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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the Quarterly Period Ended March 31, 2013
or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period to

Commission file number 0-15658

LEVEL 3 COMMUNICATIONS, INC.

(Exact name of registrant as specified in its @rart

Delaware 47-0210602
tate of Incorporation .R.S. Employer
S fl i I.R.S. Empl
Identification No.)

1025 Eldorado Blvd., Broomfield, CO 80021-8869
(Address of principal executive offices) (Zip Code)

(720) 888-1000
(Registrant’s telephone number,
including area code)

Indicate by check mark whether the registrant @b filed all reports required to be filed by SectiB or 15(d) of the Securities Exchange Act of4193
during the preceding 12 months (or for such shqrégiod that the registrant was required to filetsteports), and (2) has been subject to suclyfilin
requirements for the past 90 days. ¥g8s No O

Indicate by check mark whether the registrant liisnitted electronically and posted on its corpoxdb site, if any, every Interactive Data File
required to be submitted and posted pursuant te b of Regulation S-T (§232.405 of this chapderjng the preceding 12 months (or for such shorter
period that the registrant was required to submitpost such files). Yd&] NoO

Indicate by check mark whether the registrantlage accelerated filer, an accelerated filer, aaccelerated filer, or a smaller reporting comp&se
definitions of “large accelerated filer,” “accelezd filer,” and “smaller reporting company” in Rulb-2 of the Exchange Act. (Check one):

Large accelerated filéx] Accelerated filerO
Non-accelerated fileld Smaller reporting compani

(Do not check if a smaller reporting company)
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Bxge Act). Yed&d No

The number of shares outstanding of each clagsedEsuer’'s common stock, as of May 2, 2013:

Common Stock: 221,434,802 shares.
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Part | - Financial Information
ITEM 1. FINANCIAL STATEMENTS

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(unaudited)
Three Months Ended
March 31, March 31,

(dollars in millions, except per share data) 2013 2012
Revenue $ 1577 $ 1,58¢
Costs and Expenses Exclusive of Depreciation andrAzation showi
separately below:

Cost of Revenue 62¢ 657

Depreciation and Amortization 194 187

Selling, General and Administrative 59¢ 62€

Total Costs and Expenses 1,42z 1,47(C

Operating Income 15t 11€
Other Income (Expense):

Interest income — 1

Interest expense (169) (189

Loss on extinguishment of debt, net — (62)

Other, net (50 9

Total Other Expense (219 (240

Loss Before Income Taxes (64) (129
Income Tax Expense (14 (14)
Net Loss $ (78) $ (13¢)
Net Loss Per Share (Basic and Diluted) $ (0.36 % (0.6€)
Shares Used to Compute Basic and Diluted Net LesSpare (in
thousands) 219,26¢ 209,75¢

See accompanying notes to consolidated financsgistents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Loss

(unaudited)
Three Months Ended
March 31, March 31,

(dollars in millions) 2013 2012
Net Loss $ (78) $ (13¢)
Other Comprehensive Income (Loss) Before Incomee$ax

Foreign Currency Translation (44) 34

Holding Gain on Interest Rate Swaps — 7

Other, net (8) 1
Other Comprehensive Income (Loss), Before Income3a (52 42
Income Tax Related to Items of Other Comprehensive
Income (Loss) — —
Other Comprehensive Income (Loss), Net of Income$a (52 42
Comprehensive Loss $ (130 $ (96)

See accompanying notes to consolidated financsgistents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Supplementary Stockholders' Equity Information
Changes in Accumulated Other Comprehensive Incomé ¢ss)

(unaudited)
Net Foreign Currency Defined Benefit

(dollars in millions) Translation Adjustment Pension Plans Total
Balance at December 31, 2012 $ 56 $ (300 $ 26
Other comprehensive loss before reclassifications (44) (9 (53
Amounts reclassified from accumulated other comgmsive loss — 1 1
Net current-period other comprehensive loss (44 (8) (52
Balance at March 31, 2013 $ 12 $ (38 $ (26)

See accompanying notes to consolidated finan@&stents.
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Consolidated Balance Sheets
(unaudited)

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

March 31, December 31,

(dollars in millions, except share data) 2013 2012
Assets:
Current Assets:

Cash and cash equivalents $ 61C 97¢

Restricted cash and securities 7 8

Receivables, less allowances for doubtful accooh$82 and $31, respectively 731 714

Other 167 141
Total Current Assets 1,51¢ 1,842
Property, Plant and Equipment, net of accumulaggatetiation of $8,489 and $8,359, respectively 8,14« 8,19¢
Restricted Cash and Securities 33 35
Gooduwill 2,551 2,56t
Other Intangibles, net 24¢ 26¢&
Other Assets, net 384 39¢
Total Assets $ 12,88: 13,300
Liabilities and Stockholders’ Equity
Current Liabilities:

Accounts payable $ 73C 77¢

Current portion of long-term debt 38 21€

Accrued payroll and employee benefits 12¢ 211

Accrued interest 17¢ 20¢

Current portion of deferred revenue 23€ 251

Other 17€ 13€
Total Current Liabilities 1,48¢ 1,80z
Long-Term Debt, less current portion 8,50¢ 8,51¢
Deferred Revenue, less current portion 893 887
Other Liabilities 88t 931
Total Liabilities 11,77« 12,13¢
Commitments and Contingencies — —
Stockholders’ Equity:

Preferred stock, $.01 par value, authorized 10(@shares: no shares issued or outstanding — —

Common stock, $.01 par value, authorized 343,33sb@res at March 31, 2013 and December 31, 2@122@8,380 issued

and outstanding at March 31, 2013 and 218,38085@:0d and outstanding at December 31, 2012 2 2

Additional paid-in capital 14,067 14,00(

Accumulated other comprehensive income (loss) (26) 26

Accumulated deficit (12,93%) (12,857
Total Stockholders’ Equity 1,10¢ 1,171

$ 12,88: 13,300

Total Liabilities and Stockholders’ Equity

See accompanying notes to consolidated financsgistents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(unaudited)
Three Months Ended
March 31, March 31,
(dollars in millions) 2013 2012

Cash Flows from Operating Activities:
Net loss $ (78) % (13¢)
Adjustments to reconcile net loss to net cash plexviby (used in) operating activitie:

Depreciation and amortization 194 187
Non-cash compensation expense attributable to stevekds 37 24
Loss on extinguishment of debt, net — 61
Accretion of debt discount and amortization of debtiance costs 9 10
Accrued interest on long-term debt, net (30) (49
Deferred income taxes 9 7
Other, net 17 —
Changes in working capital items:
Receivables (29 (26)
Other current assets (25) 27)
Payables (45) (33
Deferred revenue 3 13
Other current liabilities (49 (78)
Net Cash Provided by (Used in) Operating Activities 7 (75)
Cash Flows from Investing Activities:
Capital expenditures (169 (13¢)
Decrease in restricted cash and securities, net 3 1
Proceeds from the sale of property, plant and eqeift and other assets — 5
Net Cash Used in Investing Activities (16€) (132
Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance costs — 88C
Payments on and repurchases of long-term debtudmg current portion and
refinancing costs (18¢€) (847)
Proceeds from stock options exercised — 1
Net Cash Provided by (Used in) Financing Activities (18€) 34
Effect of Exchange Rates on Cash and Cash Equigalen (29 3
Net Change in Cash and Cash Equivalents (369) (270
Cash and Cash Equivalents at Beginning of Period 97¢ 91¢
Cash and Cash Equivalents at End of Period $ 61C $ 74¢

Supplemental Disclosure of Cash Flow Information:

Cash interest paid $ 19C $ 22¢

Income taxes paid, net of refunds $ 9 % 9
Non-cash Financing Activities:

Long-term debt conversion into equity $ — 3 10C

Premium on long-term debt conversion into equity $ — 3 3¢

Accrued interest conversion into equity $ — $

See accompanying notes to consolidated financa#tistents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

(1) Organization and Summary of Significant Accounihg Policies
Description of Business

Level 3 Communications, Inc. and subsidiaries {dempany" or "Level 3") is a facilities-based prder (that is, a provider that owns
or leases a substantial portion of the plant, ptymnd equipment necessary to provide its seryiokea broad range of integrated
communications services. The Company created itsraanications network by constructing its own asaet through a combination of
purchasing other companies and purchasing or lgdadailities from others. Level 3's network is aterrnational, facilities-based
communications network. The Company designed itword to provide communications services that emlod take advantage of rapidly
improving underlying optical, Internet Protocol neputing and storage technologies.

Principles of Consolidation and Basis of Presentation

The consolidated financial statements include to®ants of Level 3 Communications, Inc. and subsids in which it has a controlli
interest. All significant intercompany accounts arashsactions have been eliminated. The accompagrmyinsolidated financial statements
have been prepared in accordance with accountingiples generally accepted in the United Stat€s\&P").

As part of its consolidation policy, the Companysiglers its controlled subsidiaries, investmentsusinesses in which the Compan
not the primary beneficiary or does not have eifectontrol but has the ability to significantlyflinence operating and financial policies, and
variable interests resulting from economic arrangei:that give the Company rights to economic risk®wards of a legal entity. The
Company does not have variable interests in ablariaterest entity.

The accompanying consolidated balance sheet asadber 31, 2012, which was derived from auditetsclidated financial
statements, and the unaudited interim consolid@edcial statements as of March 31, 2013 andHertthiree months ended March 31, 2013
and 2012 have been prepared pursuant to the mksegulations of the Securities and Exchange Casion (the “SEC”) for quarterly
reports on Form 10-Q and do not include all ofitifermation and note disclosures required by GAAPdomplete financial statements.
These financial statements should be read in cotipmwith the Company’s audited consolidated fitiahstatements and notes thereto
included in the Company’s Form 10-K for the yeadexhDecember 31, 2012. In the opinion of the Comgamanagement, these financial
statements contain all adjustments necessaryfar presentation of financial position, resultsoplerations and cash flows at the dates and
for the interim periods presented herein. The te®floperations for an interim period are not 1sse€ily indicative of the results of operati
expected for a full fiscal year.

The preparation of the consolidated financial statets in conformity with GAAP requires managementiake estimates and
assumptions that affect the reported amounts etassd liabilities, disclosure of contingent assetd liabilities and the reported amounts of
revenue and expenses during the reported periddalN@sults could differ from these estimates urdifféerent assumptions or conditions ¢
such differences could be material.

Reclassifications

Certain amounts in the prior period consolidatedrcial statements and accompanying footnotes e reclassified to conform to
the current year's presentation.

Recently Issued Accounting Pronouncements

In February 2013, the Financial Accounting Standd@dard ("FASB") issued Accounting Standards Upgdast&U") 2013-02,
Comprehensive Income (Topic 220): Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive Income . The guidance in
this ASU requires an entity to report the effecsighificant reclassifications out of accumulatéiden comprehensive income on the respe
line items in net income if the amount being resilized is required under GAAP to be reclassifiedsrentirety to net income. For other
amounts that are not required under GAAP to bassdied in their entirety to net income in the sam@porting period, an entity is requirec
crossreference other disclosures required under GAAPptwvide additional detail about those amount®e @mendments in this ASU do
change the current requirements for reportingmairne or other comprehensive income in financatkeshents. Public companies are
required to comply with the requirements
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of this ASU for all reporting periods (interim aadnual) beginning after December 15, 2012. The Goyadopted this amendment in the
first quarter of 2013. The impact of its adoptioasdimited to disclosure requirements.

(2) Loss Per Share

The Company computes basic net loss per sharevigirdj net loss for the period by the weighted agernumber of shares of comn
stock outstanding during the period. Diluted neslper share is computed by dividing net lossHerteriod by the weighted average number
of shares of common stock outstanding during thimgend including the dilutive effect of commowogh that would be issued assuming
conversion or exercise of outstanding convertiloes, stock based compensation awards and otlhévdisecurities.

The effect of approximately 28 million and 35 nulii shares issuable pursuant to the various sefr@meertible notes outstanding at
March 31, 2013 and March 31, 2012, respectivelyehmt been included in the computation of dilutest per share because their inclusion
would have been anti-dilutive to the computationatidition, the effect of the approximately 6 noiliand 4 milliorstock options, outperfori
stock appreciation rights ("OSOs"), restricted ktonits and warrants outstanding at March 31, 20d@March 31, 2012, respectively, have
not been included in the computation of dilutedsIpsr share because their inclusion would have aetilutive to the computation.

(3) Acquired Intangible Assets

Identifiable acquisition-related intangible assetf March 31, 2013 and December 31, 2012 wefallass (dollars in millions):

Gross
Carrying Accumulated
Amount Amortization Net
March 31, 2013
Finite-Lived Intangible Assets:
Customer Contracts and Relationships $ 77 $ (644 $ 131
Trademarks 55 (22) 34
Patents and Developed Technology 15¢ (10¢) 52
98¢ (777) 217
Indefinite-Lived Intangible Assets:
Vyvx Trade Name 32 — 32
$ 1,02C $ (771) $ 24¢
December 31, 2012
Finite-Lived Intangible Assets:
Customer Contracts and Relationships $ 77€  $ (633 $ 14z
Trademarks 55 (17) 38
Patents and Developed Technology 15¢ (203%) 55
98¢ (759) 23€
Indefinite-Lived Intangible Assets:
Vyvx Trade Name 32 — 32
$ 1,021 % (759 $ 26¢

Acquired finite-lived intangible asset amortizatiexpense was $18 million for the three months emdecth 31, 2013 and $25 million
for the three months ended March 31, 2012.
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At March 31, 2013, the weighted average remainseful lives of the Company's acquired finite-livathngible assets was 3 years for
customer contracts and relationships, 2.5 yeargddemarks and 3.7 years for patents and develspédology.

As of March 31, 2013, estimated amortization espdior the Company’s finite-lived acquisition-reldtintangible assets over the next
five years and thereafter is as follows (dollarsitlions):

2013 (remaining nine months) $ 54
2014 61
2015 45
2016 28
2017 13
2018 13
Thereafter 3

$ 217

(4) Fair Value of Financial Instruments

The Company’s financial instruments consist of casth cash equivalents, restricted cash and seyréccounts receivable, accounts
payable, capital leases, other liabilities, interate swaps and long-term debt (including theenirportion) as of March 31, 2013 and
December 31, 2012. The carrying values of cashcastd equivalents, restricted cash and securittesuats receivable, accounts payable,
capital leases and other liabilities approximatesrtfair values at March 31, 2013 and Decembe812. The interest rate swaps are
recorded in the consolidated balance sheets atdhie (see Note 5 - Derivative Financial InstrutsgrThe carrying value of the Company’s
long-term debt, including the current portion, whreflects the original amounts borrowed net ofrnogized discounts, was $8.5 billion and
$8.7 billion as of March 31, 2013 and December2®1,2, respectively.

GAAP defines fair value as the price that woulddeeived from selling an asset or paid to tranafiébility in an orderly transaction
between market participants at the measurement\déiten determining the fair value measurementsdisalosures for assets and liabilities
required to be recorded at fair value, the Compamsiders the principal or most advantageous matkehich it would transact and
considers assumptions that market participants dvesé when pricing the asset or liability, suclinésrest and foreign exchange rates,
transfer restrictions, and risk of nonperformance.

Fair Value Hierarchy

GAAP establishes a fair value hierarchy that reggian entity to maximize the use of observabletsypod minimize the use of
unobservable inputs when measuring fair value.f@levzalue measurement of each class of assetBadilities is dependent upon its
categorization within the fair value hierarchy, &dsipon the lowest level of input that is significto the fair value measurement of each
of asset and liability. GAAP establishes three lewd inputs that may be used to measure fair value

Level 1 — Unadjusted quoted prices in active markets fenittal assets or liabilities.

Level 2— Unadjusted quoted prices for similar assetsatnilities in active markets, or unadjusted quotades for identical or similar
assets or liabilities in markets that are not &ctor inputs other than quoted prices that arergbbée for the asset or liability.

Level 3— Unobservable inputs for the asset or liability.

10
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The table below presents the fair values for them@any’s interest rate swaps and long-term debtedisaw the input levels used to
determine these fair values as of March 31, 20t3eTtember 31, 2012:

Fair Value Measurement Using

Unadjusted Quoted Prices in Active
Total Carrying Value in Consolidated  Markets for Identical Assets or Liabilities Significant Other Observable Inputs
Balance Sheet (Level 1) (Level 2)

March 31, December 31, March 31, December 31, March 31, December 31,
2013 2012 2013 2012 2013 2012

(dollars in millions)

Liabilities Recorded at Fair
Valuein the Financial
Satements:

Derivatives:

Interest Rate Swap Liabilitie

(included in other current an

non-current liabilities) $ 45 $ 56 $ — 3 — 3 45 $ 56
Total Derivative Liabilities

Recorded at Fair Value in
the Financial Statements $ 45 3 56 $ — % — % 45 $ 56

Liabilities Not Recorded at Fair
Value in the Financial
Satements:

Long-term Debt, including the
current portion:

Term Loans $ 2,60z $ 2,60: $ 2,64: % 2,631 $ — 3 =
Senior Notes 5,18¢ 5,18¢ 5,72 5,712 — —
Convertible Notes 67% 84¢ 267 28¢€ 554 74¢
Capital Leases and Other 83 98 — — 83 98

Total Long-term Debt,

including the current
portion: $ 8,54¢ $ 8,73 $ 8,637 $ 8,62¢ $ 637 $ 84¢€

Derivatives

The fair value of interest rate swaps are estimasiuy discounted cash flow techniques that usergbble market inputs, such as
LIBOR-based forward yield curves, forward rates)4p@rformance risk adjustment and the specific siaggpstated in each of the swap
agreements.

Term Loans

The fair value of the Term Loans referenced aboas approximately $2.6 billion at both March 31, 2@hd December 31, 2012. The
fair value of each loan is based on quoted priocegdentical terms and maturities. Each loan isvabt traded.

The Term Loans are secured by a pledge of theyemuiérests in certain U.S.-based subsidiarieseniel 3 Financing, Inc.; 65% of the
equity interests in each of Level 3 Financing, 'Bi€anadian subsidiary and its Bermuda subsidizay indirectly owns Global Crossing's
non-U.S. subsidiaries; and liens on the assetewéIL3

11
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Communications, Inc. and certain U.S.-based sudr$édi of Level 3 Financing, Inc. In addition, Le@eCommunications, Inc. and certain
U.S.-based subsidiaries of Level 3 Financing, hase provided full and unconditional guaranteethefobligations under the Term Loans.

Senior Notes

The fair value of the Senior Notes referenced alvea® approximately $5.7 billion at both March 3@12 and December 31, 2012,
based on quoted prices for identical terms and ntigtst Each note is actively traded.

The 11.875% Senior Notes due 2019 and the 8.875%#61Sdotes due 2019 were issued by the Companyesndot guaranteed by any
of the Company's subsidiaries. The remaining SeMates are obligations of Level 3 Financing, Ined are all fully and unconditionally
guaranteed by Level 3 Communications, Inc. and éyel 3 Communications, LLC.

Convertible Notes

The fair value of the Company'’s actively traded¥.6onvertible Senior Notes due 2016 was approxin&@67 million and $286
million at March 31, 2013 and December 31, 2018peetively. The fair value of the Company’s actmehded Convertible Notes referenced
above is based on the trading quotes for identictds. The fair value of the Compasyonvertible Notes that are not actively tradedhsas
the 7% Convertible Senior Notes due 2015, the 7¥%v€dible Senior Notes due 2015, Series B, and # Convertible Senior Notes due
2013 which were repaid in full at maturity durifgetquarter ended March 31, 2013, was approxim&thyd million and $748 million at
March 31, 2013 and December 31, 2012, respectiVélg.estimated fair value of the Convertible Ndted are not actively traded are based
on a Black-Scholes valuation model and an inconpeagezh using discounted cash flows. The most saamif inputs affecting the valuation
are the pricing quotes provided by market participahat incorporate spreads to the Treasury cse@yrity coupon (ranging from 7% to
15% ), convertible optionality, corporate and séguwredit ratings, maturity date (ranging from 20t 2015), liquidity, and other equity
option inputs, such as the risk-free rate, undegatock price, strike price of the embedded déxigaestimated volatility and maturity inputs
for the option component and for the bond compareenbng other security characteristics and relatalee at both the borrower entity level
and across other securities with similar terms. fllirevalue of each instrument is obtained by addogether the value derived by discoun
the security’s coupon or interest payment usingkaadjusted discount rate and the value calculfxted the embedded equity option based
on the estimated volatility of the Company’s stpcice, conversion rate of the particular Conveetilbte, remaining time to maturity, and
risk-free rate. The Convertible Notes are unsecol#igations of Level 3 Communications, Inc. No sidliary of Level 3
Communications, Inc. has provided a guaranteeeofbnvertible Notes.

12
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(5) Derivative Financial Instruments

The Company has floating rate long-term debt (sete 8 - Long-Term Debt). Such debt exposes the @ompo variability in interest
payments due to changes in interest rates. Ifdésteates increase, interest expense increasegefSely, if interest rates decrease, interest
expense also generally decreases. The Companyntsesst rate swaps in an attempt to manage itssexp to fluctuations in interest rate
movements. The Company’s primary objective in maramterest rate risk is to decrease the volgtditits earnings and cash flows affected
by changes in the underlying rates. The Companyg doeuse derivative financial instruments for spi@iive purposes.

In March 2007, Level 3 Financing, Inc. entered itwto interest rate swap agreements to hedge taeesttpayments on $1 billion
notional amount of floating rate debt. The Comphagl designated these interest rate swap agreeaseoésh flow hedges. The two interest
rate swap agreements are with different countagsaaind are for $500 million each. The arrangemesadgsn in April 2007 and mature in
January 2014. Under the terms of these arrangeptkat€ompany receives interest payments basedllorgrthree month LIBOR terms and
pays interest at the fixed rate of 4.93% underam@ngement and approximately 4.92% under the other

Number of Notional
Interest Rate Derivative Instruments (dollars in millions)
Interest rate swaps Two $ 1,00(C

On a quarterly basis, the Company evaluated tleetfeness of the hedges by measuring the exteviitth the change in the variable
portion of the interest rate swaps offsets the gharin interest expense paid due to fluctuatiorikarLIBOR-based interest rate. Prior to
August 6, 2012, these derivatives were deemedtaféecash flow hedges and hedge ineffectivenessywamaterial in any periods present
As a result, the change in the fair value of therst rate swap agreements was reflected in AdetetiOther Comprehensive Income
("AOCI") and was subsequently reclassified intongags through an interest expense yield adjustnaasrnifiterest expense on the hedged debt
obligation was incurred.

As a result of the refinancing of the Tranche Ariéroan on August 6, 2012, the two interest ratepsagreements maturing in early
2014 that had effectively hedged changes in thexést rate on a portion of the Tranche A Term Lware deemed "ineffective” under GAAP
and cash flow hedge accounting was discontinuetgr Afugust 6, 2012, the Company has recorded taagghin the fair value of the swap:
Other Income in its Consolidated Statement of Ctpra until maturity of the swaps in early 2014r Bee three months ended March 31,
2013, the Company recognized a loss of less thaniibn in Other, net in the Company's Consolidh8tatement of Operations.

The table below presents the fair value of the Camyfs derivative financial instruments as well lasit classification on the
consolidated balance sheets as follows (dollarsiilions):

Liability Derivatives

March 31, 2013 December 31, 2012
Derivatives not designated as Balance Sheet Fair Balance Sheet Fair
hedging instruments Location Value Location Value
Interest rate swap agreements Other current liabilities $ 45 Other non-current liabilities  $ 56

13
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The amount of net gains (losses) recognized iniGZoenprehensive Income (Loss), including reclasaifon gains (losses) consists of
the following (dollars in millions):

Three Months Ended March 31,

Derivatives designated as hedging instruments 2013 2012
Cash flow hedging contracts $ — 3 7

The amount of gains (losses) reclassified from A@Qhcome/Loss (effective portions) consists @& tbllowing (dollars in millions):

Three Months Ended March 31,

Derivatives designated as hedging instruments Income Statement Location 2013 2012
Cash flow hedging contracts Interest Expense $ — (12)

The Company is exposed to credit related losstdwievent of non-performance by counterparties.Cthumterparties to the financial
derivatives the Company has entered into are niragtitutions with investment grade credit ratinffeke Company evaluates counterparty
credit risk before entering into any hedge trarisacind continues to closely monitor the finanamarket and the risk that its counterparties
will default on their obligations. This credit risk generally limited to the unrealized gains iglsgontracts, should any of these counterps
fail to perform as contracted.

14
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(6) Long-Term Debt

As of March 31, 2013 and December 31, 2012 , lemgitdebt was as follows:

March 31, December 31,

(dollars in millions) 2013 2012
Senior Secured Term Loan* 2,61z 2,61¢
Floating Rate Senior Notes due 2015 (4.215% asatM31, 2013 and 4.469% as of
December 31, 2012) 30C 30C
10% Senior Notes due 2018 64C 64C
11.875% Senior Notes due 2019 60t 60c=
9.375% Senior Notes due 2019 50C 50C
8.125% Senior Notes due 2019 1,20( 1,20(
8.875% Senior Notes due 2019 30C 30C
8.625% Senior Notes due 2020 90C 90C
7% Senior Notes due 2020 77E 77E
15% Convertible Senior Notes due 2013 — 17z
7% Convertible Senior Notes due 2015 20C 20C
7% Convertible Senior Notes due 2015 Series B 27¢ 27k
6.5% Convertible Senior Notes due 2016 201 201
Capital Leases 76 86
Other 7 12

Total Debt Obligations 8,591 8,78(
Unamortized Discount:
Discount on Senior Secured Term Loan (20 (11
Discount on 10% Senior Notes due 2018 9 (20
Discount on 11.875%Senior Notes due 2019 9 (9
Discount on 9.375% Senior Notes due 2019 (8 (8
Discount on 8.125% Senior Notes due 2019 (8 (8)
Discount on 7% Convertible Senior Notes due 2015 (D) 2

Total Unamortized Discount (45) (48)
Carrying Value of Debt 8,54¢ 8,73

Less current portion (39) (21€)
Long-term Debt, less current portion 8,50¢ 8,51¢

* The $597 million Tranche B 2016 Term Loan due @0the $815 million Tranche B 2019 Term Loan dug2®and the $1.2 billion
Tranche B-11 2019 Term Loan due 2019 had inter&®tsrof 4.75% , 5.25% and 4.75% as of March 313 2@kpectively. The $599
million Tranche B 2016 Term Loan due 2016, the $8illion Tranche B 2019 Term Loan due 2019 and#he billion Tranche B-II
2019 Term Loan due 2019 had interest rates of 4.,/5%26% and 4.75% as of December 31, 2012, raspBctThe Tranche B 2016
Term Loan requires repayment of 0.25% of the oab®600 million aggregate principal amount on st day of each March, June,

September and December, beginning with Decembe&2@®, and ending with such last day to occur goaonaturity.
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2013 Debt Redemptions and Registrations
15% Convertible Senior Notes due 2013
On January 15, 2013, the Company repaid at matapipyoximately $172 million of its 15% Convertil8enior Notes due 2013.
8.875% Senior Notes due 2019

The 8.875% Senior Notes due 2019 issued by L2@@mmunications, Inc. were not originally registtunder the Securities Act of
1933, as amended. During the second quarter of, 208 Tompany commenced an offer to exchange 8%8 Senior Notes due 2019 that
were originally issued for a new issue of 8.875%i&eNotes due 2019 that have been registered uhde3ecurities Act of 1933, as
amended. This exchange offer will conclude durlmggecond quarter 2013, and thereafter, the neibB&enior Notes due 2019 will have
identical terms and conditions, other than relategkgistration rights, as the notes originallyias and will be freely tradeable.

7% Senior Notes due 2020

The 7% Senior Notes due 2020 issued by Leveharf€ing, Inc. were not originally registered untther Securities Act of 1933, as
amended. The notes are fully and unconditionalty jamtly and severally guaranteed on an unsubatdohunsecured basis by Level 3
Communications, Inc. and Level 3 CommunicationsCLDuring the second quarter 2013, Level 3 Finapame., the Company and Level 3
Communications, LLC commenced an offer to exchahger% Senior Notes due 2020 that were originabyed for a new issue of 7%
Senior Notes due 2020 that have been registereer tinel Securities Act of 1933, as amended. Thikaxge offer will conclude during the
second quarter 2013, and thereafter, the new 7% 1Sdntes due 2020 will have identical terms andditions, other than related to
registration rights, as the notes originally issaad will be freely tradeable.

Long-Term Debt Maturities

Aggregate future contractual maturities of long¥tetebt and capital leases (excluding discountsgwsrfollows as of March 31, 2013
(dollars in millions):

2013 (remaining nine months) $ 28
2014 22
2015 78¢
2016 78¢
2017 5
2018 64E
Thereafter 6,31¢

$ 8,591
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(7) Stock-Based Compensation

The following table summarizes non-cash compensaipense and capitalized non-cash compensatighddhree months ended
March 31, 2013 and 2012 (dollars in millions):

Three Months Ended March 31,

2013 2012

0sO $ 5 % 2
Restricted Stock Units and Shares 7 4
401(k) Match Expense 8 7
Restricted Stock Unit Bonus Grant 15 11
Management Incentive and Retention Plan 2 —
37 24

Capitalized Non-Cash Compensation — —
$ 37 $ 24

The Company capitalizes haash compensation for those employees directlylwedoin the construction of the network, instathatiof
services for customers or the development of basisapport systems. As of March 31, 2013, there wpproximately 2 million OSOs
outstanding. As of March 31, 2013, there were axiprately 4 million nonvested restricted stock aastricted stock units (“RSUs”")
outstanding (including those related to the Managr@nncentive and Retention Plan). In additionpfllarch 31, 2013, there were
approximately 59 thousand non-qualified stock apgioutstanding.

(8) Commitments, Contingencies and Other Iltems

The Company is subject to various legal proceedamgsother contingent liabilities that individuatly in the aggregate could materially
affect its financial condition, future results gfarations or cash flows. Amounts accrued for suxttiogencies aggregate to $275 million and
are included in “Other” current liabilities and ‘1@t Liabilities” in the Company's consolidated Io@la sheet as at March 31, 2013. The
establishment of an accrual does not mean thaaldttods have been set aside to satisfy a givetinrgmncy. Thus, the resolution of a
particular contingency for the amount accrued mayemo effect on the Company's results of operstiot could materially adversely affect
its cash flows for the affected period.

In accordance with the accounting guidance foriogencies, the Company accrues its estimate ohaingent liability when it is both
probable that a liability has been incurred andatm@unt of the loss can be reasonably estimate@r®\his probable that a liability has been
incurred and there is a range of expected loswlfiich no amount in the range is more likely thay atiher amount, the Company accrues at
the low end of the range. The Company reviewscitsuals at least quarterly and adjusts them tecethe impact of negotiations, settleme
rulings, advice of legal counsel, and other infatioraand events pertaining to a particular matter.

Below is a description of material legal proceediagd other contingencies pending at March 31, 28tBough the Company believes
it has accrued for these matters in accordancethétlaccounting guidance for contingencies, coetiieges are inherently unpredictable and it
is possible that results of operations or cashdloauld be materially and adversely affected in@anyicular period by unfavorable
developments in, or resolution or disposition ofe @r more of these matters. For those contingsmncieespect of which the Company
believes that it is reasonably possible that aheag result that is materially in excess of theraak(if any) established for the matter, the
Company has below either provided an estimate af possible loss or range of loss or included &istant that such an estimate cannot be
made. In addition to the contingencies describéovigehe Company is
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party to many other legal proceedings and contioigsrthe resolution of which is not expected toarially affect its financial condition or
future results of operations beyond the amounteuacc

Rights-of-Way Litigation

The Company is party to a number of purported dasisn lawsuits involving its right to install £ optic cable network in railroad
right-of-ways adjacent to plaintiffs' land. In geale the Company obtained the rights to constiisabétworks from railroads, utilities, and
others, and has installed its networks along tiletsiof-way so granted. Plaintiffs in the purportéass actions assert that they are the owners
of lands over which the fiber optic cable netwopkss, and that the railroads, utilities, and othdrs granted the Company the right to
construct and maintain its network did not haveléigal authority to do so. The complaints seek dggaan theories of trespass, unjust
enrichment and slander of title and property, a agepunitive damages. The Company has also redeand may in the future receive,
claims and demands related to rights-of-way issiragar to the issues in these cases that may sedban similar or different legal theories.
The Company has defeated motions for class cetiific in a number of these actions but expects étesent settlement of these actions,
plaintiffs in the pending lawsuits will continue $eek certification of statewide or multi-statesskes. The only lawsuit in which a class was
certified against the Company, absent an agreed sipitlement, occurred iKoyle, et. al. v. Level 3 Communications, Inc., et. al., a purportec
two state class action filed in the United Statestriat Court for the District of Idaho. TH€oyle lawsuit has been dismissed pursuant to a
settlement reached in November 2010 as descrilydtefubelow.

The Company negotiated a series of class settlenafeicting all persons who own or owned land nexir near railroad rights of way
in which it has installed its fiber optic cable wetks. The United States District Court for thetbiit of Massachusetts iiingsborough v.
Sorint Communications Co. L.P. granted preliminary approval of the proposed seitiet; however, on September 10, 2009, the coureden
motion for final approval of the settlement on Hesis that the court lacked subject matter jurtemticand dismissed the case.

In November 2010, the Company negotiated revistlbseent terms for a series of state class settiésreffecting all persons who own
or owned land next to or near railroad rights of\rawhich the Company has installed its fiber omtable networks. The Company is
currently pursuing presentment of the settlemeipiplicable jurisdictions. The settlements, affegtturrent and former landowners, have
received final federal court approval in multiptates and the parties are engaged in the claimegsdor those states. The settlement ha
been presented to federal courts in additionaéstand approval is pending.

Management believes that the Company has subdtdefenses to the claims asserted in all of thetierss and intends to defend them
vigorously if a satisfactory settlement is notmbtitely approved for all affected landowners.

Peruvian Tax Litigation

Beginning in 2005, one of the Company's Peruvidisisliaries received a number of assessments fopéaralty and interest for
calendar years 2001 and 2002. Peruvian tax aut®(BUNAT) took the position that the Peruvianssdiary incorrectly documented its
importations resulting in additional income taxhtiblding and value-added taxes (VAT). The total am®f the asserted claims, including
potential interest and penalties, was $26 millieonsisting of $3 million for income tax withholdjrin connection with the import of services
for calendar years 2001 and 2002, $7 million forTViA connection with the import of services foraralar years 2001 and 2002, and $16
million in connection with the disallowance of VATedits for periods beginning in 2005. Due to aedrinterest and foreign exchange
effects, and taking into account the developmeassidbed below, the total amount of exposure hagased to $96 million .

The Company challenged the tax assessments dWdg® filing administrative claims before SUNATuling August 2006 and June
2007, SUNAT rejected the Company's administratlaerts, thereby confirming the assessments. Appeats filed in September 2006 and
July 2007 in the Tax Court, which is the highesnharstrative authority. In October 2011, the Taxu@dssued a ruling regarding VAT,
associated penalties and penalties associatedwititholding taxes, adjudicating the central issndarlying the assessments in the
government's favor, while confirming the assessnrepart and denying a portion of the assessmeptrocedural
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grounds. Other than an immaterial amount, all agsskdems dismissed by the Tax Court in this rutemgain open for reassessment by
SUNAT. While this Tax Court ruling applies only 2002, the Company believes the Tax Court will isssémilar ruling with respect to 20(
and all material amounts likely to be waived duernocedural defects similarly remain open for reasment.

In November 2011, the Tax Court issued a rulindghwéispect to assessed 2001 withholding tax, holdiiagthe statute of limitations
had run prior to assessment by SUNAT. The Compatig\es that this adjudication of the withholdimag issue is likely to be final, and the
Company expects to win a similar verdict with redpge assessed 2002 withholding tax. However, piesalvith respect to withholding tax
are not time-barred, and were confirmed in the Caurt's October 2011 ruling.

The Company has appealed the Tax Court's Octolddr @€cision to the judicial court in Peru. The Camphas not received Tax Cc
rulings for all periods, but it has received adpadions of each substantive issue for at leaspenied. As a result, the Company expects
decisions for the remaining open periods to beister® with decisions already rendered. The Compateynds to appeal any Tax Court
verdict with respect to 2001 to the extent conaistdgth the October 2011 decision in the governrseiavor and will protest any reassessr
of amounts dismissed by the Tax Court on procedymainds.

Employee Severance and Contractor Termination Disputes

A number of former employees and third-party carttyes have asserted a variety of claims in lit@athgainst certain Latin American
subsidiaries of the Company for separation payersgce, commissions, pension benefits, unpaid ieacpay, breach of employment
contracts, unpaid performance bonuses, propertyadas) moral damages and related statutory pendities, costs and expenses (including
accrued interest, attorneys fees and statutorilydated inflation adjustments) as a result of theparation from the Company or termination
of service relationships. The Company is vigoroufending itself against the asserted claims, vaggregate to approximately $40
million .

Brazlian Tax Claims

In December 2004, March 2009 and April 2009, the Baulo state tax authorities issued tax assessragainst one of the Company's
Brazilian subsidiaries for the Tax on DistributiohGoods and Services (“ICMS”) with respect to mrawes from leasing movable properties
(in the case of the December 2004 and March 2088saments) and revenues from the provision ofrlatexrccess services (in the case of the
April 2009 assessment), by treating such activiieshe provision of communications services, ticlvkhe ICMS tax applies. In September
2002, July 2009 and May 2012, the Rio de Janeate $ax authorities issued tax assessments t@the Brazilian subsidiary on similar
issues. The Company has filed objections to thesesaments, arguing that the lease of assets@apdaision of Internet access are not
communication services subject to ICMS. The obgardito the December 2004 and September 2002 assgssnere rejected by the
respective state administrative courts, and the g2my has appealed those decisions to the judiciats In October 2012, the Company
received a favorable ruling from the lower courttbe December 2004 assessment regarding equipessing, but that ruling is subject to
appeal by the state. No ruling has been obtainddrespect to the September 2002 assessment. Jéatiobs to the March, April and July
2009 and May 2012 assessments are still pendiagdaministrative decisions.

The Company is vigorously contesting all such assests in both states, and in particular, viewsagsessment of ICMS on revenues
from leasing movable properties to be without méi#vertheless, the Company believes that it isaeably possible that these assessments
could result in a loss of up to $61 million in essef the accruals established for these matters.

Letters of Credit

It is customary for Level 3 to use various finah@igtruments in the normal course of businesss&hestruments include letters of
credit. Letters of credit are conditional commitrteeissued on behalf of Level 3 in
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accordance with specified terms and conditionsofAgarch 31, 2013 and December 31, 2012 , Leved@dutstanding letters of credit or
other similar obligations of approximately $27 moitl and $31 million , respectively, of which $25llioh and $29 million , are collateralized
by cash, that is reflected on the consolidatedrzal@heets as restricted cash. The Company doégli®te it is reasonable to estimate the
fair value of the letters of credit and does ndiglve exposure to loss is reasonably possible raierial.

(9) Condensed Consolidating Financial Information

Level 3 Financing, Inc., a wholly owned subsidiafithe Company, has issued senior notes that amcured obligations of Level 3
Financing, Inc.; however, they are also fully amdaenditionally and jointly and severally guaranteedan unsecured senior basis by Level 3
Communications, Inc. and Level 3 CommunicationsCLL

In conjunction with the registration of the Seniwotes, the accompanying condensed consolidatirgial information has been
prepared and presented pursuant to SEC RegulatioR&e 3-10 “Financial statements of guarantors affiliates whose securities
collateralize an issue registered or being regstér

The operating activities of the separate legatiestincluded in the Compars/tonsolidated financial statements are interdepand he
accompanying condensed consolidating financialrmédion presents the results of operations, fir@mpmsition and cash flows of each legal
entity and, on an aggregate basis, the other nanagtor subsidiaries based on amounts incurreditly entities, and is not intended to
present the operating results of those legal entiin a standlone basis. Level 3 Communications, LLC leasegpagent and certain facilitie
from other wholly owned subsidiaries of Level 3 Gommnications, Inc. These transactions are eliminatéke consolidated results of the
Company.
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Condensed Consolidating Statements of Comprehensiitgcome (LosSs)
For the three months ended March 31, 2013

Other Non-
Level 3 Level 3 Financing, Level 3 Communications, Guarantor
Communications, Inc. Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)

Revenue $ — $ — $ 68¢ $ 95€ (64) $ 1,57
Costs and Expense:

Cost of Revenue — — 261 43z (64) 62¢

Depreciation and Amortization — — 71 122 — 194

Selling, General and

Administrative 1 — 381 217 — 59¢

Total Costs and Expenses 1 — 71: 772 (64) 1,422

Operating Income (Loss) @) — (28) 184 — 15¢
Other Income (Expense):

Interest expense 39 (12€) @) ?3) — (169)

Interest income (expense)

affiliates, net 272 43C (669) (39 — —

Equity in net earnings (losses) of

subsidiaries (31)) (614) 14€ — 77¢ —

Other, net — (1) 1 (50) — (5C)

Total Other Expense 77) (311) (529) 87) 77¢ (219

Income (Loss) before Income Taxes (78) (311) (552) 97 77¢ (64)
Income Tax Expense — = (2) (13 = (14
Net Income (Loss) (78) (31) (552) 84 77¢ (78)
Other Comprehensive Loss, Net of
Income Taxes (52) (52 — (52 104 (52
Comprehensive Income (Loss) 3 (130 3 (369 % (552  $ 32 88z $ (130
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Condensed Consolidating Statements of Comprehensiitgcome (LosSs)
For the three months ended March 31, 2012

Level 3 Communications, Level 3 Level 3 Other Non-Guarantor
Inc. Financing, Inc. ~ Communications, LLC Subsidiaries Eliminations Total
(dollars in millions)

Revenue $ — 3 — % 626 $ 1,02¢ 63 $ 1,58¢
Costs and Expense:

Cost of Revenue — — 23€ 481 (60) 657

Depreciation and Amortization — — 67 12C — 187

Selling, General and Administrative 1 _ 401 227 6 62€

Total Costs and Expenses 1 — 704 82¢ (63) 1,47(

Operating Income (Loss) @) — (79) 19t — 11€
Other Income (Expense):

Interest income — — 1 — — 1

Interest expense (42) (139) — 8) — (189

Interest income (expense) affiliates, net 24k 39¢ (559 (85) — —

Equity in net earnings (losses) of

subsidiaries (303) (539 36 — 804 —

Other, net (39) (22 1 8 — (52

Total Other Expense (137) (301) (521) (85) 804 (240)

Income (Loss) before Income Taxes (13¢) (303) (599 11C 804 (129
Income Tax Expense — — (1) (13 — (19
Net Income (Loss) (13¢) (303) (60C) 97 804 (13¢)
Other Comprehensive Income, Net of Income
Taxes 42 42 — 35 @) 42
Comprehensive Income (Loss) $ (%) $ (259) 3 (600 $ 132 721 $ (96)
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Condensed Consolidating Balance Sheets

March 31, 2013

Assets
Current Assets:
Cash and cash equivalents $

Restricted cash and securities

Receivables, less allowances for
doubtful accounts

Due from affiliates

Other

Total Current Assets

Property, Plant, and Equipment, net
Restricted Cash and Securities
Goodwill and Other Intangibles, net
Investment in Subsidiaries

Other Assets, net

Total Assets $

Liabilities and Stockholders' Equity
(Deficit)

Current Liabilities:
Accounts payable $
Current portion of long-term debt
Accrued payroll and employee benefits
Accrued interest
Current portion of deferred revenue
Due to affiliates

Other

Total Current Liabilities

Long-Term Debt, less current portion
Deferred Revenue, less current portior
Other Liabilities

Commitments and Contingencies

Stockholders' Equity (Deficit)

Other Non-
Level 3 Communications, Level 3 Level 3 Guarantor
Financing, Inc. Communications, LLC Subsidiaries Eliminations Total
(dollars in millions)
52 $ 5 $ 32¢ $ 22t — 61C
— 1 6 — 7
— — 10¢ 631 — 731
14,73: 15,98¢ — — (30,729 —
4 16 69 78 — 167
14,79¢ 16,007 49¢ 94(C (30,729 1,51¢
— = 2,94 5,201 — 8,14«
12 — 17 4 — 33
— — 42C 2,38¢ — 2,80¢
(12,079 (21,108 4,20( — 28,977 —
15 114 11 244 — 384
2,74¢ $ (498) $ 8,08¢ $ 8,77t (1,746 12,88
1 $ 2 $ 3C $ 697 —_ 73C
— 6 2 30 — 38
— — 79 50 — 12¢
53 12t — 1 — 17
— 107 12¢ — 23¢€
— — 30,33: 38¢€ (30,729 —
1 47 44 84 — 17¢
55 18C 30,59¢ 1,371 (30,729 1,48¢
1,571 6,88¢ 18 32 — 8,50¢
— — 604 28¢ — 89¢
14 26 24 821 — 88t
1,10¢ (12,07¢) (23,15 6,25¢ 28,977 1,10¢
2,74¢ $ (4,98) $ 8,08¢ $ 8,77t (1,746 12,88:

Total Liabilities and Stockholders' Equi
(Deficit) $
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Condensed Consolidating Balance Sheets
December 31, 2012

Assets
Current Assets:

Cash and cash equivalent$

Restricted cash and
securities

Receivables, less
allowances for doubtful
accounts

Due from affiliates

Other

Total Current Assets

Property, Plant, and
Equipment, net

Restricted Cash and Securities

Goodwill and Other
Intangibles, net

Investment in Subsidiaries

Other Assets, net

Total Assets $

Liabilities and Stockholders'
Equity (Deficit)

Current Liabilities:

Accounts payable $

Current portion of long-
term debt

Accrued payroll and
employee benefits

Accrued interest

Current portion of deferred
revenue

Due to affiliates

Other

Total Current Liabilities

Long-Term Debt, less current
portion

Deferred Revenue, less
current portion

Other Liabilities
Commitments and
Contingencies

Stockholders' Equity (Deficit)

Total Liabilities and

Other Non-
Level 3 Level 3 Communications, Guarantor
Communications, Inc.  Level 3 Financing, Inc. LLC Subsidiaries Eliminations Total
(dollars in millions)
25Z $ 5 38¢€ $ 33t — 97¢
— — 1 7 — 8
— — 93 621 — 714
14,44¢ 15,70¢ — 7 (30,167) —
3 1€ 48 73 — 141
14,70: 15,73( 52¢ 1,04: (30,167) 1,84z
— — 2,92¢ 5,27 — 8,19¢
12 — 17 6 — 35
— — 42¢ 2,40¢ — 2,83
(11,75¢) (20,470 3,24% — 28,98 —
16 11¢ 11 252 — 39¢
297 $ (4,627) 7,15¢ $ 8,97¢ (1,17¢) 13,307
1 $ 2 53 $ 728 — 77¢
172 6 6 32 — 21€
— — 161 5C — 211
45 162 — 1 — 20¢
— — 10¢ 142 — 251
— — 30,16: — (30,167 —
1 1 29 10& — 13€
21¢ 172 30,52( 1,05: (30,167) 1,802
1,57( 6,88¢ 2C 4C — 8,51¢
— — 60z 28t — 887
14 81 75 761 — 931
1,171 (11,760) (24,067) 6,83¢ 28,98¢ 1,171
297 $ (4,62]) 7,154 $ 8,97¢ (1,17¢) 13,300

Stockholders' Equity (Deficit, $
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Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2013

Net Cash Provided by (Used in) Operating
Activities $

Cash Flows from Investing Activities:

Capital Expenditures

Decrease in restricted cash and securities,
net

Net Cash Used in Investing Activities

Cash Flows from Financing Activities:

Payments on and repurchases of long-te
debt, including current portion and
refinancing costs

Increase (decrease) due from/to affiliates,
net

Net Cash Provided by (Used in) Financing
Activities

Effect of Exchange Rates on Cash and Cash
Equivalents

Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of
Period

Level 3 Communications, Level 3 Level 3 Other Non-Guarantor
Inc. Financing, Inc. Communications, LLC Subsidiaries Eliminations Total
(dollars in millions)

(30) (169 $ @ $ 221 7

— — (74) (95) (16¢)

— — — 3 3

— — (74) (92) (16€)

72 @ 4 ® (18¢6)

1 171 35 (207) —

(64)) 16¢ 31 (215) (186)

— — — (29 (29

(201) — (59 (110) (369)

258 5 38¢€ 33t 97¢

52 $ &) $ 32¢ $ 22E 61C

Cash and Cash Equivalents at End of perio$
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Condensed Consolidating Statements of Cash Flows
For the three months ended March 31, 2012

Net Cash Provided by (Used in) Operating
Activities

Cash Flows from Investing Activities:
Capital Expenditures

Decrease in restricted cash and securities, net

Proceeds from sale of property, plant, and
equipment and other assets

Net Cash Used in Investing Activities

Cash Flows from Financing Activities:

Long-term debt borrowings, net of issuance
costs

Payments on and repurchases of long-term ¢
including current portion and refinancing cos

Proceeds from stock options exercised

Increase (decrease) due from/to affiliates, ne

Net Cash Provided by (Used in) Financing
Activities

Effect of Exchange Rates on Cash and Cash
Equivalents

Net Change in Cash and Cash Equivalents

Cash and Cash Equivalents at Beginning of Pe

Level 3 Level 3 Other Non-Guarantor
Communications, Inc.  Level 3 Financing, Inc. Communications, LLC Subsidiaries Eliminations Total
(dollars in millions)
36 $ 1849 $ 79 $ 21¢ — (75)
— — (69) (77) — (139)
— — 1 — — 1
— — — 5 — 5
— — (6C) (72) — (132)
— 88C — — — 88C
— (829) — (22) — (847)
1 — — — — 1
34 12¢ (63) (100) — —
35 184 (63) (122) — 34
— — — 3 — 3
@ — (197) 28 — 170
2 6 61€ 29z — 91€&
1 $ 6 $ 421 $ 32C —_ 74€

Cash and Cash Equivalents at End of Period $
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjigrctvith the Level 3 Communications, Inc. and itbsidiaries (“Level 3” or the
“Company”) consolidated financial statements (inahg the notes thereto), included elsewhere hemeiththe Company's Form 10-K for the
year ended December 31, 2012, filed with the Séesrand Exchange Commissit

This document contains forward looking statementsiaformation that are based on the beliefs ofageament as well as assumptions
made by and information currently available to @@mpany. When used in this document, the worddcipate”, “believe”, “plan”,
“estimate” and “expect” and similar expressionstheey relate to the Company or its managemeninéaded to identify forward-looking
statements. Such statements reflect the currewsvié the Company with respect to future eventsaredsubject to certain risks, uncertain
and assumptions. Should one or more of these siskacertainties materialize, or should underly@sgumptions prove incorrect, actual
results may vary materially from those describethis document. For a more detailed descriptiothe$e risks and factors, please see the
Company's Form 10-K for the year ended DecembeP@12, filed with the Securities and Exchange Cossion and Item 1A in Part Il of
this Form 10-Q.

Executive Summary
Overview

The Company is a facilities-based provider of aadrcange of communications services. Revenue fonoanications services is
generally recognized on a monthly basis as thes#écss are provided. For contracts involving préviihe, wavelength and dark fiber servi
Level 3 may receive up-front payments for servicelse delivered for a period of generally up toy2ars. In these situations, Level 3 defers
the revenue and amortizes it on a straight-linésltasearnings over the term of the contract.

Business Strategy and Objectives

The Company pursues the strategies discussedchinlt®usiness, "Business Overview and Strategylisaussed in its Form 10-K for
the year ended December 31, 2012. In particuldh kespect to strategic financial objectives, tleenPany focuses its attention on the
following:

» growing Core Network Services revenue by increasalgs

» continually improving the customer experience wréase customer retention and reduce customer;

» completing the integration of acquired busine:

» reducing network costs and operating expe

» achieving sustainable generation of positive cislis from operations in excess of capital expemds

» continuing to show improvement in Adjusted EBITD4s (defined in this Item below) as a percentagewdmnue

e concentrating its capital expenditures on thesbnologies and assets that enable the Compatgvtop its Core Network Services
or expand its addressable market;

* managing Wholesale Voice Services for margin cbation; an

 refinancing its future debt maturiti

The Company's management continues to review gitieg lines of business and service offeringsdtetmine how those lines of
business and service offerings enhance the Congpfotyls on the delivery of communications servares meeting its financial objectives.
To the extent that certain lines of business ariserofferings are not considered to be compatisth the delivery of the Company's services
or with meeting its financial objectives, Level &aynexit those lines of business or stop offerirasthservices in part or in whole.

The successful integration of acquired businesgeslievel 3 is important to the success of Levell®e Company must identify
synergies and integrate acquired networks and stippganizations, while maintaining the
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service quality levels expected by customers thzeshe anticipated benefits of any acquisitionc&ssful integration of any acquired
businesses will depend on the Company’s abilimémage the operations, realize opportunities feemmae growth presented by strengthened
service offerings and expanded geographic marketrege, and eliminate redundant and excess coiiytoealize the expected synergies
the Company is not able to efficiently and effegljvintegrate any businesses or operations it aggjuihe Company may experience material
negative consequences to its business, financmlitton or results of operations.

The Company has also been focused on improvidgjitelity and financial condition, and extendingetimaturity dates of certain debt,
as described below and in greater detail in Noté@ng-Term Debt in the notes to the consolidatedrfcial statements.

In January 2013, the Company repaid at maturity@pmately $172 million of its 15% Convertible SenNotes due 2013.

The Company will continue to look for opportunitiesimprove its financial position and focus itsearces on growing revenue and
managing costs for the business.

Revenue by Channel
Three Months Ended March 31,

(dollars in millions) 2013 2012

Core Network Services:
North America - Wholesale Channel $ 372 % 381
North America - Enterprise Channel 59t 561
EMEA - Wholesale Channel 89 96
EMEA - Enterprise Channel 97 88
EMEA - U.K. Government Channel 37 48
Latin America - Wholesale Channel 40 38
Latin America - Enterprise Channel 14z 13¢

Total Core Network Services 1,372 1,35(

Wholesale Voice Services and Other 20k 23€

Total Revenue $ 1571 $ 1,58¢

Total revenue consists of:

» Core Network Services revenue from colocatioth data center services; transport and fiber; IPdatd services; and local and
enterprise voice services.

* Wholesale Voice Services and Other revenue Bal®s to other carriers of long distance voiceisesy revenue from managed
modem and its related intercarrier compensatiovices and revenue from the "SBC Master Servicegdment,” which was
obtained through an acquisition in 2005.

Core Network Services revenue represents highegimaervices and Wholesale Voice Services and Q#wemue represents lower
margin services. Core Network Services revenueiresg|different levels of investment and focus aral/ues different contributions to the
Company's operating results than Wholesale Voicei&es and Other revenue. Management of Level i@yed that growth in revenue from
its Core Network Services is critical to the lomgm success of its business. The Company alseveslit must continue to effectively man
gross margin contribution from the Wholesale Vdiggvices component and the positive cash flows fr@rOther revenue component. The
Company believes that trends in its communicatlmrsiness are best gauged by analyzing revenue eh@m@ore Network Services.
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Core Network Services

Growth in transport (such as private line and wargths) and fiber revenue is largely dependenhoreased demand for bandwidth
services and available capital of companies reggicommunications capacity for their own use qurioviding capacity as a service provider
to their customers. These expenditures may beeifiottm of monthly payments or, in the case of gevae, wavelength or dark fiber
services, either monthly payments or
up-front payments. The Company is focused on pingiénd-to-end transport and fiber services toutstomers to directly connect customer
locations with a private network. Pricing for erdend metropolitan transport services have beeatively stable. For intercity transport and
fiber services, the Company continues to experi@nicéng pressure in locations where a large nunolbearriers co-locate their facilities. An
increase in demand may be offset by declines inpriting.

Colocation and data center services allow customogptace their network equipment and servers italle environments maintained
the Company with high-speed links providing onaatess to more than 55 countries. These servieeseaure, redundant and flexible to fit
the varying needs of the Company's customers. i&spwhich vary by location, include hosting netkvequipment used to transport high
speed data and voice over Level 3's global netwandyiding managed IT services, installation, mai@nce, storage and monitoring of
enterprise services; and providing comprehensiveuf§ource solutions.

IP and data services primarily include the Compahigh speed Internet protocol ("IP"), dedicatetgrimet access ("DIA"), virtual
private network ("VPN"), content delivery netwotlCON"), media delivery, Vyvx broadcast, Convergeasiess Network, Asynchronous
Transfer mode ("ATM") and frame relay services. &le¥s IP and high speed IP service is high qualitg is offered in a variety of capaciti
The Company's VPN service permits businesses o$iaeyto replace multiple networks with a singlesteeffective solution that greatly
simplifies the converged transmission of voicegaidand data. This convergence to a single plati@mbe obtained without sacrificing the
quality of service or security levels of traditioe M and frame relay offerings. VPN service alseripits customers to prioritize network
application traffic so that high priority applicatis, such as voice and video, are not compromispdrformance by the flow of low priority
applications such as email.

Voice services comprise a broad range of localeantdrprise voice services using VolP and tradifioirauit-switch based technologie
including VolP enhanced local service, SIP Trunkiegal inbound service, Primary Rate Interfaceiset long distance service and toll-free
service. The Company's voice services also indlisdeomprehensive suite of audio, web and videtabolation services.

The Company believes that one of the largest sewtuture incremental demand for the CompanyieGietwork Services will be
from customers that are seeking to distribute tfegiture rich content or video over the Internetv&ue growth in this area is dependent on
the continued increase in demand from customershangricing environment. An increase in the raligband security of information
transmitted over the Internet and declines in thet t transmit data have resulted in increasédidation of ecommerce or web based serv
by businesses. Although the pricing for data sesvis currently relatively stable, the IP markegeserally characterized by price
compression and high unit growth rates dependirp tipe type of service. The Company experiencez mdmpression in the high-speed IP
and voice services markets in 2012, which has coat in 2013.

The following provides a discussion of the Compsu@ore Network Services revenue in terms of therprise and wholesale channels.

» The enterprise channel includes large, multiemal enterprises requiring large amounts of badtiwio support their business
operations, such as financial services companesgtitare companies, content providers, and paniisearch engine companies. It
also includes medium sized enterprises, as weglbasrnment markets, including the U.S. federal govent, the systems integrat
supporting the U.S. federal government, U.S. statklocal governments, academic consortia, andineatademic institutions.
Included in the enterprise channel, but brokenseptrately in the table above, is the U.K. goventrobannel, which includes
revenue primarily from the government sector inthig.
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» The wholesale channel includes revenue fromnriient and alternative carriers in each of the regiglobal carriers, wireless
carriers, cable companies, satellite companiegpmagservice providers and voice service providers

The Company believes that the alignment of Corevidet Services around channels should allow it feedgrowth while enabling it to
better focus on the needs of its customers. Eatliiesk channels is supported by dedicated emplayeades. Each of these channels is also
supported by non-dedicated, centralized serviceaetyland management, product management and gewelat, corporate marketing, global
network services, engineering, information techggland corporate functions, including legal, fioapstrategy and human resources.

Whol esal e Voice Services and Other

The Company offers wholesale voice services thigetdarge and existing markets. The revenue pialeiot wholesale voice services
large; however, the pricing and margins are expkitteontinue to decline over time as a resulhefriew low-cost IP and optical-based
technologies. In addition, the market for wholesaliee services is being targeted by many compstigeveral of which are larger and have
more financial resources than the Company.

The Company also has other revenue derived fromnmaervices that are not critical areas of emghfasithe Company, including
revenue from managed modem and its related intecaompensation services and SBC Contract Sexyvigkich includes revenue from the
"SBC Master Services Agreement," obtained in thedb@ber 2005 acquisition of WilTel Communication®@y, LLC. The Company and its
customers continue to see consumers migrate frerowmdoand dial-up services to higher speed broadlisarnvices as the narrow band market
matures. The Company is in the process of discaminmanaged modem services and has notified akkeumanaged modem customers of
this decision. The Company expects ongoing declimése other revenue component of Wholesale V8ervices and Other similar to what
has been experienced over the past several years.

The Company receives compensation from other camiben it terminates traffic originating on thaseriers' networks. This
intercarrier compensation is based on interconoectgreements with the respective carriers or rawsdated by the Federal
Communications Commission ("FCC"). The Companyihtesconnection agreements in place for the mgjaftraffic subject to intercarrier
compensation. Along with addressing other mattand\ovember 18, 2011, the FCC established a prtigpentercarrier compensation
framework for terminating switched access and V@weer Internet Protocol ("VolP") traffic, with elents of it becoming effective beginn
on December 29, 2011. Under the framework, mostitetting switched access charges and all intemratampensation charges are capped
at current levels, and will be reduced to zero pasirelevant to Level 3, a six year transitioriqeewhich began July 1, 2012. Several states,
industry groups, and other telecommunications eggffiled petitions in federal court for reconsatén of the framework with the FCC,
although the outcome of those petitions is unptablie. A majority of the Company's existing interéa compensation revenue is associated
with agreements that have expired terms, but reefééctive in evergreen status. As these and atiberconnection agreements expire, the
Company will continue to evaluate simply allowirggin to continue in evergreen status (so long asdhsterparty allows the same) or
negotiating new agreements. The Company earnsam@r compensation revenue from providing managedem services, which are
declining. The Company also receives intercarmgngensation from its voice services. In this cagercarrier compensation is reported
within Core Network Services revenue.

For a detailed description of the Company's breadje of communications services, please see ItéBusiness - Our Services
Offerings" of the Company's Form 10-K for the yeaded December 31, 2012, filed with the Securéies Exchange Commission.

Critical Accounting Policies

Refer to Item 7 of the Company's Form 10-K for ykar ended December 31, 2012, for a descriptidtheoCompany's critical
accounting policies.
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Results of Operations for the Three Months Ended March 31, 2013 vs. 2012

Three Months Ended March 31,

Change
(dollars in millions) 2013 2012 %
Revenue $ 1577 % 1,58¢ (1)%
Cost of Revenue 62¢ 657 (D%
Depreciation and Amortization 194 187 4%
Selling, General and Administrative 59¢ 62€ (D%
Total Costs and Expenses 1,42 1,47( 3%
Operating Income 15t 11€ 34%
Other Income (Expense):
Interest income — 1 (100%
Interest expense (169) (189) 11)%
Loss on extinguishment of debt, net — (61) (100%
Other, net (50) 9 NM
Total Other Expense (219 (240 (9)%
Loss Before Income Taxes (64) (129 (48)%
Income Tax Expense ()] (14) — %
Net Loss $ (78) $ (139) (43)%
NM — Not meaningful
Discussion of all significant variances:
Revenue by Service Offering:
Three Months Ended March 31,
(dollars in millions) 2013 2012 Change %
Core Network Services $ 1,372 $ 1,35( 2%
Wholesale Voice Services and Other 20t 23¢ (13)%
Total Revenue $ 1577 § 1,58¢ (1)%
Revenue by Product Offering:
Three Months Ended March 31,
(dollars in millions) 2013 2012 Change %
Colocation and Datacenter Services $ 14z $ 13¢ 3%
Transport and Fiber 484 48( 1%
IP and Data Services 51C 491 4%
Voice Services (local and enterprise) 23€ 241 (2)%
Total Core Network Services 1,372 1,35( 2%
Wholesale Voice Services and Other 20t 23¢ (13)%
Total Revenue $ 1577 § 1,58¢ (1)%
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Revenuedecreased 1% to $1.577 billion in the three moetided March 31, 2013, compared to $1.586 billiothensame period of
2012. The decrease was driven by declines in Whldesoice Services and Other revenue partiallyetffsy growth in Core Network Servic
revenue from enterprise customers.

The Company experienced growth in its IP and dateéices, colocation and data center services, mmndport and fiber Core Network
Service offerings during the three months endedc&i, 2013, compared to the same period of 20@& Network Services revenue gro
in IP and data services and colocation and dateicearvices during the three months ended Mar¢cR@13, was driven primarily by end u
customer demand for content delivery over the tredeand enterprise bandwidth. Growth in transpuodt fdber services was more modest
during the first quarter of 2013. Core Network Sexs revenue for voice services declined duringhihee months ended March 31, 2013,
primarily due to the anticipated attrition of cémté).K. Government channel voice services.

Core Network Services revenue increased in thehNomterica and Latin America regions during the ¢hmeonths ended March 31,
2013, compared to the same period of 2012 as # régrowth in services provided to the existingexprise customer base and the
acquisition of new customers in the enterprise nkarThese increases were partially offset by iperease in the EMEA region's Core
Network Services revenue primarily as a resulbefdr U.K. Government and wholesale channel revamak(ii) a decrease in wholes:
channel revenue in the North American region prilpdine result of an anticipated disconnect frotarge carrier customer.

Wholesale Voice Services and Other revenue deateasghe three months ended March 31, 2013, cordparthe same period of 2012
primarily as a result of declines in usage. The @Gany continues to manage its combined wholesalge\s®rvices platform for margin
contribution. In addition, the Company expects nggabamodem and SBC Contract Services revenue tincerto decline due to an increase
in the number of subscribers migrating to broadbserdices and as a result of the migration of A€ &affic to the AT&T network,
respectively. The Company is in the process ofafisnuing managed modem services and has notifiedigent managed modem custorr
of this decision.

Cost of Revenuéncludes leased capacity, right-of-way costs, accharges, satellite transponder lease costs,thadthird party costs
directly attributable to the network, but excludiepreciation and amortization and related impaitegpenses.

Cost of revenue as a percentage of total revenset@% in the three months ended March 31, 2013paosad to 41% in the same
period of 2012. The decrease is primarily due tingsroving gross margin mix of higher margin net Core Network Services and a decr
in lower margin Wholesale Voice Services and OtAdditionally, the Company continues to implemenitiatives to reduce both fixed and
variable network expenses.

Depreciation and Amortization increased 4% to $194 million in the three monthdeehMarch 31, 2013, from $187 milliam the sam:
period of 2012. The increase is primarily attrililéato property, plant and equipment additionsesiapril 1, 2012.

Selling, General and Administrative ("SG&A") includes salaries, wages and related benefitsu@irg) non-cash, stock-based
compensation expenses), property taxes, travelranse, rent, contract maintenance, advertisingyeion expense on asset retirement
obligations and other administrative expenses. S@&penses also include certain network relatedresgeesuch as network facility rent,
utilities and maintenance costs.

SG&A decreased 4% to $599 million in the three rher@nded March 31, 2013, compared to $626 millcthé same period of
2012. The decrease is primarily due to lower emgdogash compensation and related costs, profes&@saand vendor services and other
discretionary costs. Employee cash compensatiomedatbd costs decreased as the Company continustbgrate the Global Crossing
business and achieve cost synergies through thetred of headcount as well as the higher capétibn of labor costs related to the
implementation of information technology systemetwork deployment and customer installation adésitProfessional fees and vendor
services and other discretionary costs decreasmauplly due to the rationalization and renegotiatod
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vendor services and lower travel and entertainroesits. In addition during the three months endedch81, 2012, the Company incurred
approximately $15 milliorf integration costs related to the Global Crossioguisition. The integration was substantially ptete by the en
of 2012.

Also included in SG&A in the three months ended dfaB1, 2013 and 2012, respectively, were $37 miltiad $24 million of norash
stock-based compensation expenses related to gramtsperform stock options, restricted stock sigiccruals for the Company’s annual
discretionary bonus, incentive and retention pkams shares issued for the Company’s matching tanioin for the 401(k) plan. The increase
in non-cash, stock-based compensation expenserarnily due to additional stock grants subsequemiarch 31, 2012, and accruing the
annual discretionary bonus at a higher targetina2913 than in 2012.

On April 11, 2013, the Company announced thatkeftorey had been appointed by the Board of Dimsgteffective immediately, to
be the Company's president and Chief Executivec&®ffiAs a result of the departure of James Q. CrveeCompany expects to take a
SG&A charge of approximately $23 million in the sed quarter of 2013, consisting of $6 million ofléibnal cash compensation expenses
and $17 million in non-cash compensation experslesad to the vesting of certain of Mr. Crowe'sgdarm incentive awards payable under
the terms of his employment agreement.

Adjusted EBITDA , as defined by the Company, is net income (lassh the consolidated statements of operations b€figrincome
tax benefit (expense), (2) total other income (eseg, (3) noreash impairment charges included within restruntugharges, (4) depreciati
and amortization expense and (5) non-cash stoclpensation expense included within selling, genandl administrative expenses.

Adjusted EBITDA is not a measurement under geneealtepted accounting principles ("GAAP") and mayle used in the same way
by other companies. Management believes that AefjlusBITDA is an important part of the Company’smial reporting and is a key
measure used by management to evaluate profitahilidl operating performance of the Company andakemesource allocation decisions.
Management believes such measurement is espeaigdbrtant in a capital-intensive industry suchelestcommunications. Management also
uses Adjusted EBITDA to compare the Company’s perfmce to that of its competitors and to elimir@gain non-cash and non-operating
items in order to consistently measure from petiogeriod its ability to fund capital expenditurésd growth, service debt and determine
bonuses.

Adjusted EBITDA excludes non-cash impairment charged non-cash stock compensation expense bedathsenmn-cash nature of
these items. Adjusted EBITDA also excludes intei@stme, interest expense and income tax benefiiefese) because these items are
associated with the Company’s capitalization andsteuctures. Adjusted EBITDA also excludes defgon and amortization expense
because these non-cash expenses reflect the efffeapital investments which management believedatter evaluated through cash flow
measures. Adjusted EBITDA excludes net other incéempense) because these items are not relatbd frimary operations of the
Company.

There are limitations to using non-GAAP financiaasures such as Adjusted EBITDA, including thedaiffy associated with
comparing companies that use similar performancasores whose calculations may differ from the Camjsacalculations. Additionally,
this financial measure does not include certaini@ant items such as interest income, interepease, income tax benefit (expense),
depreciation and amortization expense, non-cashimmgnt charges, non-cash stock compensation egambsnet other income (expense).
Adjusted EBITDA should not be considered a subttifar other measures of financial performance meggloin accordance with GAAP.
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The following information provides a reconciliatiohNet Loss to Adjusted EBITDA as defined by thenthany:

Three Months Ended March 31,

(dollars in millions) 2013 2012

Net Loss $ (78) $ (13¢)
Income Tax Expense 14 14
Total Other Expense 21¢ 24C
Depreciation and Amortization Expense 194 187
Non-Cash Compensation Expense 37 24
Adjusted EBITDA $ 38€ $ 3217

Consolidated Adjusted EBITDA was $386 million iretthree months ended March 31, 2013, compared$82 million in the same
period of 2012. The increase in Adjusted EBITDAiisnarily attributable to growth in the Company’glrer incremental margin Core
Network Services revenue, continued improvement®t of revenue and lower SG&A expen:

Interest Expensedecreased 11% to $169 million in the three monttaed March 31, 2013, from $189 million in the sgmaeod of
2012. Interest expense decreased as a result ef st of borrowing on refinanced debt partiaffget by higher average debt balances for
the three months ended March 31, 2013 compardteteame period of 2012.

The Company expects annual interest expense in t20d8proximate $665 million based on the Companytstanding debt as of Mai
31, 2013, and taking into consideration the curieterest rates on the Company's variable rate &gt Note 6 - Long-erm Debt in the nott
to consolidated financial statements for additiandrmation on Level 3's financing activities.

Loss on Extinguishment of Debt, netvas nil in the three months ended March 31, 20dBypared to a loss of $61 million in the same
period of 2012. The loss recorded during the fjtsdrter of 2012 was related to a charge of appratéip $22 million related to the
redemption of the 9.25% Senior Notes due 2014 astthege of approximately $39 million as a resulthaf exchange of a portion of the 15%
Convertible Senior Notes due 2013 for approximafedymillion shares of Level 3 stock. See NoteL®Rg-Term Debt in the notes to the
consolidated financial statements for more detaigrding the Company’s financing activities.

Other, netis primarily comprised of gains and losses on #ie ef non-operating assets, foreign currency gamslosses and other
income. Other, net was $50 million of expense @nttiree months ended March 31, 2013, compared toilién of income in the same
period of 2012. The other, net expense in 2013imarily due to foreign currency losses attribuéatd the appreciation of the U.S. Dollar
relative to the British Pound Sterling, the Eurad éime Argentine Peso and the devaluation of thee¥eelan Bolivar as discussed below. The
Other, net gains in 2012 is primarily due to fore@irrency gains.

Effective February 13, 2013, the Venezuelan govemtrdevalued the Venezuelan bolivar by increadiegpfficial rate from 4.30
Venezuelan bolivares to the U.S. Dollar to 6.30 &arelan bolivares to the U.S. Dollar, except fomited set of goods and services deemed
“essential” that will temporarily continue to atttahe 4.30 rate. This devaluation reduced the Gay’s net monetary assets by $22 million
based on the bolivar balances as of February 11B.2lhe devaluation of the Company's net monetssgta resulted in a charge of $22
million which was recognized in Other, net in ttmsolidated statement of operations in the firstrtgr of 2013.
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Income Tax Expensevas $14 million in both the three months ended M&t, 2013 and 2012. The income tax expense inperibds
is primarily related to taxes in foreign jurisdantis.

The Company incurs tax expense attributable tonrecm various Level 3 subsidiaries that are realiicefile state or foreign income t
returns on a separate legal entity basis. The Coynalzo recognizes accrued interest and penattiseome tax expense related to uncertain
tax benefits.

Financial Condition—March 31, 2013

Cash flows provided by or used in operating agésitinvesting activities and financing activitfes the three months ended March 31,
2013 and 2012, respectively, are summarized aswell

Three Months Ended March 31,

(dollars in millions) 2013 2012 Change
Net Cash Provided by (Used in) Operating Activitie: $ 7 % (75 $ 82
Net Cash Used in Investing Activities (16€) (132 (39
Net Cash Provided by (Used in) Financing Activities (18¢) 34 (220
Effect of Exchange Rates on Cash and Cash

Equivalents (29 3 27
Net Change in Cash and Cash Equivalents $ (369) $ (170 $ (199

Operating Activities

Cash provided by operating activities was $7 millio the three months ended March 31, 2013, cordpaith cash used in operating
activities of $75 million in the same period of 20The increase in cash provided by operating iéiethwas primarily due to growth in
earnings, lower interest paid and a decrease ingaef cash for working capital items.

Investing Activities

Cash used in investing activities increased irttihee months ended March 31, 2013, compared tsaime period of 2012 primarily a
result of additional capital expenditures, whictated $169 million in the three months ended M&th2013, and $138 million in the same
period of 2012. The increase is primarily due tdidnal investment in the network as well as higtepitalized labor.
Financing Activities

Cash used in financing activities increased inttinee months ended March 31, 2013, compared tsaime period of 2012 as a result of
greater net payments of debt and capital leasesgd®013 primarily as a result of the repaymemnaturity of the 15% Convertible Notes ¢

January 15, 2013. See Note 6 - Long-Term Debtemtites to the consolidated financial statememtmfire details regarding the Company's
debt transactions during 2013.
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Effect of Exchange Rates on Cash and Cash Equivalents

The effect of exchange rates on cash and cashadgnots in the three months ended March 31, 2018 pnienarily due to the
devaluation of the Venezuelan bolivar. This deviéduareduced the Company's unrestricted cash astd eguivalents by $21 million.

Liquidity and Capital Resources

The Company incurred a net loss of $78 millionhia three months ended March 31, 2013, and $13Bmiti the same period of 2012.
The Company used cash of $169 million for capixglemditures and $186 million for financing actiggiin the three months ended March 31,
2013. This compares to $138 million of cash used&pital expenditures and $34 million of cash fauvovided by financing activities in the
three months ended March 31, 2012.

Net cash interest payments are expected to dedeapproximately $645 million in 2013 from $695llinin in 2012 based on
forecasted interest rates on the Company's variabdedebt outstanding as of March 31, 2013.

Capital expenditures for 2013 are expected to nemadatively consistent as a percentage of revenitie2012, as the Company invests
in base capital expenditures (estimated capitalired to keep the network operating efficiently angport new service development) with
the remaining capital expenditures expected todmypsuccess-based, which is tied to a specifstauer revenue opportunity, and partly
project-based where capital is used to expandeheark based on the Company's expectation thatriject will eventually lead to
incremental revenue. As of March 31, 2013, the Camyhad contractual debt obligations, includingitedgease obligations, and excluding
interest, discounts on debt issuance and fair vadijiestments, of $29 million that mature in the agmng nine months of 2013, $22 million in
2014 and $788 million in 2015.

In January 2013, the Company repaid at maturity@pmately $172 million of its 15% Convertible SenNotes.

For information related to financing activities tlo@curred during 2012, see Item 7 of the Compdagtsn 10-K for the year ended
December 31, 2012.

The Company had $610 million of cash and cash edgrivs on hand at March 31, 2013. The Companyhadds40 million of current
and non-current restricted cash and securities tasedllateralize outstanding letters of credit @edtain performance and operating
obligations of the Company and other deposits acM&1, 2013. In addition, $47 million (valued la¢ ffixed official CADIVI rate on that
date of 6.30 Venezuelan bolivares to the U.S. Dptihithe Company's total cash and cash equivalgassheld in Venezuelan bolivares by a
Venezuelan subsidiary. In light of the Venezuelathange control regime, none of such $47 milliory ioa transferred to the Company or
any other subsidiary of the Company in the fornbahs, advances or cash dividends without the carigehe Venezuelan government.
Effective February 13, 2013, the Venezuelan govemtrdevalued the Venezuelan bolivar by increadiegpfficial rate from 4.30 Venezuel
bolivares to the U.S. Dollar to 6.30 Venezuelarvaoks to the U.S. Dollar, except for a limited segoods and services deemed “essential”
that will temporarily continue to attract the 412@e. This devaluation reduced the Company's unctest cash and cash equivalents by $21
million, based on the bolivar balances as of Fatyrad, 2013.

Based on information available at this time, thenpany believes that its current liquidity and aiptited future cash flows from
operations will be sufficient to fund its businéssat least the next twelve months.

The Company may need to refinance all or a powioits indebtedness at or before maturity and caprmvide assurances that it will
able to refinance any such indebtedness on comatflgreéasonable terms or at all. In addition, tl@rPany may elect to secure additional
capital in the future, at acceptable terms, to owmprits liquidity or fund acquisitions. In additioim an effort to reduce future cash interest
payments as well as future amounts due at matority extend debt maturities, Level 3 or its adfiis may, from time to time, issue new d
enter into debt for debt, debt for equity or casimsactions to purchase its outstanding debt sesuim the open
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market or through privately negotiated transactidesel 3 will evaluate any such transactions gitiof the existing market conditions and
the possible dilutive effect to stockholders. Theoants involved in any such transaction, indivitjual in the aggregate, may be material.

In addition to raising capital through the debt aqdity markets, the Company may sell or disposexiting businesses, investments or
other non-core assets.

Consolidation of the communications industry magtoaie. Level 3 will continue to evaluate consdiida opportunities and could
make additional acquisitions in the future.

Off-Balance Sheet Arrangements

Level 3 has not entered into off-balance sheenhgements.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK
Interest Rate Risk

Level 3 is subject to market risks arising frommdpas in interest rates. As of March 31, 2013, tom@any had borrowed a total of
approximately $2.9 billion primarily under a Sen@ecured Term Loan (excluding discounts) and Figa®ate Senior Notes due 2015 that
bear interest at LIBOR rates plus an applicablegmaiAs the LIBOR rates fluctuate, so too will tinéerest expense on amounts borrowed
under the debt instruments, unless LIBOR ratedeal@wv the minimum LIBOR rate for a particular Sersecured Term Loan. The weighted
average interest rate on the variable rate instnisret March 31, 2013, was approximately 4.8%.

In March 2007, Level 3 Financing entered into twterest rate swap agreements to hedge the infEgstents on $1 billion notional
amount of floating rate debt. The two interest mat@p agreements are with different counterpaatiebare for $500 million each. The intel
rate swap agreements were effective beginning @7 20d mature in January 2014. Under the termiseninterest rate swap agreements,
Level 3 receives interest payments based on rdllinee month LIBOR terms and pays interest atittezlfrate of 4.93% under one
arrangement and approximately 4.92% under the other

Prior to August 6, 2012 and the refinancing of$tiet billion Tranche A Term Loan, Level 3 had desitgd the interest rate swap
agreements as cash flow hedges on the interestquagrior $1 billion of floating rate debt. Howevas, a result of the refinancing of the $1.4
billion Tranche A Term Loan on August 6, 2012, thve interest rate swap agreements that had effdgthedged the interest rate on $1
billion of floating rate debt were deemed "ineffeet under GAAP and cash flow hedge accounting eissontinued. See Note 5 - Derivative
Financial Instruments in the notes to the constdididinancial statements for more details regartiegCompany's interest rate swaps.

As indicated above, the weighted average inteegstan the $2.9 billion of variable rate instrunsest March 31, 2013, was
approximately 4.8%. The Company's senior secureditciacility's variable interest rate is basedadixed rate plus LIBOR with a fixed
minimum LIBOR rate of 1.5%. The market LIBOR rate the Company's senior secured credit facility @886 at March 31, 2013 which
was below the 1.5% fixed minimum rate. Decline&lROR below the fixed minimum rate or increasestaiphe fixed minimum rate do not
affect the Company's annual interest expense. Athgpical increase in the weighted average rat&%yoint would increase the Company's
annual interest rate expense on all of its variaditie instruments by approximately $3 million advafrch 31, 2013.

At March 31, 2013, the Company had $5.7 billionc{fegling discounts) of fixed rate debt bearing agh&ed average interest rate of
8.7%. A decline in interest rates in the futurel wit generally benefit the Company with respedhtfixed rate debt due to the terms and
conditions of the indentures relating to that délt would require the Company to repurchase theé atespecified premiums if redeemed
early. Indicated changes in interest rates arecbasdypothetical movements and are not necessadiyative of the actual results that may
occur. Future earnings and losses will be affebtedctual fluctuations in interest rates and faneigrrency rates.

Foreign Currency Exchange Rate Risk

The Company conducts a portion of its businessiireacies other than the U.S. dollar, the currenayhich the Company's
consolidated financial statements are reportedortingly, the Company's operating results coulcdeersely affected by foreign currency
exchange rate volatility relative to the U.S. dollBhe Company's European subsidiaries and cdrtin American subsidiaries use the local
currency as their functional currency, as the nigjaf their revenue and purchases are transant#tkir local currencies. Although the
Company continues to evaluate strategies to métigaks related to the effect of fluctuations imreacy exchange rates, the Company will
likely recognize gains or losses from internatiamnahsactions. Changes in foreign currency ratefdcadversely affect the Company's
operating results.
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Effective February 13, 2013, the Venezuelan govemtrdevalued the Venezuelan bolivar by increadiegofficial rate from 4.30
Venezuelan bolivares to the U.S. Dollar to 6.30 &&relan bolivares to the U.S. Dollar, except fomited set of goods and services deemed
“essential” that will temporarily continue to atttahe 4.30 rate. This devaluation reduced the Gmylp net monetary assets by $22 million,
including unrestricted cash and cash equivaleng2afmillion, based on the bolivar balances aseffrirary 13, 2013. The devaluation of the
Company's net monetary assets resulted in a clod®®2 million which was recognized in Other, nethe consolidated statement of
operations in the first quarter of 2013. The eBemt revenue and operating income are not expéeteel material in light of certain pricing
adjustment mechanisms in many of the Company'sadstwith Venezuelan customers and since mosteo€bmpany's costs in Venezuela
are incurred in bolivares. However, the death ngkime president Hugo Chavez in March 2013 andgtiiical instability arising out of the
subsequent disputed presidential election cre&atgr uncertainty for the Company's Venezuelanatipers and the bolivar-U.S. dollar
exchange rate.

39




Table of Contents

ITEM 4. CONTROLS AND PROCEDURES

(a) Disclosure controls and procedures. The Company’s Chief Executive Officer and Chiefdfinial Officer have evaluated the effectiveness
of the Company’s disclosure controls and procedw@agslefined in Rules 13a-15(e) and 15d-15(e) uthdeBecurities Exchange Act of 1934,
as amended (the “Exchange Act”), as of March 31328ased upon such review, the Chief Executivéc®ffand Chief Financial Officer
have concluded that the Company’s disclosure ctsndénad procedures are effective and are designeddore that information required to be
disclosed by the Company in the reports it fileswomits under the Exchange Act is recorded, psazksummarized and reported within the
time periods specified in the Securities and Exgkea@ommission rules and forms. Disclosure contiots procedures include, without
limitation, controls and procedures designed tasnthat information required to be disclosed bysaner in reports it files or submits under
the Exchange Act is accumulated and communicatétet€ompany’s management, including its princepacutive officer and principal
financial officer, as appropriate to allow timelgaisions regarding required disclosure.

(b) Internal controls. There were no changes in the Company's internatalayver financial reporting identified in connest with the
evaluation required by paragraph (d) of ExchangeRdes 13a-15 or 15d-15 that occurred during its¢ quarter of 2013 that have
materially affected, or are reasonably likely totenally affect, the Company's internal control ofisancial reporting.

Part Il - Other Information

ITEM 1. LEGAL PROCEEDINGS

For information regarding legal proceedings in vahige are involved, see Note 8, “Commitments, Cagetities and Other Items,”
to our consolidated financial statements includethis quarterly report on Form 10-Q.
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ITEM 1A. RISK FACTORS

In addition to the other information set forth imstreport, you should carefully consider the feztdiscussed in Part I, “Item 1A. “Risk
Factors” in Level 3's Form 1R-for the year ended December 31, 2012, which codtkrially affect Level 3's business, financiahdition or
future results. The risks described in Level 3'm#&0-K are not the only risks facing the Compahgditional risks and uncertainties not
currently known to Level 3 or that it currently degto be immaterial also may materially adverséflgcaLevel 3's business, financial
condition and/or operating results. There has penka material change from the risk factors inaudehe Company's Form 10-K for the
year ended December 31, 20

ITEM 6. EXHIBITS

€) Exhibits incorporated by reference are in@idah parentheses.

10.1 Form of Exhibit B - Restrictive Covenant Agmeent to the Key Executive Severance Plan, as asdegftective March 13,
2013 (incorporated by reference to Exhibit 10.1h® Registrant's Current Report on Form 8-K dateddd 13, 2013).

12 Statements re computation of ratios.

31.1 Rule 13a-14(a)/15d-14(a) Certification of @td@ef Executive Officer.

31.2 Rule 13a-14(a)/15d-14(a) Certification of @td@ef Financial Officer.

32.1 Certification of Chief Executive Officer puemnt to 18 U.S.C. Section 1350, as adopted pursag&ection 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer puient to 18 U.S.C. Section 1350, as adopted pursag&ection 906 of the Sarbanes-
Oxley Act of 2002.

101 The following materials from the Quarterly Regon Form 10-Q of Level 3 Communications, Ing.ttee quarter ended March

31, 2013, formatted in XBRL (eXtensible Businesp&¢ng Language); (i) Consolidated Statements pér@tions,
(ii) Consolidated Statements of Comprehensive L@$sSupplementary Stockholders' Equity Inforneetj (iv) Consolidated
Balance Sheets, (v) Consolidated Statements of Elasts and (vi) Notes to Consolidated FinanciatStents.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly caussdéport to be signed on its behalf
by the undersigned thereunto duly authorized.

LEVEL 3 COMMUNICATIONS, INC.

Dated: May 7, 2013 /s/ Eric J. Mortensen
Eric J. Mortensen
Senior Vice President, Controller and Priatifaccounting Officer
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Exhibit 12
STATEMENTS RE COMPUTATION OF RATIOS
STATEMENT REGARDING COMPUTATION OF RATIO OF EARNIN& TO FIXED CHARGES

LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
(unaudited)

Three Months Ended March

31, Fiscal Year Ended
(In millions) 2013 2012 2012 2011 2010 2009 2008
Loss from Continuing Operations Befc
Taxes $ (64) $ (1249 $ (3749 $ (78¢) $ (712) $ (629 $ (312)
Interest on Debt, Net of Capitalized
Interest 16¢ 18¢ 733 71€ 58¢€ 59t 57C
Amortization of Capitalized Interest — — — — — — 48
Portion of rents deemed representative
of the interest factor (1/3) 26 26 101 77 69 68 68
(Losses) Earnings Available for Fixed
Charges $ 131 % 91 $ 46C $ 7 9 (57 $ 4C 9 374
Interest on Debt 16¢ 18¢ 732 71€ 58€ 59t 57C
Preferred Dividends — — — — — — —
Interest Expense Portion of Rental
Expense 26 26 101 77 69 68 68
Total Fixed Charges $ 198 ¢ 21t $ 834 $ 79 % 658 $ 665 $ 63€

Ratio of Earnings to Fixed Charges — — — — — — —
Deficiency $ 64 $ (129 $ (@7H) $ (78 $ (7129 $ (629 $ (269




Exhibit 31.1

CERTIFICATIONS*

I, Jeff K. Storey, certify that:

1.

2.

| have reviewed this Form 10-Q of Level 3 Commuti@ss, Inc.;

Based on my knowledge, this report does not coraynuntrue statement of a material fact or omdttte a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
this report;

The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogtias defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

a. Designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingpeared;

b. Designed such internal control over financial réipgr;, or caused such internal control over finaheporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataore with generally accepted accounting principles

c. Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coumyeldis report based on st
evaluation; and

d. Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an ameport) that has materially
affected, or is reasonably likely to materiallyesff, the registrant’s internal control over finaeeporting; and

The registrans other certifying officer(s) and | have discloskdsed on our most recent evaluation of internafrobover financie
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contradrofinancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registrant’s
internal control over financial reporting.

Date: May 7, 2013

/sl Jeff K. Storey

Jeff K. Storey
President and Chief Executive Officer

* Provide a separate certification for each priatigxecutive officer and principal financial officef the registrant. See Rules 13a-14(a) and
15d-14(a).



Exhibit 31.2
CERTIFICATIONS*
[, Sunit S. Patel, certify that:
1. I have reviewed this Form 1Q-of Level 3 Communications, In

2. Based on my knowledge, this report does not cormaay untrue statement of a material fact or om#itate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all
material respects the financial conditioesults of operations and cash flows of the regisgtas of, and for, the periods presente
this report;

4.  The registrant’s other certifying officer(s)dainare responsible for establishing and maintginiisclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogti(as defined in Exchange
Act Rules 13a-15(f) and 15d-15(f)) for the registrand have:

a. Designed such disclosure controls and procedaresgused such disclosure controls and procedares tlesigned under our
supervision, to ensure that material informatidatneg to the registrant, including its consolidhtibsidiaries, is made kno
to us by others within those entities, particulahlying the period in which this report is beingmared;

b. Designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataoce with generally accepted accounting princjples

c. Evaluated the effectiveness of the registradisslosure controls and procedures and presentidsi report our conclusions
about the effectiveness of the disclosure containtsprocedures, as of the end of the period cousydlis report based on
such evaluation; and

d. Disclosed in this report any change in thegtegint’s internal control over financial reportithgat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

5.  The registrant’s other certifying officer(s)danhave disclosed, based on our most recent etiatuaf internal control over
financial reporting, to the registrant’s auditorglahe audit committee of the registrant’s boardioéctors (or persons performing
the equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting whic
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b. Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrarst’
internal control over financial reporting.

Date: May 7, 2013

/s/ Sunit S. Patel
Sunit S. Patel
Chief Financial Officer

* Provide a separate certification for each priatigxecutive officer and principal financial officef the registrant. See Rules 13a-14(a) and
15d-14(a).



Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Form 10-Q of Level 3 Comnuations, Inc. (the “Company”) for the three monghsled March 31, 2013 as filed with
the Securities and Exchange Commission on thetdasof (the “Report”), |, Jeff K. Storey, Presidantd Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Gdmpted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; an

2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of
operations of the Company.

/sl Jeff K. Storey

Jeff K. Storey

President and Chief Executive Officer
May 7, 2013




Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Form 10-Q of Level 3 Comnuations, Inc. (the “Company”) for the three monghsled March 31, 2013 as filed with

the Securities and Exchange Commission on thelsatof (the “Report”), |, Sunit S. Patel, Chief &ial Officer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursad906 of the Sarbanes-Oxley Act of 2002, that:

1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; an

2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of
operations of the Company.

/s/ Sunit S. Patel
Sunit S. Patel

Chief Financial Officer
May 7, 2013




