income taxes for the three years ended December 27,

1997 follows:
(dollars jp millions) 1997 1996 1995

Compured tax ar statutory race 3 (1N $ M) $ (67
State income taxes (n (3 -
Depletion ] 3 2
Goodwill amorrization - 3 (2
Tax exempt interest 2 2 2
Prior year tax adjustmencs 62 44 51
Compensation expense attributable to options {7} - .
MFS deferred tax - - 923
Taxes on foreign operations - {2) 1
Other g -

— )
i WS )

During the three years ended December 27, 1997, the Company settled a number of disputed tax
issues related 10 prior years that have been included in prior year tax adjustments.
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income Taxes (coml.)

Possible taxes, beyond those Lmﬂded on remirtances of undistributed carnings of foreign

subsidiaries, are not expected to be material,

The components of the net deferred tax liabilities for the years ended December 27, 1797 and

December 28, 1996 were as follows:

(dollans in millions) 199~ L9
Deterred tax fiabiiities:
Investments in securitics s 7 § 11
Investments in joint ventures 33 49
Asset bases - sccumulated depreciation 53 224
Coal sales 41 [
Other 16 16
Total deferred wax liabilicies 150 312
Deferced tax assets:
Compensation — retirement benefin 25 29
Investment in subsidiaries 8 2
Provision for estimated expenses 7 16
Net operating losses of subsidiaries . 6
Foreign and general businews tax crediu 3 67
Alternative minimum tax credics - 16
Other 9 19
Valuation aliowances __ e

Toral deferred tax assets
Net deferred tan liahilities

1

Steckhelders’ Equity

PKS is generally committed to purchase all common stock in accordance with the Cestificate of
Incorporation. lssuances and repurchases of common shares. including conversions, for the three

years ended December 27, 1997 were as follows:

Shares issued in 1995

Shares repurchased in 1995

Class B&C shares converted to Ciass D shares
Shares issued in 1996

Shares repurchased in 1996

Class B&C shares converted to Class D shares
Shares issued in 1997

Shares tepurchased v 1997

Class B&L. shares converted 1o Class D shares

Clas Class
B&C Stock D Stock
1.021.87% 530,610
136,057 210,735
6,092,877 12,847,155
896.640 -
146,893 1,276.080
G23.47% 2.092.42%
B3 924 13,018,009
44.2%0 14.80%
1,723,966 6,517.715%

The 1996 activity includes 150,995 Class D shares converting to 47,007 Class C shares. The 1997
activity includes 1,880 Class D shares converting to 510 Class C shares.
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in Decemnber 1997, stockholders approved amendments 1o the 1995 Class D Stock Plan (“the
Plan”). The amended plan, among other things, increases the number of shares reserved for issuance
upon the exercise of stock based awards to 35.000.000, increases the maximum number of opuons
granted to any one participant to 5,000,000, provides for the acceleration of vesung in the event of
a change in control, allows for the grant of stock based awards 1o direczors of Level 3 and other
persons providing services to Level 3, and allows for the grant of nonqualified stock options with an
exercise price less than the fair market value of Class D grock.

In December 1997, Level 3 converted both option and stock appreciation right plans of a
subsidiary, to the Class D Stock plan. This conversion resulted in the issuance of 3.7 million
options to purchase Clas D Stock ar $9 per share. Level 3 recognized an expense. and a
corresponding increase in equity. at a result of the transaction. This increase in equity and the
conversion :F the stock appreciation riqhu liabiliry to equity are reflected as opuion activity in the
Statement of Changes in Stockholders’ Equity. The options vest over three years and expire in
December 2002.

Level 3 has elected to adopt only the required disclosure provisions and nort the optional expense
recognition provisions under SFAS No. 123 “Accounting for Stock Based Compensation™. which
csmablished a fair value based method of mu;tm‘for stock options and other equity instruments.
The fair value of the options outstanding was sed using the Black-Scholes method using risk-
free interest rates ranging from 5.59% to 6.77% and expected lives of 75% of the toral life of the
option. Level 3 used an expected volatilicy rate of 0%, which is sllowed for private couties under
SFAS No. 123 Once Level Ve stock in listed, volatllity tlacion will be incorporated 1n determining
tau valur. level 3% net income and earnings per share for 1997 and 1996 would have been
reduced to the pro forma amounts shown below E:d SFAS No. 123 been applied.

1997 1996

Net Income of Level 3

As Reported $ 93 $ 113

Pro Forma 93 1M}
Basic Earnings per Shate

Ar Repuiced £ 74 $ 97

Pro Forma .74 97
Diluted Earning per Share

As Reported S 74 s 97

Pro Forma 74 96

The 1995 historical and pro forma amounts did not varv as the options granted i 1999 had noe
vested
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Class D Steck Plan (ceat.)

Transactions involving stock options granted under the Plan are summasrized as foliows:

Option Price Weighted Avy,
U .

shaes I

Balance December 31, 1994 . s -8
Options granted 1,340.000 $8.08  $8.08
Options cancelled - - .
Options exercised ————r - .
Ball:.ncc December 30, 1995 1,340,000 38,08 iB.OH
Options granted 895,000 $9.90  $9.90
Options cancelled (15,000) 8.08 8.08
Options exercised —— - -
Balance Decemnber 28, 1996 2,220,000 $8.08 - $9.90 38.81
Options granced 7,495,465 $9.00 -$10.85 $9.93
Options cancelied (53,000) 92.90 9.90
Options exercised 2.318.46%) 8.08- 990  8.93
ance December 27, 1997 7,344,000 $8.08 -$10.8% $9.91
L J I L ]

Options exercisable

December 30. 1995 $ 5 -
Decemher 28, 1996 265000 B.08 8.08
December 27, 199/ 1.295.269 B.08 - 9.90 B.70

The weighted average remaining life for the 7,344,000 options outstanding on December 27, 1997
is 8.3 yeans.

industry and Geographic Data

The Company cenducts in continuing operations primarily in three reportable segments: information
services, telecommunications and coal mining. Other primarily includes CPTC and corporate
overhead not attributable to a specific segment and marketable securities.

Equity earnings is included due 10 the significant equity investments in the telecommunications
business.

In 1997, 1996 and 1995 Commonweslth Edison Company avvouneed for 4 ¥, 2 3% and 23% ol
Level ¥'s revenuea

Industry and geographic data for the construction and energy businesses have been recoru.d
under discontinued operations.



PETER KIEWIT SONS', INC. AND SUBSIDIARIES
Neotes to Conselidated Financial Statsments

(13) Indusiry and Geographic Dets (eent.}
A summary of the Company's operations by industry and geographic region is as follows:
Telecom-

Information  munications Coal Discontinuced
i it ini r O tions Consolidated

17
Revenue $ % $ . $ 2225 16 § - $ 332
Operating Earnings (16) - 82 (23) : 43
Equicy Losses, net . {23 - {20) - (43)
Identifiable Assets 61 336 499 588 1.295 2779
Capiral Expendirures 14 - ) 9 - 26
Depreciation,
Deplerion &
Amortization 8 . B 8 . 24
1996
Revenue $ 42 $ 367 $ 2349 9 3 - $ 0652
Operating Earnings (N 31 94 (3%) - 87
Equiry Losses. net (1} {1) - {7) - (N
Idenrifiable Assets 29 1.100 g7 380 1.170 3.066
Capital Expendirtures 11 87 2 17 . 117
reciation,
epletion &
Amortization 10 106 12 4 - 132
1995
Revenue 3 36 $ 325 $ 216 % 3 s - 3 580
Operating Earnings 4 37 77 73 - 45
Equity Losses, net - (3) - {2) - (%)
Identifiable Assets 34 1,143 368 0614 786 2.945
Capital Expenditures 6 72 4 36 - 118
Deprecistion,
epletion &

Amortization 5 81 - 3 DT




(13] indusiry and Qeogrephie Dale {eent.)

Telecom-

Granphic Daua  [nformation munications Coal Discontinued

{dollars in millions) Services (C-TEC Entiries) Mining  Other Operanians _Consohidared

1987

Revenue:

United States S5 94 § - § 11 16 B : | I L

Orher : . . : . ]
% T - Iy 6 5. i1

Operacing Earnings:

United States $ (6 L - $ B2 §S (23 s - 5§ 43

Other - - - - - ,
LU0 e LAY LY

ldentifinble Assets:

United Scates § % 5§ 336 $ 499§ 588 $ B70 $ 2382

Other 2 - . B 25 1~
! ‘il i i“l $ 499 § SHE  §F ) Jus $ 277

1094

Revenue:

United States § 42 $ W $ 234 3§ 9 . $ 652

Orher - - . N - .
fdd L6 a2 3 163

Opeutin§ Earnings:

United States s (Y] 5 3) s 4 3 (4% 8 : $ 8~

Other - - - - .

u
Identifiable Assers:
United States 1 29 $ 1,100 $ 87§ 380 § 76) $ 2,657
Other . .
22




13)

{14)

{18)

PETER KIEWIT SONS’, INC. AND SUBSIDIARIES
Notes to Conselidated Financiel Statements
industry and Geegrephic Bote {sent.)
Telecom-

.hic .D'lu lnfom!nion Cod Discontinued

1098
Revenue: ]
United Stares $§ 3 § W § 2o § y 8 R LY. [1]
Ocher . . . . . )
Operating Earnings:
United States | 4 4 3 37 S s (73 8 - $ 45

Other - . -

[dentifiable Assets:
United Stares $ M $1.143 8 368 § o614 $ G6l4 $2773
Other _— - : . 122 122
M £L14) L 268 S.6l4 318G aadda
Reinted Party Transactions

Level 3 receives cerrin mine management services from the Construction & Mining Group. The
expense for these services was $32 million for 1997, $37 million for 1996 and $30 million for 1999,
and is recorded in general and administrative expenses. The revenue earned by the Construction and
Mining Group is included in discontinued operations.

Fair Value of Financial instruments

he carrving and estumated tair values of Level 3's financial instruments are as follaws:

1997 1996

Carrying Fair Carrving Fair
{dollars in millions) _Amount  Valye = Amount Value
Cash and cash equivalents (Note 6) $ 87 $ 87 $ 14 $ 147
Marketable securities (Note 6) 6TH 678 2 i72
Restricted secutities {Note 6} 22 22 [ 17
Investment in equiry securities (Notes 6 & 7) - - 75 75
Investment in C-TEC entities (Note 7) 33 776 359 s
Investments in discontinued operations (Note 3} 643 834 608 960

Long-term debt (Notes 6 & 9) 140 140 a7 384

s



PETER IOEWIT SORS’, INC. AND SURSIDIARIES
Netes to Conselidated Fluancial Statoments

(18] C-VEC Restrusturing

The following is financial information of the Company had C-TEC been accounted for utilizing the
equity method as of December 27, 1997 and December 28, 1996 and for cach of the three vears
ended December 27, 1997, The 1997 financial statements include C-TEC accounted tor utihzing
the equity method and are presented here for comparative purposes only.

—Operations (dollars in millions} 1997 1996 1995

Revenue $ $ 285 § 255
Cost of Revenue —{175) — {134 —{13¥
157 151 122
General and Administrative Expenscs {14 — (25 —1i19
Operating Earnings 43 56 8
Other (Expense) Income:
Equiry earnings (losses), net (43) {13) "
Investment income, nex 45 42 30
Interest expense. net (15) (5 (h
Gatin on subsidiary’s stock transactions, net . - 3
Other, net —_ — 1 — 120
(12) 35 159
Equity Loss in MFS : - a3
Earnings from Continuing Operations
before Income Taxes and Minority Interest 31 91 36
Income Tax Benefit 4M I P11}
Minonty Interest in Net Loss of Subsidiaries L] ——a —_—
Income from Continuing Operations 83 104 126
Income from Discontinued Operations 165 117 118
Net Earnings il el fddd




(16) C-TEC Restructuriag (cont.)

Finaocial Position (dollars in millions) 1997 1996
Asseus
Current Asseta:
Cash and cash equivalenus s 87 s 7l
Marketable secunities 678 32s
Restricted securities 22 17
Receivables 42 34
investment in Discontinued Operations — Energy 643 608
Other 22 12
Total Current Assets 1.494 1067
Net Property, Plant and Equipment 184 174
Investments 383 458
lnvestmenns in Discontinued Operations — Construction 652 562
Incangible Assets, net 2 23
Other Assets .43 B
i 1 ""II i Al i : ;
Lishitities and Steckhelders’ Equily
Current Lisbilities:
Accounts paysble s 3 $ 4l
Current portion of long-term debt 3 2
Accrued reclamation and other mining costs 19 19
Other S —
Toral Current Lisbilities RY L
Long-term Debe, less cursent portion 112
Deferred Income Taxes .
Accrued Reclamarion Costs

Orher Liabilities
Minoricty Interest

137
83 47
100 98
139 163
1 4
Stockholders’ Equity _2.230 _LB19
§2.779 §2.333




(17) Pre Forme inlormation (unsudiied).

The following information represents the pro forma financial position of Level 3, after reflecting the
impact of the transactions with CalEnergy (Notc 3), the conversion of Class C shares to Class D
shares (Note 19) and transacrions selated to the spin-off of the Construction and Mining Group
(Note 2). all of which took place or are expected to happen in the first quarter of 1998.

’ 1997 1997
(dollars in millions Historical Adi Pro F

Current Assets

Cash & marketable securities $ 765 $ 122 (a) $2.040
1.159 (b)
Investment in discontinued operations — energy 043 {643) (b) -
Orher current assets _____B6 BG
Total Current Assers 1,494 638 2.132
Property, Plant & Equipment, net 184 184
Investment in Discontinued Operations — Construction 652 (122} {a}
350 (c)
(RO} 1d)
ther Nnn-currens gaete 14y 14y
3 77 § _Ug) § 2,765
Current Liabilities s 89 $ 192 (b) § 281
Neon-current Liabilicies 459 459
Minority [nterest !
Stachholders bguiry 2.230 34 by

|
July
350 (¢
—_ _{880) () ____
anlld ddlld) 2,003

(a) Reflect conversion of 2.3 million Class C shares to 10.5 million Class D shares.
th) Reflect sale of energy assets to CalEnergy and related income tax liabiliry.

tvt Reflect fair value gain on the distrihution of the Construcnion and Mining Group
ah Reflect apen ol of the € onatraction sed Mining Group



{19)

PETER KIEWIT SONS', INC. AND SUSSIDIARIES
Nobes 9o Conselidated Financial Statoments

In connection wich the sale of approximately 10 million Class D shares 10 employees in 1997, the
Company has retained the right to purchase the relevant Class D shases at the then cursent Class
D Srock price if the Transaction is definitively abandoned by formal action of the PKS Board or the

employees voluntarily cerminate their employment on various dates prior 1o January 1, 1999.

In May 1995, the lawsuir cicled Whitney Benefius, Inc. and Peter Kiewit Sons' Co. v. The United
States was settled. In 1983, plaintiffs alleged that the enactment of the Surface Mining Control and
Reclamation Act of 1977 had prevented the mining of their Wyoming coul deposit and constituted
2 nt caking without just compensation. In sertlement of all claima, plaintiffs agreed 1o deed
the coal deposits to the government and the government agreed to pay plaintiffs $200 million, of
which Peter Kiewit Sons’ Co., a Level 3 subsidiary, received approximarely $135 million in Junc
1995 and recorded it in other income on the statements of carnings.

The Company is involved in various other lawsuits, claims and regulatory proceedings incidental 1o
its business. Management believes that any resulting liabiliry. hr:nd that provided, should not
materially affect the Company's financial position, future results of operations or future cash flows.

Level 3 leases various buildings and equipment under both operating and capital leases. Minimum
rental payments on buildings and equipment subject to noncancclaEIc operaring leases during the
nent 7 yearn aggregate $29 million,

It is customary in Level 3's industrics to use various financial instrumenus in the normal course of

business. These instruments include items such as letters of :redit. Letters of credit are

onditional commitments issued on behalf of Levei 3 in accordance with specified terms and

:ond.ln::rlm As of December 27, 1997, Level 3 had outstanding letters of credit of approximately
22 million.

Subsoguent Events

In January 1998, approximately 2.3 million shares of Class C Stock. with a redemption value of
$122 million, were converted into 10.5 million shares of Class D Stock.

L. March 1998, PKS announced that its Class D Stock wil begin rading on April 1 on the Nasdag
National Market under the symbol "LVLT", The Nasdaq listing will follow t‘:r separation of the
Leve! 3 and the Construction Group of PKS. which is expected to be completed on Ma~ch 31, 1998. In
connection with the separation, PKS’ construction subsidiary will be renamed “Peter Kiewit Sons’,
Inc.” and PKS Class D stock will become the common stock of Level 3 Communications. Inc

PKS’ certificate of incorporation gives stockholders the right to exchange their Class C Stock for Class
D Stock under a ser convemion formula. That rigE: will be climinated as a result of the
separation of Level 3 and dhe Construction Group. To replace that convemion right. Class C
stockholders received 6.5 million shares of 2 new Class stock in January, 1998, which u
convertible into Class D Stock in accordance with terms ratified by stockholders in December 1997.

ra



PETER KIEWAT SONS', INC. AND SUBSIDIARIES
Notes io Conselidoted Financial Stxtements

{19} Swhesquent Events (cent.}

The PKS Board of Directors has approved in principle a plan to force conversion of all shares of
Class R stock outstanding. Due to certain provisions of the Class R stock. conversion will nor be
forced prior to May 1998, and the final decision to force conversion would be made by Level 3’
Board of Directors at that time. Level 3's Board may choose not to force conversion it 1t were to
decide that conversion is not in the best interests of Level 3 stockholders. 1f. as currenty
anticipated, Level 3's Board determines 1o force conversion of the Class R stock on or before June
30, 1998, certain adjustmencs will be made o the cost sharing and risk allocation provisions of the
scparation agreement berween Level 3 and the Construction business.

If Level 3'c Board of Directors determines to force conversion of the Class R stock, each share of
Class R stock will be convertible into $25 worth of Level 3 (Class D) common stock. based upon the
average trading price of the Level 3 common stock on the Nasdaq National Market for the last

£ of the month prior to the determination by the Board of Dircctors to force

fiftcen tradi yi
conversion. when the spin-off occurs, Level 3 will increase paid in capital and reduce retained
carnings by the fair value of che Class R shares.






il

This Form 10-K/A amends the Form 10-K filed by Peter Kiewit Sons'. Inc. (the "Companv™) on
March 31, 1998, as amended by a Form 10-K/a Amendment No. 1 10 Form 10-K filed by the Company on
April 23, 1998, This Form 10-K/A is being filed solely 1o sct forth the information required by Past HI (Jrems
10, 11, 12 and 13) of Form 10-K, because a definitive proxy statement containing such informanon will nor
be filed within 120 days after the end of the fiscal year covered by the Company’s onginal Form 10-K filing.
This Form 10-K/A amends Part [11 of the Companys original Form 10-K filing only. and all other portions of
the Company's original 10-K filing remain in eE:l

On March 31. 1998, the Company exchanged for all of its then outstanding Class C Stock for all of
the capital stock of & subsidiary (the “Construction Subsidiary™) holding the stock of Kiewst Construcuion
Group Inc. ("KCGT), the construction subsidiary of the Compauy (the "Split-OfF "} In connection with the
Split-Off, the Company was renamed “"Level 3 Communications, Inc.” and the Construction Subudiary
was renamed "Peter Kiewit Sons’, Inc.™ (In this Form 10-K/A, the Construcnion Subsidiary i reterred o as

“New PKS").

ITEM 10. MANAGEMENT
Directors and Execulive Oficers

Sct forth below is informadion as of April 27, 1998 about cach director and exccutive officer of the
Company. including his business experience during the past five yean.

MName Agc  [osiuion

Walcer Scott, Jr. 6b Chairman of the Board

James Q. Crowe 48 President, Chief Executive Officer and Director

R Douglas Bradbury 7 Executive Vice President, Chief Financial Officer and Dhrectar
Kevin J. O'Hara 3w Execuuve Viee Prenident and Chief Operaung (Officer
Terrence ]. Ferguson 55 Senior Vice President. General Counsel and Secretary

Robert B. Daugherty 75 Director
William L. Grewcock 72 Director
Charles M. Harper 70 Director

Richard R Jaros 46 Director
Robert E. Julian 58 Director
David C. McCount 40 Director
kenncth E. Stinson 55 Direcror
Michael B. Yanney 63 I hrecton

Walter Scott, Jr. has been the Chairman of the Board of the Company since September 1979, and o
director of the Company since April 1964. Mt. Scott has been Chairman Emeritus of New PKS since the Splir-
Off. Mr. Scott is also a director of Berkshire Hathaway Inc., Burdington Resources Inc., CalEnergy Company.
Inc. (“CalEnergy”), ConAgn, Inc., Commonwealth Telephone Enterprises Inc. (*Commonwealth
Telephone™), i:a Corporation ("RCN"), U.S. Bancorp and Valmont Industries, Inc.

James Q. Crowe has been the President and Chief Executive Officer of the Company since
August 1947, and « ditectnt of the Compeany unce fune 1993 Mt Crowe was President and Chief
Executive Officer of MFS Communicanions Company, Ine ("MEN} B June 1998 10 fune 1997 My
Crowe also served as Chairman of the Board of WorldCom. Inc. ("WorldC om”) from January 1997 unel
July 1997, and as Chairman of the Board of MFS from 1992 through 1990. Mr Crowe 1s presently 4
director of Commonwealth Telephone, RCN and InaCom Communications, Inc.



R. ; Beadbury has been Executive Vice Premdent and Chuet Financial Officer of the Compans
since August 1997 and a director of the Company since March 1998. Mr. Bradbuny served as Chief Finanaial
Officer of MFS from 1992 10 1996, Senior Vice President of MFS from 1992 to 1995, and Executve Vice

President of MFS from 1995 o 1996

Kevin ). O'Hars has been Executive Vice Presid--:: f the Company since August 1997, and Chicf

ing OHficer of the Cﬂmy since March 1998. Pric:: ‘o that, Mr. O'Hara served s Pressdent and Chiei

Executive Officer of MFS G Network Services, Inc. nzm 1998 to 1997, and as Senior Vice Presudent ol

MFS and President of MFS Development, Inc. from October 1992 10 August 1995 Frim 190 10 199 by
was 2 Vice President of MFS Telecom, Inc ("MFS Telecom™)

‘Terrence ). Fesguson has been Scator Vice President, General Counsel and Scorctan of the
Company since August 1997. Prior to that he was a Senior Vice President of MFS from September 1992
to Feb 1997, Genenal Counsel from January 199. to February 1997 and Secretan from November
1991 to February 1997,

Robert B. Daugherty has been a director of the Company since January 1986. Mr. Daugherey has
been a Director of Valmont Industries. Inc. for more than the past five vean. and formeriy was Chatrman of
the Board and Chief Executive Officer of Valmont Industnies. Inc.

Willlam L. Greweonck has been a director of the Company since January 1968, Prior to the Split-Off,
Mr. Grewcock was Vice Chairman of the Company for more than five vears.

Charies M, has been ¢ director of the Company since Janusry 1986, Mr. Harper was
Chairman of the Board R Nablsco Holdings Corp. (*RJR Nabisco™) from May 1993 t0 May 1996 and
Chief Executive Officer of RJR Nabisco from May 1993 10 December 1995. Prior to that. Mr. Harper was
Chairman of the Board and Chief Executive Officer of ConAgra, Inc. Mr. Harper 1s currently a director of
ConAgra. Inc.. E.I. DuPont de Nemours and Company. Norwest Corporation and Valmont Industries, Inc.

Richard R. Jaros has been a director of the Company since June 1993 and »erved as President of the
Company from 1996 to 1997. Mr. Jaros served as Executive Vice President of the Company from 1993 to
1997 and Chief Financial Officer of the Company from 1995 1o 1997. He also served Fmidml and Chief
Operating Officer of CalEnergy from 1992 to 1993, and is presently a director of CatEnergy. Commonwealth
Telephone and RCN.

Robert E. Julian has been a direcror of the Companv since March 31, 1998 Mr Jubuan has also been
Chairman of the Board of PKSIS since 1995, From 1) 16 199% My Jubian served as bxecutive Viee Pressdent
and Chief Financial Offiver of the Company.

David C. McCourt has been a director of the Company since March 31, 1998. M. McCourt has also
served as Chairman and Chief Executive Officet of Commonwealth Telephone, Cable Michigan, Inc. and
RCN since Ocrober 1997. From 1993 10 1997 Mr. McCoun served as Chairman of the Board and Chicf
Executive Officer of C-TEC Corporation. Mr. McCourt is also 2 director of Mercom. Inc.

Kenneth E. Stinson has been a director of the Company since January 1987 Mr. Sunson has been
Chairman of the Board and Chief Exccutive Officer of New IPKS since the Split-Oft Prior o the Sphie-Ofi,
Mr. Stinson was Executive Vice President of the Company fod more than the lasc five years. Mr. Stinson 13 also
a director of ConAgra, Inc. and Valmont Industnies. Inc.

Michael B. Yanney has been a director of the Company since March 31, 1998. He has served
as Chairman of the Board, President and Chief Executive Officer of America First Companies L.L.C. for
more than the last five years. Mr. Yanney is also a director of Burlington Northern Santa Fe Corporation.
RCN. Forest Qil Corporation and Mid-America Apartment Communities. Inc

I »



(TEM 11. Compenastion
1997 Exsoutive Olicer amd Direcler Compansation

The rable below shows the annual compensation of the chief executive officer and the next tour most
hign‘ly compensated executive officens of the Company for the 1997 fiscal year (the "Named Lxecutine
I)'

Anaual Compensauon
(Mher Annual
Name and Compensauon
Pring: iti Year Salgry ($) Bonus ($) &Y
Waleer Scost, Jr. 1997 872,54] 2,000,001 194,109
Chief Executive Officer 1996 715,000 2,000,000 270.40
1998 630,000 1.280.000 157, RiK!
Kenneth E. Stinson 1997 476,669 1.500.000
Executive Vice President 1996 402,500 900,000
President 1995% 351,300 600,000
Richard Geary 1997 285,919 770,000
Execurive Vice 1996 270,750 600,000
President of KCG 1995 252,800 §24,000)
George B. Toll, Je. 1997 257,705 650,000
Executive Vice 199G 211.2%0 500.000
Mrendeu of KOG 1ous J01,2%) A0 (N
Allan K. Kirkwood 1997 221,250 360,000
Senior Vice President of 1996 192,350 310,000
Kiewir Pacific. a KCG 1998 166,150 240.000

subsidiary

i Other Annual Compensation means perquisites and other personal benefits received by cach
of the Named Executive Officers, if over $50,000. The only reportable amounts are the non-
husiness use of Company aircraft atizibueable 1o Mr. Scont. Aircraft usage values are calculated
under federal income tax regulations and are reported as taxable income by Ms. deore

Each of the Named Execurive Officers other than Mr. Scott set forth above is now emploved by New
PKS and is no longer an officer of the Company. Mr. Scott continues as Chairman of the Board of the Companw.
but is no longer (ﬁ Chief Executive Officer of the Company. Richard R. faros, who resigned s an Executive
Vice President of the Company effective July 31, 1997, received a salary of $4%8.574 and a bonus of $262,350
for fiscal year 1997. Messrs. Crowe, Bradbury, O'Hara and Ferguson. the four current executive officers of the
Company who were employed by the Company during 1997, weie paid salanes for 1997 of $144.129.
$102,564. $82,051 and $52,019 respectively. and no other reportable compensation. duning 1997 kach such
exccutive officer was employed by the Company for only part of fiscal year 1997

During 1997, each of the directons of the Company whe were not employed by the Company during
1997 received directors fees consisting of an annual retainer of $30,000 {pro-rated in the case of Mr. Crowe,
whe was employed Iz' the Company for part of 1997) and fees of $1,200 per board meeting and $1,500 for
the annual siuchol er's meeting.



Compenastion Commitioe lutariocks and insider Participation

Prior 1o the Splu-Of, the Compensation Committee of the Company consnted of Menrns

Daugherty and Harper and Mr. Peter Kiewit, 1., none of whom is an officer or emplovee of PKS. Each of

Messrs. Daugherty, Harper and Kiewit purchased Common Stock from PKS in 1997. See “Cerrain
Relationships and Related Transactions.”

After the Splic-Off, the Compensation Committee of the Company consists of Messts. Yanney.
McCourt and Jaros, none of whom is an officer or emplovee of the Company. Each of Messts. Yannev and
McCourt purchased Common Stock from the Company in 1997. Mr. Jaros has entered into a separation
agreement with the Company. pursuant to which. among other things, he has received cerrain severance
payments. See “Cereain Relationships and Related Transacuons.”

Change in Contrel Arrangonunts

The Company's 1995 Stock Plan (the "Plan™) provides thst upon a change in control of the
Company (as defined in the Plan), (i) all awards under the Plan shall become immediately vested and (i) the
Committee may cancel any ou ing awards under the Plan upon ten days' advance written notice. and
pay the value of such awards to the thereof in cash or stock. Messrs. Crowe, Bradbury, O'Hara and
Ferguson are all participants in the Man.

TEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AMD MANAGEMENT

The following table sets forth certain information with respect to the beneficial ownemhip of
Common Stock as of March 31, 1998 by the Company’s direcrons, certain execurive officers and direcron
and executive officers s a group, and each person known by the Compsny to beneficially own more than
5% of the ourstanding Common Stock.

Number of Shares of Percent nl
Name' Camunen ik Lammon Stoch
Wialter Scom, Jr.* 17,686,247 12.1%
James Q. Crowe 5,666,360 3.9%
R Douglas Bradbury 1,277,595 *
Kevin ). O'Hane™ : 878,080 '
Robert B. Daugherry - .
Wiiliam L. Grewcock'* 5.762.070 31.9%
Charles M. Harper 95.000 .
1 batd R Jaren’ 1. *4H, 41 (ALY
Roberr E. juhan 1,990, 7%H) | 4%y
David C. McCourt 57,500 .
Kenneth E. Sdnson 150,280 .
Michacl B. Yanney 50,000 *
Directors and Execurive Officen 35,886,556 24.2%
as 2 Grou
Donald L. - 9,111,875 6.2%

1 pan then 1

th The address of each pcrson act forth above other than Mr. Sturm 15 /o the Cuinpany, 3555 Farnam
Street. Omaha, Nebraska 68131,

lﬂ



2) Includes 49,850 shares of Common Stock held by the Suzanne Scott Irrevocable Trust as 1o which
M. Scott shares voting and inves'ment powens, and 30,769 shares of Common Stock o be owned
by Mr. Scott as a t of the conversion of the 80,000 shares of Class R Stock owned currently by
Mr. Scott, assuming a Conversion Value (as defined in the Level 3 Certificate of Incorporation) of

$25 and a stock price of $65 per share.
(%  Includes 23,000 shares of Common Stock held by Kevin ). O'Hara Family LTD Partnership.

{4) Includes 577,320 shares of Common Stock held I:m Grewcock Family Limited Partnership. Includes
175,615 shares of Common Stock held by the Bill & Berniece Grewcock Foundauon as 10 which
Mt. Grewcock shares voting and investment powers, and 630 shares of Common Stock 10 be owned
by Mr. Grewcock as a ruu.ﬂ of the conversion of the 1,638 shares of Class R Stock awned currendy
by Mr. Grewcock, assuming a Conversion Value of $25 and a stock pricc of $65 per share.

{5 Includes 185,000 shares of Common Stock held by the Jaros Family Limited Parenership. Includes
1,000,000 shares of Commeon Stock subject to options granted to Mr. Jaros. See "Certan
Retatlonships and Ralated Transsctions.”

(6) M. Sturm’s business address is 3033 East First Avenue, Denver. Colorado 80206. Based on the
Company’s records as of February 28, 1998, Mr. Sturm owns 7,805,155 shares of Common Stock.
and voting and investment power with respect to 1,306,720 shares held by trusn and
partnerships established for family memben.

ITEM 13. CERTAIN TRANSACTIONS AND RELATIONSHIFS

In connection with his retention as Chief Executive Officer of the Company. M1. Crowe entered into
an engagement t (the * nt Agreement”) with the Company. Under the Engagement
Agreement, the m acquired Mr. Crowe, Mr. Bradbuty and Mt. Ferguson. Brosdba pital
Group, LL.C.. s company formed to develop investment mormmtiu. for a purchase price of $68,523. the
owners' cash investment in that company. Pumuant o Engagement Agreement. the Company sold
800,000 shares of Common Stk 10 Me Crowe snd 1,250,000 shares of Common Stk 10 Mr. Bradbury,
i cach casc at $10.89 per share  The Lngagement Agreemeni also provided that the € ompany would
make available for sale, from time to time prior to the consummation of the Spht-Off, to certain employees of
the Company desi by Mr. Crowe, including Mr. O'Hara and Mr. Ferguson. in connection with the
implementation of the current business plan :? the Company (“Employees™). up to an aggregate of
5,250,000 shares of Common Stock at $10.85 per share.

The Company entcred into agreemenws with each Business Plan Employee that provided that the
Comr.ny may repurchase any Common Stock sold to the Business Man Employee if the Business Man
Fmployee resigns ar any time before January 1, 1999,

On August 5, 1997, the Company purchascd o jet anoralt tiom o company vonnolied by Mi € rowe

for $5.7 million, the price paid by the company for the aircraft in June 1997. The Company and Mr. Crowe

have entered into an aircraft lease, under which Mr. Crowe may lease the aircraft for personal use
st rates specified by cermin Aviavon Administration regulations. The Company anticipates that
Mr. Crowe will lease 15% of che aircraft’s annual Aight time, and will pay the Company

approximately §70,000 per year at the current lease rate.

The Company entered into a separation agreement with Mr. Jaros, a director of the Company, in
connection with the resignation of Mt. Jaros as President of Kiewit Diversified Group Inc., a subsidiary of
the Company, effective fuly 31,1997 Under the separation sgreement, the f'nml)lnv patd Mr Jaros $1 R
miuthon on July 31, sand sgreed to pay Mi Jaros the halance of Tus 1997 salary (558 50 hetween August |
and December 31. 1997 and a bonus payment of $262,350 when the Company made 18 customary
executive boous payments in 1998. The Company also agreed to amend the option agreements with Mr.
Jaros with respect to the options to purchase 750,000 shares of Common Stock at $8.08 per share granted



10 Mr. Jaros in 1995, and the options to purchase 250,000 shares of Common Stock a1 $9 90 per share
granted to Mr. Jaros in 1996, ro provide that those options would be fully vested on July 31. 1997, and
would be exercisable a1 any time during the ren-year term of the original option agreements.

In December 1996, the Com agreed to sell 50.000 shates of Common Stoch to M. Harper,
50.000 shares of Common Stock 10 Nrul;lud'nny snd 40,000 shares of Common Stock to Mr. Ksewit. 1n

cach casc at $9.90 per share. Those stock purchase transactions were consummated in March 1997

In October 1997. the Company sold 50.000 shares of Common Stock to Mr. Yanney and 50.000
shares of Common Stock to Mr. McCourt, in cach case at $10.85 per share.

The Company loaned George B. Toll, Jr. $800,000 during 1994 in connection with the purchase
of & residence an rcroation expenses. The full principal amount of his demand notc payable to the
Company is currently outstanding. Mr. Toll was a director and executive officer of the Company prior to
the Split-Off, but is no longer e?zfur a director or executive officer of the Company.
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Pursuant to the requiremen

STV
ts of Section 13 or 15(d) of the Secunnes Exchange Act of 1934, the

Registrant has duly caused chis report to be signed on its behalf by the undersigned. thereunto dulv authortzed.

on the 27* day of April, 1998.

LEVEL 3 COMMUNICATIONS. INC

By: /s/ James Q. Crowe
James Q. Crowe
President

Pursaant w0 the requirements of the Secunities Exchange Act of 1934, this report has been signed
below by the persons on behalf of the registrant and in the capscities indicated on the 27th dav of

April. 1098,

James Q. Crowe

R Douglas Bradbury

{a/ ERC 1. MORTENSEN

Eric ). Morensen

Walrer Scott, Jr., Direcror
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[ WiLiam L, GREWY
William L. Grewcock. Director

il _RiCHARD R, JAROS
Richard R. Jaros, Director
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Diavid C. McCours, {irecton

(s/ . MICHAEL B, YANNEY
Michael B. Yanney, Director

(Director and Principal Exccutive Officer)

Chief Financial OFf
(Director and Pancipal Finanaial Officer)

Cantrollcr
(Principal Accounting Officen)

(l_RoseR1 B, DAUGHIR!
Raobert B. Daugherty. Din ctor

il Cuaries M Hamrik . _ 0 0 _
Chardes M. Harper, Direcun

i/ _RORERT E. JULIAN
Robert E. Julian. Director

Kenneth F Snnson. Directos
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By: 1/ James Q). Crowe
James Q. Crowe

President

Pursuant t the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalfl of the registrant and in the capucities indicated on the 27th dav of

April. 1998,

James Q. Crowe

R. Douglas Bradbury

{sf ERIC ], MORTENSEN

Eric ). Mortensen

{s/_\VALTER SCOTT. I8,
Walter Scort, Jr.. Director

William L. Grewcock, Direcror

Ol _RICHARD R, JAROS
Richard R. Jarcs, Director
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{Director and Principal Financial Officer)

Controller
{Principal Accounung Officer)

Robert B. Daugherty, Director

Ol Coantis M Hanrew 0 . 0 _
Charles M. Harper. Ehrecint

{s/ ROBEET E. JULIAN
Robert E. Julian, Dircctor
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Kenpeth F Stinson. Director
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Managerisi and Techaical Qualifications



MANAGEMENT BIOGRAPHIES

James Q. Crowe

James Q. Crowe 13 President and CEQ of Level } Communications, Inc., formerly known as Kiewit
Diversified Group Inc., a wholly owned subsidiary of Peter Kiewit Sons’, Inc. (PKS). Level 3J1sa
diversified corporation with interesis in construction, mining, telecommunications, energy and

infrastructure pnivatization and development.

Mr. Crowe previously held the position of Chairman and CEO of MFS Communications (Company, Inc
(MFS) from July 1986 until December 1996. When the company merged with WorldCom. Inc. 1n 1996, he
was then elected Chairman of the Board of WorldCom

MFS was the parent corporation of a family of companies serving the communications needs of business
and government, and was a unit of PKS until September 1995 when 1t was spun off and became an
independent, publicly owned corporation. Prior to founding MFS, Mr. Crowe was Group Vice President of

Mornson Knudsen Corporation.

Mt. Urowe presently serves un the board of directors of Leve! 3 Communications, Inc., Peter Kiewil Sons’

Ine., RCN Corporation, Commonwealth Telephone Enterprises, Inc., and Inacom Communications, Inc.

Mr. Crowe graduated from Rennselaar Polyiechnic Institute with a Bachelor of Science degree in
mechanical engineering. He also holds a Master of Business Administration degree from

I"epperdine huvermity



Kevin J. O'Hara

Kevin ]. O'Hara is the Executive Vice President and COO of [ evel ¥ Commumcations, Inc |
responsible tor expanding Level 3's presence in the telecommunications industry. Pror to joining Level
3, Mr. O’Hara was President and CEO of MFS Global Network Services ("GNS"). GNS was the service
arm of MFS responsible for the planning, development, engineering and operations of all MFS nctworks

and services worldwide.

Previously, Mr, O'Hara held the position of President, MFS Development, and Vice President
Network Services for MFS Telecom. Prior to joining MFS at the end of 1989, Mr. O'Hara held
management positions with Peter Kiewit Sons’, Inc. 1n Omaha, Nebraska for mine years. In his last
pusition before joining MFS, Mr. O'Hara served as the area manager for Kiewit Network Technologies,
Inc. with responsibility for the physical construction of the MFS networks. Mr. O'Hara camed a Bachelor

of Science degree in Electrical Engineering from Drexel University, Philadelphia and 8 Masters Degrecin

liusiness Admintstration trom the Umiversity of Chicago.




R. Douglas Bradbury

R. Douglas Bradbury has been Executive Vice President and Chief Financial Officer of Level 3
Communications, Inc. since August 1, 1997. Prior to joining Level 3, Mr. Bradbury was the Chicef
Financial Officer (1992-1996), Exccutive Vice President (1995-1996), and/or Semior Vice President
(1992-1995) of MFS Communications Company, Inc. He was Senior Vice President - Corporate AfTurs
for MFS Telecom from 1988-1992.

Before joining MFS in 1988, Mr. Bradbury served as Executive Vice President and Chief
Operating Officer at Amencan Pioneer Telephone, Inc., a regional long distance camer based in Orlando,
Florida, and a Vice President of Manufacturers Hanover Trust Company in New York City and Milan,

Haly



Terrence J. Ferguson

Since September 1997, Terrence }. Ferguson has acted as Senior Vice President, General Counsel
and Secretary of Level 3 Communications, Inc. (Mr. Ferguson also holds the position of Senior Vice
President, General Counsel and Secretary of Level 3 Communications, LLC.) Mr. Ferguson previously
was Senior Vice President from September 1992 to February 1997, General Counsel from January 1992 to
February 1997 and Sccretary from November 1991 to February 1997 of MFS Communications Company,
Inc. ("MFS"), an integraled communications provider of both local and long distance services to husiness

and government customers.

Prior to his work with MFS, Mr. Ferguson was Senior Corporate Attorney for Peter Kiewit
Sons’, Inc., a leading construction, mining, energy and telecommunications company, from
December 1981 to September 1992. Mr. Ferguson was also a member of the Kutak Rock law firm
from September 1976 to January 1981.

Mr. Ferguson reccived his law degree from Georgetown University Law Center in 1967,
and received a Bachelor of Science Degree from Creighton University in 1964,




Neil J, Eckstein

Since January 1998, Neil J. Eckstein has been Vice President, Assistant General Counsel of Level
3 Communications, Inc. Mr. Eckstein is also Vice President of Level 3 Communications, LLC. From
September 1989 until January 1998, Mr. Eckstein was an associate in the corporate department of Willkie
Farr & Gallagher, an international law firm headquartered in New York, New York. While an associate a!
Willkie Farr & Gallagher, Mr. Eckstein concentrated in the areas ol cotporate finat e, tiergera il
acquisitions and general corporate representations, with an emphasis on representing clients in the
competitive telecommunications industry.

Mr. Eckstein received his law degree from Fordham University School of Law in 1989, and
reccived a Bachelor of Arts degree, Cum Laude, with High Honors in Politics from Brandeis Umiversity 1n

1986,



Danlel P. Caruso

Mr. Caruso is Senior Vice President responsible for Level 3's Network Services organization.
This organization designs, engineers, constructs and operates Level 3's communications network.

Prior to joining Level 3, Mr. Caruso was responsible for WorldCom's Local Service network planting
and service delivery organization. This organization was charged with developing new local markets,
implementing CLEC networks in WorldCom's local markets, planning for the local switch and fiber
networks, developing business support systems to enable scaling of local switched services, and provisioning
local switched service.

Prior 1o this assignment, Mr. Caruso managed network development groups. These groups were
responsible for driving MFS' network expansions into new geographical markets in the northeast and centrul
regions of the U.S. Mr. Caruso’s responsibilitics included overseeing the business plan and "build versus
buy" analysis; secuning franchise and right-of-way agreements; acquiring starl-up compehilive accesy
providers; negotiating joint venture agreements; and overseeing network construction.

Before joining MFS in January 1993, Mr. Caruso spent several years at Ameritech. His mast recent
position at Ameritech was with their corporate development group analyzing Ameritech's entry in cable TV,
security alarm services, and other ventures  Mr Caruso also held severul enginecring, operations, and
financial positions within Ameritech’s operating units.

Mr. Caruso holds an MBA dcgree from University of Chicago and a B.S. in Engincering from the

University of Illinois at Champaign/Urbana.



Micheel R. Frank

Mr. Frank is currently Senior Vice President of Human Resources for Level 3 Communications.
Prior to this assignment he was Senior Vice President of Human Resources for MFS
Comm.unications from 1994 - 1997. Additionally he has held senior level Human Resources
positions at the Walt Disney Company, Pepsico and General Mills over the past 20 years.

Mike has been active in numerous industry, functional and civic organizations and is an occasional

speaker for those organizations. Mike received his Bachelor’s Degree from Creighton University in Omaha.



Matthew J. Juhason

Since January 1998, Matthew J. Johnson has been Vice President, Corporate Legal of Level 3
Communications, Inc. From 1995, Mr. Johnson was Vice President, Legal of Peter Kiewit Sons’, Inc., one
of North America's largest and most respected construction organizations. From 1991-1994 Mr. Johnson
served as Corporate Counsel for Peter Kiewit Sons’, Inc.

Mr. Johnson received his law degree from the University of Texas in 1980, and received a Bachelor

of Arts degree from the University of Nebraska in 1978.



Mike Jones

Mr. Jones is Senior Vice President and CIO for Level 3 Communications. Mike's organization is
responsible for the development, support and operations of all of Level 3's information and network
management systems.

Prior to joining Level 3, Mr. Jones was Vice President and Chief Information Officer for
Corporate Express, Inc. in Broomficld Colorado. Corporate Express is a $4 billion intermational
corporation providing essential busincss products and services to large organizations.

Prior to joining Corporsie Express Mike was the Director of Billing Systems for Sprint
International, and an Associate Partner with Andersen Consulting.

Mike has a degree in Accounting and Computer Science from Southwestern Oklahoma State

University.
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Level 3 Communications, LLC FL.PS.C. No. |
Original Sheet |

COMMUNICATIONS SERVICES

[MTLE SHEET
ELORIDA TELECOMMUNICATIONS TARIFF

This tariff contains the rates, rules and regulations goveming communication services within the
state of Florida provided by Leve! 3 Communications, [.LLC with principal offices at 1450 Infinite
Drive, Louisville, Colorado 80027.

Issued: Effective:
By: Tetrence J. Ferguson

Level 3 Communications, LLC

3555 Famam Street

Omaha, NE 68131



Level 3 Communications, LLC Fl. P.S.C.No. |
Original Shoot 2

COMMUNICATIONS SERVICES

CHECK SHEET

The Sheets 1 to 58 arc effective as of the date shown. Revised pages as named below contain all
changes from the original tariff that are in effect on the date thereof.

SHEET  REVISION  SHEET  REVISION SHEET — REVISION

I Original 15 Original 29 Original
2 Original 16 Original 30 Origina;
3 Original 17 Original 31 Original
4 Original 18 Original 32 Original
5 Original 19 Original 13 Oniginal
6 Original 20 Original 34 Original
7 Original 21 Original 35 Origina!
8 Original 22 Original 36 Original
9 Original 23 Original 37 Original
10 Original 25 Originai 38 Original
11 Original 26 Original 39 Original
12 Original 27 Original 40 Original
13 Original 28 Original

14 Original
Issued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LLC
3555 Farnam Street
Unabia, NI- 6l i 31



Level 3 Communications, LLC

Fl. P.S.C. No. |

Original Sheet 3
COMMUNICATIONS SERVICES
TABLE OF CONTENTS

Title Page 1
Check Sheet 2
Table of Contents i)
Section | -- Technical Terms and Abbreviations 7
Section 2 -- Rules and Regulations 9
Section 3 ~ Description of Service & Rates 12
3.1  Description of Services 32

32  Usage Rates 32

3.3 Rate Schedules 32

3.4  Rates Based on Timing 34

3.5  Rates Based on Calculation of Distance 35

3.6 Minimum Call Completion Rate 36

3.7  Special Service Arrangements 37

3.8  Exemptions and Special Rates 38
INDEX v

Issued:
By:

Terrence J. Ferguson

Level 3 Communications, LLC
3555 Farnam Street

Omaha, NE 681731

Effective:



Level 3 Communications, LLC FL.P.S.C. No. |
Original Sheet 4

COMMUNICATIONS SERVICES
EXPLANATION OF SYMBOLS

The following symbols shall be used in this tanifY for the purpose indicated below:

D Delete or Discontinue

I Change Resulting In An Increase To A Customer's Bill

M Moved from Another Tariff Location

N New

R Change Resulting In A Reduction To A Customer’s Bill

T Change In Text or Regulation But No Change In Rate or Charge
Issued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LLC
3555 Farnam Street

Omaha, NE 68131



Level 3 Communications, LLC FI. P.S.C. No. |

Origina! Sheet §

COMMUNICATIONS SERVICES

(A)

(B)

TARIFF FORMAT

Sheet Numbering - Sheet numbers appear in the upper right corner of the page. Sheets are
numbered sequentially. However, new sheets are occasionally added 1o the tariff. When a
new sheet is added between sheets already in effect, a decimal is added. For example, a new
sheet added between sheets 14 and 15 would be 14.1.

Sheet Revision Numbers - Revision numbers also appear in the upper right comer of each
page. These numbers are used to determine the most current sheet version on file with the
FPSC, For example, the 4th revised Sheot 14 canceis the 3rd revised Sheet |4, Because of
various suspension periods, deferrals, etc. the FPSC follows in their tariff approval process,
the most current sheet number on file with the Commission is not always the tarifY page in
effect. Consult the Check Sheet for the sheet currently in effect.

Immuscd
By:

LEflective:
Terrence J. Ferguson
Level 3 Communications, LLC
3555 Famam Street
Omaha, NE 68131



Level 3 Comn:unications, LLC FI. PA.C. No. |
Original Sheet 6

COMMUNICATIONS SERVICES

(C) Pamsgmph Numbering Sequence - Thore are nine levels of paragraph coding. Each level of
coding is subservient to its next higher level:

2.
2.1,
2.1.1.

2.1.1.A.

2.1.LA.L
2.1.1L.A.1.(a).
2.1.1.A.1(a)l.
2.1.1L.A.1(a).1.Q0).
2.1.1LA.1.(8).LG).(1).

(D)  Check Shegls - When a tariff filing is made with the FPSC, an updated check sheet
accompanies the tariff filing. The check sheet lists the sheets contained in the tariff, with a
cross reference to the current revision number, When new pages are added, the check sheet
is changed to reflect the revision. All revisions made in a given filing are designated by an
asterisk (*). There will be no other symbo!s used on this page if these are the only changes
made to it (i.e., the format, etc. remains the same, just revised revision levels on some pages).
The tariff user should refer to the latest check sheet to find out if a particular sheet is the most
current on file with the FPSC.

Issued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LLC

3555 Famam Street

Omaha, NE 68131



Level 3 Communications, LLC Fi. PS.C.No. ]
Original Sheet 7

COMMUNICATIONS SERVICES

Centain terims used generally throughout this tarilT arc described below
Advance Payment
Part or all of a payment required before the start of service.

C ications Servi
The Company's intrastate telephone services offered pursuant to this tariff.

sompany
Level 3 Communications, LLC the issuer of this tarifY,

Customer
The person, firm, or corporation which orders service for the Company's communications

services and is responsible for the payment of charges and compliance with the Company's
regulations.

Joint User
A person, firm or corporation which is designated by the Customer as a user of services

furnished to the Customer by the Company, and to whom a portion of the charges for service
will be billed under a joint user arrangement as specified herein.

LATA
A Local Access and Transport Arca cstablished pursuant to the Modification of Final
Judgment entered by the United States District Court for the Ihstrict of Columbia in Civil
Action No. 82-0192; or any other geographic arca designatcd as a LATA in the National
Exchange Carrier Association, Inc. Tariff F.C.C. No. 4.

LEC
Local Exchange Carrier. The local phone companies that provide local transmission
services.

Recurming Charges
The monthly charges to the Customer for services which continue for the agreed upon
duration of the service.

[ssued: Effective:

By: Terrence J. Ferguson

Level 3 Communications, LLC
3555 Farnam Street
Omaha, NI 6R1TI



Level 3 Communications, LLC Fl. P.S.C. No. !

Original Sheet 8

COMMUNICATIONS SERVICES

Terms used genemally throughout this Tarifl (cont’d)
Service Commencement Date

The first date on which the Company notifies the Customer that the requested service is
available for use, unless extended by the Customer’s refusal to accept service which does not
conform to standards set forth in the Service Order or this tarifT, in which case the Service
Commencement Date is the date of the Customer's acceptance. The Company and the
Customer may mutually agree on a substitute Service Commencement Date.

Service Order

The written request for communications services executed by the Customor and the
Company in the format devised by the Company. The signing of a Service Order by the
Customer and acceptance by the Company initiates the respeciive obligations of the partics
as szt forth therein and pursuant to this tariff, but the duration of the service is calculated
from the Service Commencement Date.

User
A Customer, Joint User, or any other person authorized by the Customer to use service
provided under this tariff.

Issued: Effective:

By: Terrence J. Ferguson

Level 3 Communications, LLC
3555 Famam Street
Omaha, NE 68131



Level 3 Communications, LLC Fl. P.S.C. No. |

Original Sheet 9

COMMUNICATIONS SERVICES

2.1

Undertaking of the Company
2.1.1  Application

(A)  This tariff applies to intrastate interexchange communications services
fumished by Level 3 to customers within the State of Florida in accordance
with the conditions set forth below. This tariff applies only for the use of the
Company's services for communications between and among points within
the State of Florida.

(B)  Services offered under this taniT are not offered for the purpose of
completing calls between two points within the same local calling area or
metropolitan exchange area, as defined in the tariffs of the Local Exchange
Telecommunications Company or Companies serving those points.

I1ssued:

By:

Effective:
Terrence J. Ferguson
Lavel } Communicationn, 1.1.C
3555 Farmam Street

Omaha, NE 68131



Level 3 Communications, LLC FI. P.S.C. No. |

Original Sheet 10
COMMUNICATIONS SERVICES
2.1 Undertaking of the Company (cont'd.)
2.1.2 Scope
The Company undertakes to furnish communications services in accordance with the
terms and conditions st forth in this tariff.
2.1.3  Shortage of Facilities

All service is subject 10 the availability of suitable facilities. The Company reserves

the right to limit the length of communications or to discontinue fumishing services

when necessary because of the lack of transmission medium capacity or because of
any causes beyond its control.
2.14 Terms and Conditions

(A)  Service is provided on the basis of a minimum period of at least one month,
24-hours per day. For the purpose of computing charges in this tariff, a
momth is considered to have 30 days.

(B) Customers may be required to enter into written service orders which shall
contain or reference a specific description of the serice ordered, the rates to
be charged, the duration of the services, and the terms and conditions in this
tariff. Customer will also be required to execute any other documents as may
be reasonably requested by the Company.

Issued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LLC

3555 Famam Street

Omaha, NE 68131



Level 3 Communications, LLC FI.PS.C.No. |

Original Sheet 11

COMMUNICATIONS SERVICES

21

Undertaking of the Company (cont’d.)
2.14 Terms and Conditions (cont’d.)

()

(D)

(E)

Al the expiration of the initial term specified in each Service Order, or in any
extension thereof, service shall continue on a month-to-month buwis at the
current rates unless terminated by either party upon 30 days written notice.
Any termination shall not relieve Customer of ita obligation to pay any
charges incurred under the Service Order and this tarifY prior to termination.
The rights and obligations which by their nature extend beyond the
termination of the term of the Service Order shall survive such termination.

In any action between the parties to enforce any provision of this tariff, the
prevailing party shall be entitled to recover its legal fees and court costs from
the non-prevailing party in addition to other relief a court may award.

This tariff shall be interpreted and governed by the laws of the State of
Florida without regard for its choice of laws provision.

Issued:
By:

Effective:

Terrence J. Ferguson
Level 3 Communications, LLC
3555 Farnam Street

Omaha, NE 68111



l.evel 3 Communications, 1.1.C FI. P.S.C. No. |

Original Sheet 12

COMMUNICATIONS SERVICES

2.1

Undertaking of the Company (cont'd.)
2.1.5 Liability of the Company

(A)

(B)

©

Except as otherwise stated in this Scction, the liability of the Company for
damages arising out of either: (1) the fumnishing of its Services, including but
not limited to mistakes, omissions, interruptions, delays, or errors, or other
defects, representations, or use of thesc services, or (2) the failure to furnish
the service, whether caused by acts or omission, shall be limited to the
extension of allowances to the Customer for interruptions in service.

Except for the extension of allowances to the Customer for interruptions in
service, the Company shall not be liable to a Customer or third pasty for any
direct, indirect, incidental, special, consequential, cxemplary or punitive
damages, including but not limited to, any act or omission, failure to perform,
delay, interruption, failure o provide any service or any failure or breakdown
ofT facilities ansociated with the service.

The liability of the Company for errors in billing that result in overpayment
by the Customer shall be limited to a credit equal to the amount erroneously
billed or, in the event that payment has been made and services has been
discounted, to a refund of the amount erroneously billed.

Issued:

By:

Effective:

Terrence J. Ferguson

[.evel 3 Communications. L1.C
3555 Famnam Stroot

Omaha, NE 68131



Level 3 Communications, LLC FI. P.S.C. No. |

Original Sheet 13

COMMUNICATIONS SERVICES

2.1

Undertaking of the Company (cont’d.}
2.1.5 Liability of the Compeny (cont'd,)

(D) The Company shall not be lisble for any cleims for loss or damages
involving:

Any act or omission of: (a) the Customer, (b) any other entity
furnishing service, equipment or facilities for use in conjunction with
services or facilities provided by the Company,; or (¢) common
carriers or warehousemen;

Any delay or failure of performance or equipment due to causes
beyond the Company’s control, inciuding but not limited 1o, acts of
God, fires, floods, earthquakes, hurricanes, or other catastrophes;
national emergencics, insurrections, riots, wars or other civil
commotions; strikes, lockouts, work stoppages or other lubor
difficulties; criminal actions taken against the Company;
unavailability, failure or malfunction of equipment or facilitics
provided by the Customer, any underlying carrier, the LEC or other
third parties; and any law, order, regulstion or other action of any
governing authority or agency thereof;

Any unlawful or unauthurized use of the Company's facilities and
scrvices;

Libel, slander, invasion of privacy or infringement of patents, trade
secrets, or copyrights arising from or in connection with the
transmission of communications by means of Company-provided
facilities or services; or by means of the combination of Company-
provided facilities or services with Customer-provided facilities or
services;

Issued:

By:

Effective:

Terrence J. Ferguson

Level 3 Communications, LLC
31555 Famam Street

Omaha, NE 68131



Level 3 Communications, LLC FI.P.S.C.No. !

Original Sheet 14

COMMUNICATIONS SERVICES

2.

2.1.5 Liability of the Company (cont’d.)

5.

Breach in the privacy or security of communications transmitted over
the Compeany's facilities;

Changes in any of the facilitics, operations or procedures of the
Company that render any equipment, facilitics or services provided
by the Customer obsolete, or require modification or alicration of
such equipment, ficilities or services, or otherwise affect their use or
performance, except where reasonsble notice is promised by the
Company and is not provided to the Customer, in which event the
Company's liability is limited as set forth in paragraph A of this
Subsoction 2.3.1.

Defacement of or damage to Customer premises resulting from the
furnishing of services or equipment on such premises or the
installation or removal thereof;

Injury to property or injury or death to persons, including claims for
payments made under Workers' Compensation law or under any plan
for employcc disability or death benefits, arising out of, or caused by,
any act or omission of the Customer, or the construction, installation,
maintenance, presence, use or removal of the Custorer's facilities or
equipment connected, or to be connected 1o the Company's facilities;

Any intentional, wrongful act of s Company employee when such act
is not within the scope of the employee’s responsibilities for the
Company and/or is not authorized by thc Company;

Issued:
By:

Effective:

Terrence J. Ferguson

Level 3 Communications, LLC
3555 Famnam Street

Omaha, NE 68131



Level 3 Communications, LLC FI.P.S.C.No. |
Original Sheet 15

COMMUNICATIONS SERVICES
2.1  Undertaking of the Company (cont’d.)
2.1.5  Liability of the Company (cont'd.)

10.  Any representations made by Company employees that do not
comport, or that are inconsistent, with the provisions of this TarifT;

11.  Any act or omission in connection with the provision of 911, E911,
or similar services;

12.  Any noncompletion of calls due to network busy conditions;

13.  Any calls not actually attempted to be completed during any period
that service is unavailable.

(E) The Company shall be indemnified, defended and held harmless by the
Customer or end user from and against any and all claims, loss, demands,
suits, expense, or other action or any liability whatsoever, including attorney
fees, whether suffered, made, instituted, or asserted by the Customer or by
any other party, for any personal injury ta or death of any person or persons,
and for any loss, damage or destruction of any property, including
environmental contamination, whether owned by the Customer or by any
other party, caused or claimed to have boen caused directly or indirectly by
the installstion, operation, failure to operste, maintenance, presence,
condition, jocation, use or removal of any Company or Customer equipment
or facilities or service provided by the Company.

Innucd Effective.
By: Terrence J. Ferguson

Level 3 Communications, LLC

3555 Famam Street

Omaha, NE 68131



Level 3 Communications, LLC FI.P.S.C.No. 1

Original Sheet 16

COMMUNICATIONS SERVICES

2.1

2.1.5 Liability of the Company (cont’d.)

(F)

G

(H)

The Company does not guarantee nor make any warranty with respect to
installations provided by it for use in an explosive atmosphere. The
Company shall be indemnified, defended and held harmiess by the Customer
from and against any and all claims, loss, demands, suits, or other action, or
any lisbility whatsoever, including attorney fees, whether suffered, made,
instituted or asserted by the Customer or by any other party, for any personal
injury to or death of any person or persons, and for any loss, damage or
destruction of any property, including environmental contamination, whether
owned by the Customer or by any other party, caused or claimed to have been
caused directly or indirectly by the installation, operation, failure to operate,
mazintenance, presence, condition, location, use or removal of any equipment
or facilities or the service.

The Company no responsibility for the availability or performance
of any cable or satellite systems or related facilities under the control of other
entities, or for other facilitics provided by other entities used for service to the
Customer, even if the Compeny has acted as the Customer's agent in
arranging for such facilities or services. Such facilities are provided subject
to such degree of protection or nonpreemptibility as may be provided by the
other entities.

Any claim of whatever nature against the Company shall be decmed
conclusively to have been waived unless presented in writing to the Company
within thirty (30) days after the date of the occurrence that gave rise to the
claim.

Issued:

Effective:

Terrence J. Ferguson

Level 3 Communications, LLC
3555 Farnam Street

Omaha, NE 68131
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2.1 Undertaking of the Company (cont’d.)
2.1.5 Liability of the Company (cont’'d.)

) THE COMPANY MAKES NO WARRANTIES OR REPRESENTATIONS,
EXPRESS OR IMPLIED EITHER IN FACT OR BY OPERATION OF
LAW,STATUTORY OROTHERWISE, INCLUDING WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR USE,
EXCEPT THOSE EXPRESSLY SET FORTH HEREIN.

lssucd: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LL.C

3555 Farnam Street

Omaha, NE 68131

PR
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2.2

Prohibited U

(A)

(B)

©

(D)

The servicos the Company offers shatl not be used for any unlawful purpose or for
any usc for which the Customer has not obtained all required governmental

approvals, authorization, licenses, consents and permits.

The Company may require applicants for service who intend to use the Company's
offering for resale and/or for shared use to file a letter with the Company confirming
that their use of the Company's offerings complies with relevant laws and
regulations, policies, orders, and decisions.

The Company may require a Customer to immediately shut down its transmission if
such transmission is causing interference to others.

A customer, joint user, or authorized user may not assign, or transfer in any manner,
the service or any rights associated with the service without the written consent of the
Company. The Company will permit a Customer to transfer its existing service (o
another entity if the existing Customer has paid all charges owed to the Company for
regulated communications services. Such a transfer will be treated as a
disconnection of existing service and installation of new service, and non-recurring
installation charges as stated in this tariff will apply.

Issued:

Effective:
Terrence J. Ferguson
Level 3 Communications, LLC
3555 Farnam Street
Omaha, NE 68131
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21

blications of the C
23.1 Liability of the Customer

(A)

(B)

The Customer will be linble for damages to the facilitics of the Company and
for all incidental and consequential damages caused by the negligent or
intentional acts or omissions of the Customer, its officers, employecs, agents,
invitees, or contractors where such acts or omissions are not the direct result
of the Company’s negligence or intentional misconduct.

To the extent caused by any negligent or intentional act of the Customer as
described in (A), preceding, the Customer shall indemnify, defend and hold
harmless the Company from and against all claims, actions, damages,
linbilities, costs and expenses, including reasonable attomeys' fees, for (1)
any loss, destruction or damage to property of any third party, (2) the death
of or injury to persons, including, but not limited to, cmployees or invitees
of either party, and (3) any liability incurred by the Company to any third
party pursuant to this or any other tariff of the Company, or otherwise, for
any interruption of, interference to, or other defect in any service provided by
the Company to such third party.

Issued:

Effective:

Terrence J. Ferguson

Level 3 Communications, LL.C
3555 Famam Street

Omaha, NE 68131
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C)  The Customer shall not assert any claim against any other customer or user
of the Company’s services for damages resulting in whole or in part from or
arising in conmection with the fumishing of service under this Tariff
including but not limited to mistakes, omissions, interruptions, delays, errors
or other defects or misrepresentations, whether or not such other customer or
user contributed in any way to the occurrence of the damages, unless such
damages were caused solely by the negligent or intentional act or omission
of the other customer or user and not by any act or omission of the Company.
Nothing in this Tariff is intended either wo limit or to expand Customer’s right
to assert any claims against third parties for damages of any nature other than
those described in the preceding sentence.

Issued:

By:

Effective:

Terrence J. Ferguson
l.evel 3 Communications, 1.1.C
3338 l'armun Niroot

Omaha, NE 68131



Level 3 Communications, LLC F1. P.S.C. No. 1
Original Sheet 21
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24 Advance Payments

To safeguard its interests, the Company may require a Customer 10 make an advance
payment before services and fiacilities are fumished. The advance payment will not exceed
an amount up to one month of estimated monthly usage charges. In addition, where special
construction is invoived, the advance payment may also include an amount equal to the
estimated non-recurring charges for the special construction and recurring charges (if any)
for a period to be set between the Company and the Customer. The advance payment will
be credited to the Customer’s initial bill.

2.5  Customer Deposits

The company will not request customer deposits, unless the customer does not meet
minimum cred:t requirements.

Issued: LEfTective:
By: Terrence J. Ferguson

Level 3 Communications, LLC

3555 Famam Street

Omahas, NE 68131
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2.6  Payment Arrangements
2.6.1 Payment for Service
The Customer is responsible for the psyment of all charges for services furnished by
the Company 1o the Customer,
(A)  laxes
The Customer is responsible for payment of any sales, use, gross receipts,
excise, access or other local, state and federal taxes, charges or surcharges
(however, designated) (excluding taxes on the Company’s net income)
imposed on or based upon the provision, sale or use of Company’s services.
Al taxes are listed as separste items and are not included in the quoted rates.
2.6.2 Billing and Collection of Charges
The Customer is responsible for payment of all charges incurred by the Customer or
other users for services and facilities fumished to the Customer by the Company.
(A)  Non-recurring charges are due and payable within 30 days after the date of
the invoice.
(B) The Company shall present invoices for Recurring Charges monthly 10 the
Customer, in advance of the month in which service is provided, and
Recurring Charges shall be due and payable within 30 days after the date of
the invoice. When billing is based upon customer usage, usage charges will
be billed monthly for the preceding billing period.
Issued: Effective:
By: Terrence J. Ferguson

[.evel 3 Communications, LLC
1555 Famam Stroet
Omaha, NE 68131
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2.6

Payment Armangements (cont'd.)
2.6.2 Billing and Collection of Charges (cont'd.)

(©

(>

®

(F)

Fsauod:

Whan service does not begin on the first day of the month, or end on the last
day of the month, the charge for the fraction of the montt: in which service
was furnished will be calculated on a pro rate basis. For this purpose, every
month is considered to have 30 days.

Billing of the Customer by the Company will begin on the Service
Commencement Date, which is the day on which the Company notifies the
Customer that the service or facility is available for use, except that the

Service Commencement Date may be postponed by mutual agreement of the
parties. or if the service or facility does not conform to standards set forth in

this tarifY or the Service Order. Billing accrues through and includes the day
that the service, circuit, arrangement or component is discontinued.

Lf any portion of the payment is received by the Company after the date due,
or if any portion of the payment is received by the Company in funds which
are not immediately available upon presentment, then a late payment penalty
shall be due to the Company. The late payment penalty shall be the portion
of the payment not received by the date due, multiplied by a late factor. The
late factor s.all be the lesser of:

(1)  arate of 1.5 percent per month; or

{2) the highest interest rate which may be applicd under state law for
commercial transactions.

The Customer will be assessed a charge of twenty-five dollars (§25.00) for
each check submitted by the Customer to the Company which a financial
institution refuses to honor.

Effective:

Terrence J. Ferguson
Level 3 Communications, LLC
3555 Farnam Street

Omaha, NE 68131
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COMMUNICATIONS SERVICES

2.6

Payment Armpgements (cont'd.)
2.6.2 Dilling and Collaction of Charges (cont’d.)

2.6.3

(G)

H)

Customers have up to 30 days (commencing 5 days after remittance of the
bilf) to initiate a dispute over charges or to receive credits.

If service is disconnected by the Company in accordance with section 2.6.3
following and later restored, restoration of service will be subject to all

applicable installation charges.

Disconti ¢ Serviee for C

(A)

(B)

(&)

Upon nonpayment of any amounts owing to the Company, the Company
may, by giving 24 hours prior written notice to the Customer, discontinue or
suspend service without incurring any liability.

Upon violation of any of the other material terms or conditions for furnishing
service the Company may, by giving 24 hours prior notice in writing to the
Customer, discontinue or suspend service without incurring any lisbility if
such violation continues during that period.

Upon condemnation of any material portion of the lacilitics uscd by the
Company to provide service to a Customer or if a casualty renders all or any
material portion of such facilities inoperable beyond feasible repair, the
Company, by notice to the Customer, may discontinue or suspend service
without incurring any lisbility.

Issued:

Effective:

Terrence J. Ferguson

Level 3 Communications, LLC
3555 Farnam Street

Omaha, NE 68131
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2.6

Insued.

By:

Payment Auangements (Cont'd,}
Discontinuanse of Service for Cawse (cont’d,)

261

(D)

(E)

F)

(G)

Upon the Customer’s insolvency, assignment for the benefit of creditors,
filing for bankruptcy or reorganization, or failing to discharge an involuntary
petition within the time permitted by law, the Company may immediately
discontinue or suspend service without incurring any liability.

Upon any governmental prohibition or required alteration of the services to
be provided or any violation of an applicable law or regulation, the Company
may immediately discontinue service without incurring any liability.

In the event of fraudulent use of the Company’s network, the Company may
without notice suspend or discontinue service. The Customer will be liable
for all related costs as set forth in Section 2.9 of this tariff. The Customer
will also be responsible for payment of any reconnection charges.

Upon the Company's discontinuance of service 1o the Customer, the
Company, in addition to all other remedies that may be available to the
Company at law or in equity or under any other provision of this tariff, may
declare all future monthly and other charges which would have been payable
by the Customer during the remainder of the term for which such services
would have otherwise been provided to the Customer to be immediately due
and payable (discounted to present value at six percent).

fTective

Terrence J. Ferguson

Level 3 Communications, LLC
3555 Famam Street

Omaha, NE 68131
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26  Payment Amrangepents (cont'd.)
2.6.4 Noticc to Company for Canceliation of Service

Customers desiring (o terminate service shall provide Company thirty (30) days
written notice of desire to terminate service.

Issued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LLO

3555 Farnam Street

Omaha, NE 68131
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27

Al for | ions in Servi

A service is interrupted when it becomes unusable to the Customer, e.g., the Customer
is unable to transmit or receive, because of a failure of a component fumished by the
Company under this tariff. In accordance with the Commission's rules, the Company is
liable only for service interruptions of 24 hours or greater. If the Company is aware of an
outage Company may credit a Customer's account for loss of service. The Company will
consider such situations on a case by casc basis.

2.7.1 Limitations on Allowances
No credit allowance will be made for any interruption of service:

A. due to the negligence of, or noncompliance with the provisions of this TanfY
by, any person or entity other than the Company, including but not limited
to the Customer or other common carriers connected to the service of the

Company;

B. due to the failure of power, equipment, systems, or services not provided by
the Company.

C. due to circumstances or causes beyond the control of the Company;

D.  during any period in which the Company is not given full and free access to
its facilities and equipment for the purposes of investigating and correcting
interruptions;

Issued:
Py

Effective:

Terrewe J Forgsmm
Level 3} Communications, L1.C
3555 Farnam Street

Omsha, NE 68131
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2.7

All for Interruptions in Service (cont'd.)
2.7.1 Limitations on Allowapces (cont’d.)

E.

during any period when the Customer has relcased service to the Company
for maistenance purposes or for implementation of a Customer order for a

change {n service arrangements;

thal ovcurm or continues due to the Customer's [ilure to authorize
replacement of any element of special construction; and

that was not reported to the Company within fifteen (15) days of the date that
service was affected.

2.7.2 Application of Credits for Interruptions of Service

A

Whon the Company determines that an interruption in service has occurred
and that a credit to a Customer's charges are due as described in this TarifT,
the Company will apply that credit directly to the Customer’s account. Such
Credits are to be calculated by multiplying the fixed monthly, recurring rate
(if any) for the affected Service by the ratio that the number of hours the
Interruption bears 10 720 hours. (For the purpose of this computation, each
month is deemed to have 720 hours.) Credit will be rounded to the nearest
hour.

Except as otherwise explicitly provided for in this TanifT, credits and credit
silowances are the Customer’s sole and exclusive remedy for any and all
interruptions in service.

Issued:
By:

Effective:

Terrence J. Ferguson

Level 3 Communications, LLC
3555 Parnam Street

Omaha, NE 68131
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28

Cancellation of Service/Termination Liabili

If a Customer cancels a Service Order or terminates services before the completion of the
term for any reason whatsosver other than a servioe interruption (s defined in Section 2.7),
Customer agrees to pay to Company termination liability charges, which are defined below.
These charges shall become due and owing as of the effective date of the cancellation or
termination.

Issued:
By:

Effective:
Terrence J. Ferguson
Level 3 Communications, LLC
3555 Famam Street
Omaha, NE 68131
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28
Customer's termination liability for cancellation of service shall be equal to:
(8) all unpaid Non-Recurring charges reasonably expended by Company to
cstablish service to Customer, plus;
(b) eany disconnection, early cancellation or termination charges reasonably
incurred and paid to third parties by Company on behalf of Customer, plus;
(c)  all Recurring Charges specified in the applicable Service Order for the
balance of the then currerit term discounted at the prime rate announced in the
Wall Street Jowrnal on the third business day following the date of
cancellation;
(d) minus a reasonablc allowance for costs avoided by the Company as a direct
result of Customer’s cancellation.
[ssued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LL.C
3555 Farnam Street
Omaba, NE 68131
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29 Customc. Liability for Unauthonized Use of the Network
2.9.1 Upauthorized Use of the Network
Unauthorized use of the Network occurs when a person or entity that does not

have actual, apparent, or implied authority to use the Network, obtains the
Company's services provided under this tanif¥.

Issued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LL.C

3555 Famam Street

Omaha, NE 68131
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SECTION 3 Description of Services and Rates
3.1  Decription of Services
Carrier provides interexchange telecommunications services. Calls are rated based
on the duration of the call. In addition, a monthly recurring charge may apply.
Unless otherwise indicated, rates are identified in this tariff as per minute rates.
3.2 Usage Raies
Unless otherwise indicated herein, all calls are billed in one minute initial and one
minute additional billing increments.
3.3 Rate Schedules
This section sets forth thc rates and charges applicable to Carrier's service
offerings.
331 Measage Telecommunications Services
Message Telecommunications Services ("MTS") consist of the turnishing of
outbound message telephone service between telephone stations located within
the state. MTS is available on both a switched and dedicated basis.
A. 1+Long Distance Telecommunications Services
Rate per minute: $0.1]
Issued: Effective:

By:

Terrence J. Ferguson

Level 3 Communications, LLC
3555 Famam Street

Omaha, NE 68111
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3.3 Rate Schedules (Cont'd)
3.3.2 800 Service

B0O Service is an inbound-only service in which callers located within the State
may place toll-free calls to a telephone in the 800 arca code assigned to the
Customer. 800 Service is available on both a switched and dedicated basis.

A. Raic Plan
Rate per minute: $0.11

[ssued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, [.1.C

3555 Famam Street

Omaha, NE 68131
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3.4  Rates Charged Based op Timing of Calls
3.4.1 |pitial and Additional Perioa
Calls that terminate between billing increments will be rounded 1o the next highest

increment. For example, a call with a 6 second increment lasting 35 seconds will be
rounded to 36 seconds, while a 37 second long call will be rounded to 42 seconds.

3.4.2 Rounding

Once the call duration is computed in billing increments, the appropriate per minute
charges as listed in the rate schedules will be applied to the call. Calls with charges
that include a fraction of a cent will be rounded to the neat highest cent. For
example, a Customer making a call with a computed charge of $1.434 will be
charged $1.44,

[ssued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LL.C

3555 Farnam Street

Omaha, NE 68131
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18

Where the charges for service are specified based upon distance, the following rules apply:

3.5.1 Distance between two points is measured as airline distance between the Rate
Centers of the originating and terminating telephone lines. The Rate Center is set of
geographic coordinated. as referenced in National Exchange Carrier Association, Inc.
Tariff FCC No. 4, associated with each NPA-NXX combination (where NPA is the
arca oode and NXX in the flest three digite of a seven-digit telephone number).
Where their is no telephone number associated with an access line on the Company's

network (such as dedicated 800 or WATS access line), the Company will apply the
Rate Center of the Customer’s main billing telephone number.

31.5.2 The airline distance between ~ny two Rate Centers is determined as follows:

(A) Obtain the "V" (vertical) and *H" (horizontal) coordinnies lor cach
Rate Conter trom the above-referenced NLCA taritl.

(B) Compute the difference between the "V*" coordinates of the two rate
centers; and the difference between the two "H" coordinates.

© Square each difference obtained in step (B) above.

Issued:
By:

Effective:
Terrence J. Ferguson
Level 3 Communications, LLC
3555 Farnam Street
Omaha, NE 68131
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3.5.2 Rates Based Upon Calculation of Distance (cont'd.)
()} Adc the square of the "V" difference and the square of the "H"
difference obtained in step (C).
(E) Divide the sum of the squares by 10. Round to the next L..gher whole

number if any fraction is obtained.

(F) Obtain the square root of the whole number result obtained abcve. Round to the
next higher whole number if any fraction is obtained. This is the alrline milcage.

(@) Formula = "(V1 - V2 + (H1 - H2)?
10

3.6 Minimum Call Completion Rate

A customer can oxpect a call completion rate (number of cails completed/number of calls
attempted) of not less than 99.5% during peak use periods for the Company services.

Issued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LLC

3555 Farnam Street

Omaha, NE 68111
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3.7 Special Service Amangements

Customer-specific service arrangements, which may include engineering, installation,
construction, facilities, assembly and/or other special services, may be fumished in
addition to existing tariff offerings. Rates, terms, and conditions plus any additional
regulations, if applicable for the special servioe arrangements will be developed upon
the customer’s request. Unless otherwise specified, the regulations for the special
scrvice arrangements are in addition to the applicable regulations specified in other
sections of this tariff. The necessary tariff revisions will be filed to reflect the special
service arrangements.

Issued: Effective:
By: Terrence J. Ferguson

Level 3 Communications, LI.C

3555 Farnam Street

Omaha, NE 68131
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Issued: Effective:
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Level 3 Communications, LLC

3555 Farnam Street
Omaha, NE 68131



APPENDICES

APPFNDIX A CUSTOMER DEPOSITS ANID ADVANCE PAYMENTS

APPENDIX B

APPENDIX C

FNHIBIT ]

EXHIBIT 2

EXHIBIT 2

EXHIBIT 3

XHIBIE S

INTRASTATE NETWORK

FLORIDA TELEPHONE EXCHANGES AND EAS ROUTES

EXHIBITS

CERTIFICATE OF AUTHORITY TO TRANSAC | BUSINESS
OFFICER AFFILIATIONS WITH FLORIDA TELEPHONE COMPANIES
FINANCIAL STATEMENTS FOR THE MOST RECENT 3 YEARS

MANAGERIAL AND TECHNICAI QUALIFICATIONS

PROPOSED INTEREXCHANGE TARIFF



1)

fevel 3
Communlcations

YIA OVERNIGHT DELIVERY

Blanca S. Bayd, Direclor

Division of Records and Reporting
Florida Public Service Commission
2540 Shumard Ouk, Blvd.
Tallahassee, Florida 32399-0870

Torrance 1. Ferguson
Senior Vice President
General Counsel

TEL: (402) 536-3624
FAX: (402) 536-1645
terry.ferguson@Ll3.com

July 23, 1998

DEPOSIT DATE
B817w  JuL3. 108

Re:  Application of Level 3 Communications, LLC for Authority to

Provide Interexchange Telecommunications Service in Florida

Dear Ms. Bayé:

Enclosed for filing on behalf of Level 3 Communications, LLC (“Level 3”) please find an
original and six (6) copies of Level 3's application for authority to provide interexchange J
telocontnlealionn servive in Plorida. Alse enclosed is a check in the amount of $250.00 to cover

the application filing fee.

w
Pleasc date-stamnp the extra copy and return it to the undersigned in the enclosed RIf-
addressed, stamped envelope. Should you have any questions concerning this filing, pledgt d¢.not

hesitate to contact me.  r
f a2 L ~ el
evel ¢ : .
1450 It e s No.003000224
Louisville, CO 80027 -t Ao
CHECK UATF CHECK HUMBER CHECK AMOLNT
Ay 22-JUL-98 3000224 +svwveseas50. g0

S — Two Hundred Fift
L ¥ Dollars And 0o Cencsiit.tt.tt-tttitit.tnlttit.t.
UHDEH wu,

RIDA PUBLLC SERVICE COMMLSS1ON

2540 SHUMARD OAK BLVD
TALLAHASSEE, FL 3239%9-086¢6

United States

5@/@377/‘7%




