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Unless the context otherwise requires or exprestsited herein, when we use the words “Level 3,” "Wes,” or “our company” in
this annual report on Form 10-K, we are referrirgltevel 3 Communications, Inc., a Delaware corpiorgtand its subsidiaries,. Throughout
this Form 10-K, we use various industry terms abdraviations, which we have defined in the Glossdifferms at the end of Item 1,
“Business.” The Level 3 logo and Level 3 are regjistl service marks of our wholly owned subsidibeyel 3 Communications, LLC, in the
United States and other countries. All rights aeserved. This Form 10-K refers to trade names eamtetnarks of other companies. The
mention of these trade names and trademarks irFtim 10-K is made with due recognition of the tigbf these companies and without any
intent to misappropriate those names or marksotier trade names and trademarks appearing infoisn 10-K are the property of their
respective owners.

Cautionary Factors That May Affect Future Results
(Cautionary Statements Under the Private Securitie&itigation Reform Act of 1995)

This Form 10-K contains forwartboking statements and information that are basethe beliefs of our management as well as
assumptions made by and information currently abédl to us. When we use the words “anticipate”|i&he”, “plan”, “estimate” and “expect”
and similar expressions in Form 10-K, as they edatus or our management, we are intending tdifgleorward-looking statements. These
statements reflect our current views with respedtiture events and are subject to certain riskeettainties and assumptions.

Should one or more of these risks or uncertaimtiaterialize, or should underlying assumptions pliogerrect, our actual results may
vary materially from those described in this docam&hese forwarelooking statements include, among others, statesramtcerning:

e our communications business, its advantages anstaiegy for continuing to pursue our busir

e our integration with the operations of Globab€sing Limited (“Global Crossing”), which we acadrin October 2011, and
anticipated benefits and synergies in connectidh such acquisition;

e anticipated development and launch of new seniitesir busines

e anticipated dates on which we will begin providoggtain services or reach specific milesto

e growth of the communications indust

e expectations as to our future revenue, margingresgs, cash flows and capital requirements

» other statements of expectations, beliefs, &plans and strategies, anticipated developmendtsthier matters that are not
historical facts.

These forwardlooking statements are subject to risks and uniogiga, including financial, regulatory, environnteh industry growtl
and trend projections, that could cause actualtsvarresults to differ materially from those exgwed or implied by the statements. The most
important factors that could prevent us from acimgwur stated goals include, but are not limi@dhe effects on our business and our
customers of general economic and financial maré&editions as well as our failure to:

» successfully integrate the operations of GlobalsSirg or otherwise realize any of the anticipateddfits of that acquisitio

* increase and maintain the traffic on our networdt tire resulting revent

» successfully use new technology and informatiotesys to support new and existing servi
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» prevent process and system failures that signitigalisrupt the availability and quality of the s&es that we provid
* prevent our security measures from being breadealyr services from being degraded as a resskadrity breache
» provide services that do not infringe the intelledtproperty and proprietary rights of oth
» develop new services that meet customer demandgearetate acceptable marg
e attract and retain qualified management and otbesgmnel; an

* meet all of the terms and conditions of our deliigaltions

Except as required by applicable law and regulatiare undertake no obligation to publicly update famward-looking statements,
whether as a result of new information, future ésem otherwise. Further disclosures that we makeetated subjects in our additional filings
with the Securities and Exchange Commission (tHeC'$ should be consulted. For further informatiegarding the risks and uncertainties
that may affect our future results, please reviegvibformation set forth below under Item 1A, “Ris&ctors.”

Part |
ITEM 1. BUSINESS

Introduction

We are a facilities-based provider (that is, a evthat owns or leases a substantial portiom@filant, property and equipment
necessary to provide its services) of a broad rafiggegrated communications services. We havatetkour communications network by
constructing our own assets and through a combimati purchasing other companies and purchasihgasing facilities from others. Our
network is an international, facilitids|ased communications network. We designed our mktteqrovide communications services that em
and take advantage of rapidly improving underlydpgical, Internet Protocol, computing and storagghhologies.

Our company was incorporated as Peter Kiewit Séms'jn Delaware in 1941 to continue a construttosiness founded in Omaha,
Nebraska in 1884. In subsequent years, we invespettion of the cash flow generated by our cortion activities in a variety of othi
businesses, including, among other things, the camications business. In 1998, our historical cartditon business was split off from the
remainder of our operations. In conjunction with Hplit-off, we changed our name to “Level 3 Cominations, Inc.,” and the entity that held
the prior construction business was named “PetewKiSons', Inc.” We sold various businesses sulr@do the splibff, including the sale ¢
our coal mining business in November 2011, asqgfastir long-term strategy to focus on core commaidns business operations. In October
2011, a subsidiary of Level 3 completed an amalgimmavith Global Crossing Limited through a taxdrestock for stock transaction. The
amalgamated company became an indirect, wholly dvenésidiary of Level 3. The combined results adragions of Level 3 and Global
Crossing have been included in our consolidatedltsesf operations beginning in October 2011.

As of December 31, 2012, we had approximately IDt8€al employees. We believe that our successrizpe large part on our
ability to attract and retain substantial numbdrgualified employees.

We file annual, quarterly and current reports, gretatements and other information with the SEGsEHfilings are available to the
public on the Internet at the SEC's websitenatv.sec.gov You may also read and copy any document we fifle the SEC at the SEC's public
reference room, located at 100 F Street, N.E. Rb880, Washington, D.C. 20549. Our Form 10-K anatier reports and amendments filed
with or furnished to the SEC
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are publicly available free of charge on the ingestlations section of our website as soon areddy practicable after we file such mater
with, or furnish them to, the SEC. Our websitevisw.level3.com We caution you that the information on our webgtnot part of this or any
other report we file with, or furnish to, the SEC.

Business Overview and Strategy

We believe that advances in optical and Internetdeol, or IP, technologies have facilitated, arilfl @ontinue to facilitate, decreases
in unit costs for communications service providéeg are able to most effectively take advantagbede technology advances. These service
providers will be able to offer lower prices, whjete believe, will stimulate substantial increaisethe demand for communications services.
We believe that, over time, rapidly improving teologies and high demand elasticity are the two annfactors that continue to drive this
market dynamic.

In recent years, both Internet Protocol and optieesled networking technologies have undergoneragtyerapid innovation, due, in
large part, to market based development of undegligéchnologies. This rapid technology innovatias hesulted in both an improvement in
price performance for optical and Internet Prot@yatems, as well as rapid improvement in the fanatity and applications supported by
these technologies. We believe that this rapidvation will continue well into the future acrossamber of different aspects of the
communications marketplace.

We also believe that decreases in communicatiangces costs and prices cause the developmentwobaaedwidth intensive
applications, which, over time, result in even msignificant increases in bandwidth demand. In @aldi we believe that communications
services are direct substitutes for other, existimmgles of information distribution from sourcestsas traditional broadcast entertainment as
well as distribution of software, audio and videmient using physical media delivered using physiaasportation systems. An example of
this dynamic is the use of the Internet for therdiation of video. We believe that as communicasigervices improve more rapidly than these
alternative content distribution systems, demamdrfeernet delivered video will continue to growpidly. We also believe that high elasticity
demand for both new applications and the subgiitutr existing distribution systems will continfar the foreseeable future. We believe that
while high demand elasticity will be manifested otime, actions taken by traditional informatiosttiibution channels, government regulation
and communications supply chain inefficiencies roayse realization of demand to be delayed.

We believe that there are significant implicatidimst result from these market dynamics. Firstlyggithe rapid rate of improvemen
optical and Internet Protocol technologies, comroations service providers that are most effecttvapidly deploying new services that take
advantage of these technologies will have an infterest and service advantage over companies thd¢ss effective at deploying new
services that use these technologies. In addigieen the consolidation in the number of local ascgroviders-that is, the providers of
connections from intercity networks to traffic aggation points or end user locations-communicatsamgice providers that have ownership of
local and/or metropolitan network facilities as oppd to communications service providers that olitese facilities from others will have an
inherent cost and service advantage over comptraeslo not have ownership over these types otasse

In view of these market and technology opportusjtiee seek to serve business customers by providbrgad range of
communications services with a superior custompeggnce over our advanced and extensive fibec ogtiwork. Our processes and systems
were designed to provide efficient and scalableises over a modern fiber optic network that deplbyternet Protocol technologies. With our
network's extensive geographic reach and deep ieticmajor metropolitan areas of the U.S., Eurapé Latin America, we are positioned to
provide end-to-end services for business custosr@iely on our own facilities across multiple doents. We plan to continually expand this
fiber optic network to new locations where the dadsaof our customers and potential customers yusté costs of expansion.

We provide communications services to a wide rasfgeholesale and enterprise customers. Wholesa®mers may use our servi
as a component in their own offering of telecommations services to their
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customers. Enterprise customers use our servicéldinv own needs. We further subdivide enterpeisstomers into four subgroups: (1) large
enterprise customers, which consist of our rough®P0 largest enterprise customers other than ebotstomers; (2) government customers;
(3) mid-market customers, which are enterpriseatnsts other than large enterprise customers; gneb(ent customers, which are a targete
list of customers whose relationship with Leves3liiven primarily by their transportation or distition of content over our network.

We aim over the long run to expand our fiber opgtwork to reach all locations where our custonmsimunications needs are large
enough to justify the upfront capital investmerttisTallows us to provide an end-to-end connectioritfe customer across our own fiber optic
network, which is more efficient and effective, lhddr us and for the customer, and allows us tiveeb superior customer experience. Today
and for the foreseeable future, we will need tonemh to some locations using the networks of otheriers. We manage these relationships
with other carriers to make the interconnectioeffisiently and effectively as possible. We seekninimize the need for these “off network”
connections by targeting customers whose needbeamet primarily over our network and by buildingr metwork to as many high-traffic
locations as possible.

Our fiber optic network has extensive reach achimth America, Europe and Latin America, as wellader the oceans connecting
those three regions. Our network reaches not amtglieds of cities (we refer to the part of our rtaconnecting the larger cities as our
“intercity” network) but also includes fiber optioutes around the various parts of the larger metitan areas (we refer to this part of our
network as our “metropolitan” or “metro” networksyhich allows us to connect directly with wholesalestomers in major traffic aggregation
centers (such as central offices of local exchamagegers) and with many medium and large enterpmisstomers at their offices and data
centers. In addition, the fact that our metro neksdave significant reach throughout major metlitgro areas means that we can make
relatively short network extensions to reach custolbcations that our network does not currentiche

To connect our networks in North America, Europd hatin America, as well as to connect our networkities in other parts of the
world, we own several undersea cables and havdased capacity on cables owned by others. Sincersea cables require very large upfi
investment and have very large capacity compard¢igetmeeds of any one carrier, they typically dfeee owned by a consortia of carriers or
are financed significantly by selling a large amtoafncapacity to other carriers either before thble is built or shortly thereafter. We
(including our Global Crossing subsidiaries) higtalty have been active both in building undersailes and in buying capacity from others.
Today we own more than 35,000 route miles of uretefiber optic cables around the world. In additicappacity we have purchased on others
undersea cables allows us to offer services in,Adidca and Australia despite the fact that wendd have extensive fiber optic networks of
own in these regions. This is important to ourigbib handle the global needs of our multinatiotiaétomers. For more information about our
network, see Item 1, “Business - Our Communicahietwork” below.

For larger customers, certain specialized reategaften required to house the equipment thaamebethe customer use to exchange
traffic. This space requires a significantly cortcated amount of electric power and cooling, ad agkerver racks, fiber optic cables and c
technical equipment. Such specialized real esti@f@ending upon its nature and the type of compdhaaise it, is referred to variously as
“colocation” or “data center” space. For intercoctien among wholesale carriers and some of thefrgnterprise customers, often real estat
owned by third parties is used. We occasionallysjpsee of our customers or other carriers. We awease more than 200 colocation facili
in North America, more than 100 colocation faaiitiin Europe, and 12 colocation facilities in La&imerica. In addition, we operate 18 data
center facilities in Latin America, Europe and No#tmerica. Additionally, for some of our enterprimgstomers, we have data center space
equipped with Level 3 servers that are managedpdetform for enterprise customers to use for tbain data management needs. In such dat
center space, we provide certain enterprise cusgwagious services, such as capacity managemdraesmurity.

Voice services are a significant part of our busmdistorically, end-user voice services were jgiey over a network of local
exchange carriers whose copper wire networks wedéedted to that service. Today, voice servicesbeacarried over the Internet as a data
service. This type of voice service usually is nefd to as “voice over Internet Protocol,” or “V8ISince many calls include a connection to
the traditional voice network on one
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end and a VolP connection on the other, early inesistence we became deeply involved in managimpections between VolP customers
and those on the traditional public switched teteghnetwork. This involves not only developing amahaging equipment and software
specialized for that purpose but also developingsiglal connections of our Internet Protocol netwaith the traditional networks of the
various local exchange carriers. Additionally, vearé also physically interconnected our IP netwoitk whe networks of many cellular
telephone carriers. This enables us to provide wiedbelieve is a more comprehensive service thast otber carriers can provide to handle
customers' needs for voice connections in toddadsging communications environment. Our servicasiianage the initiation or termination
of customer's voice calls generally are referreasttlocal voice” services. Our voice services atstude our comprehensive suite of audio,
web and video collaboration services.

We also provide services that handle the terminatidoulk minutes on behalf of other carriers. Thesrvices we refer to as
“wholesale voice” services. These services areigealvin a very competitive environment in which maarriers participate and the customer
typically uses automated systems to choose thedgpensive way to terminate traffic to each cityuad the world on a minute-by-minute
basis. Once our network is chosen to terminats ¢alh given location, large numbers of calls areied simultaneously over our network until
the customer decides to switch the traffic to aeotarrier.

We provide specialized communications servicezéonpanies that distribute video or other digitizedtent across the Internet.
Because the amount of bandwidth required by sudatiane large compared to static web page browsipggial services are required to ensure
delivery of such content at desired levels of dqualVe have developed a system of servers, wittwsoé to control them, that store more
popular content in various locations around thel@varhe aim is to store content more locally sd thay are not transferred very far across th
Internet. This type of service typically is refatr® as a “Content Delivery Network,” or “CDN.” Wadso have specialized video services to
handle the needs of broadcasters for the rapidrression of the very large streams of informativett €merge when live events are broadcast
We carry these video streams across our netwaskritral locations specified by the broadcastersfiaomd which these customers broadcast
their final edited content via their own networks.

Managing the transmission of information acrossratwork requires the proper management of mamydohnected technologies,
processes and systems in order to provide hightguabnvenient and reliable services for our costos. Some of these services may be
charged for separately, while others are includedraintegral part of our more basic services. Eptasof services that are typically charged
separately include network security (i.e., helpingtomers keep their information safe) and netwaokitoring (i.e., keeping customers
informed of the status of various equipment andsautts of their connections). We regularly develewv features and ancillary services to
keep our network services as valuable as possildarttarget customers.

Since a large portion of our communications sesver@ purchased by companies to interconnectdhgirinformation technology
applications, often we find that certain custormaed ancillary services that are not clearly pacommmunications network services and may
more properly be described as information technokmEgvices. Many times this distinction is cleahes times it is not. In an effort to ensure
that our customers receive a superior overall ézpee, we enter into partnerships with provideeg #pecialize in these information
technology services, so that we can assemble theoflection of services for the customer. In makithe decision to add such services, we
consider several factors including our core stiesghe existence of other parties with whom wewark to satisfy the customers' needs, how
important it is to customers that the new servieetmbined into a single Level 3 offering, andstme of the incremental market that would
become addressable by offering such services. Bog mformation about our service offerings, seeltl, “Business - Our Service Offerings”
below.

We are currently focusing our attention on a nundfexperational and financial objectives, includift) growing revenue by
increasing sales generated by our Core NetworkiG&en\(2) continually improving the customer expade to increase customer retention anc
reduce customer churn; (3) completing the integratif acquired businesses; (4) reducing networkscasd operating expenses; (5) achieving
sustainable generation of positive cash flows fograrations in excess of capital expenditures; ¢@}inuing to show improvement in Adjusted
EBITDA (as defined in Item 7, “Management's Diséass and Analysis of Financial Condition and ResoftOperation”) as a percentage of
revenue; (7) localizing certain decision making artdraction with our
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mid-market enterprise customers, including leverggiur existing network assets; (8) concentrabungcapital expenditures on those
technologies and assets that enable us to devalopare Network Services; (9) managing our Whokesalice Services for margin
contribution; and (10) refinancing our future defaturities. (For a discussion of our Core Netwogkv&es and Wholesale Voice Services, se
Item 1, “Business-Our Service Offerings” below.)

Our Strengths
We believe that the following strengths will assistin implementing our strategy:

» Experienced Management TeeWe have assembled a management team that we bislieredl suited for our business objectives
and strategy. Our senior management has substarfiatience in leading the development, marketimsale of communicatio
services and in managing, designing and constmatietropolitan, intercity and international netwsark

* Global Reach of Our NetworkWe deliver services to more than 55 countriesi@ache world on our global network. Our
network connects and crosses North America, LatmeAca, Europe and a portion of the Asia/Pacifgios.

« A Broad Range of Communications ServiWe provide a broad range of communications sendesgyned to meet the needs of
our customers over our network. Our communicatg®rsice offerings include:

» Transport, infrastructure and data serviceslting (1) Internet access and IP and Etherndtu®ifrivate Networks,
(2) broadband transport services such as wavelsmgith private line services (transoceanic, backlivaercity, metro
and unprotected private line services), (3) contiisttibution services including caching and dovadimg, streaming as
well as video broadcast services, and (4) colonaial data center services; and

» Voice and collaboration services - includingegptise or business voice services, wholesale ofRponent services,
wholesale voice origination and termination sersjamice, web and video conferencing and collalmmatervices and
managed modem for the dial-up access business.

The availability of these services varies by lomati

For several years we have been developing serthatsake advantage of the investment that we h@aae in our network and
that generally target large, existing markets fimmunications services. We have also expandedxistirey markets for
communications services through the acquisitioas e have completed, which has significantly iasesl the global reach of «
network. Through our efforts we have increasedi@amtly our addressable market by adding neweted customers as well as
new voice and data services that take advantatieafeographic coverage and cost advantages ofetwork.

» Significant metropolitan network platforrAs of December 31, 2012, we have metropolitan fitegworks in approximately 170
markets in North America, Europe and Latin Amerighich contain approximately 34,600 route milesr @etropolitan
networks enable us to connect directly to pointsaific aggregation and customer locations andicecur costs for the
termination of our customers' communications teadfn other carriers' networks.

» Endto-End Network PlatformOur strategy is to deploy network infrastructirenajor metropolitan areas and to link these
networks with significant intercity and trans-ocieametworks in North America, Europe and Latin Amar We believe that the
integration of our metropolitan and intercity netk®with our colocation facilities will expand tlseope and reach of our on-net
customer
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coverage, facilitate the uniform deployment of teaogical innovations as we manage our future upgrzaths and allow us to
grow or scale our service offerings rapidly. Weide that we have a unique combination of:

* a substantial intercity netwol

» large fiber count metropolitan networ

» global network reac

» substantial colocation facilities; &

* innovative content distribution technology and &

e Advanced IP BackbonWe operate one of the largest international IP ngt&/or backbones. Our IP services deliver a broad
range of IP transit and network interconnectiomonhs tailored to meet the varied needs of highdbadth users.

» Extensive Patent Portfoli. Our patent portfolio includes patents coverirghtelogies ranging from data and voice services, to
content distribution, to transmission and netwaogkémuipment. We utilize our patent portfolio in tiple ways. First, developing
or acquiring technologies and receiving the legditrto preclude others from using them may giva e®@mpetitive advantage.
Second, the breadth and depth of our patent puartiehy deter others, particularly telecommunicaioperators, from bringing
patent infringement claims against us for fearamfriter-claim by us. We will continue to file newt@at applications as we
enhance and develop products and services, weavitinue to seek opportunities to expand our patertfolio through strategic
acquisitions and licensing, and we will continueppropriately enforce our patents against infrimget by others.

» Softswitch based Co-Carrier NetwofBur experience in operating our softswitch basedaraer network is combined with a set
of infrastructure and other management experiendaish include extensive local interconnection wibal exchange carriers,
experience in scaling a softswitch based platf@mnd, an ability to provide seamless interconnedtiaihe traditional telephone
network or PSTN. We believe that our extensive aaier network and softswitch infrastructure prasdis with a competitive
advantage in providing various voice over IP or ¥/gkrvices.

* A More Readily Upgradeable Network InfrastructtWe generally endeavor to design a newly constructddork to take
advantage of technological innovations, incorpatnany of the features that are not present iaradmmunication networks.
We design the transmission network to optimize etspef fiber and optronics simultaneously as aesysb provide an efficient
cost structure for the services that we delivesuncustomers. As fiber and optical transmissia@htelogy changes, we expect to
realize new unit cost improvements by deploying enast efficient technologies in our network. Wéedye that our network,
process and system design will enable us to lowstisand prices with the aim of enjoying higher gives than our competitors.

Our Service Offerings

We offer a broad range of communications serviaéch currently include the following services. Af these services are available
to all of our customers. However their availabiltgries by location. The following is an overvieesgdription of some of the services that we
offer.
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Core Network ServiceShe following are the communications services #ratincluded in our financial reporting of Core Wetk
Services revenue.

» Transport Serviced.ransport services include wavelengths, privatesliiransoceanic services, and dark fiber, asageallated
professional services. These services are avaigaibtess our metropolitan and intercity fiber netwdWavelength services
provide unprotected point-to-point connections éikad amount of bandwidth with Ethernet or SONETeifaces. Wavelength
services are available at a range of speeds fr@plis to 100 Gbps. This service offering targetsornsrs that require significant
amounts of bandwidth, desire more direct control provide their own network management. Private §arvices are also point-
to-point connections of dedicated bandwidth bulide SONET or Synchronous Digital Hierarchy (SDi)tpction to provide
resiliency to fiber or equipment outages. Private bervices are available in a wide range of spasgth electrical, optical and
Ethernet interfaces. We also provide transportiseswvithin our transatlantic cable system conmgchiorth America, Europe a
Latin America as well as via leased bulk capacityther transoceanic systems. International badkremsport services,
interconnecting cable landing stations and ouettrial North American, European and Latin Amerioatworks, are also
available.

Our dark fiber service provides carriers, servigavlers, government entities and enterprisesex Sblution when unique
applications, control or scale requirements malgedérvice desirable. This includes fiber, colamatpace in our Gateway and in
our network facilities, power and physical operati@nd maintenance of the fiber and associateasimércture. Professional
services related to our transport and data seriiohsde network architectural design, engineeringtallation and turn-up,
ongoing network monitoring and management serviaed field technical services.

» Colocation and Data Center Servic&vlocation and Data Center services include daitecéacilities and services including
cloud, hosting, and application management solsti@Qur data center facilities offer high qualitpta@ center space where
customers can locate servers, content storageetesiad communications network equipment in a sadesacure technical
operating environment. In addition, we offer higlesd, reliable connectivity to our network and tteeo networks, including
metro and intercity networks, the traditional patdivitched telephone network and the Internet. @t center services range
from single tenant blade hosting and cloud servicesore complex managed solutions, including désagcovery, applications
management, business continuity, and security @3\ub manage mission critical applications.

» |P and Data Service. Data services include high speed Internet Présewice, dedicated Internet access (“DIAExvice, virtue
private network (“VPN") service, content delivergtwork (“CDN") service, media delivery service, \fylaroadcast service,
Converged Business Network service and SecurityiGas.

= High Speed Internet Protocol (IP) ServiwWe offer wholesale and content provider custometis igh speed access to
the Internet over one of the largest internatidnedrnet backbones. Using largely our own interaityl metropolitan
networks in North America, Europe and Latin Ameriwa provide customers with high performance, bty and
scalability. Access to the Internet is enabledubiointerconnection among our customers acrosa@mork as well as
interconnections with other Internet service previtpeers.”

= Dedicated Internet AccesDedicated Internet Access, or DIA, is Level 3'sseptise focused Internet access product
leveraging the same core Internet backbone asighrspeed Internet Protocol service. Level 3's Badid Internet
Access service offers a wide variety of access austtand speeds. The service is available stan@-alom conjunction
with managed services offerings, such as ManagedeRahere we deploy and manage a router that the@oustomer
premise or our network-based Distributed Denigbefvice, or DDS, Mitigation, which protects our imess customers
from Internet based DDS attacks.
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VPN ServiceBuilt on our optical transport network, we offerstomers the ability to create private point-to-pofoint-
to-multipoint, and full-mesh networks based on IPN/ Virtual Private LAN service, or VPLS, Ethernéttual Private
Line, or EVPL, or MPLS VPN technologies. These &my allow service providers, enterprises and govent entities
to replace multiple networks with a single, ceffective solution that simplifies the transmissavoice, video, and da
over a single or converged network, while delivgrdmigh quality of service and security. These smwiare used for
service provider and corporate data and voice né&iyaata center networking, disaster recoveryarebf-region or
redundant customer connectivity for other serviaerigers. VPN services are sold stand-alone opirjunction with our
managed services offerings.

CDN Services Our content delivery network services combinelBunetwork, Gateway facilities and patented
technology that directs a requestor or end us#redest location or server cluster in our networketrieve the request
content based on location and network conditions. CDN service provides customers with improvedqgrerance,
economics, scalability, reliability and reach foeir web applications. Our caching and downloastlises provide
efficient http delivery of large files such as videoftware, security patches, audio and grapbicsass audiences. Our
streaming service can be used to deliver high padace streams, either live or on-demand, to eatsussing leading
proprietary protocols. Each service set providesilile features to enable customers to controf teitent delivery to
ensure quality end-user experience, security, freshand targeting. We also offer storage solugomabling customers
to upload and store content to our network asqfaah optimized delivery platform. In addition taradelivery services,
our patented Intelligent Traffic Management serngoables customers to set rules to dynamicallyertraffic to meet
failover or dual vendor objectives.

Media Delivery Servic. We offer media delivery service to customers s&pto manage, protect and monetize content
delivered over the Internet. Our media deliveryiger extends support for online distribution modstsl operation by
providing customers with means to ingest and digitive video content and to manage the organizatial presentation
of both live and on demand video to end users wardent management system. Additionally, suppmrtbntent
monetization via paid and advertising supported et®is provided. Our media delivery services legeraur content
delivery network for the delivery of managed conterend users.

Vyvx Broadcast ServiceNe offer various services to provide audio artkwifeeds over fiber or satellite for broadcast
and production customers. These services varypaaity provided, frequency of use (that is, maypb®/ided on an
occasional or dedicated basis) and price. Suped Bawll ®marked the 24 consecutive year that Vyvx Services were
used to support live video transmissions for thmgand related content, and the tenth year sugpblfevideo
transmission using IP/MPLS technology. We alsordéfecoding services to translate the broadcasbvieleds we carry
for our customers into formats for Internet digttibn.

Converged Business Network Servi€ur Converged Business Network service enablsomers to connect their
offices or other locations with a variety of teleommunications services. The Converged Business Nktseyvice
combines a customer's services over a single actesd per customer location. As a result, we @k to offer service
bundles made up of VPN, DIA and voice services @tost efficient manner. Converged services are Salad alone or i
conjunction with our managed services offerings.

Security ServicesLevel 3 Security Solutions can be used to enaldéomers to address the growing threat of cyber-
attack and allow customers to create a secure nietaafeguard brand value, enable business cotjrand avoid
complexity and cost. Our Security Services
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include: Secure Access which provides secure aay/pted connectivity for mobile users or remoteaaf$; Cloud and
Premises based Managed Firewall and Unified Thvisatagement Services including Intrusion Prevendind Detectiot
service and Web Content filtering; network-basestiibuted Denial of Service (DDoS) Mitigation, whiprotects
against Internet based DDoS attacks; and Secuadibs(ting services for Governance, Risk Manageraedt
Compliance. Security Services are sold stand-abome conjunction with Data Services.

* Voice. We offer a broad range of local and enterprideeseervices including VolP (Voice over Internevfcol) services and
traditional circuit-switch based services. Our lawad enterprise voice services include VolP enkdracal service, SIP
Trunking, local inbound service, Primary Rate Ifgee (“PRI") service, long distance service, todld service and a
comprehensive suite of audio, web and video cottaimm services. The following is a general degimipof our voice services.
Some of the following services are also offereduowholesale voice customers. For financial répgrpurposes, voice services
also include our collaboration services that acdbed below.

VolP Enhanced LocaDur VolIP enhanced local service is a VolP senie¢ énables broadband cable operators, IXCs
voice over IP providers, and other companies opgyaheir own switching infrastructure to launchbBsed local and
long-distance voice services via any broadband ection. The service is also used by enterprisdss#ifiprovide their
own local voice features and call routing withiemises-based IP PBX equipment. The service incltidesssential
building blocks required for residential or busim@sice service such as local phone numbers, fngaber portability,
local and long distance calling, 911, operatorstasce, directory listings, and directory assisanc

SIP TrunkingSIP Trunking is a Volmased local phone service offered to medium amglanterprises as a replacen
for traditional fully featured enterprise TDM voiservices. SIP Trunking allows customers with aiPBX to manage
calls to and from the PSTN without having to pussh&raditional access lines dedicated to voice T8liRking includes
basic local phone service components such as phcale numbers, 911, operator assistance, direlistings, local and
long distance calling. In addition, customers sefieen a full set of feature packages that provddee call control
features such as call forwarding, call waiting aad transfer, as well as advanced features sucinified messaging and
one-number identity.

Local InboundOur local inbound service terminates tradition&plone network originated calls to Internet Protoc
termination points. Customers, such as call centersferencing providers, voice over IP servicevjgters and
enterprises, can obtain telephone numbers from psrt-in local telephone numbers that the custoatretady controls.
These local calls are then converted to IP andprarted over our backbone to a customer's IP \appdication at a
customer-selected IP voice end point.

Primary Rate InterfaceWe offer traditional enterprise TDM local phonevegs that can be configured in multiple we
Enterprise customers typically use PRI serviceh taditional PBX equipment. PRI services come ugikephone
numbers, operator services, directory assistandeli@actory listing, 911, as well as routing feagisuch as inbound
redirect and remote call forwarding. Customersadnle to utilize our PRI services to access lontpdise and toll free
calling as well.

Enterprise Long DistancOur long distance service portfolio consists oflaand long distance transport and termine
services. Medium and large enterprises purchastogrdistance services for their corporate calbngutbound contact
center needs. All Level 3 long distance servicesoffiered at the customer's option over circuitslvor softswitch
technologies.
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Enterprise Toll Free. Our toll free service terminates toll free caliat are originated on the traditional telephone
network. These toll free calls are carried ovdnegita circuit switch or softswitch network and detied to customers in
Internet Protocol or traditional TDM format. Withthis portfolio are Advanced Toll Free services favide contact
center customers the ability to define and cordatll handling and advanced routing between the L&wetwork and
multiple customer contact center locations. Custsmeay also combine advanced routing with netwarkeld Intelligent
Voice Response, or IVR, services that drive caltirgy and handling based on the caller's interactiith the IVR.

Collaboration ServicesWe offer a comprehensive suite of audio, web\addo collaboration services, which include
the following services:

Audio Conferencing. Rea-Access, our on-demand/reservation less audio confererszngce, provides toll free
access in key business markets worldwide. We atsage operator-assisted, full-service confereralts avhere
participants can access our service by dialingnieither a toll or a toll-free number, or by beiligled out to by an
operator. Enhanced service options include contergtayback, taping/transcription service, tramstaservices and
on-line participant lists.

Web Conferencingddur Ready-Access Web Meetisdgully integrated wittReady-Accesaudio conferencing for on-
demand collaboration, allowing customers to mariagi calls on-line, change account options, spagsentations
with participants and record entire meetings, iditlg visualseMeetings a full-featured Web conferencing
application that allows customers to collaborate silare documents, presentations, applications,atett feedback
with polling and instant messaging featulese Meetingservice uses technology licensed from MicroStiftallow
multiple attendees to participate in meetings usinly their computer, a phone, and an Internet eotion. We have
integratedReady-Accesas an audio conferencing component inte Meeting

Videoconferencing Servic®ur videoconferencing service provides video oeand ISDN platforms, using multi-
point bridging to connect multiple sites. Enhanogptions available with our videoconferencing segsiinclude
scheduling, recording and hybrid meetings that dambur audio and video services.

Wholesale Voice Serviceg3ur Wholesale Voice Services include voice ternigmaand toll free service. These services shareyrofin
the same features as the local and enterprise geioices described above.

» Voice Termination Our wholesale long distance offer include doneestid international voice termination servicesdted to
IXCs, wireless providers, local phone companieblecaompanies, resellers and voice over IP prosider

» Toll Free.As with Enterprise Toll Free, Level 3's wholesat#l Free service terminates toll free calls that ariginated on the
traditional telephone network. Customers for themwices include call centers, conferencing prasgidend voice over IP

providers.

Other Communications Servic&ur Other Communications Services include managaediem (and related reciprocal compensation
services) and SBC Contract Services. Our managegmaervice is an outsourced, turn-key infrastmecsolution used by ISPs for the
management of dial up access to the public Inte¥ietare in the process of discontinuing this serand have notified all current managed
modem customers of this decision. Our SBC Confactices relate to wholesale voice services pravideler the SBC Master Services
Agreement, which are gradually declining over timed the agreement was obtained in the Decembér &tfuisition of WilTel
Communications Group, LLC. We are in the procesdisfontinuing our managed modem services and hatifeed all current managed
modem customers of this decision.
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For a discussion of certain geographic informatgarding our revenue from external customers ang-lived assets and a
discussion of financial information and industrgients, please see the notes to our consolidataddial statements appearing elsewhere in
this annual report on Form 10-K. For a discussiboups communications revenue, please see Iterividnagement's Discussion and Analysi
Financial Condition and Results of Operations” apjre later in this Form 10-K.

Our management continues to review our existingsliof business and service offerings to determimethose lines of business and
service offerings assist with our focus on thewdsli of communications services and meeting owarfaial objectives. This exercise takes p
in the ordinary course of our business and witpe&esto integration activities. To the extent tbattain lines of business or service offerings
not considered to be compatible with the delivefrgammunications services or with obtaining ouafigial objectives, we may exit those lines
of business or stop offering those services in paith whole.

Our Distribution Strategy

Our customers generally include the following typésustomers: Enterprises; Content; Governmenthdlesale. Our enterprise
customers include:

* mid to large size enterprises that purchase contations services on a regional or local b.
» large multinational custome

» large enterprises that purchase communicationscesrin a manner similar to carrie

» portals and large search enterpri

» regional service providel

* systems integrators; a

» software service provide

Our Content customers comprise subgroups of custimeuding:

« Digital Entertainment, such as providers of nalgaming; social networking providers; technologgnpanies that enable digital
advertising and digital ad agencies; and compahggsprovide video over the Internet;

* Media and Entertainment, such as media conglategrprogrammers; studios and production compaamesbroadcast station
ownership groups; and

» Sports teams (professional and college); and staland venue

Our Government customers include U.S. Federal gawent departments and agencies, non-U.S. goverraiepattments and
agencies, U.S. states and municipalities as webssarch and educational consortia.

Our Wholesale customers include domestic and iatemnal carriers; voice service providers, whictluile calling card companies,
conferencing providers, and contact centers treMmdP technology to better manage costs and erabianced applications; wireless
providers; and broadband cable television operators

To implement our strategy and reach our targebcosts, we use a combination of a direct sales famténside or call center based

sales force, and indirect sales channels of thartymgents. The specific elements that we usendkppon the nature of the customers that are
being targeted.
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For business customers and other customers that omakmunications purchasing decisions on a loce#gional basis, we target
them with our direct sales force. Smaller oppotigaiare serviced by an inside or call center baaézs force generally selling pre-defined
bundles of services. The customers that we targkttinis combination are generally those in the-miarket, small regional service providers,
some educational institutions and some governmentiles. We also complement our direct and insales forces that targets these custo
with an indirect sales channel of third party ageartd from time to time systems integrators.

We are seeking to expand our indirect sales chaonetlude expanded relationships with systemegrators. We have worked with
systems integrators to provide services to thosgpamies, which the system integrator then bundi@sthe services that it is providing to the
ultimate end user customer. We are looking to apip/expanded relationship to both large and médtk®t enterprise customers.

Our sales functions are supported by dedicatedayaps in sales and customer target marketing. T8edee functions are also
supported by centralized service or product managéand development, general or corporate marketietyvork services, engineering,
information technology, and corporate functionduding legal, finance, strategy and human resources

For the year ended December 31, 2012, our topdemnications customers represented approxima#®y df our total
communications revenue.

For a discussion of certain geographic informategarding how we manage our business, please selisttussion under Item 7,
“Management's Discussion and Analysis of FinanCiahdition and Results of Operations” appearing lgt¢his Form 10-K.

Our Communications Network

Our network is an advanced, international, faeditbased communications network. We primarily pteservices over our own
facilities. As of December 31, 2012, our network@npasses:

e approximately 105,000 intercity route miles in No&merica, Europe and Latin Ameri

* metropolitan fiber networks in approximately 170rk®ds containing approximately 34,600 route m

» approximately eight million square feet of Gatevaayl transmission facilities in North America, Eueand Latin Americi

» approximately 350 colocation and data center tasliglobally

» approximately 35,000 route miles of subsea opfibal cable systems; a

* more than 55 countries in service around the w

Terrestrial Intercity NetworkOur intercity network covers approximately 70,000te miles in North America, 26,000 route miles in
Europe, and 9,000 route miles in Latin Americafa®B&cember 31, 2012. While the aggregate numbeswgé miles in our network may not
reduce over time, we may eliminate specific roateduplicate routes as we continue to look at ofymities to optimize our cost structure and
remove unnecessary cost. Our intercity network gglyencludes the following characteristics:

» Optical fiber strands designed to accommodate Dé&¥aee Division Multiplexing, or DWDM, transmissitathnology. Our

optical fiber strands are designed to accommodst®BI technology. We believe that the installatiomefver optical fibers will

allow a combination of greater wavelengths of ligat strand, higher transmission speeds and Igtgesical spacing between
network
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electronics. We also believe that each new gererafi optical fiber will allow increases in the flmmance of these network
design aspects and will therefore enable lower costs.

» High speed intercity DWDM equipmeOur high speed intercity DWDM equipment providegrhguality, reliable and cost
effective transmission across our fiber backbone.an¢ continually evaluating advancements in teldgyathat will enable us to
scale, lower our cost and provide higher speedaEswver our intercity network. We believe that tharket will continue to
move toward Ethernet based services and highedspeefaces. Through our technology evaluationdeleeve that we have
positioned ourselves to be able to deliver thepaluiities for both our own IP network needs aslaslthose of our customers.

*  Open, non-proprietary hardware and software integfs. Our intercity network is designed to maximize tise of open, non-
proprietary hardware and software interfaces walkss costly upgrades as hardware and softwehadéogy improves.

Local Market InfrastructureOur local facilities include fiber optic metropdalit networks connecting our intercity network and
Gateways to buildings housing communications iritensnd users, enterprise customers and trafficemggion points-including ILEC and
CLEC central offices, long distance carrier poiotgpresence or POPs, cable head-ends, wirelesgpretfacilities and Internet peering and
transit facilities. Our high fiber count metropalit networks allow us to extend our services diydctlour customers' locations at low costs,
because the availability of this network infrasture does not require extensive multiplexing equptio reach a customer location, which is
required in ordinary fiber constrained metropolitetworks. As of December 31, 2012, we had appratéiy 26,000, 3,100 and 5,500 route
miles of metropolitan fiber networks in North Ameaj Europe and Latin America, respectively, anddyerational, facilities based, local
metropolitan networks in 119, 36 and 14 marketdanth America, Europe and Latin America, respedyive

We operate approximately eight million square fdfetpace for our Gateway and transmission fadilit@ur initial Gateway facilities
were designed to house local sales staff, opeitgiaff, our transmission and Internet Protocatirgy, Content Delivery Networks and voice
switching facilities and technical space to accordate colocation services that is, the colocatioeqefipment by high-volume Level 3
customers, in an environmentally controlled, sesiteewith direct access to Level 3's network galhethrough dual, fault tolerant
connections. As of December 31, 2012, we had ni@ame 200 colocation facilities in North America, radhan 100 colocation facilities in
Europe, and 14 colocation facilities in Latin Anoexi

We also operate 18 data center facilities in L&tinerica, Europe and North America that are desigoesupport hosting servic
together with our broadband services and advana&ee\added solutions. Most of these facilities m#fecomplete set of data center sen
ranging from housing and hosting, to more compleanaged solutions, including disaster recovery, iegpbns management, busin
continuity, and security services to manage missidical applications.

Transoceanic Network®Ve own a number of subsea fiber-optic cable systemkiding Atlantic Crossing -1 (“AC-1"), Atlantic
Crossing-2 (“*AC-2"), Mid-Atlantic Crossing (“MAC")South American Crossing (“SAC”), Pan American Ging (“PAC”) and an
approximately 300 route mile system connectingutt€. and Ireland. AC-1 and AC-2 link our Europeatwork to our North American
intercity network and each of AC-1 and AC-2 corssisttfour fiber strand pairs. MAC provides a stgitegateway between the Eastern
Seaboard of the U.S. and our Latin America asaatste that is experiencing acute demand growdhraareasing capacity scarcity. SAC
connects major markets throughout Latin Americaiarahe of only two sub-sea systems currently ierapon that circumnavigates the
majority of South America. PAC is integrated wit,800 mile terrestrial ring route (including assted backhaul) within Mexico, as well as
an extension to Costa Rica in 2008.

We also own capacity in the TAT-14 transatlantibleasystem. In addition, we purchased 700 Gigalfiteansatlantic capacity from
Apollo Submarine Cable System Ltd. We have acquareddditional one Terabit of capacity on the Ap&buth cable system, which will be
drawn down over a multi-year period. We also arewner of the Japan-US, and China-US cable systemisidefeasible right of use, or IRU,
holder on the Southern
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Cross cable system extending from Australia tof@atia, as well as an owner of the Americas Il eadttending from Florida to Brazil, and an
IRU holder on the Arcos system in the Caribbearaddition, we own capacity on the Reliance-Globat@msatlantic system Flag Atlantic-1
and capacity on the Hibernia transatlantic cab&tesy.

Our Patent Portfolio

Through acquisitions and through our own reseanchdevelopment, we have approximately 900 paterdgatent applications in tl
United States and around the world, as of Dece®bg?012. Our patent portfolio includes patentsecimg technologies ranging from data i
voice services to content distribution to transmissand networking equipment.

In addition to the patents and patent applicatiwa®wn, we have received licenses to patents hetittters, including through a
cross-license agreement with IBM entered into icéeber 2007, giving us access to technology coveydBM's approximately (at that time)
42,000 patents covering many technologies releteaotir business. While patents give us the rigipr&vent others, particularly competitors,
from using our proprietary technologies, paterdriges give us the freedom to operate our busing@ssuvthe risk of interruption from the
holder of the patent that has been licensed to us.

We use our patent portfolio in a number of wayssti-developing or acquiring technologies and ngngithe legal right to preclude
others from using them may give us a competitiveaathge. Second, the breadth and depth of ourtgadetfiolio may deter others, particula
telecommunications operators, from bringing pabefningement claims against us for fear of courtiaim by us. Most of the patent
infringement suits brought against us to date lan initiated by paterttelding companies who do not operate telecommubpitsitbusiness:
and who are less likely to be subject to a coual@m of infringement by us. Finally, the extensiess of our patent portfolio gives us the
option to cross-license with others having simyldntoad portfolios on terms acceptable to us, rafiigy the risk that others will wish to assert
patent infringement claims against us.

We will continue to file new patent applicationsvees enhance and develop products and services,liveowtinue to seek
opportunities to expand our patent portfolio thriowtrategic acquisitions and licensing and we edlitinue to appropriately enforce our
patents against infringement by others.

Our Content Acquisition and Delivery Networks

We believe that our Vyvx and Content Distributioativork, or CDN, assets combined with our other wekvinfrastructure provide |
with a competitive advantage in the content actjaisiand distribution business. This belief is lthea several factors.

* Network ScaleBecause we are a facilities based provider, wegeaerally increase capacity to meet the needsriénd
providers more quickly than other CDN providers ttha not own underlying network assets.

» Network ReactWe believe our customers' content reaches globairiat destinations using an average number ofs'hibyat are
fewer than with most other CDN providers, whichlgea our customers to easily reach their audieandgrovide a better
viewing experience. The fewer number of hops rexglio reach Internet destinations serves to reldency and jitter.

* Low Cost PositionBecause we own or control much of the underlyimgl-®-end network infrastructure required to deliver
CDN services, we believe that we are positioneoffier cost advantages to our customers. By movargemt at scale, our
customers can take advantage of lower unit costsendwidth, colocation, servers and disk space.

» Network PerformanceBecause we own or control much of the underlyintgvoek infrastructure, we believe that we are
positioned to optimize end user performance asr@dhg operators of that infrastructure.
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CDN Applications. There are an increasing numbepgfications for CDN, across many types of custsigarticularly Internet-
centric businesses and those that desire to accdatmincreasingly larger file sizes for transmisgwer the Internet. The media and
entertainment industries use CDN services to pmweittkdemand streaming and live streaming. Soctalarking businesses require CDN to
provide their customers with fast reliable musid &ideo downloads. Likewise, through the use of CBdftware companies are able to
provide software downloads for their customers.if@ntetailers and advertisers use CDN servicesdeigle images and to download
advertisements. Online gaming companies provideegdomwnloads, applications updates and deliveryeaias and trailers through CDN.

Content Acquisition and Distribution Services Atebture.CDN describes a system of computers networked hegetcross the
Internet to provide content to users in the maofstieht manner to enable an optimal user experielmca CDN, nodes or groups of computers
are deployed in multiple locations closer to thd aser, also known as the “edge of the network” @aperate with each other to satisfy
requests for content by end users, transparentiyngaontent behind the scenes to optimize thevegliprocess. Requests for content are
directed intelligently through sophisticated softevapplications to nodes that provide optimal pennce for end users.

The CDN platform directs network traffic across ewisting physical network and infrastructure. BN platform is composed of
the edge server or computer that provides cachidgaeaming functions, and the global serverphaxides load balancintprat is, a compute
that directs the traffic to the most efficient edgever to meet the end user's request. The edger emables the storage of popular content in
location that is closer to the end user and theretiyces bandwidth requirements and improves regpimes for that stored content. The
global server or computer load balancing componeiftise CDN directs end user requests to the costaurce that is best able to serve the
request of the particular end user, such as routirtige service node that is closest to the endarst® the one with enough capacity to service
the request of the end user.

The Vyvx platform transmits audio and video progmaimg for our customers over our fibeptic network and via satellite. We use
network to carry many live traditional broadcast &@able television events from the site of the ¢w@ithe network control centers of the
broadcasters of the event. These events includenguather things, live sporting events of the majafessional sports leagues. For live ev
where the location is not known in advance, sudbreaking news stories in remote locations, we igdan integrated satellite and fiber-optic
network based service to transmit the content tacastomers. Most of our customers for these sesviontract for the service on an event-by-
event basis; however, we have some customers weopwachased a dedicated point-to-point servicégiwbnables these customers to
transmit programming at any time.

Business Support Systems

In order to pursue our business strategies, we taveloped and are continuing to develop and imetdra set of integrated software
applications designed to automate our operatiomalgsses. These development activities also reldtes integration of the systems that were
used by the companies that we have acquired. Thrthegdevelopment of our business support systembelieve that we have the
opportunity to obtain a competitive advantage iedato traditional telecommunications companiesaddition, we recognize that for the
success of certain of our services that some obuosiness support systems will need to be easilgsaible and usable directly by our
customers.

We are currently deploying a unified set of siniplifprocesses and systems that have been des@stdamline and synchronize our
service, sales and operational functions. Theseegs®es and systems have been designed to proydaviea capability in service catalog
management, sales opportunity management, custoarggement, quoting, order entry, order workflolygical and logical network
inventory management, service management, anddi@mlananagement. We completed the foundation sfpifatform at the end of 2009, and
we are now focusing on operational efficiency inyaments and data integrity and migration.
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Key design aspects of the business support systeslabment program are:
* integrated modular applications to allow us to @pigr specific applications as new services areahla

» ascalable architecture that allows our custeraed third party sales channel partners dire@sacto certain functions that would
otherwise have to be performed by our employees;

» phased completion of software releases designaliioiw us to test functionality on an incrementadib;

» “web-enabled” applications so that on-line asaesorder entry, network operations, billing, audtomer care functions are
available to all authorized users, including owstomers;

» use of a service-oriented architecture thaesghed to separate data and applications, anghécted to allow reuse of software
capabilities at minimum cost;

» use of pre-developed, commercial “off-the-shalfiplications or Software as a Service (SaaS), evagplicable, which will
interface with our internally developed applicaspand

« creation of a mobility solution for use by sales @ertain operational functions to improve produittiand customer experien

Competition

The communications industry has been and remagtdyhcompetitive. In the late 1990s and the eall9@s, significant new capacity
was deployed by both existing and new entrantss @hersupply led to a period of financial restruicty and industry consolidation. Given the
significant economies of scale inherent in the camications industry, we believe further consolidatmay occur.

Our primary competitors are long distance carrikiSCs, CLECs, Post Telephone and Telegraphs, disPTontent Delivery
Network, or CDN, companies, and other companiesgtavide communications services. The followinfpimation identifies some ke
competitors for each of our service offerings.

Our key competitors for our wholesale voice sendfferings are other providers of wholesale comroatidons services including
AT&T, Verizon, CenturyLink, CLECs and national imabent telecommunications carriers.

For our IP and data services, we compete with campahat include Verizon, AT&T, XO, Tata and CogenNorth America, and
BT, Orange, TeliaSonera and Telefonica in Europé.atin America, our main competitors are Telefani€elmex and national incumbent
telecommunications carriers.

For transport services, our key competitors in N@éanerica are other facilities based communicatmorepanies including AT&T,
Verizon, CenturyLink, tw telecom, Zayo, and XO.Harope, our key competitors are other carriers siscATT companies, BT, Orange, Cable
& Wireless, TeliaSonera, Colt, Interoute, KPN arelgacom. In Latin America, our main competitors Bedefonica, Telmex and national
incumbent telecommunications carriers.

Our key competitors for our colocation and dataeesgrvices are other facilities based communinatemmpanies, and other
colocation providers such as web hosting compaariesthird party colocation companies. In North Aizeerthese companies include Equinix,
Terremark (Verizon), and CoreSite. In Europe, catitqgrs include Equinix, Global Switch, InterXiongfecity and Telehouse Europe. In Latin
America, our largest competitors include Telefonibalmex, and IBM.

19




Table of Contents

In the enterprise and government markets, our keypetitors in North America include ILECs (suchA8%.T, Verizon and
CenturyLink) and CLECs (such as tw telecom and X@Europe, they include BT, Cable & Wireless, Detie Telekom and Orange. In Latin
America, competitors include Telefonica and Telmex.

For Content Distribution Network or CDN servicesy &iey competitors include Akamai Technologies kimdelight Networks.

The communications industry is subject to rapid sigdificant changes in technology. For instanegiqalic technological advances
permit substantial increases in transmission capatboth new and existing fiber, and the introtilue of new products or emergence of new
technologies may reduce the cost or increase ih@\sof certain services similar to those whichpl@n on providing. Accordingly, in the
future our most significant competitors may be rerants to the communications industry, whichkenthe traditional incumbent carriers we
also compete with-are not burdened by an instélées of outmoded or legacy equipment.

Regulation

U.S. Regulation
Federal Regulation

The Federal Communications Commission (“FCR&} jurisdiction over interstate and internatiamhmunications services. We h
obtained FCC approval to land our transoceanicesaibl the United States. We have also obtained &@irization to provide international
services on a facilities and resale basis, asagelia various wireless licenses. Under the Teleaonications Act of 1996 (the “1996 Act”),
any entity, including cable television companidectic and gas utilities, may enter any telecomitations market, subject to reasonable stat
regulation of safety, quality and consumer protettPreviously, the 1996 Act required certain farib define the services, terms, and
conditions under which said services were to beretf. Subsequent deregulatory measures have di@gdisame tariff requirements for
competitive services.

Accordingly, as of August 1, 2001, our tariffs foterstate end user services were eliminated antaaiffs for international
interexchange services were eliminated on Janugr2@?2. Our rates must still be “just and reastaiadnd “nondiscriminatory” under the
1996 Act. Our state tariffs remain in place wheguired (some states do not have, or have elindn#te requirement to file certain tariffs).
We have historically relied primarily on our safesce and marketing activities to provide infornoatito our customers regarding these matter
and expect to continue to do so. Further, in acord with certain FCC tariff filing requirementse wiaintain a schedule of our rates, terms
and conditions for our domestic and internatiomalgie line services on our web site.

Special Access RegulatidBpecial access services are “lit” loop or transfauiiities that support the transmission of dataagoint-
to-point basis, often referred to as “private liidevel 3 purchases a substantial amount of spacizess services from ILECs and other
telecommunications carriers to reach customer mesmnd, less frequently, to support interoffia@dport requirements. In addition, Level 3
provides special access services to end user cast@and to other carriers via its own network antimugh the resale of other carriers'
special access services.

The FCC currently regulates ILEC fledte transport and special access charges undtarthe of its Special Access Pricing Flexibi
Order, adopted in 1999. Under the Special AcceismnBrFlexibility Order, ILECs are afforded two tifent levels of pricing flexibility
depending upon the extent of deployment of altéradacilities within particular Metropolitan Statical Areas (“MSAs”). The ILECs have
been granted Type | (or the more limited form aé€ipg flexibility) in most MSAs in the country arthve been granted Type Il pricing
flexibility in a lesser number of MSAs.

In January 2005, the FCC commenced an examinatitregegulatory framework governing the ratesnterand conditions under

which ILECs subject to “price cap” regulation prdeiinterstate special access services. In thismakeng, the FCC is reviewing both the price
cap regime by which ILEC special access ratesetrms
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most areas, as well as the “pricing flexibility'time under which ILECs have obtained the abilitgmber into more individualized
relationships with customers based upon certaastiold showings of the presence of competitorssipegific geographic and product market.
We have requested, as a measure of interim rifigtf the FCC prohibit (or “freeze”) any increasgdltECs in the rates applicable to special
access services pending the gathering of dataduoytian of final rules in this proceeding. Otheevé advocated for additional relief, includ

a revocation altogether of ILEC pricing flexibilignd/or reduction of “price cap” ILEC interstateesjal access rates. In August 2012, the FCC
froze further grants of Type Il pricing flexibilityand in December 2012 issued an Order statingtthéit gather additional data on a mandat
basis from both providers and purchases of spacidss services so that it (the FCC) can condemtrgprehensive evaluation of the state of
competition in the special access market. We capreatict when the FCC will complete its review. "Wave also suggested to various
government agencies that certain tariff terms &QLcarriers are unjust and unreasonable, partigudaren their market power. While we
cannot predict if or when such agencies will acsnooh matters, the FCC has said that it intendsview these matters as part of its special
access competition evaluation.

Network Neutrality and Open Internét. 2005, the FCC adopted itsternet Policy Statemesteking to safeguard and promote
unimpeded access to the Internet by announcinéptiosving four general Internet policy principldsat, subject to reasonable network
management, would guide the FCC's interpretatidts aftatutory responsibilities to encourage br@edbdeployment and preserve and prol
the open and interconnected nature of the publermet. Specifically, consumers are entitled to:

» access the lawful Internet content of their che

* run applications and use services of their chaiobject to the needs of law enforcem

» connect their choice of legal devices that do moththe network; ar

» competition among network providers, applicatiod aarvice providers, and content provic

In 2008, the FCC issued an order finding that Cahemlated thdnternet Policy Statemeand engaged in “unreasonable network
management practices” by blocking BitTorrent artteot'peer-to-peer” Internet traffic. The FCC reguirtComcast to disclose details of its
network management practices, commit to a plar&se such practices, and provide details of a magiscriminatory network management
practice. Comcast appealed the FCC's decisiorettifited States Court of Appeals for the Distric€olumbia Circuit, which in April of
2010, held that the FCC had failed to show thhai the legal authority to issue the ruling. Ondmeber 21, 2010, the FCC issued a Repor
Order entitled ‘Preserving the Open Internet: Broadband Industrad®ices” (the “Open Internet Order"jyhich provided, among other thin
that broadband providers must: 1) be transparemitabnd therefore disclose, their network managemeactices; ii) not block lawful content;
and 3) not unreasonably discriminate in transngttawful content. The Open Internet Order becarfectf’e on November 20, 2011. The
Open Internet Order has been subjected to leg#eolgas and petitions for clarification. The Opatetnet Order does not apply to Level 3,
it does affect how other providers can (or mustjdia traffic delivered to them by Level 3. We cahpredict the nature and extent of the ef
that further action by the FCC or the courts mayehia this area, or their effects on Level 3 asjperations.

IP Interconnectionin November 2010, in connection with Level 3's regfuo augment interconnection capacity with Comcas
Comcast demanded that Level 3 enter into an agmesnd pay Comcast for additional interconnectiapacity. That capacity was necessary
to deliver to Comcast's subscribers the contertistieh subscribers requested (and which such sbhbetpurchase the right to receive from
Comcast). Level 3 agreed to Comcast's demand ymdgsst, and initiated steps to bring the issutadoattention of federal policy makers. As
part of its acquisition of NBC Universal, Comcastlats affiliates were subject to a Consent Detrethe Department of Justice, portions of
which we believe their conduct has violated. Ospdie with Comcast has not yet been resolved. @¢tait Internet service providers have
and may continue to make similar demands for paymsdating to interconnection capacity necessamyeiover the content requested by their
subscribers, and we intend to challenge their tiglttlemand such tolls. Such tolls, if imposed, wiaffect our underlying costs. At present, we
cannot predict the outcome of these IP interconmectisputes.
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Intercarrier Compensationlelecommunications carriers compensate one anfithenaffic carried on each other's networks.
Interexchange carriers pay access charges totllephone companies for long distance calls thgtrate and terminate on local networks.
Local telephone companies typically charge onelardor local and Internet-bound traffic termingtion each other's networks. The entire
methodology by which carriers compensate one anédhexchanged traffic, whether it be for localtrastate or interstate traffic, has been
under review by the FCC for over a decade.

On November 18, 2011, the FCC released its RepdrCader and Further Order of Proposed Rulemalkiay; Release No. 11-161,
on Nov. 18, 2011 (“FCC Order”). Along with addressiother matters, the FCC Order established a potisp intercarrier compensation
framework for terminating switched access and Madffic, with elements of it becoming effective itag December 29, 2011. Under the FCC
Order, most terminating switched access chargeskneciprocal compensation charges were cappedragnt levels, and will then be redu
to zero over, as relevant to Level 3, a six yeamdition period beginning July 1, 2012.

Several states, industry groups, and other teleaomations carriers filed petitions for reconsidena with the FCC as well as
petitions for review of the FCC Order in federalids. The outcome of those petitions is unpredleta®n December 23, 2011, on its own
motion, the FCC modified two aspects of the FCCddrdne of which impacts intercarrier compensatidre FCC determined that intercarrier
compensation for local traffic exchanged betwedctenmunications carriers and commercial mobiléoradrvice providers pursuant to an
interconnection agreement in effect as of the adoptate of the Order will be subject to a defailltandkeep (that is, carriers do not bill ez
other) methodology on July 1, 2012, rather thandbemer 29, 2011.

Level 3 maintains approximately 315 interconnecgneements with other telecommunications carriéiese agreements set out the
terms and conditions under which the parties witllenge traffic. The largest agreements are wit&A&nd Verizon. Most of Level 3's
agreements with AT&T and Verizon have expired terma remain effective in evergreen status. Asdtesl other interconnection agreem
expire, we will continue to evaluate simply allogithem to continue in evergreen status (so lortgesounterparty allows it) or negotiating
new agreements. Any renegotiation would involveantainty as to the final terms and conditions,udahg the compensation rates for various
types of traffic. In addition, changes in law, imging the FCC Order or other decisions, may allowampel us to renegotiate current and
successor interconnection agreements over theyeaxt

Intercarrier Compensation/VolRRursuant to the FCC Order, VolP, while remaininglassified as either an information or a
telecommunications service, was prospectively aategd as either local or non-local traffic. If tal”, then VolP traffic is subject to reciprou
compensation; if “non-local”, then it is subjectibberstate rates - thus eliminating any intrastateess rate applicable to VolP. The FCC Orde
did not address the treatment of VoIP retroactiviegvel 3 is involved in a number of intercarri@ngpensation disputes dealing with the rating
of VoIP traffic. At this time, we cannot predicitioutcome of any of these proceedings or the tifuntheir eventual resolution. As noted
above, the effectiveness of the FCC Order has appealed, and the outcome of these appeals istaimcer

Intercarrier Compensation/ISP Bound Traffftince 1997, the issue of compensation to be paidaits dialed to Internet service
providers or ISPs has been heavily litigated. $rdicision on November 5, 2008, the FCC respormladiandamus order from the United
States Circuit Court of Appeals for the District@blumbia concerning its 2001 ISP Remand Ordethdh mandamus order, the FCC clarified
that it had jurisdiction over ISP bound traffic puant to the reciprocal compensation provisiorth®fl996 Act regardless of whether the tr:
was local or long distance. The FCC then decidedamtain the existing compensation regime it hetdldished for ISP-bound traffic with a
rate of $0.0007 per minute of use. The Court of égdp for the United States in the District of Cohianupheld the FCC's order in January
2010. Despite their breadth, some carriers contiowgue that certain types of ISP bound traffecraot covered by the 2001 and 2008 orders
and several state commissions and courts havedagZeatinued findings of this nature could affdw tharges for ISP bound traffic until thi
issues are settled or ultimately decided by furttpgreals or the FCC. At this time, we cannot ptediat the eventual resolutions will be.
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Other VolP RegulatioriThe FCC has classified VolP services as “interstgevices subject to FCC regulations, and hagdittat
states have limited authority to regulate the affipof VolP services. On September 22, 2003, Vortdgidings Corporation (“Vonagef)led a
petition with the FCC requesting a declaration ttsabfferings, which originate on a broadband reetnin IP format and terminate on the
PSTN, are interstate information services not stilifestate regulation under the 1996 Act and exgdECC rules. On November 10, 2004, the
FCC adopted an order (which was subsequently ugireltppeal) ruling that Vonage's service was ardtdte service not subject to state
regulation.

On June 3, 2005, the FCC issued an order (whichswlsequently upheld on appeal) requiring all surnected VolP providers to
deliver enhanced 911 capabilities to their subscsilby no later than November 28, 2005. We havefiaddur service offerings to VolP
providers in order to assist them in complying wiite FCC mandate, and have ensured that our Y&l services comply with these rules.

The FCC has imposed further regulatory requiremiantscent years on VolP providers that had preslipbeen applicable only to
traditional telecommunications providers, suchlalggations to contribute to the federal universalice fund, to comply with regulations
relating to local number portability (including ddbuting to the costs of managing number portabiiequirements), to abide by the FCC's
service discontinuance rules, to contribute toTtelecommunications Relay Services fund, and toeabidthe regulations concerning Custome
Proprietary Network Information and the Communigasi Assistance for Law Enforcement Act. In addit@mumber of state public utility
commissions are conducting regulatory proceedingisdould affect our rights and obligations witepect to IP-based voice applications.
Specifically, some states have taken the positiahthe “local” component of VoIP service is subj@ctraditional regulations applicable to
local telecommunications services, such as theatiin to pay intrastate universal service fees.céfmot predict whether the FCC or state
public utility commissions will impose additionaquirements, regulations or charges upon our poovisf services related to IP
communications.

The FCC is also reconsidering whether to allowaterinterconnected VolP providers, via a waivemlidain direct access to teleph
numbering resources, which are currently only axdé to telecommunications carriers. On DecembgeR@¥1, the FCC released a Public
Notice refreshing the record on a 2005 proceedamgerning the same issue, following the FCC's émgisn 2005, to grant a n-carrier a
waiver to obtain its own numbering resources. Wanoapredict whether the FCC will grant some oiirglbrconnected VolP providers direct
access to numbering resources as a result of thieeding.

Universal Servicel.evel 3 is subject to federal and state regulattbasimplement universal service support for asdes
communications services in rural, high-cost and-iogome markets at reasonable rates; and acceslvéamced communications services by
schools, libraries and rural health care providéhe FCC assesses Level 3 a percentage of inteestdtinternational revenue it receives from
retail customers as its contribution to the Feddrablersal Service Fund. Additionally, the FCC neity ruled that states may assess
contributions to their state Universal Service Fénoth VolP providers. Any change in the assessmethodology may affect Level 3's
revenues, but at this time it is not possible &djmt the extent we would be affected, if at all.

Network Security Agreemeniin connection with the acquisition of Global Cswgy, we entered into an agreement (the “Network
Security Agreement”) with certain agencies of th& Wsovernment to address the U.S. Governmentena@security and law enforcement
concerns. The Network Security Agreement is inten@eto ensure our ability to carry out lawfullythorized U.S. Government electronic
surveillance of communications that originate antominate in the U.S.; (ii) to prevent and detsitess and use of U.S. communications
(iii) to satisfy U.S. critical infrastructure pratgon requirements. Failure to comply with our ghlions under the Network Security Agreemen
could result in the revocation of our telecommutiaes licenses by the FCC and other penalties.Nétevork Security Agreement also impa
significant requirements related to informationrage and management, traffic routing and managembwsical, logical and network security,
personnel screening and training, audit, repording other matters.
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State Regulation

The 1996 Act is intended to increase competitiothentelecommunications industry, especially inldwal exchange market. With
respect to local services, ILECs are required ltamainterconnection to their networks and to previchbundled access to network facilities, as
well as a number of other pro-competitive measurks.implementation of the 1996 Act continues tebkject to numerous state rulemaking
proceedings on these issues.

State regulatory agencies have jurisdiction wharfaxilities and services are used to provide state telecommunications services.
A portion of our traffic may be classified as irgtate telecommunications and therefore subjedbte segulation. We expect that we will offer
more intrastate telecommunications services (inotydhtrastate switched services) as our businedpeoduct lines expand. We are author
to provide telecommunications services in all fétates and the District of Columbia. In additie, need to maintain interconnection
agreements with ILECs where we wish to provideiserwVe expect that we should be able to negotiategherwise obtain renewals or
successor agreements through adoption of other8'awts or arbitration proceedings, although thessgerms, and conditions applicable to
interconnection and the exchange of traffic withtaia ILECs could change significantly in certamses. The degree to which the rates, terms
and conditions may change will depend not only uth@nnegotiation and arbitration process and abititha of other interconnection
agreements, but will also depend in significant pgon state commission proceedings that eitheoldpdr modify the current regimes
governing interconnection and the exchange of icekiads of traffic between carriers.

There are initiatives in several state legislattiodswer intrastate access rates, aligning theth interstate rates, some of which may
be affected by the FCC Order on intercarrier corspgan. While we believe that rate adjustmentaitities such as this are generally better
considered holistically by the FCC as part of ismll intercarrier compensation reforms, someesthtive and may continue to determine
otherwise. Depending on whether we are a net ¢oli@r a net payer of any adjusted rate, suchadjiestments could have a negative effec
us.

Some states also require prior approvals or natifios for certain transfers of assets, customeosvoership of certificated carriers
and for issuances by certified carriers of equitdebt.

Local Regulation

Our networks are subject to numerous local regaiatsuch as building/permitting/trenching codes lammhsing/franchise fees. Such
regulations vary on a city-by-city, county-by-coyiaind state-by-state basis. To install our ownrfidgaic transmission facilities, we need to
obtain rights-of-way over privately and publicly nad land. Rights-of-way that are not already set,uwwewhich may expire and not be
renewed, may not be available to us on economicaligonable or advantageous terms in the future.

European Regulatior

Unlike the United States which has a federal-seegelatory scheme, the European Union has adopteara systematic approach to
the convergence of networks and the regulatioeleEbmmunications services. The European Commissiersees the implementation by its
Member States of various directives developeddalede electronic communications in a technology pliatform neutral manner. In February
2003, the European Union adopted a new regulatargdwork for electronic communications that is gesd to address in a technologically
neutral manner the convergence of communicatioresadelecommunications, computer and broadcasghgorks. The directives address:
(1) framework (2) interconnection and access, (B)@rization and licensing, (4) universal serviod ) privacy. These directives along with
an additional decision on radio spectrum set ocaitodisis for regulation at the national level.

Pursuant to these measures, the licensing regireeaptaced with one of general authorization. Gisting licenses were canceled

and replaced with statutory authorization, subjestarious general conditions imposed by natioagutatory authorities (“NRAs”). NRAs
continue to be responsible for issuing specifiediges in relation to radio spectrum.
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In November 2009, the European Parliament and Gbofnilinisters agreed to implement a number ofraes to the existing regirr
comprising the “Better Regulation” Directive (Ditae 2009/140/EC) and the “Citizens' Rights” Diliget(Directive 2009/136/EC), which are
intended to improve the existing regulatory framawand ensure that the needs of users are madyctefined and to remove potential
ambiguity within the existing framework in a numiadérareas such as the processing of personal Hagdegislation which transposes the two
Directives above into national law required MemB#ates to enact various amendments into natiogelld¢ion by May 2011.

The Framework Directive (revised 2009) requiresama regulatory authorities (“NRAs”), on a rollifgasis, to analyze a set of
markets for electronic communications which mayuregiex-ante regulation in order to function conitpegly.

This analysis contains three different elements:
*  Market definition first the NRA must define the relevant geograpimd product marke

« SMP assessment - in a second step the NRA mabktzz whether one or more undertaking active ah tharket possesses
significant market power (conceptually similar wnaginance), either individually or jointly with otfse

» Decision on remedies - if the NRA identifies anet with a lack of effective competition, it isquired to impose certain
regulatory obligations, so-called remedies.

The basis for this measure is the European ComonissRecommendation on Relevant Markets, whichatosta list of markets that
should be subject to ex ante regulation. WheneWdRA concludes that a given market shows failunas hamper competition, it must impose
appropriate remedies on undertakings with a sicguifi market power in accordance with the markeeas®irective and Universal Service
Directives.

In October 2012, the Commission commenced a rewfats Recommendation on Relevant Markets and thegss is expected to
conclude during 2013. It is possible that this psscwill affect the degree of ex ante regulatiomently applied in relation to wholesale access
products.

Notwithstanding a synchronized approach to regutaith Europe, the implementation of the directilias not been uniform across the
Member States of the European Union. Recognizirggcthncern, in November 2009, the EU implementeslregulation establishing the Body
of European Regulators for Electronic Communicati¢iRegulation (EC) No 1211/2009) (“BEREC”). BERE@sit is to improve
harmonization between national regulatory measswess to ensure greater consistency of remedie®ardicipate emerging regulatory
requirements. During 2012, BEREC adopted a comnositipn on several issues of relevance, includihglesale local and broadband acces:
wholesale leased lines and net neutrality. Addétilynin November 2012, BEREC issued a statemepbsing the European
Telecommunications Network Operators Associatiprioposals for the review of the International Telaeunications Regulations. At the
time of writing, BEREC's work programme for 2013saeot available.

In 2010, the EU adopted a long term strategic gdimown as the Digital Agenda for Europe 2010 -@0#med at ensuring that the
EU derives the maximum economic, industrial andaddienefit from advanced communications servigeduding the extensive roll-out of
'superfast broadband. The majority of Member State® each adopted their own national policiesippsrt of this high level agenda. For
example, in the U.K., the Government indicated @ac@mber 2010, the adoption of a policy objectivertsure that every community in the
country will have access to 'superfast broadbap@045 which, it is acknowledged, will require dfipant new investment in infrastructure
projects. In December 2012, the Office of Commutiiees (“OFCOM”) published its draft Annual Plan 2013 indicating that one of its key
objectives is to ensure effective competition i@ Business connectivity market which may have &nateffect on our business.
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Canadian Regulation

The Canadian Radio-television and Telecommunicat@oammission (“CRTC") regulates telecommunicatipreviders and their
service offerings in Canada. Regulatory developmewer the past several years have terminateddteib monopolies of the ILECs, bringi
significant competition to this industry for botbrdestic and international long distance servicég. firovision of Canadian domestic and
international transmission facilities based serwiiseno longer restricted to “Canadian carriersiofto June 2012, these carriers had to have
majority ownership and control in-fact by CanadiaFisere are no such Canadian ownership and caetjairements for companies that resell
the services and facilities of a Canadian carAecordingly, we have historically operated as a&les of Canadian domestic and international
transmission facilities-based services in Canadat lune, material ownership restrictions werealegke thus allowing us to register with the
CRTC as a facilities-based telecommunications comoaorier. We did so in December 2012, and alsainétl a Basic International
Telecommunications Service license, allowing usawy traffic that originates or terminates in geioutside of Canada. We anticipate that we
will be able to expand operations and service offerin Canada in 2013 and beyond.

Latin American Regulatior

The regulatory status of the telecommunicationskatarin Latin America varies to some degree. Alihaf countries in which we
currently operate are members of the World Tradgafization, and most have committed to some destmyl measures such as market
competition and foreign ownership. Some countras permit competition for all telecommunicationsifdies and services, while others
allow less competition for some facilities and $&#g, but restrict competition for other servicésme countries in which we operate currently
impose limits on foreign ownership of telecommutimas carriers.

The telecommunications regulatory regimes of maatyn_LAmerican countries are in the process of dgmkent. Many issues, such as
regulation of incumbent providers, interconnectiomhundling of local loops, resale of telecommuti@es services, and pricing have not been
addressed fully, or even at all. We cannot acclyraredict whether and how these issues will belkesl, or their effect on our operations.

Below is a summary of certain of the regulations@utly applicable to our Latin American operatiphg country. The regulations apply
equally to all of our operating entities in a givasuntry.

Argentina

The Argentine telecommunications sector is suligecomprehensive regulation by the Comisién NadideaComunicaciones ational
Communications Commission”) and the Secretariaamudicaciones (“Secretary of Communications”). Angentine telecommunications
market was opened to competition on November 90200

Following market liberalization, the governmentied a series of regulations to effectuate the itiango competition, including Decree
No. 764/00. The Decree established rules for thatgrg of licenses for telecommunications servigggrconnection, and the management
control of the radio spectrum. The Decree alsabdisteed new rules and regulations to promote adoetsdecommunications services for
customers located in high-cost access or maintenareas or with physical limitations or specialiasbeeeds. These rules and regulations,
effective January 1, 2001, established that theséces would be financed by all telecommunicatipreviders (including us) through a
Universal Service Fund, backed by the payment obi#&ach provider's total revenues for telecommatioos services.

There have been no major changes in the Argengig@laitory framework since its adoption in 2000 gottinan for the introduction of

wireless number portability in 2011 by joint res@ns 08/2011 and 03/2011 issued by the SecrefaBpmmunications and the Secretary of
Domestic Trade.

26




Table of Contents

During the last few years, telecommunications camgmin Argentina have been subjected to incretesexs and fees from both
provincial and municipal authorities. While we halellenged the constitutionality of some of thelséms, there is no certainty that we will
prevail on such challenges.

Brazil

Telecommunications services in Brazil are reguléethe Ministry of Communications, pursuant to Liw. 9,472 as of July 16, 1997
(the “General Telecommunications Law”). This lavirearized the creation of the Agencia Nacional dee@@municac6es (the “National
Telecommunications Agency,” known as “ANATEL"), amdependent agency under the Ministry of Commuiooatthat regulates and
supervises all aspects of telecommunications sesviSNATEL enforces the legislative determinatiohshe Ministry of Communications.
ANATEL has generally pursued a policy of markeetialization and supported a competitive telecomiatiins environment.

Chile

The telecommunications industry in Chile is regedaby the Undersecretariat of Telecommunicatiomepartment under the Ministry of
Transportation and Telecommunications.

In 1978, the National Policy on Telecommunicatioras issued which, in its most relevant aspectiedfbr the development of
telecommunications services to be conducted bya@iinstitutions through authorizations grantedh®ygovernment. However, it also
endorsed a series of regulations aimed at estalgighcreased technical control over such investsand conferring certain discretionary
powers upon the government. The policy was forredlithrough the General Law on Telecommunicatiopsayed in 1982, in which free,
non-discriminatory access was granted to privatediin the development of the nation's telecomnatitos services. This law established
responsibilities with respect to telecommunicaservices, compulsory interconnection of facilitbesween public service licensees, and
effectuated mandatory tariffing of services wheristing market conditions were deemed insufficienjuarantee a free tariff system.

Chile amended its General Law on Telecommunicatiori®85 to provide that concessions and permitg Ineagranted without limit
depending upon the quantity and type of servicegamfjraphic location. The law guarantees intercctiime among telecommunications
service concessionaires. Chile defines value addadces as supplementary services. It is not sacgs$o have a telecommunications service
license to offer supplementary services, althoigis¢ who provide additional services must compty e technical standards established b
the Department of Telecommunications, and obtathaization therefrom.

The General Law on Telecommunications has been éadeon several occasions regarding such mattersta®rk neutrality, the
elimination of domestic long distance telephonill sending), number portability, and establishgational plan for critical
telecommunications infrastructure to ensure coitgraf services.

Colombia

The telecommunication industry in Colombia is sabj® regulation by the Colombian Ministry of Commnieations. Since 1991, t
Ministry of Communications has pursued a policy liferalization and has encouraged joint ventureswéen public and priva
telecommunication companies to provide new and awgal telecommunication services. In 2009, the Cbiam government adopted a r
regulatory regime (Law 1341, the “TIC law”) thatsvaimed at further deregulating the telecommurocatimarket.

Costa Rica
Costa Rica has possibly been the most resistamtigoin Latin America to liberalize the telecommeetiions market.
Telecommunications in Costa Rica have historidadign under the structure of a state-owned monopoljowing ratification of the free trade

agreement between the US and Central AmericansSiat2007, Costa Rica started the reform of iggil&tory environment to open
telecommunications to competition.
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In pursuit of this objective, which is still ongginthe government of Costa Rica moved to a tdiekéilized telecom market in the cour
from 2008. A new Telecommunications Law was enattelline 2008 and the new regulatory body, thecbalnunications Superintendence
(SUTEL), was created on July 2009 by the Law 8@0TEL is an administrative body within the formertiic Services” Regulatory
Authority (ARESEP).

Examples of SUTEL's responsibilities are: implenrenpolicy and legislation, regulating the marketrg by service providers and the
services, imposing access and interconnection atimigs, resolving intercarrier disputes, approvietgil tariffs and contracts with end users,
overseeing the universal service fund, and managgagce resources, including numbers and radidrsppecSUTEL also ensures compliance
with consumer protections and promotes competitidhe telecommunications sector.

The executive branch retains certain direct respdities in the telecom sector through the Minystf Environment, Energy and
Telecommunications (“Minaet”). Such responsibitere the definition of national telecommunicatipoficy, definition of a national plan for
the development of telecommunications and contvel gpectrum licensing by SUTEL.

Ecuador

The telecommunications industry in Ecuador is retpd by the Consejo Nacional de Telecomunicaci¢thes‘National
Telecommunications Council”) and the Secretariaidiaal de Telecomunicaciones (the “National Telecamitations Secretary,” known as
“SENATEL") and is under the control and supervisaithe Superintendencia de Telecomunicacionespé8atendent of
Telecommunications”).

The Ministry of Telecommunications is the governteody in charge of the development of Informafi@thnologies and
Communication in Ecuador, which issues policiesiegal plans and monitors their implementation. Wheistry also evaluates, coordinates
and promotes actions to ensure equal access ticesand the effective and efficient use thereof.

Mexico

The telecommunications sector in Mexico is regagemarily by the Federal Telecommunications LAWT(L"), published in year
1995, and last amended in year 2010. Among othmrcss, the FTL regulates the requirements for $zenpublic telecommunications
networks, and the obligations of telecommunicatiompanies in Mexico. Further, it manages licensaguirements for radio electric
spectrum, satellite geostationary orbits assigndddxico and its related spectrum, and authoripatio commercialize telecommunications
services. The FTL limits foreign capital investedMiexican telecom operators to 49%; however, neot@lephony is an exception to that
limitation.

While the FTL provides the main regulatory framekvof the telecommunications industry, other relé\taws in the field are the Fede
Antitrust Law, the Foreign Investment Law, the LafwProtection of Personal Information in PossessibRrivate Entities, and the Federal
Consumers Protection Law, all of which play a jirathe overall regulation of the sector, in additio the general commerce and contractual
laws.

The main regulatory bodies are (i) the MinistryGifmmunications and Transportation (SCT), whichérincipal authority in granting
and revoking telecommunication licenses and regojfatompliance, (ii) the Federal Telecommunicati@onmission (COFETEL), which
establishes telecommunications policies and agbistSCT in related matters, and (iii) the FedArgitrust Commission (COFECO), which
governs antitrust practices and oversees relearttentrations of market agents in Mexico.

Panama
The telecommunications industry in Panama is regdlby Autoridad Nacional de los Servicios PubliedSEP (formerly Ente

Regulador de los Servicios Publicos), an independgulatory body created by General Law 26 (1396&nded in 2006 by decree-law 10.
ASEP is a multi-sector regulator in charge of alh&ma utilities
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including telecommunications. General Law 31 esthabd the regulatory framework for telecommuniaagicegulation. This law was last
amended in 1999 by Law 24.

Peru

The telecommunications industry in Peru is reguldte the Supervisory Authority for Private Investrhan Telecommunications
(“OSIPTEL") and the Ministry of Transportation a@bmmunications (“MTC"). OSIPTEL is an independesgulatory body attached to the
Office of the President of the Council of Ministers

Under Peruvian law, the provision of public telecoumications services requires a concession. Thatiuns related to the issuance of
concessions and market access registration arab#ignment of the radio spectrum for public telewamications services are managed by th
MTC's General Directorate of Telecommunicationac8imarket liberalization became effective in Audi#98, there has been no limitation
on the issuance of concessions, except for sersigaigct to natural limitations on grounds of seaesources, as in the case of the radio
spectrum.

Uruguay

The telecom market in Uruguay is highly regulafBide Executive Branch, through the Ministry of IndlusEnergy and Mining, is the
final authority in regards with telecom matters,jlelthe Telecom National Office (Direccién Nacioml@ Telecomunicaciones) works as a
general advisory body and the Communication SesviRegulatory Unit URSEC (Unidad Reguladora deiSies/de Comunicaciones)
participates as a regulatory agency.

In order to provide telecommunications services itecessary to hold a license. Moreover, if #r@ise also requires the assignment of
spectrum, it is also necessary to have a concesBmExecutive Branch grants licenses to broadoa$tlso grants assignments of spectrum
with a fixed term. URSEC is entitled to grant lises and concessions in all the remaining casesnigraational long distance telephony is a
closed market with approximately ten players opegan that market. Through our Uruguayan branclE“&ac Argetina SRL Sucursal
Uruguay,” we are licensed as a long distance seiiovider.

Venezuela

The Venezuelan telecommunications industry is ie#gdl by the Comision Nacional de Telecomunicaci¢gt@®NATEL of
Venezuela”), which is ascribed to and under theipur of the Vice President of Venezuela. Venezoglened its telecommunications market
to competition on November 28, 2000. In 2007, tlem&zuelan government nationalized the incumbestaehimunications operator, CANTV.
In December 2010, the government issued a new éladng that the provision of telecommunicatioaes/ges is an activity of the “public
domain.” To date, the government has not indicatethtent to expand nationalization within thesmmunications sector.

Asian Regulation

The status of liberalization of the telecommunimasi regulatory regimes of the Asian countries incivlive operate or intend to operate
varies. Some countries allow full competition ie telecommunications sector, while others limit petition for most services. Similarly, so
countries in Asia maintain foreign ownership resinins which limit the amount of foreign direct @stment and require foreign companies to
seek local joint venture partners.

Most of the countries in the region have committetiberalizing their telecommunications regimes apening their telecommunicatic
markets to foreign investment as part of the Warade Organization Agreement on Basic Telecommtioicsa Services, which came into
force in February 1998. Additionally, the adoptimfithe Free Trade Agreement between the U.S. amghfore in January 2003 established a
new standard of liberalization based on bilateegjatiations with the U.S. We cannot predict whédf if any, this agreement will have on
other countries in the region or whether the U.#.pursue similar agreements with those countigs. also cannot be certain whether this
liberalizing trend will continue or accurately pretcthe pace and scope of liberalization. It is
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possible that one or more of the countries in whiehoperate or intend to operate will slow or Htiadt liberalization of its telecommunications
markets. The effect on us of such an action cabeatccurately predicted.

The telecommunications regulatory regimes of masi@ countries are in the process of developmeanyMssues, such as regulatiol
incumbent providers, interconnection, unbundlindpohl loops, resale of telecommunications seryioffering of voice services and pricing

have not been addressed fully or at all. We caaootirately predict whether or how these issuesbgillesolved and their effect on our
operations in Asia.
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Glossary of Terms:

access
access charges

ATM

backbone

CAP

caching

capacity
carrier
CDN

central office
CLEC
co-carrier
common carrier

conduit

dark fiber

dedicated lines
facilities based carriers
fiber optics

Telecommunications services that permit long distatarriers to use local exchange
facilities to originate and/or terminate long dista service.

The fees paid by long distandersatio LECs for originating and terminating long
distance calls on the LECs' local networks.

Asynchronous transfer mode. An information transtandard that is one of a general
class of packet technologies that relay traffiolay of an address contained within the
first five bytes of a standard fiftghree byte long packet or cell. The ATM format den
used by many different information systems, inahgdiiANs, to deliver traffic at varying
rates, permitting a mix of data, voice and video.

A high-speed network that interconnects smalletependent networks. It is the
through-portion of a transmission network, as opposed tossphich branch off the

through-portions.

Competitive Access Provider. A company that prosiig customers with an alternative
to the local exchange company for local transpbprivate line and special access
telecommunications services.

A process by which a Web storage device or caclue#ed between Web servers (or
origin servers) and a user, and watches requaskTIL pages and objects such as

images, audio, and video, then saves a copy flf.itéthere is another request for the
same object, the cache will use its copy, instdabking the origin server for it again.

The information carrying ability of a communicatsofacility.
A provider of communications transmission servisgdiber, wire or radio.

Content Distribution Network or CDN describes ateysof computers networked
together across the Internet that cooperate traasthato deliver various types of content
to end users. The delivery process is optimizeegaly for either performance or cost.
When optimizing for performance, locations that sarve content quickly to the user are
chosen. When optimizing for cost, locations thatlass expensive to serve from may be
chosen instead.

Telephone company facility wheréseribers' lines are joined to switching equipnfent
connecting other subscribers to each other, loeaitylong distance.

Competitive Local Exchange Carrier. A company ttaahpetes with ILECs in the local
services market.

A relationship between a CLEC and an ILEC thatraffceach company the same access
to and right on the other's network and providegss and services on an equal basis.

A government defined group of pgeveompanies offering telecommunications services
or facilities to the general public on a non-disgnatory basis.

A pipe, usually made of metal, ceramic or plagtiat protects buried cables.

Fiber optic strands that are not connected to in&son equipment.
Telecommunications lines resefoedse by particular customers.
Carriers that own anerage their own network and equipment.

A technology in which light is used to transpoifbimation from one point to another.
Fiber optic cables are thin filaments of glass gigfowhich light beams are transmitted
over long distances carrying enormous amounts t@af. déodulating light on thin strands
of glass produces major benefits including highdvédth, relatively low cost, low power
consumption, small space needs and total inseigitivelectromagnetic interference.
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Gateway

Gbps
ISDN

ILEC

Interconnection

ISPs

IXC

Kbps

LATA

leased line

LEC

local exchange

local loop

long distance carriers
Mbps

MPLS

multiplexing

PBX

Gateways are the primary technical facilities ia tharkets we serve. They are the
endpoints of each long haul city-pair segment. Whes have metro rings, they are the
locations most metro rings home to.

Gigabits per second. A transmission rate. One gfigajoals 1.024 billion bits of
information.

Integrated Services Digital Network. An informatimansfer standard for transmitting
digital voice and data over telephone lines at dpe to 128 Kbps.

Incumbent Local Exchange Carrier. A company histily providing local telephone
service. Often refers to one of the Regional B@efating Companies (RBOCSs). Often
referred to as “LEC” (Local Exchange Carrier).

Interconnection of facilities bem or among the networks of carriers, including
potential physical colocation of one carrier's eguent in the other carrier's premises to
facilitate such interconnection.

Internet Service Providers. Companies formed teigmaccess to the Internet to
consumers and business customers via local networks

Interexchange Carrier. A telecommunications comghay provides telecommunications
services between local exchanges on an interstamérastate basis.

Kilobits per second. A transmission rate. One kilelquals 1,024 bits of information.

Local Access and Transport Area. A geographic eoeaposed of contiguous local
exchanges, usually but not always within a sintées There are approximately 200
LATAs in the United States.

An amount of telecommunications capacity dedicéteal particular customer along
predetermined routes.

Local Exchange Carrier. A telecommunications conyghat provides
telecommunications services in a geographic aré&slinclude both ILECs and CLECs.

A geographic area determined bppipeopriate state regulatory authority in whichlsca
generally are transmitted without toll chargeshte ¢alling or called party.

A circuit that connects an end user to the LECregwoffice within a LATA.

Long distance carriers ipmsgervices between local exchanges on an intersta
intrastate basis. A long distance carrier may caffwices over its own or another carrier's
facilities.

Megabits per second. A transmission rate. One niegabals 1.024 million bits of
information.

MultiProtocol Label Switching. A standards approvedhnology for speeding up netw:
traffic flow and making it easier to manage. MPh8dlves setting up a specific path fc
given sequence of packets, identified by a labeipeaach packet, thus saving the time
needed for a router or switch to look up the adsiteshe next node to forward the packet
to.

An electronic or optical process tambines a large number of lower speed transnmssi
lines into one high speed line by splitting thetavailable bandwidth into narrower
bands (frequency division), or by allotting a conmuhannel to several different
transmitting devices, one at a time in sequenaoge(tivision).

Private Branch eXchange. A PBX, sometimes knowa jplsone switch or phone
switching device, is a device that connects offedephones in a business with the PSTN.
The functions of a PBX include routing incominglsab the appropriate extension in an
office, sharing phone lines between extensiongraated greetings for callers using
recorded messages, dialing menus, connectionsd¢email, automatic call distribution
and teleconferencing.
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peering

POP

private line
PSTN

RBOCs

reciprocal compensation

resale
router

selective router

SONET

special access services

streaming

switch

Tbhps
TDM

unbundled
unbundled access

The commercial practice under which ISPs excharaffic with each other. Although
ISPs are free to make a private commercial arrapgérthere are generally two types of
peering. With a settlement free peering arrangerientSPs do not need to pay each
other for the exchange of traffic. With paid pegrithe larger ISP receives payment from
the smaller ISP to carry the traffic of that smal®P. Peering occurs at both public and
private exchange points.

Point of Presence. Telecommunications facility veheicommunications provider locates
network equipment used to connect customers teeitsork backbone.

A dedicated telecommunications connection betweehuser locations.

Public Switched Telephone Network. That portioradbcal exchange company's network
available to all users generally on a shared lasis not dedicated to a particular user).
Traffic along the public switched network is gerigrawitched at the local exchange
company's central offices.

Regional Bell Operating Companies. Originally, #ewen local telephone companies
established as a result of the divestitures of AT& Tonnection with its settlement with
the U.S. Department of Justice of an antitrust latvs

The compensation of a Ctde@rmination of a local call by the ILEC on tG&EC's
network, which is the same as the compensatiorthieatLEC pays the ILEC for
termination of local calls on the ILEC's network.

Resale by a provider of telecommunications servisesh as a LEC) of such services to
other providers or carriers on a wholesale or ailrbasis.

Equipment placed between networks that relaystdataose networks based upon a
destination address contained in the data packéts lbouted.

Telephone switch or functionalieglent, controlled by the relevant local exchange
carrier (LEC), which determines the public safatgwering point to which a 911 call
should be delivered based on the location of tHecgdler.

Synchronous Optical Network. An electronics andvoek architecture for variable
bandwidth products which enables transmission @feyalata and video (multimedia) at
very high speeds. SONET ring architecture providesirtually instantaneous restoration
of service in the event of a fiber cut or equipmfailtire by automatically rerouting traffic
in the opposite direction around the ring.

The lease of privatecakedi telecommunications lines or “circuits” aldhg network
of a local exchange company or a CAP, which linesirguits run to or from the long
distance carrier POPs. Examples of special aceggiess are telecommunications lines
running between POPs of a single long distancéezafrom one long distance carrier
POP to the POP of another long distance carriéoar an end user to a long distance
carrier POP.

Streaming is the delivery of media, such as moaieblive presentations, over a network
in real time. A computer (a streaming server) sehdsnedia to another computer (a
client computer), which plays the media as it ibvéeed.

A device that selects the paths or circuits to $edifor transmission of information and
establishes a connection. Switching is the prooésgerconnecting circuits to form a
transmission path between users and it also capinfirmation for billing purposes.

Terabits per second. A transmission rate. One itezghals 1.024 trillion bits of
information.

Time Division Multiplexing. A technology that tramits multiple signals simultaneously
over a single transmission path.

Services, programs, software and training soldrsggls from the hardware.

Access to unbundled elementetd@mmunications services provider's network
including network facilities, equipment, featurfgjctions and capabilities, at any
technically feasible point within such network.
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VolP Voice over Internet Protocol

xDSL A term referring to a variety of newer Digital Sehiber Line technologies. Some of these
newer varieties are asymmetric with different dates in the downstream and upstream
directions. Others are symmetric. Downstream spesttge from 384 Kbps (or “SDSL”)
to 1.5 to 8 Mbps (“ADSL").

ITEM 1A. RISK FACTORS
Forward Looking Statements

We, or our representatives, from time to time makenor may have made certain forward-looking statém) either orally or in
writing, including without limitation statements deor to be made in this Form 10-K, our quarteglyarts on Form 10-Q, information
contained in other filings with the SEC, pressasés and other public documents or statementslditi@n, our representatives, from time to
time, participate in speeches and calls with maakelysts, conferences with investors or poteirtisstors in our securities and other meet
and conferences. Some of the information preseattétese speeches, calls, meetings and confersraesiclude forward-looking statements.
We use words like “plan,” “estimate,” “expect,” ‘éeipate” or “believe” to identify forward-lookingtatements.

We wish to ensure that all forward-looking stateteerre accompanied by meaningful cautionary statesnso as to ensure to the
fullest extent possible the protections of the $efidbor established in the Private Securities attan Reform Act of 1995. Accordingly, all
forward-looking statements are qualified in theitieety by reference to, and are accompanied lgyfathowing discussion of certain important
factors that could cause actual results to diffatemally from those projected in these forwardking statements. We caution the reader that
this list of important factors may not be exhaustiwe operate in a rapidly changing business, andrisk factors emerge from time to time.

We cannot predict every risk factor, nor can weessshe effect, if any, of all such risk factorsoom business or the extent to which
any factor, or combination of factors, may caugealaesults to differ materially from those prdt in any forward-looking statements.
Accordingly, forward-looking statements should hetrelied upon as a prediction of actual resultstHer, we undertake no obligation to
update forward-looking statements after the dadg ire made to conform the statements to actualtses changes in our expectations.

For more information about our results of operatiand financial condition, you should see the dismn included under Item 7,
“Management's Discussion and Analysis of FinanCiahdition and Results of Operations,” appearingrlat this Form 10-K.

Risks Related to our Business Operatic

Although we expect that the acquisition of Globatd@Ssing will result in benefits to us, we may naalize those benefits because of
integration difficulties and other challenges.

The success of our acquisition of Global Crossiegethds in large part on the success of managemaniegrating the operations,
strategies, technologies and personnel of the tmgpanies. We may fail to realize some or all ofdahécipated benefits of the Global Cross
acquisition if the integration process takes lonmes more costly than expected. Our failure t@tike challenges involved in successfully
integrating the operations of Global Crossing ootteerwise realize any of the anticipated benefithe Global Crossing acquisition could
impair our operations. In addition, the overaleguation of Global Crossing is a time-consuming exylensive process that, without continuec
proper planning and effective and timely implem#éata could significantly disrupt our business.
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Potential difficulties the combined business magoemter in the integration process include theofeihg:

» theintegration of management teams, stratetgebnologies, operations, accounting and dataegssicg systems,
management controls, products and services;

» the disruption of ongoing businesses and distra@fdhe management team from ongoing businessecos
» the retention of the existing customers and/or vendf both companie
» the creation of uniform standards, controls, proces, policies and information syste
» the reduction of the costs associated with eachpaoyis operation
» the consolidation and rationalization of informatiechnology platforms and administrative infrastanes
« the integration of corporate cultures and mainteaaf employee moral
» the retention of key employees; i
« potential unknown liabilities associated with thimlal Crossing acquisitio
The anticipated benefits and synergies includetimebination of offices in various locations and étienination of numerous
technology systems, duplicative personnel and datiie market and other data sources. Howevere theicipated benefits and synergies
assume a successful integration and are basedfmtiwns, which are inherently uncertain, and pdssumptions. Even if integration is
successful, anticipated benefits and synergiesmoape achieved.
Continued uncertainty in the global financial marke and the global economy may negatively affect financial results.
Continued uncertainty in the global financial maskend economy may negatively affect our finan@allts. A prolonged period of
economic decline could have a material adversetefie our results of operations and financial cbadiand exacerbate some of the other risk
factors we describe herein. Our operating resultsfaancial condition could be negatively affecteds a result of economic conditions:
e customers cancel, defer or forgo purchases of ewices
* customers are unable to make timely payments

» the demand for, and prices of, our services arecedias a result of actions by our competitorgloeravise

» key suppliers upon which we rely are unwillingumable to provide us with the materials we negdtir network on a timely
basis or on terms that we find acceptable; or

» our financial counterparties, insurance provddarother contractual counterparties are unablertdo not meet, their contractual
commitments to us.
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We need to increase revenue from the services wabffer to realize our targets for financial andperating performance.

We must increase revenue from our data, voice eoo@nd infrastructure services at acceptable maigiorder to realize our targets
for financial and operating performance. If:

* we do not avoid excessive customer churn or impomrecurrent relationships with existing key custos

* we are not able to expand the available capacityusmetwork to meet our customers' demands imelyi manne
* we do not develop new large volume and enterpuséomers; ¢

» our customers determine to obtain these servicas &ither their own network or from one of our catitors

we may not be able to increase or maintain ourmeget acceptable margins, which would adverséécabur ability to become and/or rem
profitable.

Our business requires the continued developmenefiéctive business support systems to implementarasr orders and to provide
and bill for services.

Our business depends on our ability to continugeteelop effective business support systems. Imicecases, the development of
these business support systems is required taeeatiticipated benefits from any acquisitions. Téis complicated undertaking requiring
significant resources and expertise and suppant frord-party vendors. Following the developmenttaf business support systems, the data
migration regarding network and circuit inventorushbe completed for the full benefit of the systdmbe realized. Business support system
are needed for:

* quoting, accepting and inputting customer orderséovices
e provisioning, installing and delivering servic

e providing customers with direct access to ofwrimation systems so that they can manage thecearthat they purchase from us,
generally through web-based customer portals; and

» hilling for services

Because our business provides for continued rajigtt in the number of customers that we serveytiieme of services offered as
well as the integration of any acquired compariasiness support systems, there is a need to certiindevelop our business support system
on a schedule sufficient to meet proposed milestiates. The failure to continue to develop effectimified business support systems or
complete the data migration regarding network dralit inventory into these systems could mateyialliversely affect our ability to
implement our business plans and realize antidiplagmefits from our acquisitions.

We may lose customers if we experience systemrgslthat significantly disrupt the availability anduality of the services that we
provide. System failures may also cause interrupsdo service delivery and the completion of otlserporate functions

Our operations depend on our ability to limit andigrate interruptions or degradation in servicedastomers. Interruptions in service
or performance problems, for whatever reason, conftermine confidence in our services and cause lase customers or make it more
difficult to attract new ones. In addition, becausany of our services are critical to the businesgenany of our customers, any significant
interruption or degradation in
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service could result in lost profits or other loss® customers. Although we generally limit oublidy for service failures in our service
agreements to limited service credits (generallhenform of free service for a short period ofdjnand generally exclude any liability for
“consequential” damages such as lost profits, atenight not enforce these limitations on liabilitythe manner contemplated, which could
expose us to financial loss. In addition, we ofteovide our customers with committed service leviélee are unable to meet these service
level commitments, we may be obligated to provielerise credits or other compensation to our custentgecause we offer emergency
notification services referred to as “911” servicasy significant interruption or degradation iwdk services could create legal and financial
exposure.

The failure of any equipment or facility on ourwetk, including our network operations control aastand network data storage
locations, could result in the interruption of @mer service and other corporate functions untieseary repairs are effected or replacement
equipment is installed. In addition, our businesstinuity plans may not be adequate to addresstecylar failure that we experience. Delays,
errors, network equipment or network facility fags, including with respect to our network openagicontrol centers and network data storag
locations, could also result from natural disasfersuding natural disasters that may increadedquency as a result of the effects of climate
change), disease, accidents, terrorist acts, plowees, security breaches, vandalism or otheraillagts, computer viruses, or other causes. Ol
business could be significantly hurt from theseaye| errors, failures or faults including as a ltesiu

* service interruption

* exposure to customer liabili

» the inability to install new servic

» the unavailability of employees necessary to preervice:

» the delay in the completion of other corporate fioms such as issuing bills and the preparatidinahcial statements;
» the need for expensive modifications to our systantsinfrastructur

If our security measures are breached, or if oumrgiees are subject to attacks that degrade or dérgyability of users to access our
systems, products and services, we may experiegoéisant legal and financial exposure, our produs and services may be perceivec
not being secure, users and customers may curtatmp using our products and services, and our imess may be disrupted.

Network and information systems and other techriebgre critical to our business activities. Netwand information systems-
related events such as computer hackings, cybackattcomputer viruses, worms or other destructivéisruptive software, process
breakdowns, denial of service attacks or othercimals activities, or any combination of the thdsenis, could result in a degradation or
disruption of our services, damage to our propgréguipment and data, or unauthorized disclosucerdidential information. We experience
cyber-attacks against our network and informatigsteams of varying degrees on a regular basis, aradrasult, unauthorized parties could
obtain access to our data or our customers' datas€xurity measures may also be breached duepimgee error, malfeasance, or otherwise.
Additionally, outside parties may attempt to fralghtly induce our employees or customers to digckensitive information in order to gain
access to our data or our customers' data, in@udformation subject to data protection laws asgutations such as the national laws
implementing the European Union Directive on Datatéction and various U.S. federal and state laov&ming the protection of health or
other personally identifiable information. The riskthese systems-related events and security lxesauccurring has intensified, in part
because we maintain certain information necessacgnduct our businesses in digital form storedenvers connected to the Internet.
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While we develop and maintain systems and procekssigned to prevent systems-related events anityeloreaches from
occurring, the development and maintenance of thgstems and processes is costly and requiresrognguoanitoring and updating as
technologies change and efforts to overcome sgauktasures become more sophisticated. Despiteffoutsethere can be no assurance that
unauthorized access and security breaches withemir in the future. In addition, because the tephes used to obtain unauthorized access,
disable or degrade service, or sabotage systemgelieequently and often are not recognized uatihthed against a target, we may be ur
to anticipate these techniques or to implement aakegpreventative measures.

Any security breach or unauthorized access coddltrén significant legal and financial exposurgluding in respect of customer
credits, lost revenues due to business interrupitneneased expenditures on security measures, targr#amages, regulatory enforcement
actions, fines and/or criminal prosecution. In &ddi damage to our reputation and the market péiae of the effectiveness of our security
measures could cause us to lose customers. Morgbeeamount and scope of insurance we maintaimstgasses resulting from unauthori:
access or security breaches may not be suffialecd¥er our losses or otherwise adequately compensaor any disruptions to our busines
that may result.

Failure to develop and introduce new services coaftect our ability to compete in the industry.

We continuously develop, test and introduce newises that are delivered over our communicatiorieok. These new services are
intended to allow us to address new segments afdh@nunications marketplace, address the changimgnuinications needs of our existing
customers and compete for additional customers.

In certain instances, the introduction of new sasirequires the successful development of newtdaly. To the extent that
upgrades of existing technology are required feritiiroduction of new services, the success ofethggrades may be dependent on reaching
mutually acceptable terms with vendors and on vedeeting their obligations in a timely manner.

In addition, new service offerings may not be wydatcepted by our customers. If our new servicerffjs are not widely accepted
by our customers, we may terminate those serviggio§is and we may be required to impair any assetischnology used to develop or offer
those services.

If we are not able to successfully complete theettiggment and introduction of new services in a ynmeanner, our business could be
materially adversely affected.

Our future results will suffer if we do not effeately manage expansions to our operations.

We may continue to expand our operations throughpreduct and service offerings and through addéitrategic investments,
acquisitions or joint ventures, some of which nrayoive complex technical and operational challen@es future success depends, in part,
upon our ability to manage our expansion opporigesitvhich pose numerous risks and uncertaintietyding the need to integrate new
operations into our existing business in an efficend timely manner, to combine accounting and gadcessing systems and management
controls and to integrate relationships with custsnvendors and business partners. In additiomefacquisitions or joint ventures may
involve the issuance of additional shares of ounmmn stock, which may dilute our stockholders' oghip.

Any future acquisitions of businesses or facilittesild entail a number of risks, including:

. problems with the effective integration of opéas;

. inability to maintain key pre-acquisition busiseslationships;
. increased operating costs;

. exposure to unanticipated liabilities; and
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. difficulties in realizing projected efficienciesynergies and cost savings.

We continually evaluate potential investments a@natesgic opportunities to expand, enhance conrigctind add traffic to our
network. In the future, we may seek additional stugents, strategic alliances or similar arrangemenitich may expose us to risks such as:

» the difficulty of identifying appropriate investnisnstrategic allies or opportunities on terms ptalgle to u

» the possibility that senior management may beired to spend considerable time negotiating agests and monitoring these
arrangements;

» potential regulatory issues applicable to the t@munications industr

» theloss or reduction in value of the capital ireent

e our inability to capitalize on the opportunitiegpented by these arrangements
» the possibility of insolvency of a strategic ¢

We cannot assure you that our future expansiorauisition opportunities will be successful, ortthae will realize expected operating
efficiencies, cost savings, revenue enhancemegmsygies or other benefits.

Our future growth depends upon the continued deymitent and expansion of the Internet as a communioas medium and
marketplace for the distribution and consumption data and video by businesses, consumers and gonents.

Achieving the anticipated benefits of our busingssrations will depend in part upon the continuedetbpment and expansion of the
Internet as a communications medium and marketgtadbe distribution and consumption of data aittbw by businesses, consumers and
governments. The use of the Internet for theseqaap may not grow and expand at the rate that ti@maie or may be restricted by such
things as:

» actions by ISPs or the owners of access netwbetsrestrict us from delivering our customeraffic to the users of those
networks;

» future regulatior

» alack of anticipated technology innovation andmim; ol

» alack of continued broadband penetration bothénnited States and elsewh

There is no guarantee that we will be successfulrigreasing sales of our content distribution secei offering.

As we believe that one of the largest sourcestoféuincremental demand for our services will beveel from customers that are
seeking to distribute their video, feature richteort or applications over the Internet, we offeradety of content distribution network, or CLC
and related services. There are many difficulties tve may encounter in selling these servicedydimg customer support system developr
issues, intellectual property matters, technoldgssales, increasing capacity on our network totroae customers' demands in a timely

manner, developmental constraints and other prabteat we may not anticipate. There is no guarathigene will be successful in generating
significant revenues from our CDN service offering.
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Intellectual property and proprietary rights of o#lrs could prevent us from using necessary techngltg provide our services or
subject us to expensive intellectual property latgn.

If technology that is necessary for us to provide gervices was determined by a court to infringat@nt held by another entity tha
unwilling to grant us a license on terms acceptébles, we could be precluded by a court order fusing that technology and we would lik
be required to pay a significant monetary damagesdto the patent holder. The successful enforo¢iethese patents, or our inability to
negotiate a license for these patents on acceptatotes, could force us to cease using the releeghinology and offering services
incorporating the technology. In the event thalksént of infringement was brought against us basethe use of our technology or against our
customers based on their use of our services farhwhe are obligated to indemnify, we could be sabjo litigation to determine whether si
use or sale is, in fact, infringing. This litigaticould be expensive and distracting, regardlesiseobutcome of the suit.

While our own patent portfolio may deter other @iy companies from bringing such actions, pat#nnhgement claims are
increasingly being asserted by patent holding canigsawhich do not use technology and whose sa@bss is to enforce patents against
operators, such as us, for monetary gain. Becawdeatent holding companies do not provide sesvicauise technology, the assertion of our
own patents by way of countaaim would be largely ineffective. We have alredeen the subject of time-consuming and expenstenp
litigation brought by certain patent holding comiggrand we can reasonably expect that we will fatber claims in the future.

Our consolidated revenue is concentrated in a lisdtnumber of customers.

A significant portion of our consolidated revenaeoncentrated among a limited number of custonkensthe year ended
December 31, 2012, our top ten customers reprasepiroximately 17% of our total consolidated rexeerif we lost one or more of our ma
customers, or, if one or more of them significantbcreased orders for our services, our businesfvoe materially and adversely affected.

We have generated substantial net losses and matimoe to do so.

For the fiscal years ended December 31, 2012, 201d.2010, we incurred net losses of approxima&é4B2 million, $756 million and
$622 million, respectively. Although we anticipdltat our operating results will improve over tintfggere can be no assurance that currently
anticipated operating improvements will be realinadschedule or that we will be able to achieveustain profitability in the future.
Continued net losses could limit our ability to duexpansions of our network, investments in oudpobts and services, interest and principal
payments on our debt, or other business needs.

Future expansion or adaptation of our network wilequire substantial resources, which may not be éafle at the time.

We will need to continue to expand and adapt otwosk in order to remain competitive, which may ugg significant additional
funding. Additional expansion and adaptations af @ammunications network's electronic and softwamaponents will be necessary in order
to respond to:

e growing number of custome

« the development and launching of new serv

* increased demands by customers to transmit largeuats of dat:

» changes in customers' service requirem

» technological advances by competitors;
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» governmental regulatior

Future expansion or adaptation of our network reitjuire substantial additional financial, operasioend managerial resources, wr
may not be available at the time. We may be untabéxpand or adapt our network to respond to tdeselopments on a timely basis and at a
commercially reasonable cost.

The market prices for many of our services have @&sed in the past and may decrease in the futwesulting in lower revenue
and margins than we anticipate.

Over the past few years, the market prices for nedrour services have decreased. These decreasdtedefrom downward market
pressure and other factors including:

» technological changes and network expansionsiwinave resulted in increased transmission capacéifable for sale by us and
by our competitors;

» some of our customer agreements contain volussedpricing or other contractually agreed-upomebeses in prices during the
term of the respective agreements; and

» some of our competitors have been willing toegtsmaller operating margins in the short terrarirattempt to increase lomgrm
revenues.

In order to retain customers and revenue, we oftest reduce prices in response to market condigodstrends. As our prices for
some of our services decrease, our operating sasay suffer unless we are able to either reduceperating expenses or increase traffic
volume from which we can derive additional revenue.

We also expect revenue from our managed modencesrtad continue to decline primarily as a resuktrmd users migrating to
broadband services.

The need to obtain additional capacity for our nedvik from other providers increases our costs. Indition, the need to
interconnect our network to networks that are coalted by others could increase our costs.

We use network resources owned by other compaoigmftions of our network. We obtain the righue such network portions,
including both telecommunications capacity andtsgh use dark fiber, through operating leasesiBhtlagreements. In several of those
agreements, the counter party is responsible fivar& maintenance and repair. If a counter parts tease or IRU suffers financial distress or
bankruptcy, we may not be able to enforce our sightuse these network assets or, even if we @mrtinue to use these network assets, we
could incur material expenses related to maintemand repair. We could also incur material expeiises were required to locate alternative
network assets. We may not be successful in obtirdasonable alternative network assets if nedeshliire to obtain usage of alternative
network assets, if necessary, could have a matatiadrse effect on our ability to carry on busingssrations. In addition, some of our
agreements with other providers require the paymeaimounts for services whether or not those sesvare used.

In the normal course of business, we need to é@mteinterconnection agreements with many domestit foreign local telephone
companies as well as the owners of networks thatastomers desire to access in order to delivadr gervices. We are not always able to
secure these interconnection agreements on faworatohs. For example, in November 2010, in conogaiiith Level 3's request to augment
interconnection capacity with Comcast, Comcast deled that Level 3 enter into an agreement and jaydast for interconnection capacity
Comcast required to deliver to Comcast's subsaither content that such subscribers requestedafainth such subscribers purchase the right
to receive from Comcast). Level 3 agreed to Congdsimand under protest, and initiated steps mmlihie issue to the attention of federal
policy makers. As part of its acquisition of NBCiuersal, Comcast and its affiliates were subjea @onsent Decree by the Department of
Justice, portions of which we believe their condwas violated. Our dispute with Comcast has nobgen resolved. Other retail Internet
service providers have and may continue to makéssiglemands for payment relating to interconnectapacity necessary to deliver the
content requested by their subscribers, and wednie challenge their right to
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demand such tolls. Such tolls, if imposed, wouféctfour underlying costs. We cannot predict the@me of these IP interconnection dispt

Costs of obtaining service from other communicatioarriers comprise a significant proportion of diperating expenses of long
distance carriers. Similarly, a large proportiorthef costs of providing international service cetssbof payments to other carriers. Changes in
regulation, particularly the regulation of localdainternational telecommunication carriers and lecaess network owners, could indirectly,
but significantly, affect our competitive positiorhese changes could increase or decrease theof@stsviding our services.

We may be unable to hire and retain sufficient qifadd personnel; the loss of any of our key exeadtiofficers could adversely
affect our business.

We believe that our future success will depenchigd part on our ability to attract and retain higtkilled, knowledgeable,
sophisticated and qualified managerial, professiand technical personnel. We have experiencedfigignt competition in attracting and
retaining personnel who possess the skills thatingeseeking. As a result of this significant coritjoet, we may experience a shortage of
qualified personnel.

Critical decisions regarding our businesses areagnh by a small number of key executive officetee Toss of any of these key
executive officers could have a material adverfecebn our business.

Our operations are subject to regulation in eachthie countries in which we operate and require wsdbtain and maintain a
number of governmental licenses and permits. If fed to comply with those regulatory requirements  obtain and maintain those
licenses and permits, including payment of relatiegs, if any, we may not be able to conduct ouribess in that jurisdiction. Moreover,
those regulatory requirements could change in a nman that significantly increases our costs or otlvéise adversely affects our operations.

In the ordinary course of constructing our netwahe providing our services, we are required taiobdnd maintain a variety of
telecommunications and other licenses and authmimin the countries in which we operate, as asgltights-of-way from utilities, railroads,
incumbent carriers and other persons. We also cmumsply with a variety of regulatory obligations. ®to the political and economic risks
associated with the countries in which we opethgre can be no assurance that we will be ableafatain our licenses or that they will be
renewed upon their expiration. Our failure to obtai maintain necessary licenses, authorizatiodsights-of-way, or to comply with the
obligations imposed upon license holders includivgpayment of fees, in one or more countries, raaylt in sanctions or additional costs,
including the revocation of authority to providengees in one or more countries.

In addition, our subsidiaries are defendants iesdvawsuits that, among other things, challehgesubsidiaries' use of rights-why.
The plaintiffs have sought to have these lawsutsifeed as class actions. It is possible that &oldal suits challenging use of our rights-of-way
will be filed and that those plaintiffs also maykelass certification. The outcome of such litigatmay increase our costs and adversely ¢
our operating results.

Our operations around the world are subject tolegigun at the regional level (for example, the Eagan Union), the national level (
example, the FCC) and, in many cases, at the gtateincial, and local levels. We also operatedme areas of the world without licenses, but
only as permitted through relationships with logditensed partners. The regulation of telecommatioos networks and services around the
world varies widely. In some countries, the ranfjeasvices that we are legally permitted to proviagy be limited, or may change. In other
countries, existing telecommunications legislaismim the process of development, is unclear aorisistent, or is applied in an unequal or
discriminatory fashion, or inadequate judicial,ukdory or other forums are available to addressetinadequacies or disputes. Changes to
existing regulations or rules, or the failure tgukate going forward in areas which have histolychéen regulated on matters such as network
neutrality, licensing fees, environmental, heahld aafety, privacy, intercarrier compensation,rici@nection and other areas, in general or
particular to our industry, may increase costdyi@operations or decrease revenues. Our inglalifailure to comply with the
telecommunications and other laws and regulatidrome or more of the countries in which we
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operate could result in the temporary or permagegpension of operations in one or more couniigsalso may be prohibited from entering
certain countries at all or from providing all afrcservices in one or more countries. In additioany of the countries in which we operate are
conducting regulatory or other proceedings that affect the implementation of their telecommunicas legislation. We cannot be certain of
the outcome of these proceedings. These proceediagaffect the manner in which we are permittegrtavide our services in these countries
as well as the level of fees and taxes payableag@bvernment.

Termination of relationships with key suppliers clilicause delay and additional costs.

Our business is dependent on third-party supplaerber, computers, software, optronics, transiois electronics and related
components as well as providers of network colocafiacilities and right of way rights that are igtated into our network, some of which are
critical to the operation of our business. If afiyh@se critical relationships is terminated, apigp either exits or curtails its business assalt
of economic conditions, a supplier fails to provatiical rights of use, services or equipmenttha supplier is forced to stop providing serv
due to legal constraints, such as patent infringen@and we are unable to reach suitable alternaftitmngements quickly, we may experience
significant additional costs or we may not be dblprovide certain services to customers.

ILECs may not provide us local access servicesratgs that allow us to effectively compete.

We acquire a significant portion of our local accesrvices, the connection between our owned nktarat the customer premises,
from incumbent local exchange carriers or ILECse THECs compete directly with our business and hmeaye a tendency to favor themselves
and their affiliates to our detriment. Network agxeepresents a very large portion of our totaiscasd if we face less favorable pricing and
provisioning timeframes, we may be at a competitiisadvantage to the ILECs.

In some instances it is expensive and difficultdaitch new customers to our network, and lack obperation of incumbent
carriers can slow the new customer connection prese

It is expensive, difficult and time-consuming fawn customers to switch to our network if we requiveperation from the incumbent
carrier in instances where there is no direct cotioe between the customer and our network. Manyuofprincipal competitors, the domestic
and international incumbent carriers, are alreadgidished providers of local telephone servicealtor virtually all telephone subscribers
within their respective service areas. Their phglsitonnections from their premises to those ofrtbestomers are expensive and difficult to
duplicate. To complete the new customer provisigirocess for a customer's location that is naitkat on our network, we rely on the
incumbent carrier to process certain informatiome Thcumbent carriers have a financial intereséfaining their customers, which could
reduce their willingness to cooperate with our resstomer provisioning requests, thereby adverdédgting our ability to compete and
increase revenue. Further consolidation of incurhbarriers with other telecommunications servicevters may make these problems more
acute.

We may be liable for the information that contentvaers or distributors distribute over our network.

The law relating to the liability of private netwooperators for information carried on or dissertedahrough their networks is still
unsettled. While we disclaim any liability for thiparty content in our services agreements, we lmeapme subject to legal claims relating to
the content disseminated on our network, even theugh content is owned or distributed by our aqustie or a customer of our customers.
example, lawsuits may be brought against us clajrtiat material distributed using our network waeccurate, offensive, or violated the law
or the rights of others. Claims could also invaivatters such as defamation, invasion of privacyapyright infringement. In addition, the
law remains unclear over whether content may beildised from one jurisdiction, where the contenteigal, into another jurisdiction, where it
is not. Companies operating private networks haentsued in the past, sometimes successfully, lmastte nature of material distributed,
even if the content is not owned by the networkragpe and the network operator has no knowledghetontent or its legality. It is not
practical for us to monitor all of the content tigdistributed using our network. We may needat@tcostly measures to reduce our expost
these risks or to defend ourselves against suamgla
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Our financial condition and growth depends upon tiseiccessful integration of any business we may dogin the future. We may not be
able to efficiently and effectively integrate suflture acquired operations, and thus may not fullgalize the anticipated benefits from the

Achieving the anticipated benefits of any acquisisi depends in part upon whether we can integratbusinesses in an efficient and
effective manner. We may acquire businesses inrdance with our business strategy. The integraifaany acquired businesses involves a
number of risks, including, but not limited to:

» demands on management related to any significargase in size after the acquisiti

» the disruption of ongoing business and the dieer of management's attention from the managenofeatdily operations to
management of integration activities;

» failure to fully achieve expected synergies andseavings

» unanticipated impediments in the integratioml@bartments, systems, including accounting systerolnologies, books and
records, procedures and policies, as well as imtai@ing uniform standards and controls, includimtgrnal control over financial
reporting;

* loss of customers or the failure of customers ttebincremental services that we expect them tert

» failure to provision services that are ordered ligtemers during the integration peri

» higher integration costs than anticipated;

« difficulties in the assimilation and retentiohhighly qualified, experienced employees, manywbbm may be geographically
dispersed.

Successful integration of acquired businesses erabipns depends on our ability to manage thesmtipes, realize opportunities for
revenue growth presented by strengthened serviegrafs and expanded geographic market coveragainabetter terms from our vendors 1
to increased buying power, and eliminate redundadtexcess costs to fully realize the expectedrgig® Because of difficulties in combini
geographically distant operations and systems wimai not be fully compatible, we may not be abladhieve these objectives.

We cannot be certain that we will realize our dptited benefits from our acquisitions, or that wk e able to efficiently and
effectively integrate acquired operations as pldnne

Changes in regulations affecting commercial poweogiders may increase our costs.

In the normal course of business, we need to émteagreements with many providers of commeraiabgr for our office, network,
Gateway facilities, and colocation and data cefateilities. Costs of obtaining commercial power @ise a significant component of our
operating expenses. Changes in regulations thettafbmmercial power providers, particularly regjolas related to the control of greenhouse
gas emissions or other climate change related matteuld affect the costs of commercial power,ohhihay increase the costs of providing
services.
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Potential regulation of Internet service providens the United States could adversely affect our ogg@ns.

In the United States, the FCC has, to date, trdatednet service providers as enhanced servicagers. In addition, Congress has
date, not sought to heavily regulate the provisibliP-based services. Both Congress and the FCC aredenimgj proposals that involve gree
regulation of IP-based service providers. Dependimghe content and scope of any regulations niposition of such regulations could have &

material adverse effect on our business and thigadsiity of our services.

The communications industry is highly competitivativparticipants that have greater resources andjieeater number of existing
customers.

The communications industry is highly competitiMdany of our existing and potential competitors hémancial, personnel,
marketing and other resources significantly gretitan ours. Many of these competitors have thedddmpetitive advantage of a larger
existing customer base. In addition, significanire increased competition could arise as a regult

» the consolidation in the indust

» allowing foreign carriers to more extensively conepi@ the U.S. marke

» further technological advances; i

» further deregulation and other regulatory initiat

If we are unable to compete successfully, our lssircould be significantly affected.

Rapid technological changes can lead to further cpatition.

The communications industry is subject to rapid sigdificant changes in technology. In additiore thtroduction of new services or
technologies, as well as the further developmeixidting services and technologies, may reducedbBeor increase the supply of certain
services similar to those that we provide. As altesur most significant competitors in the futumay be new entrants to the communications
industry. These new entrants may not be burdeneamhbystalled base of outdated equipment or olstdehnology. Our future success
depends, in part, on our ability to anticipate addpt in a timely manner to technological changes.

Our international operations and investments expaseto risks that could materially adversely affebe business.

We have operations and investments outside of thieet) States, as well as rights to undersea capaaity extending to other
countries, that expose us to risks inherent irrir@gonal operations. These include:

» general economic, social and political conditir
» the difficulty of enforcing agreements and collagtreceivables through certain foreign legal syst
* taxrates in some foreign countries may exceecetiothe U.S

« foreign currency exchange rates may fluctuatechvcould adversely affect our results of operaiand the value of our
international assets and investments;

« foreign earnings may be subject to withholding regaents or the imposition of tariffs, exchangeteols or other restriction
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» difficulties and costs of compliance with foreitaws and regulations that impose restrictionswninvestments and operations,
with penalties for noncompliance, including losdicénses and monetary fines;

» difficulties in obtaining licenses or interconnectiarrangements on acceptable terms, if at al
* changes in laws and regulations relating to for¢igde and investme

We are exposed to significant currency exchangeeraisks and currency transfer restrictions and owesults may suffer due to
currency translations and remeasurements.

Certain of our current and prospective customeriveléheir revenue in currencies other than U.Sldd® but are invoiced by us in
U.S. Dollars. The obligations of customers withsahtial revenue in foreign currencies may be sultigeunpredictable and indeterminate
increases in the event that such currencies degeecici value relative to the U.S. Dollar. Furtheredhese customers may become subject to
exchange control regulations restricting the cosieer of their revenue currencies into U.S. Dollémseither event, the affected customers may
not be able to pay us in U.S. Dollars. Similarlgclines in the value of foreign currencies (sucthasdevaluation of the Venezuelan bolivar
discussed below) relative to the U.S. Dollar caaddersely affect our ability to market our servitesustomers whose revenue is denominate
in those currencies. In addition, where we issweies for our services in currencies other tha®. Dollars, our net loss may suffer due to
currency translations in the event that such ceiesndepreciate relative to the U.S. Dollar anccesenot or do not elect to enter into currency
hedging arrangements in respect of those paymdigatibns.

We conduct a significant portion of our businesagishe British Pound Sterling, the Euro and thaZlian Real. Appreciation of the
U.S. Dollar adversely affects our consolidated nexe Since we tend to incur costs in the same reyrim which those operations realize
revenue, the effect on operating income and opeyatsh flow is largely mitigated. However, if tHeS. Dollar appreciates significantly, futi
revenues, operating income and operating cash ftowkl be materially affected. In addition, the egmpation of the U.S. Dollar relative to
foreign currencies reduces the U.S. Dollar valueash balances held in those currencies.

Certain Latin American economies have experienbedtages in foreign currency reserves and havetadapstrictions on the use of
certain mechanisms to expatriate local earningscansert local currencies into U.S. Dollars. Anytioése shortages or restrictions may lim
impede our ability to transfer or to convert thoserencies into U.S. Dollars and to expatriate ¢hiosids. In addition, currency devaluations in
one country may have adverse effects in anothartopu

In Venezuela, the official bolivares-U.S. Dollarclange rate established by the Venezuelan Cerdrdd BBCV”) and the
Venezuelan Ministry of Finance has historicallyihtited to the bolivar a value significantly greatean the value that prevailed on the former
unregulated parallel market. The official ratehs tate used by the Comision de Administracion desBs (“CADIVI”), an agency of the
Venezuelan government, to exchange bolivares patdaan official process that requires applica@ma government approval. Effective
January 12, 2010, the Venezuelan government del/éhee\/enezuelan bolivar by increasing the officae from 2.15 Venezuelan bolivare:
the U.S. Dollar to 4.30 for goods and services dmkinon-essential” and 2.60 for goods and serndeesned “essential”. Effective January 1,
2011, the Venezuelan government further incredsedfficial rate for goods deemed “essential” ®04Venezuelan bolivares to the U.S.
Dollar. Effective February 13, 2013, the Venezugjamernment further devalued the Venezuelan boliyaincreasing the official rate to 6.30
Venezuelan bolivares to the U.S. Dollar, excepg&ftimited set of goods and services deemed “eis$etitat will temporarily continue to
attract the 4.30 rate. We use the official raté'fmm-essential” goods and services to record #sets, liabilities and transactions of our
Venezuelan subsidiary.

In an attempt to control inflation, on May 18, 201te Venezuelan government announced that the B@QWd be given control over
the previously unregulated portions of the exchangeket. In June 2010, a new regulated currendrgasystem controlled by the BCV, the
Transaction System for Foreign Currency Denomin&eclrities (“SITME”), commenced operations andlgished an initial weighted
average implicit
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exchange rate of approximately 5.30 bolivares ¢oUts. Dollar. Subject to the limitations and retions imposed by the BCV, entities
domiciled in Venezuela were permitted to accesSIRME by buying U.S. Dollar denominated securitid®ugh banks authorized by the
BCV. SITME was intended to supplement the CADIVplgation and approval process with an additiomatpss that allowed for quicker and
smaller exchanges, albeit at a less favorable exggheate. However, in connection with the Febrdady2013 devaluation of the bolivar, the
Venezuelan government also announced that SITMBowiéliminated.

The acquisition of foreign currency by Venezuelampanies to honor foreign debt, pay dividends bentise expatriate capital is
subject to the limitations and restrictions of @&DIVI registration, application and approval preseand is also subject to the availability of
foreign currency within the guidelines set forththg National Executive Power for the allocatiorfarkign currency. Approvals under the
CADIVI process have been less forthcoming at timesyllting in a significant buildup of excess casbur Venezuelan subsidiary and a
significant increase in our exchange rate and engphaontrol risks.

At December 31, 2012, we had $13 million of obligas registered and subject to approval by CADIMIthe conversion of bolivar
into foreign currencies. We cannot predict the tignand extent of any CADIVI approvals to honor fgredebt, distribute dividends or
otherwise expatriate capital using the official ¥enelan exchange rate. Some approvals have bee igdthin a few months while others
have taken more than one year. In 2012, we recdiSeadillion of approvals from CADIVI to convert bieares to U.S. Dollars at both the
essential and non-essential official rates.

As of December 31, 2012, our Venezuelan subsidiady$131 million of net assets including $72 milliof cash and cash equivalel
of which $3 million was held in U.S. Dollars and%®illion was held in Venezuelan bolivares. In tigh the Venezuelan exchange control
regime, none of these net assets (other than thel@n of cash denominated in U.S. Dollars antbhmitside of Venezuela) may be
transferred to Level 3 or any other subsidiary efél 3 in the form of loans, advances or cash divitd without the consent of a third-party
(that is, CADIVI or SITME).

While the February 13, 2013 bolivar devaluation haceffect on our 2012 financial position or resuf operations, the devaluation
will affect our financial reporting starting withe first quarter of 2013. If enacted prior to Debem31, 2012, this devaluation would have
reduced our net monetary assets by $20 millionudhcg unrestricted cash and cash equivalents ®fffilion, based on the bolivar balance:
of December 31, 2012. The devaluation of our netetary assets will result in a charge which willlbeognized in other expense, net in the
consolidated statement of operations in the fiostrter of 2013. Based on the bolivar balances &eoémber 31, 2012, the charge would be
$20 million. The effects on revenue and operati@pime are not expected to be material in lighteofain pricing adjustment mechanisms in
many of our contracts with Venezuelan customerssamek most of our costs in Venezuela are incurrdmlivares.

Economic and political conditions in Latin Americpose numerous risks to our operations.

Our business operations in the Latin American negienstitute a significant portion of our business.events in the Latin American
region have demonstrated, negative economic otigadldevelopments in one country in the region leaa to or exacerbate economic or
political instability elsewhere in the region. Fhegtmore, events in recent years in other developiarkets have placed pressures on the
stability of the currencies of a number of courstiie Latin America in which we operate, includinggantina, Brazil, Colombia and Venezue
While certain areas in the Latin American regioméhaxperienced economic growth, this recovery ramaiagile. Pressures on local curren
are likely to have an adverse effect on our custernmethis region. Volatility in regional currensi@and capital markets could also have an
adverse effect on our ability and that of our costes to gain access to international capital mark@tnecessary financing, refinancing and
repatriation of earnings.

In addition, any changes to the political and ecoicaconditions in certain Latin American countr@sild materially and adversely
affect our business. For example, in January 2@7Yenezuelan National Assembly issued an Enalblavg allowing the President of
Venezuela to carry out the nationalization of dartaisinesses in the electricity and energy sectarsvell as Venezuela's largest
telecommunications company, Compafiia Anénima
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Nacional Teléfonos de Venezue*CANTV”). CANTV was nationalized in the same ye&rstatement from the Venezuelan minister of
telecommunications and director of the Comisiénibiaal de Telecomunicaciones, the country's telecamaeations regulatory authority, has
indicated that the nationalization of CANTV doeg imaply the nationalization of the telecommunicacsector as a whole. However, there
be no assurance that such nationalization plansetilalso extend to other businesses in the telemanications sector, including our business
The government also announced plans to modifyaleedmmunications law, and we cannot predict tFecebdf these amendments to our
business. In addition, a referendum held on Felprisy 2009, approved an amendment to the nation'stitution removing presidential term
limits.

Inflation and certain government measures to cuniifiation in some Latin American countries may hawagverse effects on their
economies and our business and operations in thiogations.

Some Latin American countries, including VenezuBlazil and Argentina, have historically experiethéégh rates of inflation.
Inflation and some measures implemented to cufhtioh have had significant negative effects ongbenomies of these countries.
Governmental actions taken in an effort to curlaiidn, coupled with speculation about possiblefetactions, have contributed to economic
uncertainty at times in most Latin American cowegriThese countries may experience high leveisflation in the future that could lead to
further government intervention in the economy/|uding the introduction of government policies thatild adversely affect our results of
operations in those locations. In addition, if afigyhese countries experience high rates of iitgtive may not be able to adjust the price o
services sufficiently to offset the effects of atfbn on our cost structures in those locationkigh inflation environment would also have
negative effects on the level of economic actiaityl employment and adversely affect our business.

Many of our most important U.K. government custorsdrave the right to terminate their contracts witts if a change of control
occurs or to reduce the services they purchase fugsn

In 2012 various agencies of the U.K. Governmenetiogr represented approximately $173 million, gragimately 20%, of the Core
Network Services revenue for our EMEA region andragimately 3% of our total Consolidated Core Netw8ervices revenue. Many of th
government contracts contain broad change of cloptovisions that permit the customer to termirth contract if the Level 3 subsidiary that
is a party to the agreement undergoes a changebft A termination in many instances gives ts®ther rights of the government custon
including, in some cases, the right to purchaseesohour assets used in servicing those contractsrms that would be unfavorable to us.

In addition, most of these government contractaatdnclude significant minimum usage guaranteésis] the applicable customers
could simply choose not to use our services andem@another telecommunications provider.

Our agreements with certain agencies of the U.Sv8mment impose significant requirements on us. idlation of those
agreements could have severe consequences.

We are a party to an agreement with the U.S. Deyarts of Homeland Security, Justice and Defenseesadihg the U.S. governmel
national security and law enforcement concernss ajreement imposes significant requirements oelated to information storage and
management; traffic management; physical, logaadl network security arrangements; personnel scrgamd training; and other matters. !
are also party to an agreement with the U.S. Deyanrt of Defense addressing the U.S. governmertt@nadsecurity concerns. This agreen
imposes significant requirements on us relatetiéaccomposition and qualifications of the Level r@aunications, Inc. board of directors; the
limitation of the influence or control over us admU.S. persons; physical, logical, and networlusgcarrangements; and other matters.

While we expect to continue to comply fully withraabligations under both of the above-mentionedanents, it is impossible to

eliminate completely the risk of a violation oftet. The consequences of a violation of these aggpts could be severe, potentially including
the revocation of our FCC licenses in the U.S. clvhi
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would result in the cessation of our U.S. operatj@nd/or the loss of permissions required to donmss with the U.S. Government.

We are subject to the U.S. Foreign Corrupt Practcact (the “FCPA”) and other anticorruption laws, rad our failure to comply
therewith could result in penalties which could harour reputation and have a material adverse effectour business.

We are subject to the FCPA, which generally prakibompanies and their intermediaries from makimgroper payments to foreign
officials for the purpose of obtaining or keepingsimess and/or other benefits. Although we havieigsland procedures designed to ensure
that we, our employees and agents comply with tbeAand other anticorruption laws, there can bassurance that such policies or
procedures will work effectively all of the time protect us against liability for actions takendwyr agents, employees and intermediaries witt
respect to our business or any businesses thatquere. We currently operate and in the future mpgrate in a number of jurisdictions that
pose a high risk of potential anticorruption viaas. If we are not in compliance with the FCPA arlger laws governing the conduct of
business with government entities (including Ideals), we may be subject to criminal and civil déea and other remedial measures. Any
investigation of any potential violations of the F& or other anticorruption laws by U.S. or foremuthorities could have an adverse effect on
our business.

The U.K. Bribery Act 2010 (the “Bribery Act”) refored the United Kingdom (“U.K.”) law in relation tibery and corruption. As
well as containing provisions concerning bribenpablic officials, the Bribery Act includes a crinail offense of failing to prevent bribery by
relevant commercial organizations. This offensdiappvhen any person associated with the organizatifers or accepts bribery anywhere in
the world intending to obtain or retain a businedgantage for the organization or in the condudiusiiness. The Bribery Act has wide ranging
implications in particular for business in the U.Kcluding our subsidiaries. However, it shouldnmed that it also has a wide-ranging extra-
territorial effect. The Bribery Act is broader ioape than the FCPA in that it directly addressesroercial bribery in addition to bribery of
government officials and it does not recognizeaieréxceptions, notably facilitation payments tha permitted by the FCPA. Under the
Bribery Act, it is a defense to the accusationaidlfife to prevent bribery for a commercial orgati@ato show that it had in place “adequate
procedures” designed to prevent such acts. Astivei-CPA, if we are not in compliance with the Brip Act as well as similar laws in the
U.K. or elsewhere that are applicable to our bissnee may be subject to criminal and civil peralind other remedial measures.

Risks Related to Our Liquidity and Financial Resouces

Disruptions in the financial markets could affectur ability to obtain debt or equity financing or teefinance our existing
indebtedness on reasonable terms (or at all), aravdr other adverse effects on us.

Disruptions in the commercial credit markets cawlsult in a tightening of credit markets. The effeaf recent credit market
disruptions were widespread, and it is impossiblpredict whether the improvement in the globaflitrmarkets will continue. As a result of
credit market turmoil, we may not be able to obtight or equity financing or to refinance our ergtindebtedness on favorable terms (or at
all), which could affect our strategic operationsl aur financial performance and force modificasiém our operations.

If we are unable to comply with the restrictions dritovenants in our debt agreements, there wouldalmefault under the terms of
these agreements, and this could result in an aecation of payment of funds that have been borrowed

If we were unable to comply with the restrictiomglaovenants in any of our debt agreements, thetddibe a default under the ter
of those agreements. As a result, borrowings uatter debt instruments that contain cross-accéberar cross-default provisions may also be
accelerated and become due and payable. If amesétevents occur, there can be no assurancedghabwd be able to make necessary
payments to the lenders or that we would be ablmtbalternative financing. Even if we were aldeobtain alternative financing, there can be
no assurance that it would be on terms that arepaable.
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If we experience a change in control or certain @hevents, we may be unable to satisfy our obligasi to repurchase our
outstanding notes as required under our outstandidgbt agreements.

Upon the occurrence of certain events definedénvirious debt agreements relating to our outstandeébt, we are required to make
an offer to purchase all of our outstanding notes urchase price generally equal to 101% of tirecipal amount of the notes, plus accrued
and unpaid interest thereon (if any). In additilmthe extent that we are required to make an ¢dfpurchase one of the outstanding issues of
our notes, the debt agreements relating to our égkees of notes may require us to repurchasethat debt upon a change in control or
termination of trading. We may not have or be ablborrow sufficient funds to pay the purchaseefir all the notes tendered by holders
seeking to accept the offer to purchase.

We have substantial debt, which may hinder our gthvand put us at a competitive disadvantage.
Our substantial debt may have important consequeeimauding the following:

» the ability to obtain additional financing focquisitions, working capital, investments and capt other expenditures could be
impaired or financing may not be available on ataigle terms;

» asubstantial portion of our cash flows will bedise make principal and interest payments on ouditey debt, reducing the fun
otherwise available for operations and future bessropportunities;

* asubstantial decrease in cash flows from ojgyaitctivities or an increase in expenses couldenitadiifficult to meet debt service
requirements and force modifications to operations;

* having more debt than certain of our competitorg place us at a competitive disadvantage
» substantial debt may make us more vulnerable maantlirn in business or the economy genet

We had substantial deficiencies of earnings to cixed charges of approximately $374 million, $#88lion and $712 million for th
fiscal year ended December 31, 2012, 2011 and 268%pectively.

We may not be able to repay our existing debt;dadl to do so or refinance the debt could preventftmm implementing our
strategy and realizing anticipated profit

If we were unable to refinance our debt or to raidditional capital on acceptable terms, our abititoperate our business would be
impaired. As of December 31, 2012, we had an agdesgf approximately $8.608 billion of long-termbden a consolidated basis (after takinc
into account the repayment of our 15% Convertildri& Notes due 2013 in January 2013, as well elsidixig debt discounts and fair value
adjustments), and approximately $1.171 billiontotkholders' equity. Of the long-term debt, appneadely $44 million is due to mature in
2013, $23 million is due to mature in 2014 and $@8iion is due in 2015, in each case excludingtdkécounts and fair value adjustments.

Our ability to make interest and principal paymemsour debt and borrow additional funds on favteabrms depends on the future
performance of the business. If we do not have gina@ash flow in the future to make interest or gipal payments on its debt, we may be
required to refinance all or a part of our debtooraise additional capital. We cannot be surewretvill be able to refinance our debt or raise
additional capital on acceptable terms.

Restrictions and covenants in our debt agreementstlour ability to conduct our business and coufitevent us from obtaining
needed funds in the future.

Our debt and financing arrangements contain a nuwfiggnificant limitations that restrict our abjito, among other things:
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* borrow additional money or issue guarant

» pay dividends or other distributions to stockhody

* make investment

» create liens on asse

» sell asset:

» enter into saléeaseback transactio

» enter into transactions with affiliates;

e engage in mergers or consolidatic
Risks Related to Our Common Stock

The unpredictability of our quarterly results maydaersely affect the trading price of our common sko

Our revenue and operating results will vary siguifitly from quarter to quarter due to a numbemofdrs, many of which are outside
of our control and any of which may cause the poiceur common stock to fluctuate. The primary émst among other things, that may affect

our quarterly results include the following:

» the timing of costs associated with the operatibour business and integration activities wéhpect to any completed
acquisitions;

* demand for our service

» loss of customers or the ability to attract newtoneers

» changes in pricing policies or the pricing policaur competitor:

» costs related to acquisitions of technology or hesse:

» changes in regulatory rulings; ¢

* general economic conditions as well as those dpaoithe communications and related indust

A delay in generating revenue or the timing of gr@ring revenue and expenses could cause signifieaiations in our operating
results from quarter to quarter. It is possible thasome future quarters our results may be belpalysts' and investors' expectations. In these

circumstances, the price of our common stock k#ly decrease.

If certain transactions occur with respect to ouapital stock, we may be unable to fully utilize onet operating loss carry
forwards, or NOLs, to reduce our U.S. federal incertaxes

As of December 31, 2012, we had NOLs of approxiip&8.5 billion for U.S. federal income tax purpsdg@fter taking into account
the effects of Section 382 of the Internal Reve@ude). If certain transactions occur with respeaiur capital stock that result in a cumulative
ownership change of more than 50 percentage ployni86 stockholders over a three-year period agmi@ted under rules prescribed by the
U.S. Internal Revenue Code of 1986, as amended@bee”) and applicable regulations, annual limidas would be imposed with respect to
our ability to utilize our NOLs and certain currel@gductions against any taxable income we achrefigtire periods.
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We have entered into transactions over the appédhbee year period that, when combined with otfienges in ownership that are
outside of our control, have resulted in cumulatiianges in the ownership of our capital stock.if\althl transactions that we enter into, as
well as transactions by existing 5% stockholde taansactions by holders that become new 5% stbd&hs that we do not participate in,
could cause us to incur a 50 percentage point ashiiechange by 5% stockholders and, if we triggerabove noted Code imposed limitatis
such transactions would prevent us from fully miilg NOLs and certain current deductions to redugel.S. federal income taxes. In addit
these limitations could cause us not to pursueraie favorable acquisitions and other transactiouslving our capital stock, or could redt
the net benefits to be realized from any such #etisns.

STT Crossing's significant ownership interest in zel 3 increases the risk that we could be unabless® our accumulated NOLs
for U.S. federal income tax purposes, and the riglatgreement entered into by Level 3 designed tagmtoour ability to use our accumulate
NOLs could discourage thir-parties from seeking strategic transactions with that could be beneficial to our stockholders.

Completion of the Global Crossing acquisition-imtjgalar STT Crossing's acquisition of a signifitawnership interest in Level 3-
moved us significantly closer to the 50% ownergifipnge described above and increases the likelibbadoss of our NOLs.

In April 2011, we entered into the rights agreenierén effort to deter acquisitions of our commuack that might reduce our ability
to use our NOLs. Under the rights agreement, frachafter the record date of April 21, 2011, eadirstof our common stock carries with it
one preferred share purchase right that could disge a third-party from proposing a change of mbmtr other strategic transaction
concerning Level 3 or otherwise have the effedaying or preventing a change of control of Le¥#that other stockholders may view as
beneficial.

Under our certificate of incorporation, we are abte issue more shares of our common stock than emerently outstanding. Such
future issuances of our common stock may have aitiMe effect on the earnings per share and votingwer of our stockholders

Our certificate of incorporation, as currently iifeet, authorizes us to issue to up to 343,333838&8es of our common stock, which is
a greater number of shares of common stock thaaustanding. If our Board of Directors electsdsue additional shares of common stock ir
the future, whether in public offerings, in connectwith mergers and acquisitions or otherwises¢hadditional issuances may dilute the
earnings per share and voting power of our stocldrsl Depending on the number of shares beingdssue the particular circumstances
involved, the Board may be able to complete a @alar issuance without further stockholder action.

Anti-takeover provisions in our charter and by-lavesuld limit the share price and delay a changeménagement.

Our restated certificate of incorporation and bydaontain provisions that could make it more difft or even prevent a third-party
from acquiring us without the approval of our induent board of directors. These provisions, amohgrahings:

» prohibit stockholder action by written consent lage of a meetin
« limit the right of stockholders to call special rntings of stockholder
» limit the right of stockholders to present propssail nominate directors for election at annual mgstof stockholders; a

» authorize our board of directors to issue prefestedk in one or more series without any actionthenpart of stockholdel
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In addition, the terms of most of our long term &muire that upon a “change in control,” as dediin the agreements that contain
the terms and conditions of the long term debtnve&e an offer to purchase the outstanding long tkri at either 100% or 101% of the
aggregate principal amount of that long term debt.

These provisions could limit the price that investmight be willing to pay in the future for shamfsour common stock and
significantly impede the ability of the holdersair common stock to change management. Provisiotheigreements that inhibit or discour:
takeover attempts could reduce the market valwaio€ommon stock.

If a large number of shares of our common stocksisld in the public market, the sales could redube trading price of our
common stock and impede our ability to raise futurapital.

We cannot predict what effect, if any, future igstes by us of our common stock will have on theketgprice of our common stock.
In addition, shares of our common stock that wedsa connection with an acquisition may not begetttto resale restrictions. The market
price of our common stock could drop significantlgertain large holders of our common stock, aipgnts of our common stock in
connection with an acquisition, sell all or a sfgraint portion of their shares of common stock i@ perceived by the market as intending to
these shares other than in an orderly manner.ditian, these sales could impair our ability teseacapital through the sale of additional
common stock in the capital markets.

The market price of our common stock has been vikdaéind, in the future, the market price of our camon stock may fluctuate
substantially due to a variety of factor

The market price of our common stock has been sttgevolatility and, in the future, the marketq&iof our common stock may
fluctuate substantially due to a variety of factamsluding:

» the depth and liquidity of the trading market far gommon stocl

» quarterly variations in actual or anticipated ofiataresults

» changes in estimated earnings by securities as;

* market conditions in the communications and infdiamaservices industrie

» announcement and performance by compet

* regulatory actions; ai

e general economic conditiol

In addition, market fluctuations could have a matexdverse effect on the market price or liquidifyour common stock.
Other Risks

Environmental liabilities from our historical opertions could be material.

There could be environmental liabilities arisingrfr historical operations of our predecessors, fockvwe may be liable. Our
operations and properties are subject to a widietyaof laws and regulations relating to environtaéprotection, human health and safety.
These laws and regulations include those concethimgse and management of hazardous and non-basasdbstances and wastes. We hav

made and will continue to make significant expameis relating to our environmental compliance ailins. Despite our best efforts, we may
not at all times be in compliance with all of thesguirements.
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In connection with certain historical operationg ave responded to or been notified of potentigirenmental liability at
approximately 158 properties as of January 24, 2@048are engaged in addressing or have liquidatedamental liabilities at 75 of those
properties. Of these: (a) we have formal commitmentother potential future costs at 14 sitestlfbje are 6 sites with unknown future costs;
and (c) there are 55 sites with no likely futuretso The remaining properties have been dormarsisfeeral years. We could potentially be helc
liable, jointly or severally, and without regardftalt, for the costs of investigation and remediabf these sites. The discovery of additional
environmental liabilities related to historical ogons or changes in existing environmental resqu&nts could have a material adverse effect
on our business.

We are now exposed to legal proceedings and comtimidiabilities that could result in material lossghat we have not reserved
against.

We are party to various legal proceedings andaivgest to certain important contingent liabilitiésscribed more fully in Note 16,
“Commitments, Contingencies and Other Items,” to@ansolidated financial statements included is #orm 10-K, many of which involve
Global Crossing. If one or more of these legal peatings or contingent liabilities were to be resdlin a manner adverse to us, we could s
material losses. Global Crossing did not estabbserves for many of these contingent liabilitied ghose for which reserves were establishec
could be adversely resolved at levels exceedingeberved amounts. Certain of these contingenititiab could have a material adverse effect
on our business in addition to the effect of angeptial monetary judgment or sanction against ustheérmore, any legal proceedings,
regardless of the outcome, could result in subistacdsts and diversion of resources. Assets atitlesthat Global Crossing acquired in its
most recent acquisitions may be subject to unknomgontingent liabilities for which we may have meourse, or only limited recourse to the
entity from which the business was acquired (ostigkeholders).

Terrorist attacks and other acts of violence or waiay adversely affect the financial markets and dursiness.

There can be no assurance that there will not toeefaerrorist attacks. These attacks or armedictsfnay directly affect our physic
facilities or those of our customers. These eveatsd cause consumer confidence and spending teax or result in increased volatility in
the U.S. and world financial markets and econonmy &f these occurrences could materially adveraffct our business.

The pension plans previously maintained by Globab€sing and with respect to our operations befo@9X may require additional
funding and negatively affects cash flow

Certain North American and European hourly andrsslaemployees of Global Crossing are covered liynelé benefit pension plans.
On December 31, 1996, the North American plan wazeh and all employees hired thereafter are ngibéd to participate in the plan. The
U.K. plans were closed to new employees on DeceBibet999. The pension expense and required catitits to these pension plans are
directly affected by the value of plan assets pitogected rate of return on plan assets, the acttelof return on plan assets and the actuarial
assumptions used to measure the defined benegtgreplan obligations. As of December 31, 2012 pragected benefit obligation under th
pension plans and the pension plans with respaairieGlobal Crossing operations prior to 1997 wamaximately $166 million ($79 million
for U.S. plans and $87 million for U.K. plans) ahé value of plan assets was approximately $14omijapproximately $75 million for US
plans and $71 million for U.K. plans), resultingtiese pension plans being underfunded by $20omillf plan assets perform below
expectations, future pension expense and fundifigatlons will increase, which would have a negatgffect on our cash flows from
operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

Our headquarters are located on 46 acres in teddnken Advanced Technology Environment within @iy and County of
Broomfield, Colorado. The campus facility encomgasspproximately 850,000 square feet of office spac

We also lease or own significant corporate offipace in the following cities and lease smallersadeministrative, and support
offices around the world:

* North Americe: Atlanta, Georgia; Austin, Texas; Billings, MongrMiami, Florida; Montreal, Canada; New York, N&ark;
Phoenix, Arizona; Pittsburgh, Pennsylvania; Rodresew York; Southfield, Michigan; and Tulsa, Oktena

» Europe: Basingstoke, England; Crewe, England; Dublinlaind; London, England; Milan, Italy; Naarden, Thetherlands; and Paris,
France

» Latin America: Bogota, Colombia; Buenos Aires, Argentina; Casadenezuela; Lima, Peru; Quito, Ecuador; Santi&@dle; and
Sao Paulo, Brazil

» Asia/Pacific: Hong Kong, China; Singapore and Tqoklapa

We own or lease numerous cable landing staiom telehouses throughout the world related dersea and terrestrial cable systems.
Furthermore, we own or lease properties to houdeoprrate our fiber-optic backbone and distributietwork facilities, our point-to-point
distribution capacity, as well as our switching ipguent and connecting lines between other carrepgipment and facilities and the equipn
and facilities of our customers. Our Gateway ftiesi are designed to house local sales staff, tpeeh staff, our transmission and IP
routing/switching facilities and technical spacatwommodate colocation of equipment by high-vollaeel 3 customers. We operate
approximately eight million square feet of spacedior Gateway and transmission facilities. Our @alg space is either owned by us or is hel
pursuant to long-term lease agreements. For additinformation on our technical sites and othepgrties relating to our network operations
see Item 1, “Business - Our Communications Network.

We have entered into various agreements regardingraused office and technical space in orderdace our ongoing operating
expenses regarding such space.

Our existing properties are in good condition arelsalitable for the conduct of our business.

ITEM 3. LEGAL PROCEEDINGS

For information regarding legal proceedings in vhhige are involved, see Note 16, “Commitments, Cuyancies and Other Itemdgd
our consolidated financial statements includedhis Form 10-K.

ITEM 4. MINING SAFETY DISCLOSURES

Not applicable.
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Part Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock is currently traded on the NewkYStock Exchange under the symbol “LVLT.” Prior@atober 20, 2011, our
common stock was traded on the NASDAQ Global Sélsnket. We completed a 1 for 15 reverse stock sffiective after the close of tradi
on October 19, 2011. On October 20, 2011, we tearesd the listing of our common stock from the NASDGlobal Select Market to the Ne
York Stock Exchange and began trading on a re\stosx split adjusted basis. As of February 22, 2@ti&e were approximately 7,250 holc
of record of our common stock, par value $.01 pare. The table below sets forth, for the calendiarters indicated, the high and low per
share sales prices of our common stock as repbytélte NASDAQ Global Select Market from Januarg@]10 to October 19, 2011 and the
NYSE Composite Tape from October 20, 2011 to De@sn8il, 2011 and all of 2012, as adjusted for #vense stock split noted abo

Year Ended December 31, 2012 High Low

First Quarter $ 275 $ 16.8i
Second Quarter 26.7:2 19.72
Third Quarter 24.7¢ 18.12
Fourth Quarter 23.22 18.1¢
Year Ended December 31, 2011 High Low

First Quarter $ 247 $ 14.7(C
Second Quarter 36.9( 21.0(
Third Quarter 40.0¢ 20.5¢
Fourth Quarter 36.0( 16.51

Equity Compensation Plan Informatic

We have two equity compensation plans under whielmay issue shares of our common stock to emplop#feers, directors and
consultants. They are The Level 3 Communicatiams, $tock Plan and the 2003 Global Crossing Lim8#&atk Incentive Plan. We assumed
sponsorship of the 2003 Global Crossing Limiteccktmcentive Plan in connection with the acquisitaf Global Crossing. Options
outstanding under the 2003 Global Crossing Lim&éatk Incentive Plan at the closing of the acqoisitvere automatically exchanged for
options to purchase shares of our common stockrenplan was amended to provide for the issuansbarfes of our common stock. The
following table provides information about the sksof our common stock that may be issued uporcieseeof awards under The Level 3
Communications, Inc. Stock Plan (in the “Equity gansation plans approved by stockholders” categorgl)the 2003 Global Crossing
Limited Stock Incentive Plan (in the “Equity comgation plans not approved by stockholders” catégasyof December 31, 2012.
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Number of securities to Weighted-average Number of securities

be issued upon exercise exercise price of remaining available for

of outstanding options, outstanding options, future issuance under
Plan Category warrants and rights warrants and rights equity compensation plans
Equity
compensation plar
approved by
stockholders 9,138,531 * $ 23.4C ** 16,381,22
Equity
compensation plar
not approved by
stockholders 62,32¢ *** § 12.1¢ *** 3,352,98:

* Includes, among other awards, awards of outperfeiock appreciation units (“OSOs”). For purposethis table, each OSO is
considered to use a single share of our commok §tom the total number of shares reserved foraese under The Level 3
Communications, Inc. Stock Plan even though theadgtayout multiplier may range from zero to foas,described below.

** At December 31, 2012, the only type of awardstanding under The Level 3 Communications, Inccislan that included an
“exercise price” was the OSOs. The weighted-aveeagecise price indicated is for the outstandingd®%t the date of grant. The
exercise price of an OSO is subject to change bagen the performance of our common stock reldatvie performance of the
S&P 500® Index from the time of the grant of theaaglvuntil the award has been exercised.

*** Includes awards of options only. The 2003 GlbRaossing Limited Stock Incentive Plan providestite granting of (i) stock optior
(i) stock appreciation rights and (iii) other stelsased awards, including, without limitation, reted share units, to eligible participants.
The vesting of outstanding awards may be accelteaid the securities issuable pursuant to outsigrailvards may be adjusted upon the
occurrence of certain corporate events. No awarishe granted under the plan after December 8,.Zadr3additional information abo
the plan, see Note 13, “Employee Benefits and SBased Compensationd our consolidated financial statements inclugethis annuz
report on Form 10-K.

OSOs are currently designed to provide recipiehte@mawards with the incentive to maximize stodkko value and to reward
recipient employees only when the price of our cammstock outperforms the S&P 580thdex between the date of grant and the date ltleat t
OSO is settled. OSOs have a three-year life and1@8$6 on the third anniversary of the date ofathward and will fully settle on that date. In
other words, recipients of OSOs are not able tantalrily exercise the OSOs as they will settle matically with value on the third
anniversary of the date of the award or expire eithvalue on that date. This type of instrumersioisietimes referred to as a “European style
option.”

OSOs have an initial strike price that is equahtclosing market price of our common stock ontthding day immediately prior to
the date of grant. This initial strike price isegtd to as the “Initial Price.” On the settleméate, the Initial Price is adjusted-as of that date
a percentage that is equal to the aggregate pagmiricrease or decrease in the S&PH0dex over the period beginning on the date of grar
and ending on the trading day immediately precethiegsettiement date. The Initial Price, howevannmot be adjusted below the closing price
of our common stock on the day that the OSO wastgda

The value of all 0SOs will increase as the pricewnfcommon stock increases relative to the perdimira of the S&P 500 Index ove
time. This increase in value is attributable intparthe use of a “success multiplier.”

The mechanism for determining the value of an iiddial OSO award is described as follows. The IhRidce is adjusted over time
(the “Adjusted Strike Price”) until the settlemelatte. The adjustment is an amount equal to theeptage appreciation or depreciation in the
value of the S&P 500Index from the date of grant to the settlement.dblbe value of the OSO increases for increasinglseof
outperformance. OSOs have a multiplier
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range from zero to four depending upon the perforaaf our common stock relative to the S&P S0dex as shown in the following table.

If Level 3 Stock Outperforms the S&P 500® Then the Pre-multiplier Gain Is Multiplied by
Index by: a Success Multiplier of:

0% or Less —

More than 0% but Less than 11% Outperformancegoéaige multiplied by/ 11
11% or More 4

The pre-multiplier gain is our common stock pricens the Adjusted Strike Price on the settlemerex@arcise date.
Dividend Policy.

Our current dividend policy, in effect since Aptil 1998, is to retain future earnings for use inlmsiness. As a result, our directors and
management do not anticipate paying any cash didslen shares of our common stock in the foresedahlre. In addition, under certain of
our debt covenants we may be restricted from pagasi dividends on shares of our common stock.

Performance Grapt

The following performance graph shall not be deetodok incorporated by reference by means of angigé statement incorporating
by reference this annual report on Form 10-K intg fling under the Securities Act of 1933, as adeh or the Securities Exchange Act of
1934, as amended, except to the extent that thep@uwyrspecifically incorporates such informationréference, and shall not otherwise be
deemed filed under such acts.

The graph compares the cumulative total returruofoommon stock for the five year period from 2@@ugh 2012 with the S&P

500 Index and the Nasdaq Telecommunications Intles.graph assumes that the value of the investmasn$100 on December 31, 2007,
that all dividends and other distributions wereveisted.
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Comparison of Five Year Cumulative Total Return
Among Our Common Stock, the S&P® 500 Index
and the Nasdaq Telecommunications Index
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Level 3 Common Stock $ 100.0¢ $ 23.0: $ 503: $ 322¢ $ 37.2¢ $ 50.6¢
S&P 500® Index 100.0( 63.0( 79.6% 91.67 93.61 108.5¢
NASDAQ Telecommunication  100.0( 57.5¢ 72.97 86.0¢ 90.3( 89.62
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ITEM 6. SELECTED FINANCIAL DATA

The Selected Financial Data of Level 3 Communicegjonc. and its subsidiaries appear below.

1)

(2)

Year Ended December 31,
2012 2011 2010 2009 2008

(dollars in millions, except per share amounts)
Results of Operations:

Revenue (1) $ 637¢ $ 433: $ 3591 % 3,698 $  4,22¢
Loss from Continuing Operations (2 (422) (827) (627) (624) (327)
Income (Loss) from Discontinued
Operations, Net (1) — 71 Q) 6 3
Net Loss (422) (75€) (622) (61€) (31¢)
Per Common Share:
Loss from Continuing Operations (1.9¢) (6.03) (5.62) (5.79 (3.09)
Income (Loss) from Discontinued
Operations, Net — 0.52 (0.01 0.0t 0.0z
Net Loss (2.9¢) (5.5)) (5.62) (5.6¢) (3.0%)

Dividends (3) — — — — —

Financial Position:

Total Assets $ 13,307 $ 13,18¢ $ 8,35 $ 9,062 $ 9,63/
Current portion of long-term debt (4) 21€ 65 18C 70E 18¢
Long-Term Debt, less current portio

4) 8,51¢ 8,38¢ 6,26¢ 5,75¢ 6,24¢
Stockholders' Equity (Deficit) (5) 1,171 1,19: (157) 491 1,021

On June 5, 2008, the Company completed the sale \@f/vx advertising distribution business to DGstzhannel, Inc. and received gr
proceeds at closing of approximately $129 milliorcash. Net proceeds from the sale approximated #fiflon after deducting
transaction-related costs. Revenue attributableetd/yvx advertising distribution business tota#dd million in 2008 through the date of
sale. The Vyvx businesses were acquired by the @agnat the end of 2005 in the acquisition of WilCa@mmunications Group, LLC
("WilTel").

On October 4, 2011, the Company purchased Glolzddiirg Limited (“Global Crossing”) (the "Amalganwil’). During 2011, the
Company recorded revenue attributable to Globas€ing of approximately $654 million.

On November 14, 2011, the Company completed tleeafdts coal mining business to Ambre Energy Lédias part of its long-term
strategy to focus on core business operations. iRevattributable to the coal mining business tdtalgproximately $54 million in 2011
through the date of sale, $60 million in 2010, $@llion in 2009 and $75 million in 2008. As a reisof the transaction, the Company
recognized a gain on the transaction of approxity&#2 million, which is included its consolidatsthtements of operations within
"Income (Loss) from Discontinued Operations, N&he financial results of the coal mining businessiacluded in the Company's
consolidated results of operations through the dbsale, and all periods have been revised tecethe presentation within discontinued
operations.

In 2008, the Company recognized approximably million of impairment and restructuring charg&36 million of induced debt
conversion expenses, net, attributable to the esgehaf certain of the Company's convertible debuisties, a gain on the early
extinguishment of debt of $125 million as a resfiltertain debt repurchases, and a $99 million gaithe sale of the Company's Vyvx
advertising distribution business
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3)

(4)

and certain of its smaller long distance voice @ugr relationships. The Company also revised timages of the amounts and timing of
its original estimate of undiscounted cash flowatssl to certain future asset retirement obligationthe fourth quarter of 2008. As a
result, the Company reduced its asset retiremdigations liability by $103 million with an offsettg reduction to property, plant and
equipment of $21 million, selling, general and adistrative expenses of $86 million, depreciatiod amortization of $11 million and an
increase to goodwill of $15 million.

In 2009, the Company recognized a gain of approtelp&14 million as a result of debt repurchases@rchanges of certain of the
Company's debt securities and $9 million of redtmicg charges.

In 2010, the Company recognized a loss of approelyn&59 million associated with the tender offerépurchase the Company's
12.25% Senior Notes due 2013 and as a result oetlemption of its 10% Convertible Senior Notes 20&1. The Company also
recognized a $91 million benefit primarily relatiscthe release of foreign deferred tax valuatidovednces and $2 million of restructur
charges.

In 2011, the Company recognized a loss of $100anillelated to the redemption and repurchase o0815% Convertible Senior Notes
due in June 2012 and prepayment of the Trancher® Tean that was outstanding under the existingdeecured Term Loan, the
conversion of certain of the 15% Convertible Seiotes due 2013, the retirement of a portion oftl25% Senior Notes due 2014, the
redemption of the 5.25% Convertible Senior Notes 2011 and exchange of the 9% Convertible Seniscddint Notes due 2013. As a
result of a change in the estimated useful liveseofain of the Company’s property, plant and eopgipt, the Company recognized a
reduction of approximately $74 million in depre@atexpense during the fourth quarter of 2011. @tenge in accounting estimate was
accounted for on a prospective basis effective @atd, 2011. The Company also recognized $11 mibiiorestructuring charges and
million of charges associated with the impairmentertain wireless spectrum licenses.

In 2012, the Company recognized a $160 million msextinguishment of debt as a result of the egfaing of the $650 million Tranche
B Il Term Loan and $550 million Tranche B Il Telman in October 2012, the refinancing of the $ildoh Tranche A Term Loan in
August 2012 and the repayment of existing vendwrfcing obligations, the redemption of the 8.75%i@eNotes due 2017 in August
2012, the redemption of the 9.25% Senior Notes2iliel in February 2012 and the exchange of a poadfidhe 15% Convertible Senior
Notes due 2013. The Company also recognized $3bmidf restructuring charges. The Company complete updated analysis and
revised its estimated future cash flows of its astirement obligations as a result of a strategitew of the Company's real estate
portfolio in the fourth quarter of 2012. As a rdstthe Company reduced its asset retirement oldigatiability by $73 million with an
offsetting reduction to property, plant and equiptna $24 million, selling, general and adminisitratexpenses of $47 million and
depreciation and amortization of $2 million (sead\® - Asset Retirement Obligations in the notethéoconsolidated financial
statements). In addition, as a result of the refiireg of the Tranche A Term Loan in 2012, two iestrrate swap agreements maturing in
early 2014 that had effectively hedged changekerirtterest rate on a portion of the Tranche A Teaan were deemed "ineffective"
under GAAP. The Company recognized a non-cashoinsbe agreements of approximately $60 million [gding accrued interest),
which represented the cumulative loss recordedccuulated Other Comprehensive Income (Loss) (“Ap@&l the date the instrumel
ceased to qualify as hedges.

The Company's current dividend policy, in effsince April 1998, is to retain future earningstise in the Company's business. As a
result, management does not anticipate paying diagfends on shares of common stock in the forddedature. In addition, the
Company is restricted under certain debt-relata@icants from paying cash dividends on shares abitsmon stock.

In 2008, the Company received proceeds of $dillibn from the issuance of its 15% Convertiblen®r Notes due 2013. In connection
with the issuance of the 15% Convertible Seniorddatue 2013, the Company completed tender offetsegprurchased $163 million of
its 2.875% Convertible Senior Notes due 2010, $hilldon of its 6% Convertible Subordinated Notesed010 and $124 million of its
6% Convertible Subordinated Notes due 2009. In 26@8Company completed exchanges with holderanbus issues of its
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convertible debt in which the Company issued apiprately 3 million shares of common stock in exchefgy $18 million of its 6%
Convertible Subordinated Notes due 2009, $47 miltibits 10% Convertible Senior Notes due 2011, $ilfion of its 2.875%
Convertible Senior Notes due 2010, $15 milliontsf5.25% Convertible Senior Notes due 2011 and i#i®bmof its 3.5% Convertible
Senior Notes due 2012. Also in 2008, the Compapynehased $39 million aggregate principal amouritsas6% Convertible
Subordinated Notes due 2009 and $32 million aggeagiancipal amount of its 6% Convertible SubordathNotes due 2010. The
Company also repaid at maturity the remaining $20om of its outstanding 11% Senior Notes due 2608 approximately $6 million
(€4 million) of its outstanding 10.75% Senior EtNotes due 2008.

In 2009, the Company received net proceeds of $#llibn as a result of amending and restating Xisteng senior secured credit facility
to increase the borrowings through the creatioa $280 million Tranche B Term Loan. The Companyhexged $142 million of its 6%
Convertible Subordinated Notes due 2010 and $14®mof its 2.875% Convertible Senior Notes dud.@@or $200 million of 7%
Convertible Senior Notes due 2015 and $78 milliboash. In 2009, the Company received net proceefi274 million from the
issuance of its 7% Convertible Senior Notes dué28eries B. Also in 2009, the Company repurch&i@® million aggregate principal
amount of its 6% Convertible Subordinated Notes 200@9, $55 million aggregate principal amount sf# Convertible Subordinated
Notes due 2010, $13 million aggregate principal amaf its 2.875% Convertible Senior Notes due 2@&lB1 million aggregate
principal amount of its 5.25% Convertible Seniotéodue 2011, $56 million aggregate principal anhofiits 10% Convertible Senior
Notes due 2011, and $31 million aggregate princ@padunt of its 3.5% Convertible Senior Notes dug20he Company also redeemed
the remaining $13 million of its 11.5% Senior Notlege 2010, repurchased the remaining $6 milliorreggte principal amount of its
Floating Rate Notes due 2011 and repaid at mattivtyemaining $55 million of its outstanding 6%r@ertible Subordinated Notes due
20009.

In 2010, the Company received net proceeds of $6ill®n from the issuance of its 10% Senior Noteg @018 and net proceeds of
$195 million from the issuance of its 6.5% Conv#eiSenior Notes due 2016. In connection with sis@énce of its 10% Senior Notes
due 2018, the Company repurchased $550 milliohetdtal outstanding 12.25% Senior Notes due 20ib3apily through a tender offer.
In addition, the Company redeemed all of the ontiiteg $172 million aggregate principal amount efi0% Convertible Senior Notes
due 2011, $3 million of its 5.25% Convertible Serimtes due 2011, the remaining $3 million of il676% Senior Notes due 2011, and
$2 million of its 2.875% Convertible Senior Notaged?010. Upon maturity, the Company repaid the neimg$111 million of its 6%
Convertible Subordinated Notes due 2010 and thairéng $38 million of its 2.875% Convertible Seniotes due 2010.

In 2011, the Company issued approximately $605amilbf 11.875% Senior Notes due 2019 in two separansactions, as well as $500
million of its 9.375% Senior Notes due 2019. Praisefeom the first 11.875% Senior Note offering wased to redeem $196 million of
5.25% Convertible Senior Notes. In the second offethe Company exchanged $295 million of 9% Cotilvie Senior Discount Notes
for the 11.875% Senior Notes. Level 3 Escrow, lan.indirect wholly owned subsidiary of the Compaegued $600 million in
aggregate principal amount of 8.125% Senior Notes2019. Level 3 Escrow, Inc. issued an additi®&0 million in aggregate
principal amount of its 8.125% Senior Notes due®dfder the same indenture as the 8.125% Seni@sNweviously issued, which we
treated as a single series of notes under the taderin connection with the Amalgamation, all lo¢18.125% Senior Notes due 2019 w
assumed by Level 3 Financing, Inc., a direct whollsned subsidiary of the Company, and the proceeds used to refinance certain
existing indebtedness of Global Crossing. The Cammxchanged approximately $128 million of its 1&8%nvertible Senior Notes due
2013 for approximately 5 million shares of its coomstock. The Company also paid approximately $#min cash, representing
interest due from the conversion through the 2048unty date. The Company also repurchased appairi;n$20 million of its 3.5%
Convertible Senior Notes due 2012. The Companyolad $550 million aggregate principal amount ofTitanche B Il Term Loan. Th
net proceeds in addition to cash on hand were tesegetleem the remaining $274 million aggregateggwal amount of 3.5% Convertible
Senior Notes due 2012 and prepay the $280 millimmdhe B Term Loan that was outstanding underxistieg Senior Secured Term
Loan. Also in connection with the closing of the Algamation, the Company amended its existing cegfiikement to incur an additional
$650 million of borrowings through an additionariche. The net proceeds from the Tranche B Il Tlayan were
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used to consummate the Amalgamation, to refinaadaio existing indebtedness of Global Crossingannection with the
consummation of the Amalgamation and for genergi@ate purposes.

In 2012, the Company refinanced its existing $650an Tranche B Il Term Loan and $550 million Tiire B Il Term Loan under its
existing senior secured credit facility through tneation of a new term loan in the aggregate pai@mount of $1.2 bhillion (the
“Tranche B-Il 2019 Term Loan") along with cash @mtl. The Company also fully repaid the outstangiriigcipal amount of its
Commercial Mortgage due 2015 along with accrueerast which was approximately $63 million. Als@2®l12, the Company completed
the offering of $300 million aggregate principal@mt of its 8.875% Senior Notes due 2019 in a peiwdfering. The net proceeds from
that offering are being used for general corpopatposes, including the potential repurchase, re@diem repayment or refinancing of t
Company's and its subsidiaries' existing indebtsslfiom time to time. Additionally in 2012, the Cpamy completed the offering of
$775 million aggregate principal amount of its 7&n®r Notes due 2020 in a private offering. Thepreteeds from the offering of the
notes, along with cash on hand, were used to re@deshthe Company's outstanding 8.75% Senior Bldige 2017, including the
payment of accrued interest and applicable premidiing Company refinanced its existing $1.4 billimanche A Term Loan under its
existing senior secured credit facility through tneation of new term loans in the aggregate graicmount of $1.415 billion (the "New
Term Loans") along with cash on hand and useddimaining net proceeds to repay $15 million in ggatamount plus a premium for
existing vendor financing obligations. Further B2, the Company exchanged approximately $100anilliggregate principal amount
its outstanding 15% Convertible Senior Notes due3Zor approximately 5.4 million shares of its coomstock, including an inducem:
premium. Also in 2012, the Company issued $900ionilaggregate principal amount of its 8.625% SeNiotes due 2020. A portion of
the net proceeds from the offering were used teendall of the Company's outstanding 9.25% SenatedNdue 2014 in aggregate
principal amount of $807 million.

In 2008, the Company issued approximately 3 milsbares of common stock in exchange for $108 milliggregate principal amount
various issues of its convertible debt.

In 2011, the Company issued approximately 5 milsbares of common stock in exchange for $128 miltibits 15% Convertible Senior
Notes. The Company also issued approximately 88omishares of common stock, valued at approxirgei&l9 billion, as the stock
portion of the purchase price to acquire GlobalsSimg.

In 2012, the Company issued approximately 5.4 amlihares of common stock, including an inducemehium, in exchange for
approximately $100 million aggregate principal amioof its outstanding 15% Convertible Senior Natas 2013.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjigrctvith the Company's consolidated financial stagets (including the notes thereto)
included elsewhere herein and the descriptionsdfuisiness in Item 1, "Business".

Executive Summary
Overview

The Company is a facilities-based provider of eadrcange of communications services. Revenue fonoanications services is
generally recognized on a monthly basis as theséces are provided. For contracts involving prévhhe, wavelength and dark fiber services,
Level 3 may receive ufront payments for services to be delivered foedqul of generally up to 25 years. In these situedj Level 3 defers tl
revenue and amortizes it on a straight-line baseatnings over the term of the contract. At Decam®i, 2012, for contracts where up-front
payments were received for services to be deliverdiae future, the Company's weighted average intacontract period was approximat
11.7 years.

On October 4, 2011, a wholly owned subsidiary ofdle8 completed its amalgamation with Global Cnegsand the amalgamated entity
became an indirect wholly owned subsidiary of tleenpany through a tax free, stock for stock trarnisadthe "Amalgamation™). See Note 2 -
Events Associated with the Amalgamation of Global<Sing in the notes to the consolidated finarst@iements.

Level 3, through its two 50% owned joint-venturefage mines, one each in Montana and Wyoming, soéd primarily through long-
term contracts with public utilities. In Novembd¥12, Level 3 completed the sale of its coal mirbmginess to Ambre Energy Limited as part
of its long-term strategy to focus on core busirgssrations. As a result of the transaction, athefassets and liabilities associated with the
coal mining business have been removed from Legdddance sheet. The financial results of the goming business are included in the
Company's consolidated results of operations thrahg date of sale, and all periods presented beer revised to reflect the presentation
within discontinued operations.

Business Strategy and Objecti

The Company pursues the strategies discussedchinlt®usiness, "Business Overview and Strategypaicular, with respect to
strategic financial objectives, the Company focutseattention 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 cslis from operations in excess of capital expemds

» continuing to show improvement in Adjusted EBITD4#s (defined in this Item below) as a percentagewdmue

» concentrating its capital expenditures on thiesbnologies and assets that enable the Compatevalop 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 giieg lines of business and service offeringsdtetmine how those lines of
business and service offerings enhance the Congpfotgs on the delivery of communications servares meeting its financial objectives. To
the extent that certain lines of business or servic
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offerings are not considered to be compatible Withdelivery of the Company's services or with rimggits financial objectives, Level 3 may
exit those lines of business or stop offering theewices in part or in whole.

The successful integration of acquired businesgedievel 3 is important to the success of Levéllse Company must identify synerg
and integrate acquired networks and support org#nirs, while maintaining the service quality levekpected by customers to realize the
anticipated benefits of any acquisition. Succedsteigration of any acquired businesses will depemthe Company'’s ability to manage the
operations, realize opportunities for revenue ghopresented by strengthened service offerings gpareled geographic market coverage, an
eliminate redundant and excess costs to fullyzedlie expected synergies. If the Company is rlettalefficiently and effectively integrate
any businesses or operations it acquires, the Coynpay experience material negative consequendéeshiasiness, financial condition or
results of operations.

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

In January 2013, the Company repaid at maturity@pmately $172 million of its 15% Convertible SenNotes. Also see Note 18 -
Subsequent Events in the notes to the consolidetaacial statements.

In October 2012, Level 3 Financing, Inc. ("LevdFiBancing") refinanced its existing $650 millionahche B Il Term Loan and $550
million Tranche B Ill Term Loan under its existisgnior secured credit facility through the creatiba new term loan in the aggregate
principal amount of $1.2 billion (the "Tranche B2019 Term Loan") due August 1, 2019 along witthoais hand.

In September 2012, the Company used approximaédyngllion to fully repay the outstanding princigahount of its Commercial
Mortgage due 2015 along with accrued interest.

Level 3 Financing refinanced its existing $1.4ibill Tranche A Term Loan under its existing senemsed credit facility through the
creation of new term loans in the aggregate prad@mount of $1.415 billion (the "New Term Loansi)August 2012. The New Term Loans
consist of: (a) $600 million senior secured teranlevhich matures on February 1, 2016 and (b) $8ll®msenior secured term loan which
matures on August 1, 2019. The Company used theroeteds from the New Term Loans, along with @cashand, to prepay Level 3
Financing, Inc.'s $1.4 billion Tranche A Term Laamder the existing credit agreement which was tturean March 2014 and used remaining
net proceeds to repay $15 million in principal amtopius a premium for existing vendor financingigéations.

In August 2012, Level 3 Financing completed theoiffg of $775 million aggregate principal amounitsf7% Senior Notes due 2020 in
a private offering. The net proceeds from the dfifgiof the notes, along with cash on hand, were teeedeem all of Level 3 Financing's
outstanding 8.75% Senior Notes due 2017, incluthegpayment of accrued interest and applicable jrem

Also in August 2012, the Company completed therofteof $300 million aggregate principal amounitef8.875% Senior Notes due
2019 in a private offering. The net proceeds framaffering of the notes are being used for germglorate purposes, including the potential
repurchase, redemption, repayment or refinancingefompany's and its subsidiaries’ existing itethess from time to time.

In March 2012, the Company exchanged approxim&eQ0 million aggregate principal amount of its ¢ansling 15% Convertible
Senior Notes due 2013 for approximately 3.7 millstares of Level 3 common stock into which the si@tere convertible plus an additional
1.7 million shares for a total of approximately mélion shares.

In January 2012, Level 3 Financing issued $900ionilaggregate principal amount of its 8.625% SeNiotes due 2020 in a private
transaction. A portion of the net proceeds fromdffering were used in February 2012
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to redeem all of Level 3 Financing's outstandirzhb% Senior Notes due 2014 in aggregate principaluainof $807 million.

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 Service Offeri

Year Ended December 31,

(dollars in millions) 2012 2011

Core Network Services:
North America - Wholesale Channel $ 153 $ 1,381
North America - Enterprise Channel 2,49 1,58:
EMEA - Wholesale Channel 36C 24¢€
EMEA - Enterprise Channel 327 167
EMEA - U.K. Government Channel 17¢ 50
Latin America - Wholesale Channel 14C 38
Latin America - Enterprise Channel 561 134

Total Core Network Services 5,58 3,59¢

Wholesale Voice Services and Other 78¢ 734

Total Revenue $ 6,37¢ $ 4,33¢

Total revenue consists of:

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

* Wholesale Voice Services and Other revenue fal®s to other carriers of long distance voiceisesy revenue from managed
modem and its related intercarrier compensatiovices and revenue from the "SBC Master Servicegément," which was obtain
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 VoiceiGes and Other revenue. Management of Level i@y that growth in revenue from
Core Network Services is critical to the long-tesutcess of its business. The Company also beliemasst continue to effectively manage
gross margin contribution from the Wholesale Vdiggvices component and the positive cash flows fr@rOther revenue component of
Wholesale Voice Services and Other revenue. Thepaagnbelieves that trends in its communicationsn@ass are best gauged by analyzing
revenue changes in Core Network Services.

Core Network Services

Growth in transport (such as private line and warngths) 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 provide
their customers. These expenditures may be inattme 6f monthly payments or, in the case of private, 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 nunobearriers co-locate their facilities. An
increase in demand may be offset by declines inpriing.
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Colocation and data center services allow customogptace their network equipment and servers italle environments maintained by
the Company with higlspeed links providing on net access to more thacobhtries. These services are secure, redunddritextible to fit the
varying needs of the Company's customers. Serwidash vary by location, include hosting netwodugdment used to transport high speed
data and voice over Level 3's global network; ping managed IT services, installation, maintenastteage and monitoring of enterprise
services; and providing comprehensive IT outsogatations.

IP and data services primarily include the Compahigh speed Internet protocol ("IP"), dedicategmet access ("DIA"), virtual private
network ("VPN"), content delivery network ("CDN'fpedia delivery, Vyvx broadcast, Converged Busiidsisvork, Asynchronous Transfer
mode ("ATM") and frame relay services. Level 3'sati®l high speed IP service is high quality andfired in a variety of capacities. The
Company's VPN service permits businesses of amytsireplace multiple networks with a single, cefféctive solution that greatly simplifies
the converged transmission of voice, video, and.d&tis convergence to a single platform can beaiobt without sacrificing the quality of
service or security levels of traditional ATM anmdrhe relay offerings. VPN service also permits @ungtrs to prioritize network application
traffic so that high priority applications, suchvasce and video, are not compromised in perforradncthe flow of low priority applications
such as email.

Voice services comprise a broad range of localeantdrprise voice services using VolP and tradificirauit-switch based technologies,
including VolP enhanced local service, SIP Trunkiegal inbound service, Primary Rate Interfaceiset long distance service and toll-free
service. For financial reporting purposes, the Canyfs voice services also include its comprehersiite of audio, web and video
collaboration services.

The Company believes that one of the largest sewtuture incremental demand for the CompanyieGietwork Services will be fro
customers that are seeking to distribute theiufeatich content or video over the Internet. Rewegrowth in this area is dependent on the
continued increase in demand from customers andrtbimg environment. An increase in the relialgiind security of information transmitted
over the Internet and declines in the cost to trandata have resulted in increased utilizatioe-@ommerce or web based services by
businesses. Although the pricing for data servieesirrently relatively stable, the IP market imgrlly characterized by price compression
high unit growth rates depending upon the typecofise. The Company experienced price compressitime high-speed IP and voice services
markets in 2012, which is expected to continuedb3

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 companegthtare companies, content providers, and paniisearch engine companies. It
also includes medium sized enterprises and regsmralce providers who buy services regionallyomally, as well as government
markets, including the U.S. federal government stygems integrators supporting the U.S. federa¢gonent, U.S. state and local
governments, academic consortia, and certain adadestitutions. Included in the enterprise chanbek broken out separately in the
table above, is the U.K. government channel, whicludes revenue primarily from the government@eit the U.K.

» The wholesale channel includes revenue fromnrent and alternative carriers in each of the megiglobal carriers, wireless
carriers, cable companies, satellite companiesyaitg 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. EattesE channels is supported by dedicated emplayeades. Each of these channels is also
supported by non-dedicated, centralized servideatgland management, product management and geweltt, corporate marketing, global
network services, engineering, information techggl@nd corporate functions, including legal, fioapstrategy and human resources.
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Wholesale Voice Services and Other

The Company offers wholesale voice services thigetdarge and existing markets. The revenue piaieiot wholesale voice services is
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 emghasithe Company, including
revenue from managed modem and its related int&caompensation services and SBC Contract Sexyvigkich includes revenue from the
"SBC Master Services Agreement," which was obtainddle December 2005 acquisition of WilTel Comnuaions Group, LLC. The
Company and its customers continue to see consumigrate from narrow band dial-up services to higtpeeed broadband services as the
narrow band market matures. The Company is in thegss of discontinuing managed modem servicehasadotified all current managed
modem customers of this decision. The Company égmegoing declines in the other revenue compooieWtholesale Voice Services and
Other similar to what has been experienced ovepdsé several years.

The Company receives compensation from other camiben it terminates traffic originating on thaseriers' networks. This intercarrier
compensation is based on interconnection agreemséthitshe respective carriers or rates mandatethbyederal Communications
Commission ("FCC"). The Company has interconnecigireements in place for the majority of traffibf@ct to intercarrier compensation.
Along with addressing other matters, on November2081, the FCC established a prospective inteaezazompensation framework for
terminating switched access and Voice Over IntePnetocol ("VolP") traffic, with elements of it beming effective beginning on December
29, 2011. Under the framework, most terminatingaad access charges and all intercarrier compensatarges are capped at current le
and will be reduced to zero over, as relevant el 8, a six year transition period beginning JL)2012. Several states, industry groups, and
other telecommunications carriers filed petitiom$aderal court for reconsideration of the frameweith the FCC, although the outcome of
those petitions is unpredictable. A majority of empany's existing intercarrier compensation raean associated with agreements that hay
expired terms, but remain effective in evergreatust As these and other interconnection agreenegptee, the Company will continue to
evaluate simply allowing them to continue in evergr status (so long as the counterparty allowsdhee) or negotiating new agreements. The
Company earns intercarrier compensation revenun frmviding managed modem services, which are miagli The Company also receives
intercarrier compensation from its voice servideghis case, intercarrier compensation is repontthin Core Network Services revenue.

2013 Revenue Reporting

In 2013, the Company is maintaining its currenbréipg of revenue by service offering as disclosethe table above but will be making
some adjustments between current geographicaltathel reporting categories to more accuratelgcethe revenue attribution by region.
Additionally, the Company will make some minor @reer channel changes and reallocate Core NetwawkcBs voice services revenue
attributable to its reseller customers to Whole¥aliee Services and Other revenue.

Critical Accounting Policies and Estimates

The Company's discussion and analysis of its fiigucondition and results of operations are bagemhithe Company's consolidated
financial statements, which have been prepareddardance with accounting principles generally ptee in the United States. The
preparation of these financial statements require<Company to make estimates and judgments tfeadt difie reported amounts of assets,
liabilities, equity, revenue, expenses and reldisdiosures. The Company bases its estimates toriba experience and on various other
assumptions that are believed to be reasonable tmeleircumstances, the results of which formhkasis for making judgments about the
carrying values of assets and liabilities thatreoereadily apparent from other sources. The Compeanluates
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these estimates on an ongoing basis. Actual remaysdiffer from these estimates under differesuagptions or conditions.

While the Company has other accounting policiesithalve estimates such as the allowance for dabbtcounts, valuation allowance
for deferred tax assets, and unfavorable contractggnized in purchase accounting, managementbasfied the policies below, which
require the most significant judgments and estimaiédbe made in the preparation of the consolidfitedicial statements, as critical to its
business operations and the understanding ofstdtseof operations.

Revenu

Revenue for communications services, including cation and data center services, transport and filBeand data services, voice
services and managed modem, is recognized morghhesservices are provided based on contractualiiai® expected to be collected.
Communications services are provided either orageibasis, which can vary period to period, orardractually committed amount.

Intercarrier compensation revenue is recognizedwemeinterconnection agreement is in place withttarocarrier, or if an agreement has
expired, when the parties have agreed to contipeeating under the previous agreement until a rggeeament is negotiated and executed, or
at rates mandated by the FCC.

For certain sale and long-term indefeasible rightse ("IRU") contracts involving private line, walengths and dark fiber services, the
Company may receive up-front payments for servicds delivered for a period of up to 25 yearghkse situations, the Company defers the
revenue and amortizes it on a straight-line baseatnings over the term of the contract.

Termination revenue is recognized when a custorisepdnects service prior to the end of the confpadbd and for which Level 3 had
previously received consideration and for whicherawe recognition was deferred. Termination reveaise is recognized when customers
make termination penalty payments to Level 3 tdesebntractually committed purchase amounts tiatcustomer no longer expects to me
when a customer and Level 3 renegotiate a contradtr which Level 3 is no longer obligated to pdevproduct or services for consideration
previously received and for which revenue recognitias been deferred. Termination revenue is regpdntthe same manner as the original
product or service provided.

Accounting practice and guidance with respect godbcounting treatment of revenue continues tovevéiny changes in the accounting
treatment could affect the manner in which the Canypaccounts for revenue within its business.

Revenue Reserv

The Company establishes appropriate revenue resattbe time services are rendered based on &rssnaf historical credit activity to
address, where significant, situations in whicHemion is not reasonably assured as a resultadfitcrisk, potential billing disputes or other
reasons. The Company's significant estimates a®dban assumptions and other considerations, imgyzhyment history, credit ratings,
customer financial performance, history of billidigputes and industry financial performance.

Cost of Revenue for Communications Services

The Company disputes incorrect billings from itpliers of network services. The most prevalenesypf disputes include disputes for
circuits that are not disconnected by the suppliea timely basis and usage bills with incorrednadequate information. Depending on the
type and complexity of the issues involved, it naag often does take several quarters to resolvdispeites. The Company establishes
appropriate cost of revenue reserves for disputpgler billings based on an analysis of its hist@rexperience in resolving disputes with its
suppliers.
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In determining the amount of the cost of netwonkiee expenses and related accrued liabilitiegtiect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing caciual requirements for submitting
these disconnect notices and compliance with ieséonnection agreements with these carriers. Jadgis required in estimating the ultimate
outcome of the dispute resolution process, asagetiny other amounts that may be incurred to cdedlue negotiations or settle any litigation.
Actual results may differ from these estimates umliiéerent assumptions or conditions and suchedéfices could be material.

Nor-Cash Compensation

The Company recognizes stock-based compensati@ns&gor all share-based payment awards in acamedsith fair value recognition
provisions. Under the fair value recognition pramiss, the Company recognizes stock-based compensatpense net of an estimated
forfeiture rate, recognizing compensation costiolly those awards expected to vest over the raqugstrvice period of the awards.
Determining the appropriate fair value model artéhesting the fair value of share-based payment dsvegquire subjective assumptions,
including the assumption for stock price volatility outperform stock options and the achievemépieoformance criteria for performance
based awards. The Company estimates the stockywiaglity using a combination of historical andplied volatility, as Level 3 believes it is
consistent with the approach most marketplacegyaatnts would consider by using all available infiation to estimate expected volatility. T
Company has determined that expected volatilitpase reflective of market conditions and providesae accurate indication of volatility
than using solely historical volatility. In reachithis conclusion, the Company has considered rfetgrs including the extent to which its
future expectations of volatility over the respeetierm is likely to differ from historical meassrehe absence of actively traded options fo
Company's common stock and the Company's abilitgd@w volatility of its publicly traded convertéddebt with similar terms and prices to
the options the Company is valuing. The Companyeis®utperform stock options in which the valuehesd is based on a formula involvin
multiplier related to the level by which the Compancommon stock outperforms the S&P 500® Indexe Tompany utilizes a modified
Black-Scholes model due to the additional variabdeglired to calculate the effect of the succeskiptier for its outperform stock options,
including estimating the expected volatility of t8&P 500® Index.

The assumptions used in estimating the fair vafishare-based payment awards represent managelmesttastimates, but these
estimates involve inherent uncertainties and thmieation of management judgment. As a resultadtérs change and the Company uses
different assumptions, stock-based compensatioaresocould be materially different in the futureatdition, the Company is required to
estimate the expected forfeiture rate and recogaipense only for those shares expected to vemttugl forfeiture rates are materially
different from the Company's estimate, stock-basedpensation expense could be significantly diffefeom what the Company has recordec
in the current period.

Valuation of Long-Lived Assets

The Company performs an assessment of its long-Besets, including finite-lived acquisition-rethiatangible assets, for impairment
when events or changes in circumstances indicatehb carrying value of assets or asset groupimgsnot be recoverable. This review
requires the identification of the lowest levelidéntifiable cash flows for purposes of groupingeds subject to review. The estimate of
undiscounted cash flows includes long-term forecagtevenue growth, gross margins and operatipgreses. All of these items require
significant judgment and assumptions. An impairmess may exist when the estimated undiscountel ftass attributable to the assets are
less than their carrying amount. If an asset isragbto be impaired, the amount of the impairmesd lecognized represents the excess of the
long-lived asset's carrying value as comparedstestimated fair value, based on management's atismsiand projections.

The Company conducted a long-lived asset impairraealysis in the fourth quarter of 2012 and 201d iareach case concluded that its
long-lived assets, including its finite-lived acsjtion-related intangible assets, were not impaifedthe extent that future changes in
assumptions and estimates cause a change in estinfdtiture cash flows that indicate the carnangpunt of the Company's lotiged assets
including finite-lived acquisition-related
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intangible assets, may not be recoverable, the @agnmay incur impairment charges in the future tibleadown the carrying amount of the
Company's long-lived assets to their estimatedviine.

Useful Lives of Long-Lived Assets

The Company performs periodic internal reviewsvaleate the depreciable lives of its property, pkrd equipment. Due to rapid
changes in technology and the competitive enviraripeelecting the estimated economic life of tetegwinications property, plant, and
equipment requires a significant amount of judgm&he Company's internal reviews take into accaymit from the Company's global
network services personnel regarding actual uggtgssical wear and tear, replacement history, asdraptions regarding the benefits and ¢
of implementing new technology that factor in tleed to meet the Company's financial objectivesolmection with the acquisition of Global
Crossing, in 2011 the Company evaluated the estunageful lives of its fixed assets and determthetithe period it expected to use conduit,
fiber, and certain transmission equipment was lotiggn the remaining useful lives originally estteta In determining the change in estim:
useful lives, the Company, with input from its emggring team, considered its historical usage pattend retirements, estimates of
technological obsolescence, and expected usagmaimtenance. The change in the estimated use@sd tiw conduit, fiber, and certain
transmission equipment resulted in a reductionepirélciation expense of approximately $74 millionhie fourth quarter of 2011, which was
accounted for as a change in accounting estimasepraspective basis effective October 1, 2011 utideaccounting standard related to
changes in accounting estimates applied to pretegiand acquired conduit, fiber, and transmisgqunipment.

Goodwill

The Company performs an annual impairment assesshis goodwill at the end of the fourth quarter,more frequently if the
Company determines that indicators of impairmemgteXhe Company's impairment review process camsithe fair value of each reporting
unit relative to its carrying value. If the fairlua of the reporting unit exceeds its carrying ealgoodwill is not impaired and no further testing
is performed. If the carrying value of the repagtimit exceeds its fair value, then a second stegt fve performed, and the implied fair valu
the reporting unit's goodwill must be determined aompared to the carrying value of the reportinig'sigoodwill. If the carrying value of a
reporting unit's goodwill exceeds its implied fa#ue, then an impairment loss equal to the diffeeewill be recorded. In accordance with
recently issued accounting guidance, prior to perfiog the two step evaluation, an assessment ditagise factors may be performed to
determine whether it is more likely than not tha fair value of a reporting unit exceeds the dagyalue. If it is determined that it is unlikely
that the carrying value exceeds the fair valueGbmpany is not required to complete the two stegdwill impairment evaluation. The
selection and assessment of qualitative factord tesdetermine whether it is more likely than rwttthe fair value of a reporting unit exceeds
the carrying value involves significant judgmentsl @stimates.

In 2012, the Company's reporting units consistftiree regional operating units in: North Amerigarope, the Middle East and Africa
("EMEA"); and Latin America. Goodwill assigned teetNorth America, EMEA and Latin America reportimgits at December 31, 2012
totaled $2.565 billion and was $1.826 billion, $1Dbillion and $0.595 billion, respectively.

In 2011, the Company's reporting units were coestawith its two reportable segments. Goodwill gssd to the Level 3 and Global
Crossing reportable segments at December 31, 20dled $2.541 billion and was $1.427 billion and134 billion, respectively.

In 2012 and 2011, the Company conducted its gobéwilairment analysis using a qualitative assessmed determined it was not
necessary to complete the two step goodwill impamevaluation and that its goodwill was not imedirAs of December 31, 2012, the fair
value of the reporting units substantially exceeitheir carrying value.

To the extent that future changes in the Compasgamptions and estimates cause a change in dted&ir value estimates that
indicate the carrying amount of the Company's galbdway not be recoverable, the Company
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may incur impairment charges in the future to wdtevn the carrying amount of the Company's goodwilts estimated fair value.
Asset Retirement Obligatio

The Company's asset retirement obligations conbisgal requirements to remove certain of its reelwinfrastructure at the expiration
the underlying right-of-way ("ROW") term and resttion requirements for leased facilities. The &itind subsequent measurement of the
Company's asset retirement obligations requir€Cibrmpany to make significant estimates regardingetlentual costs and probability or
likelihood that the Company will be required to @rma certain of its network infrastructure and resteertain of its leased properties. In
addition, the Company must estimate the periods whéch these costs will be incurred and the pregatue of such costs using the Compe
estimate of its credit-adjusted risk-free interast upon initial recognition.

As a result of a strategic review of the Compargéd estate portfolio in the fourth quarter of 20t Company completed an updated
analysis and revised its estimated future cashsflofaits asset retirement obligations. The analysisiired estimating the probability or
likelihood that the Company will be required to k@rma certain of its network infrastructure and resteased properties, and the timing and
amount of eventual costs. The analysis resultédardownward revision of the Company's asset ratiré obligation liability. This change in
the estimated cash flows resulted in a non-cashafa@49 million recorded within selling, generadsadministrative expense, and depreciatio
expense.

In conjunction with its review of the ROW obligatiothe Company identified an error in its assumpstiosed to estimated its ROW
obligation related to the extension of the usafuld of its conduit assets effective October 1,12(Hee Note 1 - Organization and Summary of
Significant Accounting Policies in the notes to tdumsolidated financial statements). The Compaagroed a non-cash benefit of
approximately $21 million recorded within sellirggneral and administrative expense during the fiogutarter of 2012 for the change in the
ROW term used to estimate its ROW obligation. Téruction in the asset retirement obligations ligbihcludes the change in estimate of the
ROW term that arose in prior periods, which did matterially affect any of the Company's previouglgorted results of operations or finan
condition, or the current period results of op@nadior financial condition.

As a result of the total revisions in estimated ant@and timing of cash flows for asset retiremdsiigations, the Company reduced its
asset retirement obligations liability by $73 nailliwith an offsetting reduction to property, pland equipment of $24 millionselling, genere
and administrative expenses of $47 million and eeiption and amortization of $2 million . The Compdirst reduced property, plant and
equipment to the extent of the carrying amounhefrelated asset initially recorded when the asdigément obligations were established. The
amount of the remaining reduction to the asseater@gnt obligations were recorded as a reductia@epeciation expense to the extent of
historical deprecation of the related asset and theelling, general and administrative expenses.

The Company periodically evaluates its asset ragrg obligations to determine if the amount andrgrof its cash flow estimates
continue to be appropriate based on current fatcacumstances.

Assessment of Loss Contingen

The Company has legal, tax and other contingeniatscould result in significant losses upon thendte resolution of such
contingencies. The Company has provided for logssi#uations where its has concluded that it @bpble that a loss has been incurred an
amount of the loss is reasonably estimable. Furthigh respect to loss contingencies, where itr@bpble that a liability has been incurred and
there is a range in the expected loss and no anotime range is more likely than any other amotire,Company accrues at the low end of th
range. A significant amount of judgment is involhirdletermining whether a loss is probable andaraisly estimable due to the uncertainty
involved in predicting the likelihood of future evs and estimating the financial impact of suchnéveAccordingly, it is possible that upon the
further development or resolution of a contingeatter, a significant charge could be recordedfutare period related to an existing
contingent matter. For additional
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information, see Note 16 - Commitments, Contingesiend Other Items in the notes to the consolidatadcial statements.

Business Combinatior

The accounting guidance for business combinatiegsires an acquiring entity to recognize all ofdélssets acquired and liabilities
assumed at the acquisition date fair value. Theeation of the purchase price to the assets aahaird liabilities assumed from Global
Crossing (and the related estimated lives of dégibéetangible and identifiable intangible assetsjuires a significant amount of judgment
is considered a critical estimate. Such allocatiboertain aspects of the purchase price to itdrasare more complex to value is performed by
management, taking into consideration informaticovjgled to management by an independent valuation See Note 2 - Events Associated
with the Amalgamation of Global Crossing in thee®oto the consolidated financial statements foitiath@l information concerning the
assignment of fair values to the assets and assliabdiies of Global Crossing.
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Results of Operations 2012 vs. 20

Year Ended December 31,

Change
(dollars in millions) 2012 2011 %
Revenue $ 6,37¢ $ 4,33¢ 47 %
Cost of Revenue 2,60z 1,70¢ 53 %
Depreciation and Amortization 74¢ 80¢ (7%
Selling, General and Administrative 2,41¢ 1,75¢ 37%
Restructuring Charges 34 11 NM
Total Costs and Expenses 5,801 4,281 36 %
Operating Income 57¢ 52 NM
Other Income (Expense):
Interest income 2 1 10C %
Interest expense (739) (71€) 2%
Loss on extinguishment of debt, net (160 (100 60 %
Other, net (58) (23 152 %
Total Other Expense (949 (83¢) 13%
Loss Before Income Taxes (374 (78€) (52)%
Income Tax Expense (48 (41) 17%
Loss from Continuing Operations (422) (827) (49)%
Income from Discontinued Operations,
Net — 71 NM
Net Loss $ (422) $ (75€) (44)%
NM — Not meaningful
Discussion of all significant variances:
Revenue by Service Offering
Year Ended December 31,
(dollars in millions) 2012 2011 Change %
Core Network Services $ 5581 $ 3,59¢ 55%
Wholesale Voice Services and Other 78¢ 734 7%
Total Revenue $ 637€ $§ 433 47%

Revenueincreased 47% to $6.376 billion in 2012 compare$i4@33 billion in 2011. The increase is primadhven by the additional
revenue associated with the Global Crossing adinstompleted in the fourth quarter of 2011. Exiohg revenue from the Global Crossing
acquisition, growth in Core Network Services revemarticularly from enterprise customers, wasiaidytoffset by declines in Wholesale
Voice Services and Other revenue.

The Company experienced growth in each of its serefferings during 2012 compared to 2011 as dtresthe Global Crossing
acquisition. Excluding revenue from the Global Ging acquisition, Core Network Services revenuavgtan IP and data services and voice
services during 2012 was driven primarily by endtomer demand for content delivery over the Inteanel enterprise bandwidth, as well as
increased usage for voice
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services. Growth in transport and fiber serviced @location and data center services was more shodeng 2012.

Core Network Services revenue increased in theiNomierica, EMEA and Latin America regions duringl2Gompared to 2011
primarily as a result of the Global Crossing acitiois. Excluding revenue from the Global Crossimg@sition, revenue increased in the North
America region and to a lesser extent the EMEAaegiuring 2012 compared to 2011.

Wholesale Voice Services and Other revenue incdeias2012 compared to 2011 as a result of the GIBbassing acquisition. Excludir
revenue from the Global Crossing acquisition, Whale Voice Services and Other revenue decreas#@ilid due to declines in usage. The
Company continues to manage its combined wholesate services platform for margin contributiondaexpects continued volatility in
revenue as a result of this strategy. In additiba,Company expects managed modem and SBC CoSgadtes revenue to continue to dec
due to an increase in the number of subscribergatimg to broadband services and as a result ahigeation of the SBC traffic to the AT&T
network, respectively. The Company is in the preagadiscontinuing managed modem services and diifged all current managed modem
customers of this decision.

Cost of Revenuéncludes leased capacity, right-of-way costs, accesrges, 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 revenselv# in 2012 compared to 39% in 2011. The increadee to the inclusion of costs
associated with the Global Crossing business, whéshlower gross margins, in 2012 compared to Z0Aik.increasevas partially offset by ¢
improving gross margin mix from higher margin ort-@®re Network Services and a decrease in lowegima¥holesale Voice Services and
Other. Additionally, the Company continues to inmpént initiatives to reduce both fixed and variatdéwork expenses.

Depreciation and Amortization expense decreased 7% to $749 million in 2012 fr8656%nillion in 2011. The decrease is attributable t
a change in the estimated useful lives of certhth@ Company’s property, plant and equipment thatilted in a reduction of depreciation
expense in 2012 compared to 2011. The change ouating estimate was applied on a prospective ledfastive October 1, 2011 as required
under the accounting standard related to changasciounting estimates (See Note 1 - OrganizatidnSarommary of Significant Accounting
Policies -Property, Plant and Equipmeirt the notes to the consolidated financial statar)eiihis decrease was partially offset by addélon
depreciation and amortization as a result of thab@ll Crossing acquisition and property, plant apaigment additions since January 1, 2012.

Selling, General and Administrative ("SG&A") expenses include salaries, wages and related te(irliluding 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 expenses increased 37% to $2.416 billion ihk2€ompared to $1.759 billion in 2011. The increaggimarily due to SG&A
expenses associated with the Global Crossing atiqnisalthough transaction and integration costsrdased to approximately $47 million in
2012 from $70 milliorin 2011. In addition, there was higher employee pensation and related costs, as the Company ceutitauincrease i
sales, support and customer service delivery hesdcand merit salary increases became effectitledrirst quarter of 2012. These increases
were partially offset by cost synergies achieved essult of the Global Crossing acquisition in2@hd a $47 million non-cash benefit as a
result of a revision to the Company's estimatedruaisset retirement obligations (see Note 6 -tARetrement Obligations in the notes to the
consolidated financial statements).

Also included in SG&A expenses in 2012 and 2014peetively, were $135 million and $101 million afmcash, stock-based
compensation expenses related to grants of outpetock options, restricted stock units, accrémigshe Company’s discretionary bonus,
incentive and retention plans and shares issueithdo€ompany’s
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matching contribution for the 401(k) plan. The ease in non-cash, stock-based compensation exjzemsarily due to an increase in the
number of stock grants, including the Company'schiat contribution for the 401(k) plan during 20p2imarily as a result of the Global
Crossing acquisition.

Restructuring Chargesin 2012 and 2011 were $34 million and $11 milliaespectively. The increase was primarily due tinarease
of reductions in headcount associated with thegiatigon of the Global Crossing acquisition.

The Company may initiate additional restructurict\dties in 2013 in connection with the effortsdptimize its cost structure or in
connection with the Amalgamation of Global CrossiAdditional restructuring activities could resintadditional headcount reductions and
related charges.

Adjusted EBITDA , as defined by the Company, is net income (lassh the consolidated statements of operations bgfigrincome ta
benefit (expense), (2) total other income (exper(8)non-cash impairment charges included witestnucturing charges, (4) depreciation and
amortization expense, (5) non-cash stock compamsakpense included within selling, general andiathtnative expenses and (6)
discontinued operations.

Adjusted EBITDA is not a measurement under geneealtepted accounting principles ("GAAP") and mayle used in the same way
by other companies. Management believes that AefuSBITDA is an important part of the Company’simal reporting and is a key measure
used by management to evaluate profitability aneraing performance of the Company and to makeuresallocation decisions.
Management believes such measurement is espeaigdbrtant in a capital-intensive industry suchelstcommunications. 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 Compasycapitalization and tax structures. Adjusted EBAT&Iso excludes depreciation and amortization espdrecaus
these non-cash expenses reflect the effect ofatapitestments which management believes are battduated through cash flow measures.
Adjusted EBITDA excludes net other income (expems®ause these items are not related to the prio@esations of the Company.

There are limitations to using n@AAP financial measures such as Adjusted EBITDAIuding the difficulty associated with compar
companies that use similar performance measureseraculations may differ from the Company’s ckdtians. Additionally, this financial
measure does not include certain significant itsoth as interest income, interest expense, incarmeenefit (expense), depreciation and
amortization expense, non-cash impairment chargescash stock compensation expense and net ott@ne (expense). Adjusted EBITDA
should not be considered a substitute for othersorea of financial performance reported in accordamith GAAP.
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The following information provides a reconciliatiohNet Loss to Adjusted EBITDA as defined by thenthany:

Year Ended December 31,

(dollars in millions) 2012 2011

Net Loss $ (422) $ (75€)
Income Tax Expense 48 41
Total Other Expense 94¢ 83¢
Depreciation and Amortization Expense 74¢ 80¢%
Non-Cash Compensation Expense 13t 101
Discontinued Operations of Coal Mining

Business — (71
Adjusted EBITDA $ 145¢ $ 95¢

Consolidated Adjusted EBITDA was $1.459 billion2812 compared with $958 million in 2011. The inee& Adjusted EBITDA is
primarily attributable to Adjusted EBITDA associdt&ith the Global Crossing acquisition and growthiie Company’s higher incremental
margin Core Network Services revenue and contimmgtdovements in cost of revenue.

Interest Expenseincreased 2% to $733 million in 2012 from $716 ioillin 2011. Interest expense increased as a refsalhigher
average debt balance for 2012 compared to 201luding financings associated with the Global Cregsicquisition, partially offset by lower
cost of borrowing on refinanced debt.

The Company expects annual interest expense in 0d48proximate $665 million based on the Compamytstanding debt as of
December 31, 2012, and taking into consideratierctirrent interest rates on the Company's variadéedebt, and the January 2013 repay!
at maturity of approximately $172 million of the%SConvertible Senior Notes. See Note 12 - Long-TBeht in the notes to consolidated
financial statements for additional informationlagvel 3's financing activities.

Loss on Extinguishment of Debt, netvas $160 million in 2012 compared to a loss of $d0ion in 2011. The loss recorded during
2012 was related to a charge of $50 million relatetthe refinancing of the $650 million TranchelB'érm Loan and $550 million Tranche B
[Il Term Loan in October 2012, a charge of $9 roillirelated to the refinancing of the $1.4 billioraiiche A Term Loan in August 2012 and
the repayment of existing vendor financing obligas, a charge of $40 million as a result of theenegtion of the 8.75% Senior Notes due 2
in August 2012, a charge of $22 million relatedhte redemption of the 9.25% Senior Notes due 20 Ebruary 2012, and a charge of $39
million as a result of the exchange of a portiothef 15% Convertible Senior Notes due 2013 for @xprately 5.4 million shares of Level 3
common stock in March 2012.

The loss recorded during 2011 was related to agehafrapproximately $27 million recognized in toeifth quarter of 2011 for the
redemption of the 3.5% Convertible Senior Notes 22 and prepayment of the Tranche B Term Loatwthaa outstanding under the exist
Senior Secured Term Loan, a charge of approxim&29million recognized for the July 2011 convensid the 15% Convertible Senior No
due 2013, a charge of less than $1 million for3t#6 Senior Notes due 2012 repurchased in August,20$23 million charge recognized for
the portion of the 9.25% Senior Notes due 2014aetin April 2011 and a $20 million charge recordtethe first quarter of 2011, which was
the result of the redemption of the 5.25% Convitienior Notes due 2011 and the exchange of thE@&&wertible Senior Discount Notes ¢
2013. See Note 12 - Long-Term Debt in the notdbéaconsolidated financial statements for moreildetagarding the Company’s financing
activities.

Other, net was $58 million of expense in 2012 compared to iB#Bon of expense in 2011. Other, net is primarily congaisf gains an
losses from the change in the fair value of centi@nvative investments, as well
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as gains and losses on the sale of non-operatsagsasoreign currency gains and losses and atleenie. Other, net in 2012 was driven by a
non-cash loss on the Company's interest rate sgr@ements of approximately $60 million that wererded "ineffective" under GAAP in
connection with the refinancing of the $1.4 billibranche A Term Loan. See Note 12 - Long-Term Dwelite notes to the consolidated
financial statements for more details regarding@benpany's financing activities. The expense reizaghin 2011 is primarily related to a
charge of approximately $20 million related to timpairment of certain wireless spectrum license®(Sote 8 - Acquired Intangible Assets in
the notes to consolidated financial statements).

Income Tax Expensevas $48 million in 2012 compared to $41 million2id11. The income tax expense in 2012 was primeeibted to
income taxes for Latin American entities acquiregart of the Global Crossing acquisition. The medax expense during 2011 is primarily
related to an out of period adjustment due to teexedmporary differences associated with certaieifimite-lived intangible assets that the
Company is unable to offset by temporary differenagsociated with its deferred tax assets as wéticame tax expense associated with the
post-acquisition results of Global Crossing. Se&No- Organization and Summary of Significant Aaating Policies in the notes to the
consolidated financial statements.

The Company incurs income tax expense attributabilecome in various Level 3 subsidiaries thatraguired to file state or foreign
income tax returns on a separate legal entity bakis Company also recognizes accrued interespandllties in income tax expense related tc
uncertain tax benefits.

Income from Discontinued Operationswas net $71 million of income in 2011. Level 3,aihgh its two 50% owned jointenture surfac
mines, one each in Montana and Wyoming, sold coadgsily through long-term contracts with publidliies. In November 2011, Level 3
completed the sale of its coal mining businessribfe Energy Limited as part of its lomgrm strategy to focus on core business operatis
a result of the transaction, all of the assetsliafdities associated with the coal mining bussbave been removed from the Company's
balance sheet and a gain on the transaction obziopately $72 million was recognized in 2011.
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Results of Operations 2011 vs. 20

Year Ended December 31,

Change
(dollars in millions) 2011 2010 %
Revenue $ 4,33 % 3,591 21%
Cost of Revenue 1,70¢ 1,43¢ 19%
Depreciation and Amortization 80¢ 87C (7%
Selling, General and Administrative 1,75¢ 1,37: 28%
Restructuring Charges 11 2 NM
Total Costs and Expenses 4,281 3,67¢ 16 %
Operating Income (Loss) 52 (88) NM
Other Income (Expense):
Interest income 1 1 NM
Interest expense (71¢€) (58€) 22%
Loss on extinguishment of debt, net (200 (59 69 %
Other, net (23 20 NM
Total Other Expense (83¢) (624) 34%
Loss Before Income Taxes (78¢€) (712) 10 %
Income Tax (Expense) Benefit (47) 91 NM
Loss from Continuing Operations (827) (621) 33%
Income (Loss) from Discontinued
Operations, Net 71 (@D} NM
Net Loss $ (756€) $ (622) 22%
NM — Not meaningful
Discussion of all significant variances:
Total Revenue by Service Offering:
Year Ended December 31,
(dollars in millions) 2011 2010 Change %
Core Network Services $ 359 $ 2,827 27%
Wholesale Voice Services and Other 734 764 (4)%
Total Revenue $ 433 $ 3,591 21%

Revenueincreased 21% to $4.333 billion in 2011 compare$i3®91 billion in 2010. The increase in total newe was driven by growth
in the Company’s Core Network Services revenue fseneral existing services and the additional regeassociated with the Global Crossing
acquisition during the fourth quarter partiallys#t by an expected decline in Wholesale Voice $esvand Other revenue.

The Company experienced increases within Core N&t®ervices revenue in 2011 compared to 2010, pifynaithin data, CDN and IP
services. The Company experienced strong growttaia, CDN and IP services revenue during 2011 didyeincreased demand for enterprise
bandwidth and end customer demand for contentalgliover the Internet. The Company also experiefigiegiear increases driven by dem:
in its transport and infrastructure services arldaation services, while its voice services dur@j.1 were relatively flat compared to
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2010. The Company's 2011 results include approxiin&590 million of Global Crossing's revenue assult of the acquisition on October 4,
2011.

The decrease in Wholesale Voice Services and @¢enue in 2011 compared to 2010 was due to angeicliOther revenue as a result
of a decline in managed modem revenue and SBC &ur8ervices revenue.

Cost of Revenues a percentage of total revenue was 39% in 20mpared to 40% in 2010. The Company has benefited frigher
margin onnet Core Network Services and a decrease in loveegim Wholesale Voice Services, offset by the isidn of three months of cos
attributable to the Global Crossing acquisitiorapproximately $322 million in 2011.

Depreciation and Amortization expense decreased 7% to $805 million in 2011 fr8#03nillion in 2010. The decrease is primarily
attributable to a change in the estimated usefaklof certain of the Company’s property, plant agdipment that resulted in a reduction of
depreciation expense of approximately $74 milliothie fourth quarter of 2011, which was accountedf a change in accounting estimate o
a prospective basis effective October 1, 2011 utigeaccounting standard related to changes iruatiog estimates (See Note 1 -
Organization and Summary of Significant AccountRaicies -Property, Plant and Equipmeirt the notes to the consolidated financial
statements). The decrease also reflects the reduatidepreciation expense associated with shiivied-fixed assets becoming fully
depreciated, the effect of foreign currency flutimas and additional depreciation and amortizatiesociated with the Global Crossing
acquisition in the fourth quarter of 2011.

SG&A expenses increased 28% to $1.759 billion in 20Mipaved to $1.373 billion in 2010. The increasetdek $253 million of
SG&A costs associated with Global Crossing. Theaiaing increase in 2011 compared to 2010 is drivetransaction costs and integration
costs incurred by the Company for the Global Cragsicquisition of approximately $70 million, as e higher employee compensation and
related costs as the Company continued to inciigasales, support and customer installation agtivadcount during 2011.

Also included in SG&A expenses in 2011 and 2018peetively, were $101 million and $67 million, respively, of non-cash, stock-
based compensation expenses related to grantdparéarm stock options, restricted stock unitsraats for the Company’s discretionary
bonus, and shares issued for the Company’s matcieimgibution for the 401(k) plan. The increasean-cash, stock-based compensation
expense is primarily due to higher headcount, arease in the 2011 discretionary stock-based bahich was distributed to employees in
2012, an increase in the stock price on the grat& dssociated with the 2011 annual restrictedk stoit grant compared to 2010, and an
adjustment in 2011 to the 2010 stock bonus gramed in 2011 due to a higher stock price on theahgrant date in 2011.

Restructuring Chargesin 2011 and 2010 were $11 million and $2 millioespectively. The increase in 2011 compared to 2040

primarily due to reductions in headcount associatitld the Global Crossing acquisition, as the Conyplaad not initiated any significant new
workforce reduction plans in 2011 or 2010.
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Adjusted EBITDA. The following information provides a reconciliatiofiNet Loss to Adjusted EBITDA as defined by thentpany:

Year Ended December 31,

(dollars in millions) 2011 2010

Net Loss $ (756) $ (622)
Income Tax Expense (Benefit) 41 (92)
Total Other Expense 83¢ 624
Depreciation and Amortization Expense 80¢% 87C
Non-Cash Compensation Expense 101 67
Discontinued Operations of Coal Mining

Business (72) 1
Adjusted EBITDA $ 95¢ $ 84¢

Consolidated Adjusted EBITDA was $958 million in12Q including $47 million for the Global Crossingdiness from the date of
acquisition compared with $849 million in 2010. Asljed EBITDA for the Level 3 business was $911iomilin 2011 compared to $849
million in 2010. The increase in Adjusted EBITDAr e Level 3 business in 2011 is primarily atttdhle to the growth in the Company’s
higher incremental margin Core Network Servicegnere and continued improvements in cost of revenue.

Interest Expenseincreased 22% to $716 million in 2011 from $586lioml in 2010. Interest expense increased as atrekalhigher
average debt balance for 2011 compared to 201ladimg financings associated with the Global Cnogsicquisition.

Loss on Extinguishment of Debt, netvas $100 million in 2011 compared to a loss of 8Bfion in 2010. The loss recorded during 2011
was related to a charge of $27 million recognizethée fourth quarter of 2011 for the redemptionhef 3.5% Convertible Senior Notes due
2012 and prepayment of the Tranche B Term Loarwviaatoutstanding under the existing Senior Seclieeth Loan, a charge of $29 million
recognized for the July 2011 conversion of the X&6favertible Senior Notes due 2013, a charge oftlems $1 million for the 3.5% Senior
Notes due 2012 repurchased in August, a $23 mitllarge recognized for the portion of the 9.25%i @exotes due 2014 retired in Ap
2011 and a $20 million charge recorded in the §strter of 2011, which was the result of the reglion of the 5.25% Convertible Senior
Notes due 2011 and the exchange of the 9% Conlee8#mnior Discount Notes due 2013. The loss recbddeing 2010 was related to a
million charge recognized as a result of the red@npf the Company’s 10% Convertible Senior Natas 2011 and a $55 million charge
recognized in connection with the tender offer aodsent solicitation of the Company's 12.25% SeNites due 2013. See Note 12 - Long-
Term Debt in the notes to consolidated financialeshents for more details regarding the Companyanting activities.

Other, netwas $23 million of expense in 2011 compared to®#bon of income in 2010. The expense recognize@0d11 also includes
a charge of approximately $20 million related te impairment of certain wireless spectrum licer{Se® Note 8 - Acquired Intangible Assets
in the notes to consolidated financial statements).

Income Tax Expensevas $41 million expense in 2011 compared to a $8liombenefit in 2010. The income tax expense dgr2011 is
primarily related to an out of period adjustmené do taxable temporary differences associated egttain indefinite-lived intangible assets
that the Company is unable to offset by temporéffgrences associated with its deferred tax as3éts.2011 income tax expense also include
approximately $8 million associated with the pagjwsition results of Global Crossing. See NoteQrganization and Summary of Significant
Accounting Policies in the notes to consolidatediicial statements for additional details. The inedax benefit in 2010 primarily related to a
release of certain foreign deferred tax asset tialuallowances.
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Income (Loss) from Discontinued Operationsvas net $71 million of income in 2011 compared &lanillion loss in 2010. As
discussed above, Level 3 sold its coal mining kessinn the fourth quarter of 2011. As a resulheftransaction, all of the assets and liabilities
associated with the coal mining business have eaoved from the Company's balance sheet anddgrezed a gain on the transaction of
approximately $72 million in 2011. The $1 millioosk in 2010 was a result of costs exceeding reveneeo lower volume of tons mined,
partially offset by the commencement of new corifracring the year.

Financial Condition—December 31, 2012

Cash flows provided by operating activities, inuggtactivities and financing activities for the ye@nded December 31, 2012 and 2011,
respectively, are summarized as follows:

Year Ended December 31,

(dollars in millions) 2012 2011 Change
Net Cash Provided by Operating Activitie

of Continuing Operations $ 57¢ $ 38 $ 19C
Net Cash Used in Investing Activities of

Continuing Operations (725) (399 (327)
Net Cash Provided by Financing Activitie

of Continuing Operations 207 261 (54)
Net Cash Provided by Discontinued

Operations — 51 (52)
Effect of Exchange Rates on Cash and (

Equivalents 1 — 1
Net Change in Cash and Cash Equivalent§ 61 $ 30z $  (24))

Operating Activities of Continued Operations

Cash provided by operating activities of continuapgerations increased to $578 million in 2012 coragavith $388 million in 2011
primarily due to growth in earnings as a resulthef Global Crossing acquisition, partially offsgthigher interest paid and an increase in the
use of cash for working capital items.

Investing Activities of Continued Operatior

Cash used in investing activities of continuing rapiens increased in 2012 compared to 2011 prigasla result of additional capital
expenditures, which totaled $743 million in 20121 494 million in 2011 and were driven by the irsitun of Global Crossing in the
Company's results since the acquisition date. titiad, $146 million of cash was received in 20Flaaresult of the amalgamation of Global
Crossing. The capital expenditures in 2012 as egméage of revenue were fairly consistent with 2ievgls.

Financing Activities of Continued Operations
Cash provided by financing activities of continuimgerations decreased in 2012 compared to 201 ezt of lower borrowings net of
payments and repurchases of debt and capital ldaisesicing activities exclude proceeds and paysimtborrowings placed in escrows upor

issuance and used for settlement of Global Crosfgin the amount of $1.2 billion in 2011. SedeNb2 - LongTerm Debt in the notes to t
consolidated financial statements for more detaigrding the Company's debt transactions duridg@ 20
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Cash Flows of Discontinued Operations

Net cash provided by discontinued operations wdsrilion in 2011 primarily as a result of the safethe Company's coal mining
business on November 14, 2011, which resulted imcgimately $55 million of incremental unrestricteash.

Liquidity and Capital Resources

The Company incurred a net loss of $422 millio2@12 and $756 million in 2011. In connection withdontinuing operations, the
Company used $743 million for capital expendituard $207 million of cash was provided by financamgivities in 2012. This compares to
$494 million of cash used for capital expendituaad $261 million of cash flows provided by finargiactivities in 2011.

Net cash interest payments are expected to dedeapproximately $645 million in 2013 from $695llion in 2012 based on forecasted
interest rates on the Company's variable rate algtistanding as of December 31, 2012.

Capital expenditures for 2013 are expected to nemedatively consistent as a percentage of revenitie2012, as the Company invests in
base capital expenditures (estimated capital requo keep the network operating efficiently andmart new service development) with the
remaining capital expenditures expected to beyautcess-based, which is tied to a specific custaBvenue opportunity, and partly project-
based where capital is used to expand the netwas&don the Company's expectation that the prajdiaventually lead to incremental
revenue. As of December 31, 2012, the Company battactual debt obligations, including capital keabligations, and excluding interest,
discounts on debt issuance and fair value adjussnen$216 million that mature in 2013, $23 miflim 2014 and $788 million in 2015. In
January 2013, the Company repaid at maturity apprabely $172 million of its 15% Convertible Senidotes.

In October 2012, Level 3 Financing refinanced iisting $650 million Tranche B Il Term Loan and $5&illion Tranche B Il Term
Loan under its existing senior secured credit iigdihrough the creation of a new Tranche B-1l 20Edm Loan due August 1, 2019 in the
aggregate principal amount of $1.2 billion alonghndash on hand and recognized a loss on the exgimgent of debt of $50 million.

In September 2012, the Company used approximaédyngllion to fully repay the outstanding princigahount of its Commercial
Mortgage due 2015 along with accrued interest.

Level 3 Financing refinanced its existing $1.4ibill Tranche A Term Loan under its existing senemsed credit facility through the
creation of New Term Loans in the aggregate pradcimnount of $1.415 billion in August 2012. The Néarm Loans consist of: (a) $600
million senior secured term loan which matures ebrkary 1, 2016 and (b) $815 million senior sectieech loan which matures on August 1,
2019. The Company used the net proceeds from theTéem Loans, along with cash on hand, to prepasel® Financing's $1.4 billion
Tranche A Term Loan under the existing credit agre® which was to mature in March 2014 and usedeimining net proceeds to repay
million in principal amount plus premium for exisg vendor financing obligations. The Company reégpha loss on extinguishment of debt
of $9 million in the third quarter of 2012 as auk®f refinancing the $1.4 billion Tranche A Tetroan and repayment of existing vendor
financing obligations. In addition, in connectioitiwthe refinancing of the Tranche A Term Loan, @@mpany recognized a $60 million non-
cash loss on two interest rate swaps that hadquslyi hedged changes in the interest rate on #@paf the Tranche A Term Loan. See Note
11 - Derivative Financial Instruments in the ndtesonsolidated financial statements.

In August 2012, Level 3 Financing completed theoiffg of $775 million aggregate principal amounitsf7% Senior Notes due 2020 in
a private offering. The net proceeds from the dfifgiof the notes, along with cash on hand, were teeedeem all of Level 3 Financing's
outstanding 8.75% Senior Notes due 2017, incluthegpayment of accrued interest and applicable jpmas The Company recognized a loss
on extinguishment of debt of $40 million in therthguarter of 2012 as a result of the redemptioth®f8.75% Senior Notes due 2017.
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In August 2012, the Company completed the offeah§300 million aggregate principal amount of it8 %% Senior Notes due 2019 i
private offering. The net proceeds from the offgrai the notes are being used for general corp@uatgoses, including the potential
repurchase, redemption, repayment or refinancirtheCompany's and its subsidiaries' existing iteiess from time to time.

In March 2012, the Company entered into an exchaggeement for a portion of its 15% ConvertibleiSeNotes due 2013. Pursuant to
the agreement, approximately $100 million aggregaitecipal amount of Level 3's outstanding 15% Gantible Senior Notes due 2013 were
exchanged for approximately 3.7 million shares e¥él 3 common stock into which the notes were cdible plus an additional 1.7 million
shares for a total of approximately 5.4 million s The consideration was based on the market foidhese notes which included an
inducement premium and included a payment for actand unpaid interest from January 15, 2012 thrddgrch 15, 2012 of approximately
$2 million. This transaction did not include theypeent by the Company of any cash. The Company rézed a loss on extinguishment of
debt of $39 million in the first quarter of 2012&asesult of this exchange of the 15% Convertildri& Notes due 2013. The transaction will
reduce cash interest expense by approximately $libmon an annual basis.

In January 2012, Level 3 Financing issued $900anilaggregate principal amount of its 8.625% SeNiotes due 2020 in a private
transaction. A portion of the net proceeds fromdffering were used to redeem all of Level 3 Finags outstanding 9.25% Senior Notes due
2014 in aggregate principal amount of $807 millibhe Company recognized a loss on extinguishmedebf of $22 milliorin the first quarte
of 2012 as a result of the redemption of the 9.Z&ior Notes due 2014. The remaining proceeds ibatiespurchase money indebtedness
under the existing senior secured credit agreeam@hindentures of Level 3 and were used solelyd the cost of construction, installation,
acquisition, lease, development or improvemeningfBelecommunications/IS Assets (as defined irettisting senior secured credit agreer
and indentures of Level 3), including the cash pase price of any past, pending or future acqaissti

See Note 12 - Long-Term Debt in the notes to cadatad financial statements for more details reiggrthe Company’s 2012 financing
activities.

The Company had $979 million of cash and cash edgiivs on hand at December 31, 2012, includingrd®n of current and non-
current restricted cash and securities used tateséllize outstanding letters of credit and cenparformance and operating obligations of the
Company. In addition, $69 million (valued at theefil official CADIVI rate on that date of 4.30 Venetan bolivares to the U.S. Dollar) of the
Company's total cash and cash equivalents wadsrm®lenezuelan bolivares by a Venezuelan subsidlarlght of the Venezuelan exchange
control regime, none of such $69 million may besfarred to the Company or any other subsidiath®Company in the form of loans,
advances or cash dividends without the conseriteo¥/enezuelan government. Effective February 1332the Venezuelan government
devalued the Venezuelan bolivar by increasing ffieial rate from 4.30 Venezuelan bolivares to thé&. Dollar to 6.30 Venezuelan bolivares
to the U.S. Dollar, except for a limited set of de@nd services deemed “essential” that will termplgrcontinue to attract the 4.30 rate. If
enacted prior to December 31, 2012, this devalnatiould have reduced the Company's unrestricteld @ag cash equivalents by
approximately $22 million based on the bolivar baks as of December 31, 2012. See Note 18 - Sudasefuents in the notes to the
consolidated financial statements.

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 powtioits indebtedness at or before maturity and capravide assurances that it will be
able to refinance any such indebtedness on comatlgredasonable terms or at all. In addition, thmrany 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 matoirity extend debt maturities, Level 3 or its adfiéis may, from time to time, issue new debt,
enter into debt for debt, debt for equity or casimsactions to purchase its outstanding debt sa=uim the open market or through privately
negotiated transactions. Level 3 will evaluate smgh transactions in light of the
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existing market conditions and the possible dikigffect to stockholders. The amounts involvedniyn such transaction, individually or 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 magtowie. Level 3 will continue to evaluate consalida opportunities and could make
additional acquisitions in the future.

Off-Balance Sheet Arrangements
Level 3 has not entered into off-balance sheehgements.
Contractual Obligations

The following table summarizes the contractualgdtions and other commercial commitments of the g at December 31, 2012,
as further described in the Notes to Consolidatedritial Statements.

Payments Due by Peria

Less than 2-3 4-5 After 5
Total 1 Year Years Years Years

(dollars in millions)

Contractual Obligations

Long-Term Debt,
including current portion

(1) $ 8780 $ 21€ $ 811 $ 794 $ 6,95¢
Interest Obligations(2) 4,04¢ 691 1,24¢ 1,10 99¢
Asset Retirement

Obligations 58 3 15 — 37
Operating Leases 1,427 25k 401 273 49¢
Right of Way Agreemen 70& 11E 112 92 38¢€
Purchase and Other

Obligations 1,18¢ 824 18¢ 6C 11¢

Other Commercial
Commitments

Letters of Credit 31 8 1 1 21

(1) Pro forma for the repayment at maturity inuky 2013 of approximately $172 million aggregategpal amount of the Company's
15% Convertible Senior Notes due 2013, the Comparoyitractual obligations for long-term debt, imdhg current portion, would
total $8.608 billion comprised of: $44 million direless than one year, $811 million due in twohi@e years, $794 million due in fc
to five years and $6.959 billion due after 5 years.

(2) Includes the Company's estimated future clastsfrelated to interest rate swap obligationsuidel in Other Non-Current Liabilities
presented in Note 10 - Fair Value of Financialdmstents in the notes to consolidated financiabstants.

The Company's debt instruments contain certainreavis which, among other things, limit additiomalébtedness, dividend payments,
certain investments and transactions with affifatethe Company should fail to comply with thessenants, amounts due under the
instruments may be accelerated at the note holdisceetion after the declaration of an event dgadk. The Company's debt instruments do
have covenants that require the Company or itsidiabies to maintain certain levels of financiatipemance or other financial measures such
as
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total leverage or minimum revenues. These typesweénants are commonly referred to as "maintenaeoeenants.”
Long-term debt obligations exclude issue discoant$ fair value adjustments.

Interest obligations assume interest rates on $28lon of variable rate debt do not change frbecember 31, 2012. In addition,
interest is calculated based on debt outstandirg Becember 31, 2012.

The Company's asset retirement obligations conbisgal requirements to remove certain of its reelwinfrastructure at the expiration
the underlying right-of-way ("ROW") term and resttion requirements for leased facilities. The &itind subsequent measurement of the
Company's asset retirement obligations requir€Cibmpany to make significant estimates regardingetlentual costs and probability or
likelihood that the Company will be required to k@rma certain of its network infrastructure and restoertain of its leased properties.

Due to uncertainty regarding the completion ofaadits and possible outcomes, the remaining estiofahe timing of payments related
to uncertain tax positions and interest cannot bdenSee Note 14 - Income Taxes in the notes teotidated financial statements for
additional information regarding the Company's utaie tax positions.

Certain right of way agreements include provisifmrancreases in payments in future periods basethe rate of inflation as measurec
various price indexes. The Company has not incledichates for these increases in future periotiseramounts included above.

Certain non-cancelable right of way agreementsigeofor automatic renewal on a periodic basis. Thepany includes payments due
during these automatic renewal periods given theificant cost to relocate the Company's netwoidk ather facilities.

Certain other right of way agreements are cancelabtan be terminated under certain conditionthbyCompany. The Company
includes the payments under such cancelable rightip agreements in the table above for a periaotl ygar from January 1, 2013, if the
Company does not consider it likely that it willhczl the right of way agreement within the nextryea

Purchase and other obligations represent all owdstg purchase order amounts of the Company asoémber 31, 2012 ($508 million),
contractual commitments with third parties to pa®d network access services ($390 million), maartea payments for portions of the
Company's network ($273 million) and other ($17lioil).

The table above does not include other ltergr liabilities, such as liabilities recorded fegal matters that are not contractual obligat
by nature. The Company cannot determine with agyedeof certainty the years in which these liakgitmight ultimately be paid.
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
Interest Rate Ris

Level 3 is subject to market risks arising frommges in interest rates. As of December 31, 20E2Cibmpany had borrowed a total of
approximately $2.9 billion primarily under a Senecured Term Loan (excluding discounts) and Figafate Senior Notes due 2015 that
bear interest at LIBOR rates plus an applicablegmaAs the LIBOR rates fluctuate, so too will inéerest expense on amounts borrowed

under the debt instruments, unless LIBOR ratedal@v the minimum LIBOR rate for a particular Sarfsecured Term Loan. The weighted
average interest rate on the variable rate instnisret December 31, 2012, was approximately 4.9%.
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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 mtep agreements are with different counterpaatiesare for $500 million each. The interest
rate swap agreements were effective beginning @7 20d mature in January 2014. Under the termiseoiinterest rate swap agreements,
Level 3 receives interest payments based on rdllinee month LIBOR terms and pays interest atittezifrate of 4.93% under one arranger
and approximately 4.92% under the other.

Prior to August 6, 2012 and the refinancing of$ie4 billion Tranche A Term Loan, Level 3 had desitgd the interest rate swap
agreements as cash flow hedges on the interestgragrfor $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, tive interest rate swap agreements that had effdgthedged the interest rate on $1 billion
of floating rate debt were deemed "ineffective” @n@AAP. See Note 12l-ong Term Debt in the notes to the consolidatedritial statemer
for more details regarding the Company's interast swaps.

As indicated above, the weighted average inteetstan the $2.9 billion of variable rate instrunsesit December 31, 2012, was
approximately 4.9%. The Company's senior secureditciacility's variable interest rate is basedadixed rate plus LIBOR with a fixed
minimum LIBOR rate of 1.5%. The LIBOR rate for tdempany's senior secured credit facility was 0.3®exember 31, 2012. Declines in
LIBOR below the fixed minimum rate or increasesaiphe fixed minimum rate do not impact the Compsuaynual interest expense. A
hypothetical increase in the weighted averagebwat&% point would increase the Company's annuatést rate expense on all of its variable
rate instruments by approximately $3 million adbetcember 31, 2012.

At December 31, 2012, the Company had $5.9 billeluding discounts and fair value adjustmentd)xefd rate debt bearing a
weighted average interest rate of 8.9%. A decliniaterest rates in the future will not generalgnbfit the Company with respect to the fixed
rate debt due to the terms and conditions of thentures relating to that debt that would requiee€ompany to repurchase the debt at
specified premiums if redeemed early.

Indicated changes in interest rates are based potligtical movements and are not necessarily itidecaf the actual results that may occur.
Future earnings and losses will be affected byaddluctuations in interest rates and foreign cocserates.

Foreign Currency Exchange Rate R

The Company conducts a portion of its businessiireacies other than the U.S. dollar, the currenayhich the Company's consolidated
financial statements are reported. Accordingly,Gloenpany's operating results could be adversedcadtl by foreign currency exchange rate
volatility relative to the U.S. dollar. The Companfuropean subsidiaries and certain Latin Amergtassidiaries use the local currency as
functional currency, as the majority of their reuerand purchases are transacted in their locatmeigs. Although the Company continues to
evaluate strategies to mitigate risks related ¢oetifiect of fluctuations in currency exchange rates Company will likely recognize gains or
losses from international transactions. Changésraign currency rates could adversely affect thenany's operating results.

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. If enacted prior to December2®812, this devaluation would have reduced th
Company's net monetary assets by $20 million, dhioly unrestricted cash and cash equivalents ohdi®n, based on the bolivar balances as
of December 31, 2012. The devaluation of the Comiparet monetary assets will result in a chargecthiill be recognized in other expense,
net in the consolidated statement of operatiorikerfirst quarter of 2013. Based on the bolivanhaés as of December 31, 2012, the charge
would be $20 million. The effects on revenue andraping income are not expected to be materiagjht bf certain pricing adjustment
mechanisms in many of the Company's contracts Méthezuelan customers and since most of the Congeosts in Venezuela are incurre
bolivares.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Financial statements and supplementary financiatimation for Level 3 Communications, Inc. and Sdiasies begin on page F-1.

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

None.

ITEM 9A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DisclosarControls and Procedures

The Company's Chief Executive Officer and Chiefdricial Officer have evaluated the effectiveneshefCompany's disclosure controls
and procedures, as defined in Rules 13a-15(e) add.3(e) under the Securities Exchange Act of 1934naasnded (the "Exchange Act"), a
December 31, 2012. Based upon such review, thef Ererutive Officer and Chief Financial Officer lemgoncluded that the Company's
disclosure controls and procedures are effectideama designed to ensure that information requodzk disclosed by the Company in the
reports it files or submits under the Exchangeicecorded, processed, summarized and reportéihtiite time periods specified in the
Securities and Exchange Commission rules and fdpisslosure controls and procedures include, withiouitation, controls and procedures
designed to ensure that information required tdibelosed by an issuer in reports it files or subrander the Exchange Act is accumulated
communicated to the Company's management, inclutiingincipal executive officer and principal fimzal officer, as appropriate, to allow
timely decisions regarding required disclosure.

Changes in Internal Control Over Financial Reporting

The Company completed the amalgamation of Globas§ing on October 4, 2011. The Company is curréntbgrating policies,
processes, people, technology, and operationeafdmbined Company. Management will continue tduata the Company's internal contr
over financial reporting as it continues its intgrn of Global Crossing. There were no other clearig the Company's internal control over
financial reporting identified in connection withet evaluation required by paragraph (d) of ExchakgeRules 13a-15 or 15d-15 that occurred
during the fourth quarter of 2012 that have mallgrafected, or are reasonably likely to mategiaffect, the Company's internal control over
financial reporting.

Management's Annual Report on Internal Control Over Financial Reporting

Management of the Company is responsible for @stdbf and maintaining adequate internal contr@rdinancial reporting, as such
term is defined in Exchange Act Rules 13a-15(f) 4Bd-15(f) under the Securities Exchange Act of41$% amended. Under the supervision
and with the participation of its management, idaolg the Company's principal executive officer amnicicipal financial officer, management
assessed the effectiveness of internal controlsfmancial reporting as of December 31, 2012 basethe guidelines establishediimiernal
Control—Integrated Framewoiiksued by the Committee of Sponsoring Organizatidrike Treadway Commission (COSO). Based on the
Company's assessment, management has concludddetiizampany's internal control over financial mtjpg was effective as of
December 31, 2012.

The Company's independent registered public acewfitm, KPMG LLP, has issued an attestation réporthe effectiveness of the
Company's internal control over financial reportaggof December 31, 2012. That report appears o@ <.
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ITEM 9B. OTHER INFORMATION

None.

Part Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE

The information required by this Item 10 is incagted by reference to our definitive proxy statetfenthe 2013 Annual Meeting of
Stockholders to be filed with the SEC.

ITEM 11. EXECUTIVE COMPENSATION

The information required by this Iltem 11 is incagted by reference to our definitive proxy statetfenthe 2013 Annual Meeting of
Stockholders to be filed with the SEC.

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

The information called for by Item 201(d) of Redida S-K regarding our compensation plans (inclgdimdividual compensation
arrangements) under which our equity securitiesatkorized for issuance is contained in Iltem Satkét for Registrant's Common Equity,
Related Stockholder Matters and Issuer Repurchadeguity Securities” above. The other informatreqguired by this Item 12 is incorporated
by reference to our definitive proxy statementtfar 2013 Annual Meeting of Stockholders to be filath the SEC.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE

The information required by this Item 13 is incagted by reference to our definitive proxy statenfenthe 2013 Annual Meeting of
Stockholders to be filed with the SEC.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Iltem 14 is incagted by reference to our definitive proxy statenfenthe 2013 Annual Meeting of
Stockholders to be filed with the SEC.

Part IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a) Financial statements and financial statememédules required to be filed for the registrardaritems 8 or 15 are set forth
following the index page at page F-I. Exhibitsdilas a part of this report are listed below. Exhkilsicorporated by reference are
indicated in parentheses.

2.1 Agreement and Plan of Amalgamation, dated &pudl 10, 2011, by and among Level 3 Communicasipinc. (the “Registrany’
Apollo Amalgamation Sub, Ltd. and Global Crossirigited (incorporated by reference to Exhibit 2.1te Registrant's Current
Reports on Form 8-K dated April 13, 2011).

3.1 Restated Certificate of Incorporation of Le&fommunications, Inc. (incorporated by referetacExhibit 3(i) to the Registrant's
Current Report on Form 8-K dated May 23, 2008).
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3.2

3.3

3.4

3.5

3.6

3.7

3.8

3.9

41.1

4.1.2

4.1.3

4.2

4.3

4.4

45.1

Certificate of Amendment of Restated Certtficaf Incorporation of Level 3 Communications, I{iacorporated by reference to
Exhibit 3.2 of Level 3 Financing, Inc.'s, Level ®@munications, Inc.'s and Level 3 Communications;'s Registration
Statement on Form S-4 (SEC File No. 333-1671168)fdn May 26, 2010).

Certificate of Amendment to the Restated @eatie of Incorporation of Level 3 Communicatiohss. (incorporated by reference
to Exhibit 3.2 to the Registrant's Current Reporform 8-K dated October 6, 2011).

Certificate of Amendment of the Amended andt&ed Certificate of Incorporation (incorporatgdréference to Exhibit 3.1.2 to
the Form 8-A filed on October 19, 2011).

Certificate of Amendment of Restated Certtioaf Incorporation of Level 3 Communications, I{incorporated by reference to
Exhibit 3.1.1 to the Registrant's Current Reporfonm 10-Q for the three months ended June 30,)2012

Conformed copy of the Restated Certificattnobrporation of Level 3 Communications, Inc., aseaded (incorporated by
reference to Exhibit 3.1.2 to the Registrant's @urReport on Form 10-Q for the three months elddee 30, 2012).

Certificate of Designation of Series B Juriarticipating Preferred Stock of Level 3 Communaa, Inc. (incorporated by
reference to Exhibit 3.1 of the Registrant's For# 8ated April 11, 2011).

Specimen Stock Certificate of Common Stockvadue $.01 per share (incorporated by referendexhibit 3 to the Registrant's
Form 8-A dated March 31, 1998).

Amended and Restated By-laws of Level 3 Comaations, Inc. (incorporated by reference to Ex@ol to the Registrant's
Current Report on Form 8-K dated February 22, 2012)

Indenture, dated as of February 14, 2009ngn.evel 3 Communications, Inc., as Guarantor el 8#inancing, Inc., as Issuer
and The Bank of New York, as Trustee, relatingh Floating Rate Senior Notes due 2015 of Leveharkeing, Inc.
(incorporated by reference to Exhibit 4.1 to thgReant's Current Report on Form 8-K dated Felyr@ér 2007).

Supplemental Indenture, dated as of May @07, among Level 3 Communications, LLC, Level 3r@wunications, Inc., Level 3
Financing, Inc. and The Bank of New York as Trussegplementing the Indenture dated February 187 2bnong Level 3
Financing, Inc., Level 3 Communications, Inc. af Bank of New York as Trustee, relating to Levéiiancing, Inc.'s
Floating Rate Senior Notes Due 2015 (incorporaterklerence to Exhibit 4.3 to the Registrant's €atriReport on Form 8-K
dated May 31, 2007).

Supplemental Indenture, dated as of May @07, among Level 3 Financing, Inc., Level 3 Comivaitions, Inc., Level 3
Communications, LLC and The Bank of New York assteg, supplementing the Indenture dated FebruargQD¥ among

Level 3 Financing, Inc., Level 3 Communications;.land The Bank of New York as Trustee, relatingegel 3 Financing, Inc.'s
Floating Rate Senior Notes Due 2015 (incorporaterkference to Exhibit 4.4 to the Registrant's €atriReport on Form 8-K
dated May 31, 2007).

Indenture, dated as of December 24, 2008, grhenel 3 Communications, Inc. and The Bank of Néavk Mellon as Trustee,
relating to Senior Debt Securities (incorporateddfgrence to Exhibit 4.1 to the Registrant's QuirReport on Form 8-K dated
December 24, 2008).

Indenture, dated as of June 26, 2009, amowngl BeCommunications, Inc. and The Bank of New Ykilon, relating to Level 3
Communications, Inc.'s 7% Convertible Senior N@es 2015 (incorporated by reference to Exhibittd.the Registrant's
Current Report on Form 8-K dated July 2, 2009).

Second Supplemental Indenture, dated as @b®ctl5, 2009, among Level 3 Communications, Ind. Bhe Bank of New York
Mellon, relating to Level 3 Communications, In@% Convertible Senior Notes Due 2015, Series Bofiparated by reference to
Exhibit 4.1 to the Registrant's Current Report omf-8-K dated October 15, 2009).

Indenture, dated as of January 20, 2010ngrhevel 3 Communications, Inc., as Guarantor, L8J€inancing, Inc., as Issuer,
and The Bank of New York Mellon, as Trustee, relgtio the 10% Senior Notes due 2018 of Level 31éimay, Inc.
(incorporated by reference to Exhibit 4.1 to thgReant's Current Report on Form 8-K dated Jan@ar2010).
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45.2

45.3

4.6

4.7

48.1

4.8.2

4.8.3

49.1

4.9.2

4.10.1

4.10.2

411

4.12.1

Supplemental Indenture, dated as of Margl2090, among Level 3 Communications, Inc., as &utar, Level 3 Financing, Inc.,
as Issuer, Level 3 Communications, LLC, as Guaraarid The Bank of New York Mellon, as Trustee, tintato the 10% Senior
Notes Due 2018 of Level 3 Financing, Inc. (incogied by reference to Exhibit 4.1 to the Registsa@tirrent Report on Form 8-
K dated March 19, 2010).

Supplemental Indenture, dated as of Margl2090, among Level 3 Communications, Inc., as &utar, Level 3 Financing, Inc.,
as Issuer, Level 3 Communications, LLC, as Guaraarid The Bank of New York Mellon, as Trustee, tintato the 10% Senior
Notes Due 2018 of Level 3 Financing, Inc. (incogied by reference to Exhibit 4.2 to the Registsa@tirrent Report on Form 8-
K dated March 19, 2010).

Third Supplemental Indenture, dated as of&sper 20, 2010, among Level 3 Communications, axlssuer, and The Bank of
New York Mellon, as Trustee, relating to the 6.5%n@ertible Senior Notes Due 2016 of Level 3 Comroatidns, Inc.
(incorporated by reference to Exhibit 10.1 to tregiRtrant's Current Report on Form 8-K dated Sepézia0, 2010).

Indenture, dated as of January 19, 2011, arhengl 3 Communications, Inc., as Issuer, and TaekBof New York Mellon Trust
Company, N.A., as Trustee, relating to the 11.8B&ior Notes due 2019 of Level 3 Communications, (imcorporated by
reference to Exhibit 4.1 to the Registrant's CurReport on Form 8-K dated January 21, 2011).

Indenture, dated as of March 4, 2011, ama@wgl 3 Communications, Inc., as Guarantor, LevElrancing, Inc., as Issuer, and
The Bank of New York Mellon Trust Company, N.A., Bslistee, relating to the 9.375% Senior Notes diD2f Level 3
Financing Inc. (incorporated by reference to Exhbl to the Registrant's Current Report on Forkhdated March 7, 2011).

Supplemental Indenture, dated as of May @41, among Level 3 Communications, LLC, as Guarahevel 3 Financing, Inc.,
as Issuer, and The Bank of New York Mellon, as Teesrelating to Level 3 Communications, LLC's umtitioned, unsecured
guarantee of the 9.375% Senior Notes due 2019wl Financing, Inc. (incorporated by referenc&xtibit 4.1 to the
Registrant's Current Report on Form 8-K dated May2D11).

Supplemental Indenture, dated as of May@4]1, among Level 3 Communications, LLC, as Guarahevel 3
Communications, Inc., as Guarantor, Level 3 Finagcinc., as Issuer, and The Bank of New York Mellas Trustee, relating to
the subordination in any bankruptcy, liquidationndanding up proceeding of the guarantee by Lev€b&munications, LLC of
the 9.375% Senior Notes due 2019 of Level 3 Fimagydinc. (incorporated by reference to Exhibit h2he Registrant's Current
Report on Form 8-K dated May 24, 2011).

Rights Agreement, dated as of April 10, 2@i1and between Level 3 Communications, Inc. amll$\Fargo Bank, N.A., as
rights agent (incorporated by reference to Exhibitto the Registrant's Form 8-A dated April 11120

Amendment to the Rights Agreement, dateaf &arch 15, 2012, by and between Level 3 Commuitng, Inc. and Wells Fargo
Bank, N.A., as rights agent (incorporated by refeesto Exhibit 10.3 to the Registrant’s Current &&epn Form 8-K dated March
13, 2012).

Stockholder Rights Agreement, dated aspoil AO, 2011, by and between Level 3 Communicatdnc. and STT Crossing Ltd.
(incorporated by reference to Exhibit 4.1 to thgReant's Current Report on Form 8-K dated Ap8il 2011).

Amendment to the Stockholder Rights Agreendated as of November 28, 2011, by and betweseILl3 Communications, Inc.
and STT Crossing Ltd. (incorporated by referencéxbibit 99.1 to the Registrant's Current Reporform 8-K dated
November 30, 2011).

Securities Assumption Supplemental Indentlaited as of October 4, 2011, among Level 3 Fimapdnc., Level 3
Communications, Inc. and The Bank of New York Melitrust Company, N.A., as Trustee, relating to81&25% Senior Notes
due 2019 issued on June 9, 2011 and July 28, 20ddrporated by reference to Exhibit 4.1 to the iRegnt's Current Report on
Form 8-K dated October 6, 2011).

Indenture, dated as of June 9, 2011, betlveeel 3 Escrow, Inc., as Issuer, and The Barikes York Mellon Trust Company,
N.A., as Trustee, relating to the 8.125% SenioreNatue 2019 of Level 3 Escrow, Inc. (incorporatgddierence to Exhibit 4.1 1
the Registrant's Current Report on Form 8-K dater: 10, 2011).
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4.12.2

4.12.3

4.13.1

4.13.2

4.13.3

4141

4.14.2

4.15.1

4.15.2

4.15.3

4.15.4

Supplemental Indenture, dated as of Ma2gt2@12, among Level 3 Communications, LLC, as gutar, Level 3 Financing, Inc.,
as issuer, and The Bank of New York Mellon Trustipany, N.A., as trustee, relating to Level 3 Comizations, LLC's
unconditioned, unsecured guarantee of the 8.125%0SHotes due 2019 of Level 3 Financing, Inc. ¢irporated by reference to
Exhibit 4.1 to the Registrant’s Current Report amrft 8-K dated March 22, 2012).

Supplemental Indenture, dated as of Ma2gt2@12, among Level 3 Communications, LLC, as gotar, the Company, as
guarantor, Level 3 Financing, Inc., as issuer, Hnel Bank of New York Mellon Trust Company, N.A.,tasstee, relating to the
subordination in any bankruptcy, liquidation or diimg up proceeding of the guarantee by Level 3 Canioations, LLC of the
8.125% Senior Notes due 2019 of Level 3 Finandimg, (incorporated by reference to Exhibit 4.2he Registrant’s Current
Report on Form 8-K dated March 22, 2012).

Indenture, dated as of January 13, 201@ngrhevel 3 Communications, Inc., as Guarantorgl8/inancing, Inc., as Issuer,
and The Bank of New York Mellon Trust Company, N.&s Trustee, relating to the 8.625% Senior NotesaD20 of Level 3
Financing, Inc. (incorporated by reference to EiHibl to the Registrant's Current Report on Fork@ated January 17, 2012).

Supplemental Indenture, dated as of Ag;il2D12, by and among Level 3 Communications, La£guarantor, Level 3
Financing, Inc., as issuer, and The Bank of NewkY\dellon Trust Company, N.A., as trustee, relatiog.evel 3
Communications, LLC's unconditioned, unsecured gutae of the 8.625% Senior Notes due 2020 of L&Whancing, Inc.
(incorporated by reference to Exhibit 4.1 to thgReant's Current Report on Form 8-K dated Ap8il 2012).

Supplemental Indenture, dated as of Ag;il2D12, among Level 3 Communications, LLC, as guotar, the Company, as
guarantor, Level 3 Financing, Inc., as issuer, Hmnel Bank of New York Mellon Trust Company, N.A.,tasstee, relating to the
subordination in any bankruptcy, liquidation or dimg up proceeding of the guarantee by Level 3 Canioations, LLC of the
8.625% Senior Notes due 2020 of Level 3 Finandimg, (incorporated by reference to Exhibit 4.2he Registrant's Current
Report on Form 8-K dated April 18, 2012).

Indenture, dated as of August 1, 2012, betweenll2@»mmunications, Inc. and The Bank of New YorklNn Trust Company
N.A., as trustee, relating to the 8.875% SenioreNalue 2019 of Level 3 Communications, Inc. (inooaged by reference to
Exhibit 4.1 to the Registrant's Current Report omk8-K dated August 1, 2012).

Registration Agreement, dated as of Augu2012, among Level 3 Communications, Inc. angyitip Global Markets Inc.,
Merrill Lynch, Pierce, Fenner & Smith Incorporatédiprgan Stanley & Co. LLC, Credit Suisse SecurifldSA) LLC, Deutsche
Bank Securities Inc., and J. P. Morgan SecuritieG Lrelating to Level 3 Communications, Inc.’s 88@ Senior Notes due 2019
(incorporated by reference to Exhibit 4.2 to thgReant's Current Report on Form 8-K dated Audy&012).

Indenture, dated as of August 6, 2012, gnh@vel 3 Communications, Inc., as Guarantor, L&vEInancing, Inc., as Issuer, and
The Bank of New York Mellon Trust Company, N.A., Bslistee, relating to the 7% Senior Notes due 282@&vel 3
Financing, Inc. (incorporated by reference to Exhihl to the Registrant's Current Report on Forki d@ated August 1, 2012).

Supplemental Indenture, dated as of DecefM®#012, among Level 3 Communications, LLC, aargntor, Level 3
Financing, Inc., as issuer, and The Bank of NewkY\dellon Trust Company, N.A., as trustee, relating.evel 3
Communications, LLC’s unconditioned, unsecured gotge of the 7% Senior Notes due 2020 of Leveharkging, Inc.
(incorporated by reference to Exhibit 4.1 to thggReant’'s Current Report on Form 8-K dated Decenéh@012).

Supplemental Indenture, dated as of DecefM®#012, among Level 3 Communications, LLC, aargntor, Level 3
Communications, Inc., as guarantor, Level 3 Finagycinc., as issuer, and The Bank of New York Mellaust Company, N.A.,
as trustee, relating to the subordination in amkhaptcy, liquidation or winding up proceeding bétguarantee by Level 3
Communications, LLC of the 7% Senior Notes due 260evel 3 Financing, Inc. (incorporated by refere to Exhibit 4.2 to the
Registrant’s Current Report on Form 8-K dated Ddwemé, 2012).

Registration Agreement, dated as of Augu2012, among Level 3 Communications, Inc., L&/Einancing, Inc. and Citigroup
Global Markets Inc., Merrill Lynch, Pierce, Fen@eBmith Incorporated, Morgan Stanley & Co. LLC, @iteSuisse Securities
(USA) LLC, Deutsche Bank Securities Inc., and MBrgan Securities LLC, relating to Level 3 Finarginc.’s 7% Senior Note
due 2020 (incorporated by reference to Exhibittd.the Registrant's Current Report on Form 8-Kdl&egust 1, 2012).
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10.1.1

10.1.2

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

Separation Agreement, dated December &, 18%and among Peter Kiewit Sons', Inc., Kiewiw@sified Group Inc., PKS
Holdings, Inc. and Kiewit Construction Group Inimdorporated by reference to Exhibit 10.1 to thgiRant's Annual Report on
Form 10-K for the year ended December 31, 1997).

Amendment No. 1 to Separation Agreemeg¢ddislarch 18, 1997, by and among Peter Kiewit Sdms!, Kiewit Diversified
Group Inc., PKS Holdings, Inc. and Kiewit ConstiantGroup Inc. (incorporated by reference to Exhili.1 to the Registrant's
Annual Report on Form 10-K for the year ended Ddmem31, 1997).

Form of Aircraft Time-Share Agreement (inamgted by reference to Exhibit 10.7 to the RegmtsaAnnual Report on Form 10-
K for the year ended December 31, 2001).

Securities Purchase Agreement, dated astofi&ey 18, 2005, among Level 3 Communications, &mcl the Investors named
therein (incorporated by reference to Exhibit 11@.the Registrant's Current Report on Form 8-Kdi&ebruary 24, 2005).

Level 3 Communications, Inc. Stock Plan, affe May 24, 2012 (incorporated by reference thikix 10.1 to the Registrant’s
Current Report on Form 8-K filed on May 25, 2012).

Form of OSO Master Award Agreement of Lev@€l@nmunications, Inc. (incorporated by referencExhibit 10.2 to the
Registrant's Current Report on Form 8-K dated May2910).

Form of Amended Master Deferred IssuancekSagreement of Level 3 Communications, Inc. (inavgied by reference to
Exhibit 10.3 to the Registrant's Current ReporFomm 8-K dated May 25, 2010).

Form of Master Deferred Issuance Stock Ageserfor Non-Employee Directors (incorporated byerefice to Exhibit 10.4 to the
Registrant's Current Report on Form 8-K dated May?®10).

Form of Master OSO Master Award Agreementtorsultants (incorporated by reference to ExHibiB to the Registrant's
Current Report on Form 8-K dated February 23, 2011)

Form of Master Deferred Issuance Stock Ageseirfor consultants (incorporated by referencexbiliit 10.4 to the Registrant's
Current Report on Form 8-K dated February 23, 2011)

Exchange Agreement, dated as of Januar300%, among Level 3 Communications, Inc., Soutleeasisset Management, Inc.,
on behalf of its investment advisory clients, amdjty Mason Opportunity Trust, a series of Legg Mdseastment Trust, Inc.
(incorporated by reference to Exhibit 10.1 to thegRtrant's Current Report on Form 8-K dated JanLiay 2007).

Credit Agreement, dated as of March 13, 2861ng Level 3 Communications, Inc., Level 3 Fiiag, Inc. and Merrill Lynch
Capital Corporation (incorporated by reference xbiBit 10.1 to the Registrant's Current Report omf8-K dated March 16,
2007).

Guarantee Agreement, dated as of March@®,,2among Level 3 Communications, Inc., the Suaséas of Level 3
Communications, Inc. and Merrill Lynch Capital Coration (incorporated by reference to Exhibit 14 2he Registrant's Current
Report on Form 8-K dated March 16, 2007).

Collateral Agreement, dated as of March208,7, among Level 3 Communications, Inc., Levelrakcing, Inc., the Subsidiaries
of Level 3 Communications, Inc. and Merrill Lynclaital Corporation (incorporated by reference taibit 10.3 to the
Registrant's Current Report on Form 8-K dated Ma®gh2007).

Indemnity, Subrogation and Contribution Agmnent, dated as of March 13, 2007, among Levelr@anications, Inc., Level 3
Financing, Inc., the Subsidiaries of Level 3 Cominations, Inc. and Merrill Lynch Capital Corporati¢incorporated by
reference to Exhibit 10.4 to the Registrant's GurReport on Form 8-K dated March 16, 2007).

Omnibus Offering Proceeds Note Subordinatigreement, dated as of March 13, 2007, among L&@mmunications, Inc.,
Level 3 Financing, Inc., Level 3 Communications,d.and the Subsidiaries party thereto (incorporhteceference to
Exhibit 10.5 to the Registrant's Current Reporfomm 8-K dated March 16, 2007).

Supplement No. 1 to Omnibus Offering Prosaddte Subordination Agreement, dated as of Ma&;2Q07, among Level 3
Communications, Inc., Level 3 Communications, LIL&yel 3 Financing, Inc. and the Subsidiaries p#rgreto (incorporated by
reference to Exhibit 10.6 to the Registrant's GurReport on Form 8-K dated March 16, 2007).
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10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31.1

Amendment Agreement to the March 13, 20@di€Agreement, dated April 16, 2009, among LevEla@nmunications, Inc.,
Level 3 Financing, Inc. and Merrill Lynch, Pieréenner & Smith Incorporated, Morgan Stanley & Gmadrporated, Citigroup
Global Markets, Inc., Credit Suisse Securities (YERAC, Wachovia Bank, N.A., and Merrill Lynch CagitCorporation
(incorporated by reference to Exhibit 10.1 to thegRtrant's Current Report on Form 8-K dated Abril 2009).

Amended and Restated Loan Proceeds Notat&all Agreement, dated as of March 13, 2007, anded and restated as of
April 16, 2009, among Level 3 Financing, Inc., LEB&Communications, LLC and Merrill Lynch Capitabf@oration
(incorporated by reference to Exhibit 10.3 to thegRtrant's Current Report on Form 8-K dated Abril 2009).

First Amendment, dated as of May 15, 2090%hé¢ Amended and Restated Credit Agreement datefl April 16, 2009, among
Level 3 Communications, Inc., Level 3 Financing;.land Merrill Lynch Pierce, Fenner & Smith Incorgied, Morgan
Stanley & Co. Incorporated, Banc of America Se@sit.LC, Citigroup Global Markets, Inc., Credit Ssi Securities
(USA) LLC, Wachovia Bank, N.A., and Merrill Lynchapital Corporation (incorporated by reference thikit 10.1 to the
Registrant's Current Report on Form 8-K dated May2009).

Amended and Restated Loan Proceeds Nota datof May 15, 2009, issued by Level 3 Commuiaioat LLC to Level 3
Financing, Inc. (incorporated by reference to E#HibB.2 to the Registrant's Current Report on F8fkKidated May 15, 2009).
Second Amendment Agreement to the AmendédRastated Credit Agreement, dated as of Octob2041, among Level 3
Communications, Inc., Level 3 Financing, Inc., tlemders party thereto and Merrill Lynch Capital fanation (incorporated by
reference to Exhibit 10.1 to the Registrant's GurReport on Form 8-K dated October 6, 2011).

Second Amended and Restated Loan Proceddsdébed as of October 4, 2011, issued by Le@b@munications, LLC to
Level 3 Financing, Inc. (incorporated by referetw&xhibit 10.2 to the Registrant's Current ReporfForm 8-K dated October 6,
2011).

Amended and Restated Loan Proceeds No&g] datof November 10, 2011, issued by Level 3 Conirations, LLC to Level 3
Financing, Inc. (incorporated by reference to EitHib.2 to the Registrant's Current Report on F8rkdated November 17,
2011).

Third Amendment Agreement to the AmendedRestated Credit Agreement, dated as of Novemhe2d1l, among Level 3
Communications, Inc., Level 3 Financing, Inc., teaders party thereto and Merrill Lynch Capital @anation (incorporated by
reference to Exhibit 10.1 to the Registrant's GurReport on Form 8-K dated November 17, 2011).

Fourth Amendment Agreement to Amended arsiiaRed Credit Agreement, dated as of August 6, 28hdng Level 3
Communications, Inc., Level 3 Financing, Inc., tleaders party thereto and Merrill Lynch Capital fanation (incorporated by
reference to Exhibit 10.1 to the Registrant's GuirReport on Form 8-K dated August 9, 2012).

Amended and Restated Loan Proceeds Not dagust 6, 2012, issued by Level 3 Communicatibh€ to Level 3 Financing,
Inc. (incorporated by reference to Exhibit 10.2hte Registrant's Current Report on Form 8-K dataedust 9, 2012).

Amended and Restated Loan Proceeds Not dagust 6, 2012, issued by Level 3 Communicatibh€ to Level 3 Financing,
Inc. (incorporated by reference to Exhibit 10.3hte Registrant's Current Report on Form 8-K dataedust 9, 2012).

Fifth Amendment Agreement to Amended andd®ed Credit Agreement dated October 4, 2012 arhengl 3
Communications, Inc., Level 3 Financing, Inc., tleaders party thereto and Merrill Lynch Capital @anation (incorporated by
reference to Exhibit 10.1 to the Registrant's GurReport on Form 8-K dated October 5, 2012).

Amended and Restated Loan Proceeds Nogz @Qaitober 4, 2012, issued by Level 3 CommunicatibhC to Level 3
Financing, Inc. (incorporated by reference to Eithib.2 to the Registrant's Current Report on F8ridated October 5, 2012).
Amended and Restated Loan Proceeds Nota @attober 4, 2012, by and among Level 3 CommubitsitLLC and Level 3
Financing, Inc. (incorporated by reference to Eittib.3 to the Registrant's Current Report on F8rkdated October 5, 2012).

Securities Purchase Agreement, dated Neeehy, 2008, among Level 3 Communications, Ind.tae Investors named therein
(incorporated by reference to Exhibit 10.1 to tlegRtrant's Current Report on Form 8-K dated Nowemilg, 2008).

94




Table of Contents

10.31.2

10.31.3

10.32

10.33

10.34.1

10.34.2

10.35.1
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10.36

10.37

10.38

10.39

10.40

10.41

12
21
23
31.1
31.2
32.1

32.2

Amendment No. 1 to Securities Purchased&gent, dated December 16, 2008, among Level 3 Qaoioations, Inc. and the
Investors named therein (incorporated by refereémé&exhibit 10.1 to the Registrant's Current Reporf-orm 8-K dated
December 16, 2008).

Amendment No. 2 to Securities Purchased&gent, dated December 24, 2008, among Level 3 Qaoioations, Inc. and the
Investors named therein (incorporated by refereémé&exhibit 10.1 to the Registrant's Current Reporf-orm 8-K dated
December 24, 2008).

Securities Purchase Agreement, dated astobér 1, 2009, among Level 3 Communications, kutd Steelhead Navigator
Master, L.P. Fairfax Financial Holdings Limited,z0&e Associates, LLC, Loomis, Sayles & Company, LHRlelity Financial
Trust: Fidelity Convertible Securities and FidelMagellan Fund: Fidelity Magellan Fund (incorporht®y reference to
Exhibit 10.1 to the Registrant's Current ReporFomm 8-K dated October 2, 2009).

Retirement Agreement and General Releateq &a&bruary 16, 2011, between Level 3 CommunieatibLC and Thomas C.
Stortz (incorporated by reference to Exhibit 1@ the Registrant's Current Report on Form 8-K d&aruary 23, 2011).

Consulting Agreement, dated as of FebrL&r2011, between Level 3 Communications, LLC &hdmas C. Stortz
(incorporated by reference to Exhibit 10.2 to tregiRtrant's Current Report on Form 8-K dated Falprda, 2011).

First Amendment to Consulting Agreemeated as of June 1, 2011, between Level 3 CommumistlLC and Thomas C.
Stortz (incorporated by reference to Exhibit 1@ ihie Registrant's Current Report on Form 8-K ddtete 6, 2011).

Standstill Agreement, dated as of May22Q,1, between Level 3 Communications, Inc. and I8mastern Asset Management, Inc.
(incorporated by reference to Exhibit 10.1 to thegRtrant's Current Report on Form 8-K dated May223.1).

Amendment to the Standstill Agreemengdias of March 15, 2012, by and between Level 3i@onications, Inc. and
Southeastern Asset Management Inc. (incorporatedfeyence to Exhibit 10.2 to the Registrant’'s €ntReport on Form 8-K
dated March 13, 2012).

Conversion Agreement, dated as of July 61 2By and among each of the investors named ifbExhthereto and Level 3
Communications, Inc. (incorporated by referencExhibit 10.1 to the Registrant's Current ReporfFonm 8-K dated July 12,
2011).

Key Executive Severance Plan (incorporayectterence to Exhibit 10.1 to the Registrant'sr€uir Report on Form 8-K dated
March 23, 2012).

2012 Management Incentive and Retention (ftaorporated by reference to Exhibit 10.2 to Registrant's Current Report on
Form 8-K dated March 23, 2012).

Employment Agreement, dated as of Marci20®22, by and among Level 3 Communications, Incvel8 Communications,
LLC and James Q. Crowe (incorporated by refereadexhibit 10.3 to the Registrant's Current ReparForm 8-K dated March
23, 2012).

Restrictive Covenant Agreement, dated alsi®March 19, 2012 by and between Level 3 Comnatiuns, Inc., together with its
direct and indirect subsidiaries, and James Q. €rgmcorporated by reference to Exhibit 10.4 toRegistrant's Current Report
on Form 8-K dated March 23, 2012).

Exchange Agreement, dated as of March 112,26y and among Level 3 Communications, Inc., leagPartners Fund, a series
of the Longleaf Partners Fund Trust, and solelhwéispect to Sections 3, 5.3 and 5.4 therein, $asthrn Asset Management
Inc. (incorporated by reference to Exhibit 10.1he Registrant’s Current Report on Form 8-K dateatd¥l 13, 2012).

Statements re computation of ratios.

List of subsidiaries of the Registrant.

Consent of KPMG LLP.

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

Certification of Chief Executive Officer puemt to 18 U.S.C. Section 1350, as adopted pursagdection 906 of the Sarbanes-
Oxley Act of 2002.

Certification of Chief Financial Officer puent to 18 U.S.C. Section 1350, as adopted pursad&ection 906 of the Sarbanes-
Oxley Act of 2002.
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101 The following materials from the Annual RepamtForm 10-K of Level 3 Communications, Inc. fbetyear ended December 31,
2012, formatted in XBRL (eXtensible Business Reipgrt.anguage); (i) Consolidated Statements of Q®rs, (i) Consolidated
Statements of Comprehensive Loss, (iii) Consoldl&elance Sheets, (iv) Consolidated StatementashElows,

(v) Consolidated Statements of Changes in StoclensldEquity (Deficit), (vi) Supplementary Stockhetd' Equity Information
and (vii) Notes to Consolidated Financial Statersent

t Pursuant to Rule 406T of Regulation S-T, therbuttive Data Files on Exhibit 101 hereto are dekna filed or part of a registration

statement or prospectus for purposes of Sectioms 12 of the Securities Act of 1933, as amendesidaemed not filed for purposes
of Section 18 of the Securities and Exchange Adi9¥4, as amended, and otherwise are not subjéabtlity under those sections.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Page
Reports of Independent Registered Public Accourfing E-2
Financial Statements as of December 31, 2012 ah#l 28d for each of the three years ended
December 31, 2012, 2011 and 2010:
Consolidated Statements of Operations E-5
Consolidated Statements of Comprehensive Loss E-6
Consolidated Balance Sheets E-7
Consolidated Statements of Cash Flows E-8
Consolidated Statements of Changes in StockholHgrsty (Deficit) E-9
Supplementary Stockholders' Equity Information F-10
F-11

Notes to Consolidated Financial Statements

Schedules not indicated above have been omittealise®f the absence of the condition under whieh #ne required or because the
information called for is shown in the consolidafedncial statements or in the notes hereto.
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
Level 3 Communications, Inc.:

We have audited the accompanying consolidated balaheets of Level 3 Communications, Inc. and didrgs as ¢
December 31, 2012 and 2011, and the related cdasedi statements of operations, comprehensivedash, flows, and chang
in stockholders' equity (deficit) for each of theays in the threg/ear period ended December 31, 2012. These coatsx
financial statements are the responsibility of L&/€ommunications, Inc.'s management. Our respditgiis to express &
opinion on these consolidated financial statemieased on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversighaf8o(United States
Those standards require that we plan and perfoenatidlit to obtain reasonable assurance about whibadinancial statemer
are free of material misstatement. An audit inctudeamining, on a test basis, evidence suppotti@ginounts and disclosure:
the financial statements. An audit also includesessing the accounting principles used and sigmifiestimates made
management, as well as evaluating the overall fiadrstatement presentation. We believe that oditswprovide a reasonal
basis for our opinion.

In our opinion, the consolidated financial statetaepferred to above present fairly, in all matlerégpects, the financial positi
of Level 3 Communications, Inc. and subsidiarie®faBecember 31, 2012 and 2011, and the resultisenf operations and th
cash flows for each of the years in the thyemr period ended December 31, 2012, in conformitil U.S. generally accept
accounting principles.

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Bloédnited States
Level 3 Communications, Inc.'s internal control iofieancial reporting as of December 31, 2012, bame criteria established
Internal Control- Integrated Frameworkssued by the Committee of Sponsoring Organizatidrike Treadway Commission, ¢
our report dated February 26, 2013 expressed analifigd opinion on the effectiveness of the Le¥gCommunications, Inc
internal control over financial reporting.

/sl KPMG LLP

Denver, Colorado
February 26, 2013
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
Level 3 Communications, Inc.:

We have audited Level 3 Communications, Inc.'sriratlecontrol over financial reporting as of Decem®&, 2012, based

criteria established itnternal Control - Integrated Frameworlssued by the Committee of Sponsoring Organizatiminthe
Treadway Commission. Level 3 Communications, Ina&agement is responsible for maintaining effectinternal control ov
financial reporting and for its assessment of tffecéveness of internal control over financial ogjing, included in th
accompanying “Management's Annual Report on Inte@mamtrol Over Financial ReportingQur responsibility is to express
opinion on Level 3 Communications, Inc.'s interoahtrol over financial reporting based on our audit

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversight o@Jnited States
Those standards require that we plan and perfoenadidit to obtain reasonable assurance about wheffleetive internal contr
over financial reporting was maintained in all milerespects. Our audit included obtaining an wst@ading of internal contr
over financial reporting, assessing the risk thaaterial weakness exists, and testing and evatyalie design and operat
effectiveness of internal control over financigboeting based on the assessed risk. Our auditirddaded performing such ott
procedures as we considered necessary in the dtaooes. We believe that our audit provides a redide basis for our opinion.

A company's internal control over financial repogtis a process designed to provide reasonablesassuregarding the reliabil
of financial reporting and the preparation of finmh statements for external purposes in accordavitte generally accept
accounting principles. A company's internal conteér financial reporting includes those policies! @rocedures that (1) pert
to the maintenance of records that, in reasonadikdldaccurately and fairly reflect the transatsi@nd dispositions of the asset
the company; (2) provide reasonable assurancetthasactions are recorded as necessary to pergpa@tion of financi
statements in accordance with generally accepteduating principles, and that receipts and expenglt of the company ¢
being made only in accordance with authorizatiohsnanagement and directors of the company; angr(8)ide reasonak
assurance regarding prevention or timely deteabbonauthorized acquisition, use, or dispositiontied company's assets |
could have a material effect on the financial stegets.

Because of its inhererdimitations, internal control over financial repiag may not prevent or detect misstatements. .
projections of any evaluation of effectivenesstitufe periods are subject to the risk that contmdy become inadequate bec:
of changes in conditions, or that the degree ofgimmce with the policies or procedures may detaté

In our opinion, Level 3 Communications, Inc. mainéal, in all material respects, effective interoaitrol over financial reportir
as of December 31, 2012, based on criteria edtaolién Internal Control - Integrated Frameworiksued by the Committee
Sponsoring Organizations of the Treadway Commission

We also have audited, in accordance with the stdsdaf the Public Company Accounting Oversight Blogdnited States), tl
consolidated balance sheets of Level 3 Communitgtimc. and subsidiaries as of December 31, 268122811, and the relat
consolidated statements of operations, comprehehsbs,
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cash flows, and changes in stockholders' equitficftjefor each of the years in the thrgear period ended December 31, 2
and our report dated February 26, 2013 expressedgunmlified opinion on those consolidated finahsiatements.

/sl KPMG LLP

Denver, Colorado
February 26, 2013
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Operations
For each of the three years ended December 31,

(dollars in millions, except per share data) 2012 2011 2010

Revenue $ 6,37¢ $ 433 $ 3,591

Costs and Expenses Exclusive of Depreciation andrAzation
shown separately below:

Cost of Revenue 2,60z 1,70¢ 1,43¢
Depreciation and Amortization 74¢ 80¢ 87C
Selling, General and Administrative 2,41¢ 1,75¢ 1,37:
Restructuring Charges 34 11 2
Total Costs and Expenses 5,801 4,281 3,67¢
Operating Income (Loss) 57t 52 (88)
Other Income (Expense):
Interest income 2 1 1
Interest expense (739 (71€) (58€)
Loss on extinguishment of debt, net (1260 (200 (59
Other, net (58) (23 20
Total Other Expense (949 (83¢) (624)
Loss Before Income Taxes (379 (78€) (712
Income Tax (Expense) Benefit (48) (42) 91
Loss from Continuing Operations (422) (827) (627)
Income (Loss) from Discontinued Operations, Net — 71 Q)
Net Loss $ (422) $ (756€) $ (622)

Basic and Diluted Loss per Share

Loss per Share from Continuing Operations $ (2.9¢) $ (6.05 $ (5.61)
Income (Loss) per Share from Discontinued Operation — 0.5Z (0.01)
Net Loss per Share $ (1.9¢) $ (5.5) $ (5.62)

Shares Used to Compute Basic and Diluted Loss IpareSin
thousands) 215,35t 137,17¢ 110,68(

See accompanying notes to consolidated finan@&stents.
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LEVEL 3 COMMUNICATIONS, INC AND SUBSIDIARIES
Consolidated Statements of Comprehensive Loss
For each of the three years ended December 31,

(dollars in millions) 2012 2011 2010
Net Loss $ (422) $ (756) $ (622)
Other Comprehensive Income (Loss) Before Incomee3ax
Foreign Currency Translation 17 (16) (78)
Holding Gain (Loss) on Interest Rate Swaps, inclgdi
Reclassification Gains (Losses) 90 18 (16)
Other, net D 16 1
Other Comprehensive Income (Loss), Before Income3a 10€ 18 (93

Income Tax Related to Items of Other Comprehensive
Income (Loss) — — —

Other Comprehensive Income (Loss), Net of Income3$a 10€ 18 (99

Comprehensive Loss $ (316) $ (738) $ (715)

See accompanying notes to consolidated finan@&stents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
As of December 31,

(dollars in millions, except share data) 2012 2011
Assets:
Current Assets:
Cash and cash equivalents $ 97¢ $ 91¢
Restricted cash and securities 8 1C
Receivables, less allowances for doubtful accooh$31 and $21, respectively 714 64¢
Other 141 131
Total Current Assets 1,84: 1,707
Property, Plant and Equipment, net of accumulaggatetiation of $8,359 and $7,678, respectively 8,19¢ 8,13¢
Restricted Cash and Securities 35 51
Goodwill 2,56¢ 2,541
Other Intangibles, net 26¢ 35¢
Other Assets, net 39¢ 39t
Total Assets $ 13,307 $ 13,18t
Liabilities and Stockholders’ Equity
Current Liabilities:
Accounts payable $ 77 $ 741
Current portion of long-term debt 21€ 65
Accrued payroll and employee benefits 211 20¢
Accrued interest 20¢ 21€
Current portion of deferred revenue 251 264
Other 13€ 157
Total Current Liabilities 1,80z 1,65¢
Long-Term Debt, less current portion 8,51¢ 8,38t
Deferred Revenue, less current portion 887 88t
Other Liabilities 931 1,067
Total Liabilities 12,13¢ 11,99¢
Commitments and Contingencies — —
Stockholders’ Equity:
Preferred stock, $.01 par value, authorized 10f@shares: no shares issued or outstanding — —
Common stock, $.01 par value, authorized 343,33sb@res at December 31, 2012 and 293,333,333sshiaPecember 31,
2011; 218,380,070 issued and outstanding at Deaedih@012 and 207,913,428 issued and outstandibg@mber 31, 2011 2 2
Additional paid-in capital 14,00( 13,70¢
Accumulated other comprehensive income (loss) 2€ (80)
Accumulated deficit (12,85) (12,43Y
Total Stockholders’ Equity 1,171 1,19¢
Total Liabilities and Stockholders’ Equity $ 13300 % 13,18t

See accompanying notes to consolidated financsistents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

For each of the three years ended December 31,

(dollars in millions) 2012 2011 2010
Cash Flows from Operating Activities:
Net loss $ (422) (756) $ (622)
(Income) loss from discontinued operations — (72) 1
Loss from continuing operations (422) (827) (621)
Adjustments to reconcile loss from continuing ofierss to net cash provided by
operating activities of continuing operations:
Depreciation and amortization 74¢ 80t 87C
Asset retirement obligation adjustment 47) — —
Non-cash compensation expense attributable to steekds 13t 101 67
Loss on extinguishments of debt, net 16C 10C 59
Loss on interest rate swaps 60 — —
Change in fair value of embedded derivative — — (20
Accretion of debt discount and amortization of debtiance costs 43 56 57
Accrued interest on long-term debt, net (5) 82 6
Loss on impairment of wireless spectrum licenses _ 20 _
Deferred income taxes 10 33 (93)
Loss (gain) on sale of property, plant, and equiinaad other assets Q) ) 4
Other, net (23 5 9)
Changes in working capital items:
Receivables (86) (12 58
Other current assets (5) @ 3
Payables 18 30 (33
Deferred revenue (20 ?3) 9)
Other current liabilities 2 1 (20)
Net Cash Provided by Operating Activities of Countinyy Operations 57¢ 38¢ 33¢
Cash Flows from Investing Activities:
Capital expenditures (743 (4949 (435)
Decrease (increase) in restricted cash and sexsynitét 20 (59) 3
Proceeds from the sale of property, plant and eqgei and other assets 11 4 4
Investment in Global Crossing, net of cash acquired — 14¢€ —
Other 13 — —
Net Cash Used in Investing Activities of Continui@gerations (725) (39¢) (42¢)
Cash Flows from Financing Activities:
Long-term debt borrowings, net of issuance costs 4,50¢ 1,87¢ 80¢
Payments on and repurchases of long-term debtidimg current portion and refinancing
costs (4,302 (1,617 (930)
Proceeds from stock options exercised B — —
Net Cash Provided by (Used in) Financing Activitid<Continuing Operations 207 261 (122
Discontinued Operations:
Net cash used in operating activities — 4) —
Net cash provided by (used in) investing activities — 55 @)
Net Cash Provided by (Used in) Discontinued Openati — 51 (D]
Effect of Exchange Rates on Cash and Cash Equigalen 1 — (8)
Net Change in Cash and Cash Equivalents 61 30z (220)
Cash and Cash Equivalents at Beginning of Year 91¢€ 61€ 83€
Cash and Cash Equivalents at End of Year $ 97¢ 91€ 3 61¢€




Supplemental Disclosure of Cash Flow Information:

Cash interest paid $ 69t $ 57¢ $ 523
Income taxes paid, net of refunds $ 32 % 7 % (1)
Non-cash Investing and Financing Activities:
Long-term debt issued in exchange transaction $ — $ 30C $ —
Long-term debt retired in exchange transaction $ — $ 29t % =
Long-term debt conversion into equity $ 10C $ 12¢ $ —
Premium on long-term debt conversion into equity $ 39 $ — $ =
Accrued interest conversion into equity $ $ — $ —
Long-term debt issued and proceeds placed in escrow $ — $ 1,20C $ =
Settlement of Global Crossing debt with escrowexlisges $ — $ 125 % —

See accompanying notes to consolidated financsdistents.
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES
Consolidated Statements of Changes in StockholderSquity (Deficit)

For each of the three years ended December 31,

Common Stock

Accumulated

Additional Other
Paid-in Comprehensive Accumulated
Shares $ Capital Income (Loss) Deficit Total
(dollars in millions, except share data)

Balance at January 1, 2010 109,607,755 $ 1€ $ 11537 $ B $ (11,057 $ 491
Common stock:

Common stock issued under

employee stock benefit plans ar

other 1,757,47! 1 21 — — 22
Stock-based compensation expense — — 29 — — 29
Reclassification of Derivative
Liability — — 16 — — 1€
Net Loss — — — — (622) (622)
Other Comprehensive Loss — — — (93 — (93
Balance at December 31, 2010 111,365,22 17 11,60: (98) (11,679 (157)
Common stock:

Common stock issued under

employee stock benefit plans and

other 3,273,03 — 52 — — 52
Stock-based compensation exper — — 32 — — 32
Global Crossing acquisition equity
consideration 88,535,83 13 1,86¢ — — 1,881
Reverse stock split — (29 29 — — —
Conversion of debt to equity 4,739,33 1 122 — — 12¢
Net Loss — — — — (75€) (75€)
Other Comprehensive Income — — — 18 — 18
Balance at December 31, 2011 207,913,42 2 13,70¢ (80) (12,43%) 1,19:
Common stock:

Common stock issued under

employee stock benefit plans ar

other 5,019,51. — 88 — — 88
Stock-based compensation expense — — 67 — — 67
Conversion of debt to equity 5,447,12! — 13¢ — — 13¢
Net Loss — — — — (422 (422)
Other Comprehensive Income — — — 10€ — 10¢€
Balance at December 31' 2012 218,380,07 $ 2 $ 14,00( $ 26 $ (12,85-1) $ 1,17]

See accompanying notes to consolidated financsgistents
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LEVEL 3 COMMUNICATIONS, INC. AND SUBSIDIARIES

Balance at January 1, 2010
Change

Balance at December 31, 2010
Change

Balance at December 31, 2011
Change

Balance at December 31, 2012

Supplementary Stockholders' Equity Information
Accumulated Other Comprehensive Income (Loss)
For each of the three years ended December 31,

Net Foreign Unrealized
Currency Holding Gain
Translation (Loss) on Interest
Adjustment Rate Swaps Other Total
(dollars in millions)
$ 13 % 92 $ (46) (5)
(78) (16) 1 (93
55 (109) (45) (99)
(16) 18 16 18
39 (90) (29) (80)
17 90 (D) 10¢€
$ 56 $ —  $ (30) 26

See accompanying notes to consolidated finan@&sients.
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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 Busines

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, propanty equipment necessary to provide its servides)booad range of integrated communicat
services. The Company created its communicatiotvgank by constructing its own assets and througbrabination of purchasing other
companies and purchasing or leasing facilities foihers. Level 3's network is an internationaljliites based communications network. The
Company designed its network to provide commuricatiservices that employ and take advantage allyaiphproving underlying optical,
Internet Protocol, computing and storage technefgi

Until November 2011, the Company also was engagedal mining through two 50% owned joint-ventuueface mines, one each in
Montana and Wyoming. The Company completed thedfdts coal mining business on November 14, 2&EE (Note 4 - Dispositions).

On October 4, 2011, a subsidiary of Level 3 conguléts amalgamation with Global Crossing Limite@I@bal Crossing"), which therel
became a wholly owned, indirect subsidiary of tlmmpany through a tax free, stock for stock tranisadthe "Amalgamation™) (see Note 2 -
Events Associated with the Amalgamation of Global<Sing).

Principles of Consolidation and Basis of Presemta

The consolidated financial statements include tw®ants of Level 3 Communications, Inc. and subsids in which it has a controlling
interest. Prior to the disposition of the coal mmbusiness during the fourth quarter of 2011 Gbmpany's 50% owned mining joint ventures
were consolidated on a pro rata basis. All sigaifidntercompany accounts and transactions havedlarinated. The accompanying
consolidated financial statements have been prdpar@ccordance with accounting principles gengradicepted in the United States
("GAAP").

As part of its consolidation policy, the Companysialers its controlled subsidiaries, investmentsusinesses in which the Company is
not the primary beneficiary or does not have effectontrol but has the ability to significantiyflinence operating and financial policies, and
variable interests resulting from economic arrangieiithat give the Company rights to economic riskewards of a legal entity. The
Company does not have variable interests in ablariaterest entity where it is required to condale the entity as the primary beneficiary or
where it has concluded it is not the primary begiafy.

Foreign Currency Translatio

Local currencies of foreign subsidiaries are thecfional currencies for financial reporting purpesacept for certain foreign subsidiaries in
Latin America. For operations outside the U.S. tiaate functional currencies other than the U.Sadachssets and liabilities are translated to
U.S. dollars at period-end exchange rates, andtejeexpenses and cash flows are translated usémgge exchange rates prevailing during
the year. Gains or losses resulting from curreraydation are recorded as a component of accuetbitaher comprehensive loss in
stockholders' equity (deficit) and in the consdiédbstatements of comprehensive loss. A signifipantion of the Company's foreign
subsidiaries have either the British Pound or theEs the functional currency, both of which eigrered significant fluctuations against the
U.S. dollar during 2012, 2011 and 2010 . As a tesfuihe Amalgamation during the fourth quarte26L.1, the Company also is exposed to
fluctuations in the Brazilian Real. The Company érgerienced significant foreign currency transiatadjustments that are recognized as a
component of accumulated other comprehensive indtoss) in stockholders' equity (deficit) and i ttonsolidated statement of
comprehensive loss in accordance with accountindegee for foreign currency translation. The Compeonsiders the majority of its
investments in its foreign subsidiaries to be lo@gn in nature. The Company's foreign exchangesaetion gains (losses), including where its
investments in its foreign subsidiaries are notstered to be long-term in nature, are includedhiwibther income (expense) on the
consolidated statement of operations.
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Reclassification:
Certain immaterial reclassifications have been maggior years to conform to the current periguissentation.

Use of Estimates

The preparation of the consolidated financial stetets in conformity with GAAP requires managemenngke estimates and
assumptions that affect the reported amounts eftsssd liabilities and disclosure of contingersieds and liabilities at the date of the financial
statements and the reported amounts of revenuexgethses during the reported period. The accounstijates that require management's
judgments include revenue recognition, revenuevesecost of revenue for communications servitesgdetermination of the useful lives
long-lived assets, the valuation and recognitiostotk-based compensation expense, the valuatilmmgflived assets, goodwill and acquired
indefinite-lived intangible assets, derivative fiigéal instruments, the valuation of asset retirenobtigations, the allowance for doubtful
accounts, the recognition of the fair value of tsaequired and liabilities assumed in businessbimations, accruals for estimated tax and
legal liabilities, valuation allowance for deferrietk assets, and valuation of other assets anilitlebmeasured at fair value. Actual results
could differ from these estimates under differesguenptions or conditions and such differences cbelthaterial.

Revenue and Cost of Revenue for Communications&&

Revenue for communications services is recognizeugtity as the services are provided based on adnibamounts expected to be
collected. Management establishes appropriate ueverserves at the time services are rendered baszu analysis of historical credit acti
to address, where significant, situations in widohection is not reasonably assured as a resuitefit risk, potential billing disputes or other
reasons. Actual results may differ from these estis under different assumptions or conditionssarth differences could be material.

Intercarrier compensation revenue is recognizechvelmeinterconnection agreement is in place withttarocarrier, or if an agreement t
expired, when the parties have agreed to contipeeating under the previous agreement until a rgpe@eanent is negotiated and executed, or
at rates mandated by the FCC.

For certain sale and long-term indefeasible rightse, or IRU, contracts involving private line, wedengths and dark fiber services, the
Company may receive up-front payments for servicds delivered for a period of up to 25 yearghkse situations, the Company defers the
revenue and amortizes it on a straight-line basesatnings over the term of the contract.

Termination revenue is recognized when a custorisepdtinues service prior to the end of the contpaciod for which Level 3 had
previously received consideration and for whicherawe recognition was deferred. Termination revexise is recognized when customers are
required to make termination penalty payments el 8 to settle contractually committed purchaseuants that the customer no longer
expects to meet or when a customer and Level Jjceiae a contract under which Level 3 is no longi@igated to provide services for
consideration previously received and for whicheraye recognition has been deferred.

The Company is obligated under dark fiber IRUs ai@tr capacity agreements to maintain its netwofficient working order and in
accordance with industry standards. Customerslaigated for the term of the agreement to pay lieirtallocable share of the costs for
operating and maintaining the network. The Compaepgnizes this revenue monthly as services anadeo.

Level 3's customer contracts require the Compamydet certain service level commitments. If Levelogs not meet the required sen
levels, it may be obligated to provide credits,allsuin the form of free service, for a short periaf time. The credits are a reduction to reve
and, to date, have not been material.

Cost of revenue for the communications businedsdies leased capacity, right-of-way costs, acckasyes, satellite transponder lease
costs and other third party costs directly atti@ltg to the network, but excludes depreciationamdrtization and related impairment exper
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The Company recognizes the cost of network sendsdbey are incurred in accordance with contrdctspirements. The Company
disputes incorrect billings from its suppliers etwork services. The most prevalent types of deputclude disputes for circuits that are not
disconnected by the supplier on a timely basiswmadge bills with incorrect or inadequate informatibepending on the type and complexity
of the issues involved, it may and often does &kesral quarters to resolve the disputes. The Coyngstablishes appropriate cost of revenue
reserves for disputed supplier billings based oaralysis of historical experience in resolvingodi®s with its suppliers.

In determining the amount of the cost of netwonkviee expenses and related accrued liabilitiegtiect in its financial statements, the
Company considers the adequacy of documentatidisobnnect notices, compliance with prevailing cactual requirements for submitting
these disconnect notices and disputes to the mpwitthe network services, and compliance witlintsrconnection agreements with these
carriers. Judgment is required in estimating thienalte outcome of the dispute resolution processvell as any other amounts that may be
incurred to conclude the negotiations or settleld@igation. Actual results may differ from thesstienates under different assumptions or
conditions and such differences could be material.

Coal Mining

Prior to the sale of its coal mining business irvé&lnber 2011, the Company sold coal primarily thiolang-term contracts with public
utilities. The long-term contracts for the deliverfycoal established the price, volume, and quadijuirements of the coal to be delivered.
Revenue under these and other contracts was ggme@gnized when coal was shipped to the customer

USF and Gross Receipts Taxes

The revenue recognition standards include guidagleéing to any tax assessed by a governmentabatytihat is directly imposed on a
revenue-producing transaction between a selleaawstomer and may include, but is not limitedytoss receipts taxes and certain state
regulatory fees. The Company records Universali€eivund ("USF") contributions where the Compantghes primary obligor for the taxes
assessed in each jurisdiction where it does busimes gross basis in its consolidated statemémisevations, but generally records gross
receipts taxes and certain state regulatory fdlesilio its customers on a net basis in its codatdid statements of operations. Communicatior
revenue and cost of revenue on the consolidatéehstats of operations includes USF contributiotalitoy $191 million , $107 million and
$77 million for the years ended December 31, 2@021 and 2010 , respectively.

Advertising Cost

The Company expenses the cost of advertising asrett. Advertising expense is included as a compioieselling, general and
administrative expenses in the accompanying caffestelil statements of operations. Advertising expaase$20 million , $15 million and $8
million for the years ended December 31, 2012, 26xid 2010 , respectively.

Stock-Based Compensation

The Company recognizes the estimated fair valigtank based compensation costs, net of an estirfatfiedture rate, over the requisite
service period of the award, which is generallyubsting term or term for restrictions on trandfeat lapse, as the case may be. The Compan
funded a portion of its 2012, 2011 and 2010 digznatry bonus in stock awards that were vested igsuance. The Company estimates
forfeiture rates based on its historical experiefiocghe type of award.

Income Taxe

The Company recognizes deferred tax assets arilitigsbfor its domestic and foreign operations, flee expected tax consequences of
temporary differences between the tax basis otassel liabilities and their reported amounts ugingcted tax rates in effect for the year the
differences are expected to reverse. The Compauayds a valuation allowance to reduce the defaae@ssets to the amount that is more
likely than not to be realized. The
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Company recognizes interest and penalty expenseiatsd with uncertain tax positions as a compopéiricome tax expense in the
consolidated statements of operations.

Cash and Cash Equivalents

The Company classifies investments as cash equigalethey are readily convertible to cash andehaniginal maturities of three mont
or less at the time of acquisition. Cash and casiivalents consist primarily of highly liquid inviasents in government and government ag
securities and money market funds issued or mangédancial institutions in the U.S., Europe dratin America and commercial paper
depending on liquidity requirements. As of Decentier2012 and 2011 , the carrying value of cashcaisth equivalents approximates fair
value due to the short period of time to maturity.

Restricted Cash and Securiti

Restricted cash and securities consists primafigash and investments that serve to collateraligstanding letters of credit and certain
performance and operating obligations of the CompRestricted cash and securities are recordedrasnt or non-current assets in the
consolidated balance sheets depending on the diuttithe restriction and the purpose for whichrésriction exists. Restricted cash and
securities are stated at cost which approximaiesdtue as of December 31, 2012 and 2011.

Derivative Financial Instrument

All derivative instruments are measured at faiuesdnd recognized as either assets or liabilitiethe Company's consolidated balance
sheets. The Company's derivative instruments duedgrimarily using models based on readily obakle market parameters for all
substantial terms of the Company's derivative @atsrand thus are classified as Level 2 of the GAehPvalue hierarchy (see Note 10 - Fair
Value of Financial Instruments). The accountingdoanges in the fair value of a derivative depaemtthe intended use of the derivative and
the resulting designation.

For derivative instruments designated as cash fledges, the effective portion of the derivativelgdloss) is initially reported as a
component of Accumulated Other Comprehensive Incfrass) ("AOCI") and is subsequently recognize@annings in the period the hedged
transaction affects earnings or when they are ngdpeffective. Gains (losses) resulting from heidgéfectiveness and those resulting from
changes in fair values on derivatives not desighaseshedging instruments are recognized in otlwamie (expense) in the consolidated
statements of operations (see Note 11 - Derivdtimancial Instruments).

Allowance for Doubtful Accoun

Trade accounts receivable are recorded at thedada@mount and can bear interest. The Companyliskedan allowance for doubtful
accounts for accounts receivable amounts that raaacollectible. The Company determines the alowe for doubtful accounts based or
aging of its accounts receivable balances and alysis of its historical experience of bad debte#iffs. The Company reviews its allowance
for doubtful accounts quarterly. Accounts receiedtdlances are written off against the allowanceléubtful accounts after all means of
collection have been exhausted and the potentiabfmvery is considered remote. The Company rdzedrbad debt expense, net of
recoveries, of approximately $15 million in 2012 #illion in 2011 and $ 16 million in 2010.
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Property, Plant and Equipme

Property, plant and equipment are recorded at Begireciation and amortization for the Companytpprty, plant and equipment are
computed on the straight-line method based ondl@fing useful lives:

Facility and Leasehold
Improvements

Network Infrastructure (includin
fiber and conduit)

Operating Equipment 4 415 years
Furniture, Fixtures, Office
Equipment and Other

10 - 40 years

25 - 50 years

2 - 7 years

In connection with the acquisition of Global Crogsin 2011, the Company evaluated the estimateftlluaaes of its fixed assets and
determined that the period it expected to use dorfiher, and certain transmission equipment veeger than the remaining originally
estimated useful lives. The Company revised iteneded useful lives of conduit from its historieatimate of 25 years to a revised estimate o
50 years ; of fiber from its historical estimatel@f years to a revised estimate of 25 years ; ndrtain transmission equipment from its
historical estimate of 7 years to its revised eaterof 15 years . In determining the change imegtd useful lives, the Company, with input
from its engineering team, considered its histbtisage patterns and retirements, estimates ohtdogical obsolescence, and expected usag
and maintenance. The change in the estimated Usefsilof certain of the Company’s property, plant equipment was accounted for as a
change in accounting estimate on a prospectives ledfgictive October 1, 2011 under the accountiagdsrd related to changes in accounting
estimates. The change in estimated useful livezifin of the Company’s property, plant and eq@ptmwhich has resulted in less
depreciation expense than would have otherwise tEmmded, resulted in the following decreaselierytear ended December 31, 2011 (in
millions, except per share amounts):

Net Loss $ 74
Basic and Diluted Net Loss per Share 0.54

&

Leasehold improvements are depreciated over theeeshad their estimated useful lives or lease tetihas are reasonably assured.

The Company capitalizes costs directly associaiéid @xpansions and improvements of the Companytsmanications network and
customer installations, including employee-relatests, and generally capitalizes costs associatechetwork construction and provisioning
of services. The Company amortizes such costsavestimated useful life of 3 to 7 years .

In addition, the Company continues to develop tessrsupport systems required for its businesseXtegnal direct costs of software,
materials and services, and payroll and payrodltesl expenses for employees directly associatddbuiiness support systems projects are
capitalized. Upon the completion of a project, tital cost of the business support system is apsattbver an estimated useful life of 3 years .

Capitalized labor and related costs associatedemtployees and contract labor working on capitajguts were approximately $ 146
million , $ 87 million and $ 68 million for the yemended December 31, 2012, 2011 and 2010 , résggct

The Company performs periodic internal reviewsdtednine depreciable lives of its property, plard aquipment based on input from
global network services personnel, actual usagepliysical condition of the Company's propertynplnd equipment, and other relevant
factors.

Asset Retirement Obligatio

The Company recognizes a liability for the estirddteér value of legal obligations associated with tetirement of long-lived assets that
result from the acquisition, construction, develemtand/or the normal
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operation of a long-lived asset in the period inedr The fair value of the obligation is also calied as property, plant and equipment and
then amortized over the estimated remaining udiééubf the associated asset. Increases to thé etgement obligation liability due to the
passage of time are recognized as accretion expaadsiecluded within selling, general and adminisiie expenses and within income (loss)
from discontinued operations for reclamation asged with the coal mining business on the Compatyisolidated statements of operations
prior to the sale of the coal mining business ivé&ober 2011. Changes in the liability due to revisito the amount or timing of future cash
flows are recognized by increasing or decreasiedi#ibility with the offset adjusting the carryiaghount of the related long-lived asset. To the
extent that the downward revisions exceed the ray@mount of the related long-lived asset ingiakcorded when the asset retirement
obligation liability was established, the Compaagards the remaining adjustment as a reductioepoetiation expense, to the extent of
historical depreciation of the related long-livestet, and then to selling, general and adminigg&xkpense.

Goodwill and Acquired Indefinite-Lived Intangiblegets

Accounting guidance prohibits the amortization obdwill and purchased intangible assets with imdefiuseful lives. The Company
reviews goodwill and purchased intangible assetis intefinite lives for impairment annually at teed of the fourth quarter and whenever
events or changes in circumstances indicate thgiegtvalue of an asset may not be recoverable.

The Company's goodwill impairment review processsiaers the fair value of each reporting unit ietato its carrying value. If the fair
value of the reporting unit exceeds its carryinpigagoodwill is not impaired and no further tegtia performed. If the carrying value of the
reporting unit exceeds its fair value, then a sdcxip must be performed, and the implied fair @@fithe reporting unit's goodwill must be
determined and compared to the carrying value@féporting unit's goodwill. If the carrying valoéa reporting unit's goodwill exceeds its
implied fair value, then an impairment loss eqoahie difference will be recorded. Beginning witle 2011 assessment in accordance with
updated accounting guidance, prior to performirgttto step evaluation, an assessment of qualititers may be performed to determine
whether it is more likely than not that the faituaof a reporting unit exceeds the carrying valfit.is determined that it is unlikely that the
carrying value exceeds the fair value, the Compsumpt required to complete the two step goodwifbairment evaluation.

In 2012, the Company's reporting units consistoftiree regional operating units in: North Ameri€arope, the Middle East and Africa
("EMEA"); and Latin America. In 2011, the Companggporting units were consistent with its reportasggments of Level 3 and Global
Crossing, representing the stand-alone operatibaaah legacy business. In 2010, the Company'stiegainits were consistent with its
reportable segments of communications and coalngini

In 2012 and 2011, the Company conducted its assegwhqualitative factors to determine whethés inore likely than not that the fair
value of a reporting unit exceeds the carrying @alburing 2010, the Company considered the useuttipte valuation techniques in
accordance with GAAP Fair Value Measurements asdlB$ures guidance to estimate the fair valuesakjporting units and had consistently
applied a market approach as part of its impairrasaessment process. Under the market approadBpthpany estimated the fair value using
an in-exchange valuation premise based upon thkaneapitalization of Level 3 using quoted marketes, added an estimated control
premium, and then assigned that fair market vaiube reporting units.

The Company's indefinite-lived intangibles assetgdirment review process compares the fair valubefndefinite-lived intangible
assets to their respective carrying values. Iféirevalue of the indefinite-lived intangible asseixceeds their carrying values, then the
indefinite-lived intangible assets are not impaiédhe carrying value of the indefinite-lived amtgible assets exceeds their fair value, then ar
impairment loss equal to the difference will beareled. In accordance with recently issued accogrgiridance, an entity may assess
qualitative factors to determine whether it is midtely than not that the fair value exceeds theytag value prior to performing the two step
evaluation. If it is determined that it is unlikelye carrying value exceeds the fair value, theretfitity is no longer required to complete the
step indefinite-lived intangible assets impairmeveluation.

In 2012, the Company conducted its indefinite-livet@ngible assets impairment analysis using traditgtive assessment to determine
whether it is more likely than not that the faitueof its indefinite-lived intangible assets exdgéhe carrying value. In 2011 and 2010, the
Company estimated the fair value of its
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indefinite-lived intangible assets primarily utitigg an income approach. The Company recognizesipaiiment loss when the estimated fair
value of the indefinite-lived intangible assetteiss than the carrying value.

The Company conducted its goodwill and acquire@fimite-lived intangible assets impairment analygithe end of 2012, 2011 and
2010 and in each case concluded that its goodwail mot impaired in any of those periods. The Companducted its indefinite-lived
intangible asset impairment analysis at the er2ZD&P and 2010 and concluded that there was no impat. During 2011, the Company
determined that the carrying value of certain veisslspectrum licenses that it acquired in a pdquisition was impaired and the Company
recognized a $ 20 million charge in the fourth ¢erathat was recognized in Other Expense. The Compancluded that its remaining
indefinite-lived intangible assets were not impaies of December 31, 2011.

Long-Lived Assets Including Finite-Lived Purchased hgfibble Assets

The Company amortizes acquired intangible asselsfimite lives using the straight-line method ottee estimated economic lives of the
assets, ranging from 4 to 12 years .

The Company evaluates long-lived assets, suchopegy, plant and equipment and acquired intangibets with finite lives, for
impairment whenever events or changes in circurastaimdicate the carrying value of an asset maypeaaoéecoverable. The Company assesse
the recoverability of the assets based on the oodiged future cash flows the asset groups areceegbéo generate and recognizes an
impairment loss when estimated undiscounted futash flows expected to result from the use of #set plus net proceeds expected from
disposition of the assets, if any, are less tharctirying value of the assets. If an asset is ddambe impaired, the amount of the impairmen
loss is the excess of the asset's carrying valaeitsestimated fair value.

The Company conducted a long-lived asset impairraealysis in 2012, 2011 and 2010 and in each casdwded that its long-lived
assets, including finite-lived acquired intangibbsets, were not impaired.

Concentration of Credit Risk

Financial instruments that potentially subject @@mmpany to concentrations of credit risk consigigpally of cash equivalents, accou
receivable, restricted cash and securities andateres. The Company maintains its cash equivaleessricted cash and securities and
derivatives with various financial institutions. d$e financial institutions are primarily locatedhie United States, Europe and Latin America
and the Company's policy is to limit exposure veitty one institution. As part of its cash and risknagement processes, the Company
performs periodic evaluations of the relative crsthnding of the financial institutions. The Compalso has established guidelines relative t
financial instrument credit ratings, diversificatiand maturities that seek to maintain safety anddity. The Company's investment strategy
generally results in lower yields on investmentsreduces the risk to principal in the short temiompto these funds being used in the
Company's business. The Company has not experi@mgechaterial losses on financial instruments la¢lihancial institutions. From time to
time, the Company utilizes interest rate swap emt$rto protect against the effects of interest flattuations. Such contracts involve the risk
of non-performance by the counterparty, which coekult in a material loss.

The Company provides communications services taa vange of wholesale and enterprise customergjng from well capitalized
national carriers to small early stage companigsaily in the United States, Europe, and Latin Aivee Credit risk with respect to accounts
receivable is generally diversified due to the éangimber of entities comprising Level 3's custolrase and their dispersion across many
different industries and geographical regions. Tohenpany performs ongoing credit evaluations o€itstomers' financial condition and
generally requires no collateral from its customalthough letters of credit and deposits are meglin certain limited circumstances. The
Company has from time to time entered into agree¢snsith value-added resellers and other channéheis to reach consumer and enterprise
markets for voice services. The Company has peliaiel procedures in place to evaluate the finaooiadiition of these resellers prior to
initiating service to the final customer. The Companaintains an allowance for doubtful accountebagon the expected collectability of
accounts receivable. Due to the Company's crediuation and collection process, bad debt expemees not been significant; however, the
Company is not able to predict changes in the firmrstability of its customers. Any material chang the financial status of any one or a
particular group of customers may cause the Comgmagljust its estimate of the recoverability afewables and could have a material
adverse effect on the Company's

F-17




Table of Contents

results of operations. Fair values of accountsivabée approximate cost due to the short periotihoé to collection.

A relatively small number of customers accountdaignificant percentage of the Company's revefine.Company's top ten customers
accounted for approximately 17% , 24% and 27% @EL8's communications revenue for the years elmsmber 31, 2012, 2011 and 2010
respectively.

(2) Events Associated with the Amalgamation of Gladd Crossing

On October 4, 2011, a subsidiary of Level 3 conggléahe Amalgamation with Global Crossing, whichdme a wholly owned indirect
subsidiary of the Company through a tax free, sfoclstock transaction. As a result of the Amalgtioma (i) each issued and outstanding
common share of Global Crossing was exchanged&@hares of Level 3 common stock (unadjusted ferltfor 15 reverse stock split
completed on October 19, 2011), including the dased rights under the Company’s Rights Agreemaitit Wells Fargo Bank, N.A., as rights
agent (the “Amalgamation Consideration”) and (drk issued and outstanding share of Global Crassi¥g cumulative senior convertible
preferred stock was exchanged for the Amalgamaimmsideration, plus an amount equal to the aggeegyairued and unpaid dividends
thereon. In addition, (i) the outstanding vestetians to purchase Global Crossing common shares medified into vested options to
purchase a number of shares of Level 3 common stga#l to 16 times (unadjusted for the 1 for 1%ree stock split completed on October
19, 2011) the number of Global Crossing commonesheovered by such Global Crossing options, ahth@iissued and outstanding restrictec
stock units covering Global Crossing common shdcethe extent applicable in accordance with ttexims, vested and settled for a number of
shares of Level 3 common stock equal to 16 timeadjusted for the 1 for 15 reverse stock split cleteiol on October 19, 2011) the number o
Global Crossing common shares covered by suchatestrstock units.

In connection with the closing of the Amalgamatibayel 3 Financing, Inc. amended its existing dradreement to incur an additional
$650 million of borrowings through an additionariche (the "Tranche B Il Term Loan."). In addititme $1.2 billion of proceeds from the
initial and additional issuance of 8.125% Seniotddadue 2019 in June and July 2011 (see Note dbhg-Term Debt) by an indirect wholly
owned subsidiary were deposited into an escrowwatc®n October 4, 2011, following the consummatibthe Amalgamation and the
satisfaction of certain escrow release conditithns 8.125% Senior Notes were assumed by Level@Eing, Inc. (the “Notes Assumption”),
and the funds were released from the escrow accobatnet aggregate proceeds from the TranchelBrth Loan and 8.125% Senior Notes
were used to refinance certain existing indebtesiné&lobal Crossing in connection with the closaighe Amalgamation and for general
corporate purposes.

As a result of the Amalgamation, the Company isamgtoximately 88.53 million shares of common st@kusted for the October 19,
2011, 1 for 15 reverse stock split, to former haddef Global Crossing common shares and Globalsings 2% cumulative senior convertible
preferred stock, and Level 3 caused the refinanofrapproximately $1.36 billion of Global Crossisgutstanding consolidated debt.

Based on (i) the number of Level 3 shares issi@8153 million as adjusted for the 1 for 15 revestxk split completed on October 19,
2011), (ii) the closing stock price of Level 3 commrstock as of October 3, 2011 ( $21.15 as adjdstetie 1 for 15 reverse stock split
completed on October 19, 2011), and (iii) the d#lfblobal Crossing refinanced ( $1.36 billion )¢ tBompany determined that the aggregate
consideration for acquisition accounting, includassumed debt, approximated $3.4 billion . Theimst stock units covering Global
Crossing common shares settled for Level 3 shdresmomon stock were reduced in settlement of emgd#dgicome and payroll tax
withholding obligations and the corresponding antswrf approximately $81 million were paid in ca¥he premium paid by Level 3 in this
transaction is attributable to strategic beneiiitsluding a significantly expanded IP/optical netlwavith global reach including Latin America,
Asia and the Pacific region, an improved credififg@nd reduced financial leverage attributedribanced financial and operational scale, an
the opportunity for investment and network expamsithe Company has a comprehensive portfolio afejorideo, and data services, which
operates on a unique global services platform amchby subsea and terrestrial fiber optic netwanksorth
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America, Europe, and Latin America. The goodwil@sated with this transaction is not expectede@éductible for income tax purposes.

The combined results of operations of Level 3 atab@ Crossing are included in the Company's codatdd results of operations
beginning in October 2011. The assets acquirediabitities assumed of Global Crossing were recagdiat their acquisition date fair value.
The purchase price allocation of acquired assetsaasumed liabilities, including the assignmergaddwill to reporting units, was completed
in October 2012. The following is the final alloicat of the purchase price.

Purchase Price Allocation
(dollars in millions)

Assets:
Cash, Cash Equivalents, and Restricted Cash $ 22¢
Property, Plant, and Equipment 3,09¢
Goodwill 1,12:
Identifiable Intangibles 10€
Other Assets 651
Total Assets 5,20¢
Liabilities:
Long-term Debt (1,559
Other Liabilities (1,68¢)
Total Liabilities (3,247)
Total Estimated Consideration $ 1,962

Le vel 3 entered into certain transactions with Gldbaidssing prior to completing the Amalgamation, vety Level 3 received cash for
communications services to be provided in the &ytwhich it accounted for as deferred revenue. fesalt of the Amalgamation, Level 3
could no longer amortize this deferred revenue @tmings and accordingly, reduced the purchase ppplied to the net assets acquired ir
Amalgamation by $77 million , the amount of the meetized deferred revenue as of the acquisitior.dat

As a result of refinements to the preliminary pasd price allocation that were made during the mioaths ended September 30, 2012,
there were changes to the initial amount of goddieitermined in the fourth quarter of 2011, whievé been reflected in the above table. The
refinements were primarily a result of changedimpurchase price allocation for estimated taxatada allowances and reserves. These
changes are the result of additional informatiotamied since the filing of the Company's Form 1@Kthe year ended December 31, 2011.
The effect of the adjustments did not result inaarial change to previously reported amounts.
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The following unaudited pro forma financial infortizan presents the combined results of Level 3 alub&@ Crossing as if the completi
of the Amalgamation had occurred as of Januar@10Zdollars in millions, except per share data).

Year Ended December 31,

2011 2010
Total Revenue $ 6,33t $ 6,111
Net Loss (727) (825)
Net Loss per share $ (3.56) $ (4.19

These results include certain adjustments, prigdrike to a net decrease in depreciation and aratidizexpense due to the Company, ir
connection with the Amalgamation, increasing therested useful lives of the acquired conduit, fiead certain transmission equipment while
increasing the fair value of tangible and intangik$sets, decreasing interest expense due to 3'evssuance of incremental debt in order to
redeem and refinance Global Crossing debt thahigdter interest rates than the incremental finagcamd to eliminate historical transactions
between Level 3 and Global Crossing. The unaudgitedorma financial information is not intendedrépresent or be indicative of the actual
results of operations of Level 3 that would haverbeeported had the Amalgamation been completelhonary 1, 2010, nor is it representa
of future operating results of the Company. Theudiited pro forma information does not include apgmting efficiencies or cost savings that
Level 3 may achieve with respect to combining thepanies.

Acquisition related costs include transaction cesish as legal, accounting, valuation, and othefiegsional services as well as
integration costs such as severance and retertemuisition related costs have been recorded imgelgeneral and administrative expense
restructuring charges in the Company's consolidsti@ments of operations during the period theth s@sts were incurred. Since the
acquisition date, Level 3 incurred total acquisitielated transaction costs of approximately $4ianithrough December 31, 2012 which is
unchanged from December 31, 2011. In 2012 and 20| 3 incurred total acquisition related integna costs of approximately $81 million
and $32 million , respectively.

In April 2011, Level 3 adopted a Stockholder Rightan to protect its U.S. federal net operating loery forwards from certain Internal
Revenue Code Section 382 limitations. On May 2422the stockholders of the Company ratified suwtdpéion. This plan was designed to
deter trading that would result in a change of @r{ais defined in that Code Section), and theeefootect the Company's ability to use its
historical U.S. federal net operating loss carmnyfands in the future.

(3) Loss Per Share

The Company computes basic net loss per sharevidirdj net loss for the period by the weighted agernumber of shares of common
stock outstanding during the period. Diluted nsslper share is computed by dividing net lossHereriod by the weighted average numb
shares of common stock outstanding during the gexial including the dilutive effect of common stabkt would be issued assuming
conversion or exercise of outstanding convertiloies, stock based compensation awards and otlhiiveisecurities. No such items were
included in the computation of diluted loss perrshia 2012, 2011 and 204@cause the Company incurred a loss from continojiggations it
each of these periods and the effect of inclusionld/have been anti-dilutive.

The effect of approximately 35 million , 39 milli@nd 52 million shares issuable pursuant to thuarseries of convertible notes
outstanding at December 31, 2012, 2011 and 20d€pectively, have not been included in the comjuutatf diluted loss per share because
their inclusion would have been anti-dilutive te ttomputation. In addition, the effect of the apgrately 7 million , 4 million and 3 million
stock options, outperform stock options, restricatk units and warrants outstanding at Decembg2@®12, 2011 and 2010 , respectively,
have not been
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included in the computation of diluted loss perrst@zecause their inclusion would have been antiidé to the computation.

(4) Dispositions

Level 3, through two 50% owned joint-venture suefatines, one each in Montana and Wyoming, sold ma@arily through long-term
contracts with public utilities. In November 201&vel 3 completed the sale of its coal mining basgito Ambre Energy Limited as part of its
long-term strategy to focus on core business opeatAs a result of the transaction, all of theets and liabilities associated with the coal
mining business have been removed from Level 3&nbe sheet and the Company recognized a gaireamahsaction of approximately $72
million which was included in the consolidated staénts of operations within "Income from Discon&duWperations" in the fourth quarter of
2011. Results for 2011 and 2010, exclusive of #ia gn the transaction in 2011, were not significdhe financial results of the coal mining
business were included in the Company's consotid&tsults of operations through the date of sald, the years ended December 31, 2011
2010 have been revised to reflect the presentatithiin discontinued operations.

(5) Property, Plant and Equipment
The components of the Company's property, plantegpibment as of December 31, 2012 and 2011 dwdlaws (dollars in millions):

Accumulated

Cost Depreciation Net
December 31, 2012
Land $ 198 8§ — 8 19t
Land Improvements 73 (43 30
Facility and Leasehold
Improvements 2,05( (1,079 97€
Network Infrastructure 8,34: (3,059 5,28¢
Operating Equipment 5,50¢ (3,999 1,50¢
Furniture, Fixtures and Office
Equipment 24¢ (16€) 83
Other 21 (22) —
Construction-in-Progress 122 — 122
$ 16,55¢ $ (8,359 $ 8,19¢
December 31, 2011
Land $ 198 — 8 19t
Land Improvements 73 (40) 33
Facility and Leasehold
Improvements 2,04¢ (97¢) 1,06¢
Network Infrastructure 8,18¢ (2,81%) 5,37
Operating Equipment 4,97¢ (3,680 1,29¢
Furniture, Fixtures and Office
Equipment 22¢ (142) 86
Other 21 (22) —
Construction-in-Progress 84 — 84
$ 1581¢ $ (7,679 $ 8,13¢
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Capitalized business support systems and netwarktaation costs that have not been placed in@ehéave been classified as
construction-in-progress.

Depreciation expense was $659 million in 2012 6@ llion in 2011 and $775 million in 2010 .
(6) Asset Retirement Obligations

The Company's asset retirement obligations coaflsgal requirements to remove certain of its rekninfrastructure at the expiration
of the underlying right-of-way ("ROW") term and tesation requirements for leased facilities. Tharpany recognizes its estimate of the fair
value of its asset retirement obligations in thequkincurred in other long-term liabilities. Thaiif value of the asset retirement obligation is
also capitalized as property, plant and equipmedtthen amortized over the estimated remaininguli§iéd of the associated asset.

As a result of a strategic review of the Compargéd estate portfolio in the fourth quarter of 20t Company completed an updated
analysis and revised its estimated future cashsflofanits asset retirement obligations. The analysisiired estimating the probability or
likelihood that the Company will be required to k@ certain of its network infrastructure and resteased properties, and the timing and
amount of eventual costs. The analysis resultédardownward revision of the Company's asset ratirg obligation liability. This change in
the estimated cash flows resulted in a non-casha@49 million recorded within selling, generadsadministrative expense, and depreciatio
expense, or $0.23 basic and diluted net loss @eesh

In conjunction with its review of the ROW obligatiothe Company identified an error in its assumpstiosed to estimated its ROW
obligation related to the extension of the usafuld of its conduit assets effective October 1,12(Bee Note 1 - Organization and Summary of
Significant Accounting Policies). The Company retam a non-cash benefit of approximately $21 milliecorded within selling, general and
administrative expense, or $0.10 basic and dilottdoss per share during the fourth quarter oRZ0t the change in the ROW term used to
estimate its ROW obligation. The reduction in teeed retirement obligations liability includes teange in estimate of the ROW term that
arose in prior periods, which did not materiallfeaf any of the Company's previously reported tesafl operations or financial condition, or
the current period results of operations or finahcondition.

As a result of the total revisions in estimated ant@nd timing of cash flows for asset retiremdsiigations, the Company reduced its
asset retirement obligations liability by $73 nailliwith an offsetting reduction to property, pland equipment of $24 millionselling, genere
and administrative expenses of $47 million and éeption and amortization of $2 million . The Compdirst reduced property, plant and
equipment to the extent of the carrying amounhefrelated asset initially recorded when the assigément obligations were established. The
amount of the remaining reduction to the asseate@gnt obligations were recorded as a reductiaepreciation expense to the extent of
historical deprecation of the related asset and theelling, general and administrative expenses.

In 2011, the asset retirement obligations for éeftzased facilities were primarily increased tapliities assumed in the Global Crossing
acquisition.
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The following table provides asset retirement addiion activity for the years ended December 312281d 2011 (dollars in millions):

Asset retirement obligation at January 1
Accretion expense

Liabilities assumed in Global Crossing acquisition

Liabilities settled
Revision in estimated cash flows
Effect of foreign currency rate change

Asset retirement obligation at December 31

(7) Goodwill

The changes in the carrying amount of goodwill dgithe years ended December 31, 2012 and 2015 éoéaavs (dollars in millions):

Balance as of January 1, 2011

Goodwill acquired in Global Crossing acquisition
Effect of foreign currency rate change

Balance as of December 31, 2011

Goodwill adjustments

Balance as of December 31, 2012

The Company conducted its annual goodwill impairnzeralysis at December 31, 2012 and 2011 . Asudtrelsthe Company's annual

assessment, Level 3 concluded that its goodwill medsmpaired in 2012 or 2011 .
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121 $ 74
11 9
— 41
4 2
(73 —
— (2)
55 $ 121

Total
$ 1,425
1,11(C
4
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(8) Acquired Intangible Assets

Identifiable acquisition-related intangible assetf December 31, 2012 and December 31, 2011 agdi@lows (dollars in millions):

Gross
Carrying Accumulated
Amount Amortization Net
December 31, 2012
Finite-Lived Intangible Assets:
Customer Contracts and Relationships $ 77€  $ 633 $ 142
Trademarks 55 a7 38
Patents and Developed Technology 15¢ (209) 55
98¢ (753%) 23€
Indefinite-Lived Intangible Assets:
Vyvx Trade Name 32 — 32
$ 1,021 % (759 $ 26¢
December 31, 2011
Finite-Lived Intangible Assets:
Customer Contracts and Relationships $ 77€ $ (571 % 20t
Trademarks 55 3 52
Patents and Developed Technology 15¢ (89 69
98¢ (66%) 32¢
Indefinite-Lived Intangible Assets:
Vyvx Trade Name 32 — 32
$ 1,021 % (663 % 35¢

During the fourth quarter of 2012, the Company cateld its long-lived assets and indefinite-livethigible assets impairment analyses
and concluded that there was no impairment.

During the fourth quarter of 2011, the Company ecmted its long-lived asset impairment analysis deigrmined that the carrying value
of certain wireless spectrum licenses acquiredpnia acquisition was impaired and recognized @ $#lion charge in Other Expense.

During the third quarter of 2010, the Company dateed that the useful life of certain customertiefeships and developed technology
should be reduced based on adverse economic amgl#ffecting customer attrition associated witsthassets, which prospectively increase
amortization expense by approximately $2 milliomidg the year ended December 31, 2010.

Acquired finite-lived intangible asset amortizatiexpense was $90 million in 2012 , $99 million B2 and $95 million in 2010 .

At December 31, 2012, the weighted average rengumseful lives of the Company's acquired finiteethintangible assets was 2.9 years
for customer contracts and relationships, 4.0 yEarpatents and developed technology and 2.8 yeatsademarks.
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As of December 31, 2012 , estimated amortizatigrease for the Company’s finite-lived acquisitiotated intangible assets over the
next five years and thereafter is as follows (dslia millions):

2013 $ 73
2014 61
2015 45
2016 28
2017 13
Thereafter 1€
$ 23€

(9) Restructuring Charges
Employee Separation

Changing economic and business conditions as welt@anizational structure optimization efforts d@aused the Company to initiate
from time to time various workforce reductions fiéag in involuntary employee terminations. The Gmany also has initiated multiple
workforce reductions resulting from the integratafrpreviously acquired companies. During 2012 20#l1, the Company initiated workforce
reductions primarily as a result of the Amalgamatiouring 2010, the Company did not initiate argngficant workforce reductions.
Restructuring charges totaled $34 million , $11lioniland $2 million in 2012, 2011 and 2010 , resjvety. As of December 31, 2012 and
2011 , the Company had $16 million and $5 millisaspectively, of employee termination liabilities.

Facility Closings

The Company also has accrued contract terminatiets ©f $35 million and $43 million as of DecemBé&r 2012 and December 31,
2011, respectively, for facility lease costs that them@any continues to incur without economic bengéfitcrued contract termination costs
recorded in other liabilities (current and non-eut) in the consolidated balance sheets. The Coympgrects to pay the majority of these cost:
through 2025. The Company recognized a chargemrbapnately $2 million , and a benefit of $3 miliand $5 million in 2012, 2011 and
2010, respectively, as a result of lease modifioat The Company records charges for contractitation costs within selling, general and
administrative expenses in the consolidated statesyed operations.

(10) 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 December 31, 2012 and
2011 . The carrying values of cash and cash eagrit@lrestricted cash and securities, accounts/edite, accounts payable, capital leases anc
other liabilities approximated their fair valuesCstcember 31, 2012 and 2011 . The interest ratpses® recorded in the consolidated balanc
sheets at fair value (see Note 11 - Derivative farad Instruments). The carrying value of the Compgalong-term debt, including the current
portion, reflects the original amounts borrowed efatnamortized discounts and premiums, was $8lidrbiand $8.5 billion as dbecember 3:
2012 and 2011 , respectively.

GAAP defines fair value as the price that would-dgeived from selling an asset or paid to tranafiéability in an orderly transaction
between market participants at the measurement\déten determining the fair value measurementsdistosures for assets and liabilities
required to be recorded at fair value, the Compmamsiders the principal or most advantageous mankehich it would transact and considers
assumptions that market
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participants would use when pricing the assetatnility, such as inherent risk, transfer restrigtipand 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@levalue measurement of each class of assetiadilities 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 clas:
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 feniital assets or liabilities.

Level 2— Unadjusted quoted prices for similar assetsatnilities in active markets, or
unadjusted quoted prices for identical or simisseds or liabilities in markets that are not agtore
inputs other than quoted prices that are obsenfablihe asset or liability.

Level 3— Unobservable inputs for the asset or liability.
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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 December 31, 26d2011 :

Fair Value Measurement Using

Total Carrying Value in Consolidated Quoted Prices in Active Significant Other Observable Inputs
Balance Sheet Markets for Identical Assets (Level 1) (Level 2)
December 31, December 31, December 31, December 31, December 31, December 31,
2012 2011 2012 2011 2012 2011

(dollars in millions)

Liabilities Recorded at Fair
Value in the Financial
Statements:

Derivatives:

Interest Rate Swap Liabilitie
(included in other non-currer
liabilities) $ 56 $ N % — $ — $ 56 $ 90

Total Derivative Liabilities
Recorded at Fair Value in
the Financial Statements $ 56 $ 90 $ — 3 — % 56 $ 90

Liabilities Not Recorded at Fai
Value in the Financial
Statements:

Long-term Debt, including the
current portion:

Term Loans $ 2,60 $ 2,567 $ 2,631 $ 2,51¢ $ — 3 =
Senior Notes 5,18¢ 4,71¢ 5,71 4,82: — —
Convertible Notes 84¢€ 93¢ 28¢€ 247 74¢ 834
Commercial Mortgage — 65 — — — 73
Capital Leases and Other 98 162 — — 98 162

Total Long-term Debt,

including the current
portion: $ 8,73 % 8,45( $ 8,62¢ $ 7587 $ 84€ $ 1,07(

Derivatives

The fair value of interest rate swaps are estimai@tcordance with the GAAP Fair Value Measuremanid Disclosures guidance using
discounted cash flow techniques that use observaht&et inputs, such as LIBOR-based forward yieldres, forward rates, and the specific
swap rate stated in each of the swap agreements.

Term Loans

The fair value of the Term Loans referenced aboae approximately $2.6 billion and $2.5 billion atd@mber 31, 2012 and 2011,
respectively. The fair value of each loan is bamethe December 31, 2012 and 2011 trading quotpeoagded by large financial institutions
that trade in the Company’s Term Loans. The pricjagtes provided by these market participants pm@te LIBOR curve expectations,
interest spread, corporate and loan credit ratimgsgurity date (March 2014, February 2016, Septer@b&8 and August 2019) and liquidity,
among other loan characteristics and relative vatwess other instruments of similar terms. Theragt spread for the Tranche A Term Loan
was LIBOR plus 2.25% (aggregate principal valuag) arLIBOR plus 4.25% with a
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LIBOR floor of 1.5% for both the Tranche B Il Tednoan and Tranche B Ill Term Loan. The interest agseare LIBOR plus 3.25% for the
Tranche B 2016 Term Loan and LIBOR plus 3.75% ffier Tranche B 2019 Term Loan, with the LIBOR floet at minimum of 1.5% on both
loans. The interest spread is LIBOR plus 3.25%HerTranche B-ll 2019 Term Loan, with the LIBORdtcset at minimum of 1.5% .

The Term Loans are secured by a pledge of theyemuiérests in certain U.S.-based subsidiariesenel 3 Financing, Inc.; 65% of the
equity interests in each of Level 3 Financing, 'Bi€anadian subsidiary and its Bermuda subsidtzay indirectly owns Global Crossing's non-
U.S. subsidiaries; and liens on the assets of L&@mmunications, Inc. and certain U.S.-basedidigbi®s of Level 3 Financing, Inc. In
addition, Level 3 Communications, Inc. and certdif.-based subsidiaries of Level 3 Financing, Iawe provided full and unconditional
guarantees of the obligations under the Term Loans.

Senior Notes

The fair value of the Senior Notes referenced alvea® approximately $5.7 billion and $4.8 billionecember 31, 2012 and 2011,
respectively, based on market prices. The fairevaliueach instrument was based on the Decemb&032,and 2011 trading quotes as
provided by large financial institutions that trddeéhe Company'’s securities. The pricing quotess/jated by these market participants
incorporate spreads to the Treasury curve, sectmitypon (which ranges from LIBOR plus 3.75% to 5% ), corporate and security credit
ratings, maturity date (ranging from 2014 to 2020l liquidity, among other security characteristiod relative value at both the borrower
entity level and across other securities of sintdams.

The 11.875% Senior Notes due 2019 and the 8.83&#tor Notes due 2019 were issued by the Compashg@nnot guaranteed by any
the Company's subsidiaries. The remaining SenideNare obligations of Level 3 Financing, Inc. anelall 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¥6.6onvertible Senior Notes due 2016 was approximn&@86 million and $247
million at December 31, 2012 and 2011 , respegctiveEhe fair value of the Company’s actively tradeahvertible Notes referenced above is
based on the trading quotes as of December 31,20d2011 provided by large financial institutiahat trade in the Company’s securities.
The fair value of the Company’s Convertible Notesttare not actively traded, such as the 7% Coimei$enior Notes due 2015, the 7%
Convertible Senior Notes due 2015, Series B, aead. #% Convertible Senior Notes due 2013, was afpairly $748 million and $834
million at December 31, 2012 and 2011 , respectivelportion of the Company's 15% Convertible SelNotes due 2013 were exchanged for
common stock during the first quarter of 2012, issubsed in Note 12 - Long-Term Debt. To estimlag¢efair value of the Convertible Notes
that are not actively traded, Level 3 used a Blackeoles valuation model and an income approacly usstounted cash flows. The most
significant inputs affecting the valuation are fireing quotes provided by market participants thabrporate spreads to the Treasury curve,
security coupon (ranging from 7% to 15% ), convetioptionality, corporate and security creditnmgti, maturity date (ranging from 2013 to
2015), liquidity, and other equity option inputach as the risk-free rate, underlying stock préteke price of the embedded derivative,
estimated volatility and maturity inputs for thetiop component and for the bond component, amohgratecurity characteristics and relative
value at both the borrower entity level and acaibgr securities with similar terms. The fair vabfeeach instrument is obtained by adding
together the value derived by discounting the sgcsicoupon or interest payment using a risk-amjdsliscount rate and the value calculated
from the embedded equity option based on the ettonaolatility of the Company’s stock price, corsien rate of the particular Convertible
Note, remaining time to maturity, and I1-free rate. The Convertible Notes are unsecureigatibns of Level 3 Communications, Inc. No
subsidiary of Level 3 Communications, Inc. has mted a guarantee of the Convertible Notes.
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Commercial Mortgage

During the third quarter of 2012, the outstandinggpal amount of the Commercial Mortgage wasyfulipaid (see Note 12.ong Ternr
Debt). The fair value of the Commercial Mortgagesvagproximately $73 million at December 31, 201t@spared to the carrying amount of
$65 million . The Commercial Mortgage was not aglyvraded and its fair value was estimated by mameent using a valuation model based
on an income approach. The significant inputs wsexstimate fair value of this debt instrument gsiiiscounted cash flows included the
anticipated scheduled mortgage payments and otidemrarket yields on other actively traded deldiofilar characteristics and collateral

type.

Prior to its repayment, the Commercial Mortgage wagcured obligation of HQ Realty, Inc., a whalyned subsidiary of the Compau
HQ Realty, Inc.’s obligations under the Commerdalrtgage were secured by a first priority lien be Company’s headquarters campus
located at 1025 Eldorado Boulevard, Broomfield,aZatio 80021 and certain HQ Realty, Inc. restrici@sh and reserve accounts. Upon
repayment, restricted cash and reserve accounesreleased.

(11) Derivative Financial Instruments

The Company has floating rate long-term debt (sete M2 - Long-Term Debt). Such debt exposes thegaomto variability in interest
payments due to changes in interest rates. Iféat@ates increase, interest expense increasegefely, if interest rates decrease, interest
expense also decreases. The Company uses derifratimeial instruments, primarily interest rate @sain an attempt to manage its exposure
to fluctuations in interest rate movements. The Gany’s primary objective in managing interest gk is to decrease the volatility of its
earnings and cash flows affected by changes intthlerlying rates. To achieve this objective, thenPany enters into financial derivatives,
primarily interest rate swap agreements, the vadi@ghich change in the opposite direction of théapated future cash flows. The Company
does not use derivative financial instruments faacsilative purposes.

In March 2007, Level 3 Financing, Inc. entered itwto interest rate swap agreements to hedge theesttpayments on $1 billiorotional
amount of floating rate debt. The Company had aedag these interest rate swap agreements asloashefdges. The two interest rate swap
agreements are with different counterparties aadar$500 million each. The arrangements begapiil 2007 and mature in January 2014,
Under the terms of these arrangements, the Comgaeyves interest payments based on rolling threstimLIBOR terms and pays interest at
the fixed rate of 4.93% under one arrangement apcoaimately 4.92% under the other.

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

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 fluctuatiorikérLIBOR-based interest rate. Prior to
August 6, 2012, these derivatives were deemedtaféecash flow hedges and hedge ineffectivenessywamaterial in any periods presented.
As a result, the change in the fair value of therigst rate swap agreements was reflected in A@€Ias subsequently reclassified into
earnings through an interest expense yield adjugtmeespect of the hedged debt obligation asoparisettlements occurred throughout the
term of the swaps by the making of interest paysientsuch debt.

As a result of the refinancing of the Tranche Aridroan 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.
The Company recognized a non-cash loss on theragrée of approximately $60 million (excluding acmluinterest) in the third quarter of
2012, which represented the cumulative loss recbidldOCI at the date the instruments ceased ttifgw@es hedges (see Note
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12 - Long-Term Debt). After August 6, 2012, the Gamy will reflect the change in the fair value loé tswaps in Other Income in its
Consolidated Statement of Operations until matwitthe swaps in early 2014. For the year endecebber 31, 2012, the Company
recognized a loss of $4 million in Other, net in tBompany's Consolidated Statement of Operations.

The Company also issued certain equity conversging associated with debt instruments, which wetedesignated as hedging
instruments, but were considered derivative insemis. The Company did not have a remaining lighélgsociated with its equity conversion
rights as of December 31, 2012 and 2011. Changtxege derivatives resulted in the Company recdaagizo gains for the years ended
December 31, 2012 and 2011 and a gain of $10 mifto the year ended December 31, 2010.

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

Liability Derivatives

December 31, 2012 December 31, 2011
Derivatives designated as Balance Sheet Fair Balance Sheet Fair
hedging instruments Location Value Location Value
Cash flow hedging contracts Other noncurrent liabilities  $ = Other noncurrent liabilities  $ 90

Liability Derivatives

December 31, 2012 December 31, 2011
Derivatives not designated as Balance Sheet Fair Balance Sheet Fair
hedging instruments Location Value Location Value
Interest rate swap agreements Other noncurrent liabilities  $ 56 Other noncurrent liabilities  $ =

The amount of gains (losses) recognized in Othen@ehensive Income (Loss) consists of the follow(mhgllars in millions):

Year Ended December 31,
Derivatives designated as hedging instruments 2012 2011 2010

Cash flow hedging contracts $ 9N $ 18 $ (16)

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

Year Ended December 31,
Derivatives designated as hedging instruments Income Statement Location 2012 2011

Cash flow hedging contracts Interest Expense $ (26) $ (4€)
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The effect of the Company’s derivatives not desigdas hedging instruments on net loss is as feli@ellars in millions):

Derivatives not designated as Location of Gain/Loss recognized in

hedging instruments Income/Loss on Derivative 2012 2011 2010
Embedded equity conversion
rights Other Income (Expense)—Other, ne $ — ¢ — 3 10
Interest rate swap agreements  Other Income (Expense)—Other, net (64) — —

The Company is exposed to credit related loss#irvent of non-performance by counterparties.chumterparties to the financial
derivatives the Company has entered into are niagtitutions with investment grade credit ratinfhe Company evaluates counterparty cr
risk before entering into any hedge transactionardinues to closely monitor the financial mar&etl the risk that its counterparties will
default on their obligations. This credit risk isrgerally limited to the unrealized gains in suchtcacts, should any of these counterparties fail

to perform as contracted.
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(12) Long-Term Debt

As of December 31, 2012 and December 31, 2011g;-ternm debt was as follows:

December 31,

December 31,

(dollars in millions) 2012 2011
Senior Secured Term Loan* 2,61 $ 2,60(
9.25% Senior Notes due 2014 — 807
Floating Rate Senior Notes due 2015 (4.469% asecEBber 31, 2012 and 4.202% as of
December 31, 2011) 30C 30C
8.75% Senior Notes due 2017 — 70C
10% Senior Notes due 2018 64C 64C
11.875% Senior Notes due 2019 60t 60t
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 —
8.625% Senior Notes due 2020 90C —
7% Senior Notes due 2020 77E —
15% Convertible Senior Notes due 2013 172 27z
7% Convertible Senior Notes due 2015 20C 20C
7% Convertible Senior Notes due 2015 Series B 27¢ 27¢
6.5% Convertible Senior Notes due 2016 201 201
9.86% Commercial Mortgage due 2015 — 65
Capital Leases 86 131
Other 12 32
Total Debt Obligations 8,78( 8,52¢
Unamortized (Discount) Premium:
Discount on Senior Secured Term Loan (12 (33
Premium on 9.25% Senior Notes due 2014 — 3
Discount on 10% Senior Notes due 2018 (10) (12
Discount on 11.875%Senior Notes due 2019 (9 (20
Discount on 9.375% Senior Notes due 2019 8 9
Discount on 8.125% Senior Notes due 2019 (8) (9
Discount on 7% Convertible Senior Notes due 2015 2 2
Discount due to embedded derivative contracts — @)
Total Unamortized (Discount) Premium (48) (78)
Carrying Value of Debt 8,73 8,45(
Less current portion (21€) (65)
Long-term Debt, less current portion 8,51t § 8,38t

* The $599 million Tranche B 2016 Term Loan due @0the $815 million Tranche B 2019 Term Loan dug®8and the $1.2 billion
Tranche B-11 2019 Term Loan due 2019 had interatgtsrof 4.75% , 5.25% and 4.75% as of Decembe2@2, respectively. The $1.4
billion Tranche A Term Loan due 2014, that was pidpn 2012, had an effective interest rate of 6% of December 31, 2011,
excluding the effect of the $1 billion notional anmb interest rate swaps. The $650 million TrancHeBerm Loan and $550 million
Tranche B Il Term Loan due 2018, that were prepai@012, had interest rates of 5.75% as of Decer®bg2011.
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2012 Debt Issuances, Redemptions, Exchanges andsReagjons

During the fourth quarter of 2012, Level 3 Finamgimc., a direct wholly owned subsidiary of Le@eCommunications, Inc. ("Level 3
Financing") refinanced its existing $650 millionafiche B Il Term Loan and $550 million Tranche BTi#rm Loan under its existing senior
secured credit facility through the creation ofeavrterm loan in the aggregate principal amountlo? $illion . The new term loan was
borrowed pursuant to an amended and restated egr@iement. The new term loan consists of a $1li@rbsenior secured term loan which
matures on August 1, 2019 (the "Tranche B-1l 20&8nTLoan"). The interest rate on the loan is LIBAl&s 3.25% , with LIBOR set at a
minimum of 1.5% . The Tranche B-ll 2019 Term Loaaswpriced at par. Debt issuance costs of approglypn&1L3 million , were capitalized
and are being amortized over the term of the TrarB:#hl 2019 Term Loan as interest expense usingtteetive interest method. The
Company recognized a loss on extinguishment of dE850 million as a result this transaction.

During the third quarter of 2012, Level 3 Financmefinanced its existing $1.4 billion Tranche A fekoan under its existing senior
secured credit facility through the creation of ntewn loans in the aggregate principal amount o433 billion (the "New Term Loans") and
cash on hand. The New Term Loans were borrowedipaotdo an amended and restated credit agreenmamtNéw Term Loans consist of: (a)
$600 million senior secured term loan which matune$-ebruary 1, 2016 (the “Tranche B 2016 Term Epamnd (b) $815 million senior
secured term loan which matures on August 1, 2019“Tranche B 2019 Term Loan”). The interest rateshe loans are LIBOR plus 3.25%
for the Tranche B 2016 Term Loan and LIBOR plus%o7for the Tranche B 2019 Term Loan, with LIBOR &e& minimum of 1.5% on both
loans. The Tranche B 2016 Term Loan and the TraBck@19 Term Loan were priced at 99.5% and 99.0%aof respectively. Debt issuance
discounts of approximately $3 million and $8 miflizvere reflected as a reduction in long-term deltare being amortized as interest expens
over the term of the Tranche B 2016 Term Loan arahdhe B 2019 Term Loan, respectively, using tifecéfe interest method. The
Company used the remaining net proceeds to repayriilion in principal amount plus a premium foriging vendor financing obligations.
Debt issuance costs of approximately $9 million &h& million were capitalized and are being amedinver terms of the Tranche B 2016
Term Loan and Tranche B 2019 Term Loan, respegtieal interest expense using the effective inteneghod. The Company recognized a
loss on extinguishment of debt of $9 million agsult of this transaction. In connection with thémancing of the Tranche A Term Loan, the
Company recognized a $60 million noash loss on two interest rate swap agreementhdldgpreviously hedged changes in the interesorz
$1 billion notional amount of floating rate debt.

Also during the third quarter of 2012, Level 3 Finang completed the offering of $775 million aggaegprincipal amount of its 7%
Senior Notes due 2020 (the " 7% Senior Notes"). fidgteproceeds from the offering of the notes, aleity cash on hand were used to redeem
all of the outstanding 8.75% Senior Notes due 484uded by Level 3 Financing, including the paynardccrued interest and applicable
premiums, and in connection with that redemptibme,ihdenture relating to the 8.758&nior Notes due 2017 was discharged. Level 3 Eing
redeemed its 8.75% Senior Notes due 2017 at a pfit@4.375% of the principal amount and recogniaéalss on extinguishment of debt of
$40 million . The 7% Senior Notes were priced &%0f their principal amount and will mature on gun 2020. Interest on the notes accrue:
from August 6, 2012 and will be payable on Juned Recember 1 of each year, beginning on Decemt#012. Debt issuance costs of
approximately $15 million , were capitalized and being amortized over the term of the 7% Senideblas interest expense using the
effective interest method. The 7% Senior Noteshateegistered under the Securities Act of 1938nyr state securities laws and, unless so
registered, may not be offered or sold except @ursto an applicable exemption from the registrateguirements of the Securities Act of
1933 and applicable state securities laws. The &bto8 Notes became fully and unconditionally gusgad by Level 3 Communications, LLC
during the fourth quarter of 2012.

Additionally during the third quarter of 2012, Léx&Communications, Inc. completed the offerings800 million aggregate principal
amount of its 8.875% Senior Notes due 2019 (th&7%% Senior Notes"). The net proceeds from therioi§ of the notes are being used for
general corporate purposes, including the potergjairchase, redemption, repayment or refinanciniggoCompany's and its subsidiaries'
existing indebtedness from time to time. The 8.87&&hior Notes were priced at 100% of their prinkcgraount and will mature on June 1,
2019. Interest on the notes accrues from Auguad12 and will be payable on June 1 and Decembé&eadh year, beginning on December 1,
2012. Debt issuance costs of approximately $7 onilivere capitalized and are being
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amortized over the term of the 8.875% Senior Nageiterest expense using the effective interettiode The 8.875% Senior Notes are not
registered under the Securities Act of 1933 orstate securities laws and, unless so registeregl notebe offered or sold except pursuant ti
applicable exemption from the registration requieets of the Securities Act of 1933 and applicatdéessecurities laws.

Also in the third quarter of 2012, the outstandimcipal amount of the Commercial Mortgage due®2@as fully repaid along with
accrued interest.

During the second quarter of 2012, all of the erédliy placed 8.125% Senior Notes due 2019 wereangéd for a new issue of 8.125%
Senior Notes due 2019 with identical terms and ttmms$, other than those related to registratights, in a registered exchange offer and are
now freely tradeable. The 8.1258&nior Notes due 2019 became fully and uncondilipgaaranteed by Level 3 Communications, LLC dg
the first quarter of 2012.

During the first quarter of 2012, Level 3 Financt@npleted the offering of $900 million aggregatg@pal amount of its 8.625%eniol
Notes due 2020 (the8.625% Senior Notes"). A portion of the net procerdm the offering of the 8.625% Senior Notes wesed to redeem
all of Level 3 Financing's outstanding 9.25% SeMotes due 2014 in aggregate principal amount 67$8illion . Level 3 Financing redeem
its 9.25% Senior Notes due 2014 at a price of BB of the principal amount and recognized a losexdinguishment of debt of $22 million
The remaining net proceeds constituted purchaseyniodebtedness under the existing senior secueslit agreement and indentures of the
Company and Level 3 Financing and were used stidefiynd the cost of construction, installation, @isgion, lease, development or
improvement of any Telecommunications/IS assetsléfiaed in the existing senior secured credit agrent and indentures of Level 3). The
8.625% Senior Notes will mature on July 15, 202€eiest on the notes accrues from January 13, 20d 2vill be payable on January 15 and
July 15 of each year, beginning on July 15, 201ébtlissuance costs of approximately $20 millioneneapitalized and are being amortized
over the term of the 8.625% Senior Notes as interggense using the effective interest method. mutthe second quarter of 2012, all of the
originally placed notes were exchanged for a newaf 8.625% Senior Notes due 2020 with identarahs and conditions, other than those
related to registration rights, in a registeredhexge offer and are now freely tradeable. The 8®%23&nior Notes became fully and
unconditionally guaranteed by Level 3 Communicatjdrl.C during the second quarter of 2012.

Also in the first quarter of 2012, the Company esdiento an exchange agreement for a portion df5é% Convertible Senior Notes due
2013. Pursuant to the agreement, approximately $iididn aggregate principal amount of Level 3'sstanding 15%Convertible Senior Nott
due 2013 was exchanged for approximately 3.7 mibisares of Level 3 common stock into which the natee convertible plus an additior
1.7 million shares for a total of approximately &dllion shares. The consideration was based omidudket price for these notes which
included an inducement premium and included a payioe accrued and unpaid interest from Januan20%2 through March 15, 2012 of
approximately $2 million . This transaction did motlude the payment by the Company of any cask.ddmpany recognized a loss on
inducement included in loss on extinguishment dift adé $39 million .

2011 Debt Issuances, Redemptions, Exchanges andv€sions

In the fourth quarter of 2011, the major debt aditigns of Global Crossing that were outstandinthatime of the Amalgamation were
repaid.

During the fourth quarter of 2011, in connectionhithe closing of the Amalgamation (see Note 2 erifs Associated with the
Amalgamation of Global Crossing), Level 3 Financargended its existing credit agreement to incumdditional $650 million of borrowings
through an additional tranche (the "Tranche B limié.oan"). The Company borrowed the Tranche B Hnf&oan from investors at a price of
99% of its principal amount. Debt issuance discair@pproximately $7 million was reflected as augttbn in long-term debt. The Tranche B
Il Term Loan accrued interest at 4.25% plus LIBQRith a LIBOR minimum of 1.5% ), with interest pagnts due quarterly. The net
proceeds from the Tranche B Il Term Loan were usadfinance certain existing indebtedness of Ql@rassing and for general corporate
purposes. The Tranche B Il Term Loan which was &bune on September 1, 2018 was prepaid in thelfaurarter of 2012.
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Also during the fourth quarter of 2011, Level 3&cing amended its existing credit agreement torina additional $550 million of
borrowings through an additional tranche (the "TtanB Il Term Loan"). The Company borrowed theniilze B IIl Term Loan from investc
at a price of 95% of its principal amount. Debtimsce discount of approximately $28 million wadeeted as a reduction in long-term debt.
The Tranche B Ill Term Loan accrued interest ab%2lus LIBOR , (with a LIBOR minimum of 1.5% ), thiinterest payments due quarterly.
The net proceeds from the Tranche B Ill Term Lo@&neaused along with cash on hand to refinance 286 #illion Tranche B Term Loan that
was outstanding under the existing senior secuditdacility and the $274 million aggregate pipad amount of Level 3 Communications,
Inc.'s 3.5% Convertible Senior Notes due 2012. Chmpany recognized a loss on extinguishment of de$12 million and $15 million
associated with the redemption and prepaymentso8ib%Convertible Senior Notes due 2012 and the TrancfierB Loan, respectively. Tl
Tranche B Ill Term Loan which was to mature on $aepier 1, 2018 was prepaid in the fourth quart@04df.

In the third quarter of 2011, the Company repureHapproximately $20 million of its 3.5% Converéil8enior Notes due 2012 at a price
of 98.875% of the principal amount and recognizéuka on extinguishment of debt of less than $lionil.

Also in the third quarter of 2011, certain holdeosiverted approximately $128 million of the Compariyp% Convertible Senior Notes
due 2013 to common equity. Upon conversion, the @om issued an aggregate of approximately 5 mibioares of Level 3 common stock,
representing the approximately 37 shares per $106@9into which the notes were then convertiblee Tompany also paid an aggregate of
approximately $29 million in cash, equivalent t@%2er $1,000 note, representing interest that avbale been due from conversion through
the maturity date, which was recognized as a lassducement and included in the loss on extinguisft of debt. The remaining 15%
Convertible Senior Notes due 2013 were repaid atirityaon January 15, 2013.

During the second quarter of 2011, Level 3 Escilow., an indirect, wholly owned subsidiary of LeCommunications, Inc., issued
$600 million in aggregate principal amount of it4% Senior Notes due 2019 (the “ 8.125% Senigedpat a price of 99.264% of their
principal amount. Debt issuance discount of appnately $4 million was reflected as a reductionong-term debt and is being amortized as
interest expense over the beginning initial ternthef8.125% Senior Notes using the effective irsiemgethod. As a result of certain conditions
that could have required Level 3 Escrow, Inc. tbem the notes on or before April 10, 2012, dissdifgrther below, the initial term of the
8.125% Senior Notes was deemed to be through 2@ti2. When the contingency was resolved, the Coynpaniassified these notes into
long-term debt and the remaining related debt issei@iscount is being amortized as interest expewsethe remaining term of the 8.125%
Senior Notes using the effective interest method.

Further in the third quarter of 2011, Level 3 Esgrinc. issued an additional $600 million in aggregprincipal amount of its 8.125%
Senior Notes due 2019 under the same indenturea& 125% Senior Notes, which are treated undeirtbanture as a single series of notes.
The new 8.125% Senior Notes due 2019 were pric@u/astors at 98.545% of their principal amountsphccrued interest from June 9, 2011
when the original notes were issued, and will matur July 1, 2019. Debt issuance discount of apprabely $9 million was reflected as a
reduction in long-term debt and is being amortiasdnterest expense over the beginning initial tefithe 8.125% Senior Notes using the
effective interest method. As a result of certainditions that could have required Level 3 Escriow, to redeem the 8.125% Senior Notes on
or before April 10, 2012, the initial term of thesates was deemed to be through April 2012. Wherttimtingency was resolved in connectior
with the Amalgamation, the Company reclassifiegésotes into long-term debt and the remaininge@ldebt issuance discount is being
amortized as interest expense over the remaining @éthe 8.125% Senior Notes using the effectiteriest method.

The gross proceeds from the offering of the 8.1&sior Notes were deposited into a segregatedwesmoount and remained in escr
until the date of the satisfaction of certain escomnditions including, but not limited to, the stantially concurrent consummation of the
Amalgamation and the assumption of the 8.125% $&hites by Level 3 Financing (the “Notes Assumptjom conjunction with the
completion of the
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Amalgamation on October 4, 2011 (see Note 2 - BvAssociated with the Amalgamation of Global Croggithe escrow conditions were
satisfied. Debt issuance costs of approximately#B®n were capitalized and are being amortizedrghe term of the 8.125% Senior Notes
as interest expense using the effective interetitode

During the first quarter of 2011, Level 3 Financiagued $500 million aggregate principal amounts9.375% Senior Notes due 2019
(the “ 9.375% Senior Notes”) at a price of 98.00dRtheir principal amount. Debt issuance discodragproximately $10 milliorwas reflecte
as a reduction in long-term debt and is being aizeitas interest expense over the term of the 96338nior Notes using the effective interest
method. Debt issuance costs of approximately $1liomiwvere capitalized and are being amortized dlierterm of the 9.375%enior Notes &
interest expense using the effective interest niethibe net proceeds from the offering, were useédeem a portion of Level 3 Financing’s
outstanding 9.25% Senior Notes due 2014 duringdicend quarter of 2011. Level 3 Financing redeeapgdoximately $443 milliomggregat
principal amount of its 9.25% Senior Notes due 28t14d price of 104.625% of the principal amounte Tompany recognized a loss on
extinguishment of debt for the portion of the agmte principal amount of the 9.25% Senior Notes2ie! retired of approximately $23
million .

Also during the first quarter of 2011, in two segtartransactions, Level 3 Communications, Inc.adsatotal of $605 million aggregate
principal amount of its 11.875% Senior Notes dug®@he “ 11.875% Senior Notes”). The Company idste11.875% Senior Notes to
investors at a price of 98.173% of their princigadount. Debt issuance discount of approximatelyrillion was reflected as a reduction in
long-term debt and is being amortized as intengstese over the term of the 11.875% Senior Notieguke effective interest method. Debt
issuance costs of approximately $8 million wereitediped and are being amortized over the termhef11.875% Senior Notes as interest
expense using the effective interest method. Themeeeds from the issuance of the 11.875% Sé&otes were used to redeem the
Company'’s 5.25% Convertible Senior Notes due 20tlexchange the 9% Convertible Senior Discount dldtee 2013. As a result of the
Company's redemption of the outstanding $196 miliggregate principal amount of 5.25% Convertildei& Notes due 2011 at a price of
100.75% of the principal amount and exchange obthistanding $295 million aggregate principal antamfr®% Convertible Senior Discount
Notes due 2013, the Company recognized a loss timgeishment of debt ¢$20 million .

Senior Secured Term Loar

On March 13, 2007, Level 3 Communications, Incgaarantor, Level 3 Financing, as borrower, Metnjlhch Capital Corporation, as
administrative agent and collateral agent, anchgedther agents and certain lenders entered ifiedit Agreement, pursuant to which the
lenders extended a $1.4 billion senior secured team to Level 3 Financing. The $1.4 billion sersecured term loan (the "Tranche A Term
Loan") had an interest rate of LIBOR plus an amllle margin of 2.25% per annum. In addition, dutimgsecond quarter of 2009, Level 3
Financing amended and restated its existing seeicured Credit Agreement to increase the borrowtmgsigh the creation of a $280 million
Tranche B Term Loan (the "Tranche B Term Loan") had an interest rate of LIBOR plus 8.5% per annwitih LIBOR set at a minimum of
3.00% . The Tranche A Term Loan and Tranche B Tlesan which were to mature on March 13, 2014 weepaid in August 2012 and
November 2011, respectively. T$1.4 billion Tranche A Term Loan had an effectinterest rate of 2.65%s of December 31, 2011, excluc
the effect of the $1 billion notional amount intereate swaps. As of December 31, 2011, the cggthlnamortized debt issuance costs
remaining on the Tranche A Term Loan was $6 million

The Company used a portion of the original net pedls after transaction costs to repay Level 3 Eingts $730 million Senior Secured
Term Loan due 2011 under that certain credit ages¢miated June 27, 2006. In addition, the Compaeg & portion of the net proceeds to
fund the purchase of certain of its existing deloiusities.

On October 4, 2011, in connection with the closihthe Amalgamation (see Note 2 - Events Associafigll the Amalgamation of
Global Crossing), Level 3 Financing amended itstang Credit Agreement to incur an additional $@%i0ion of borrowings through an
additional tranche. The Company borrowed the Trar®hl Term Loan from investors at a price of 99%4t® principal amount. Debt issuance
discount of approximately $7 million was reflectesla reduction in long-term debt. The Tranche Belim Loan accrued interest at 4.25% plus
LIBOR,
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(with a LIBOR minimum of 1.5% ), with interest pagmts due quarterly. The Tranche B Il Term Loan Whi@s to mature on September 1,
2018 was prepaid in October 2012. The net procedsthe Tranche B Il Term Loan were used to refoecertain existing indebtedness of
Global Crossing in connection with the consummatibthe Amalgamation and for general corporate psies.

Additionally, on November 10, 2011, Level 3 Finamggamended its existing Credit Agreement to incuadditional $550 million of
borrowings through an additional tranche. The Camgd@orrowed the Tranche B Ill Term Loan from instat a price of 95% of its principal
amount. Debt issuance discount of approximatelyrifion was reflected as a reduction in long-tetebt. The Tranche B Il Term Loan
accrued interest at 4.25% plus LIBOR , (with a LBB@inimum of 1.5% ), with interest payments duertprly. The Tranche B Il Term Loan
which was to mature on September 1, 2018 was prépadctober 2012. The net proceeds from the TrafHl Term Loan were used along
with cash on hand to prepay the $280 million TranBhTerm Loan that was outstanding under the exjstenior secured credit facility and the
$ 274 million aggregate principal amount of Level@mmunications, Inc.'s 3.5% Convertible Seniordsatue 2012.

As of December 31, 2011, debt issuance discountseiiranche B Il Term Loan and Tranche B Il Tdroan, were $6 million and $27
million , respectively. The capitalized unamortizéebt issuance costs for the Tranche B |l Term Larah Tranche B Il Term Loan were $14
million and $8 million at December 31, 2011, regpety.

On August 6, 2012, Level 3 Financing refinanceaiisting $1.4 billion Tranche A Term Loan underéixisting senior secured credit
facility through the creation of new term loanghe aggregate principal amount of $1.415 billidie New Term Loans were borrowed
pursuant to an amended and restated Credit Agraemiegich reflects the amendments approved by thédes. The New Term Loans consist
of: (a) $600 million senior secured term loan whightures on February 1, 2016, and (b) $815 miliemior secured term loan which matures
on August 1, 2019. The Tranche B 2016 Term Loanireg repayment of 0.25% of the aggregate prin@pabunt on the last day of each
March, June, September and December, beginningdatember 31, 2012 and ending with such last dagd¢ar prior to maturity. The intere
rates on the loans are LIBOR plus 3.25% for then@ina B 2016 Term Loan and LIBOR plus 3.75% forThenche B 2019 Term Loan, with
LIBOR set at a minimum of 1.5% on both loans. Thanthe B 2016 Term Loan and the Tranche B 2019 Tern were priced at 99.5% and
99.0% of par, respectively. Debt issuance discoohépproximately $3 million and $8 million werdleeted as a reduction in long-term debt
and are being amortized as interest expense ogéetim of the Tranche B 2016 Term Loan and TramcB619 Term Loan, respectively, us
the effective interest method. The Company useaéhgroceeds from the New Term Loans, along waghwmn hand, to prepay Level 3
Financing's $1.4 billion Tranche A Term Loan untder existing Credit Agreement which was to matar#arch 2014 and used remaining net
proceeds to repay $15 millian principal amount plus premium for existing venfinancing obligations. Debt issuance costs ferThanche [
2016 Term Loan and the Tranche B 2019 Term Loappfoximately $9 million and $12 million , respeell, were capitalized and are being
amortized over the respective terms of those teand as interest expense using the effective stterethod.

As of December 31, 2012, debt issuance discountseiiranche B 2016 Term Loan and Tranche B 201t T®an, were $3 million
and $8 million , respectively. The capitalized uatized debt issuance costs for the Tranche B J@tf Loan and Tranche B 2019 Term
Loan were $8 million and $11 million at December 3012, respectively.

On October 4, 2012, Level 3 Financing refinanceexisting $650 million Tranche B Il Term Loan &&b0 million Tranche B Il Term
Loan under its existing senior secured credit iigdihrough the creation of a new term loan in dlggregate principal amount of $1.2 billion .
The Tranche B-1l 2019 Term Loan was borrowed purstman amended and restated Credit AgreementTTidreche B-11 2019 Term Loan
consists of a $1.2 billion senior secured term kvaaiich matures on August 1, 2019. The interestaatthe loan is LIBOR plus 3.25% , with
LIBOR set at a minimum of 1.5% . The Tranche BOL2 Term Loan was priced at par. The Company Usedét proceeds from the Tranche
B-11 2019 Term Loan, along with cash on hand, tepay Level 3 Financing's $650 million Tranche Bérm Loan and $550 million Tranche
B Ill Term Loan under the existing Credit Agreemuaititich were to mature in September 2018. Debt issei@osts of approximately $13
million were capitalized and are
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being amortized over the term of the Tranche BOll2 Term Loan as interest expense using the eftettterest method. As a result of
amortization, the capitalized debt issuance cceste been reduced to $13 million at December 312 201

Level 3 Financing has the option of electing om, tthree or six month LIBOR at the end of eackri@st period and may elect different
options with respect to different portions of then®r Secured Term Loan. Interest is payable ih eashe end of each LIBOR period elected
in arrears, provided that in the case of a six imamterest period, interim interest payments aqeiired at the end of the first three months.

Level 3 Financing's obligations under this ternmleae, subject to certain exceptions, secured figineassets of the Company and ce!
of the Company's material domestic subsidiariesah@mengaged in the telecommunications busindss Senior Secured Term Loan includes
certain negative covenants which restrict the gbilf the Company, Level 3 Financing and any resd subsidiary to engage in certain
activities. The Senior Secured Term Loan also éositeertain events of default. It does not reqtiieCompany or Level 3 Financing to
maintain specific financial ratios or other finaaainetrics.

Floating Rate Senior Notes due 2015 and the reded@&5% Senior Notes due 2017

On February 14, 2007, Level 3 Financing receive8R®@illion of net proceeds after transaction cdstsn a private offering of $700
million aggregate principal amount of its 8.75% i®eiNotes due 2017 (the " 8.75% Senior Notes") $B@0 million aggregate principal
amount of its Floating Rate Senior Notes due 281&'2015 Floating Rate Senior Notes"). The Notesavsubsequently registered through a
public exchange offer. The 8.75% Senior Notes wedeemed at a price of 104.375% of the principaamin the third quarter of 2012.

The 2015 Floating Rate Senior Notes are senioraumed, unsubordinated obligations of Level 3 Fimagcanking equal in right of
payment with all other senior unsecured, unsubatduh obligations of Level 3 Financing. Level 3 Coamications, Inc. and Level 3
Communications, LLC have guaranteed the 2015 FgdRiate Senior Notes (see Note 17 - Condensed Gaatsrg Financial Information).
Interest on the 2015 Floating Rate Senior Notesuascat LIBOR plus 3.75% per annum, reset semidlyndde interest rate was 4.469% at
December 31, 2012 . Interest on the 2015 Floatiaig Benior Notes is payable semiannually in cashetmmuary 15 and August 15 beginning
August 15, 2007. The principal amount of the 20ldafing Rate Senior Notes will be due on Febru&ry2D15. Level 3 Financing may rede
the 2015 Floating Rate Notes, in whole or in patrany time, without the payment of a premium. 28&5 Floating Rate Senior Notes contain
certain covenants, which among other things, ladiditional indebtedness, dividend payments, centai@stments and transactions with
affiliates.

Debt issuance costs of approximately $6 millioneveapitalized and are being amortized over the tdrthe Floating Rate Senior Notes
due 2015 as interest expense using the effectieecist method. As a result of amortization, thataiped debt issuance costs have been
reduced to $2 million at December 31, 2012 .

10% Senior Notes due 2018

On January 20, 2010, Level 3 Financing receivedB$8illion proceeds, after deducting a $13 milli@btissuance discount and
approximately $14 million of debt issuance cosinTf a private offering of $640 million in aggreggténcipal amount of its 10% Senior Notes
due 2018 (the " 10% Senior Notes"). The net progeegte used to fund Level 3 Financing's purchases d2.25% Senior Notes due 2013 in a
concurrent tender offer and consent solicitatidme T0% Senior Notes will mature on February 1, 2@ are senior unsecured,
unsubordinated obligations of Level 3 Financingkiag equal in right of payment with all other senimsecured, unsubordinated obligatior
Level 3 Financing. The 10% Senior Notes are guasghby Level 3 Communications, Inc. and Level 3 @omications, LLC (see Note 17 -
Condensed Consolidating Financial Information)etast on the notes accrues at 10% per year amy#ble on February 1 and August 1 of
each year, beginning August 1, 2010.

As of December 31, 2012 , debt issuance disconmaireng was $10 million . As a result of amortipati the capitalized debt issuance
costs have been reduced to $10 million at Dece@be?012 .
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The 10% Senior Notes are subject to redemptioneapption of Level 3 Financing in whole or in pat.any time before February 1,
2014, at a redemption price equal to 100% of theircipal amount, plus a make-whole premium anduwent and unpaid interest. Level 3
Financing may redeem the 10% Senior Notes, in whiole part, at any time on or after February 11£20f a redemption occurs before
February 1, of the years indicated below:

Redemption
Year Price
2014 105.000%
2015 102.50%
2016 100.000%

The offering of the 10% Senior Notes was not oatjinregistered under the Securities Act of 1933amended, and included a
registration rights agreement. In June 2010, afheforiginally placed notes were exchanged foew issue of 10%enior Notes due 2018 w
identical terms and conditions, other than thotsted to registration rights, in a registered excleaoffer and are now freely tradeable.

11.875% Senior Notes due 2019

In January 2011, in two separate transactions, ILl2@®mmunications, Inc. issued a total of $609iarilaggregate principal amount of
its 11.875% Senior Notes due 2019. The Companydsis 11.875% Senior Notes due 2019 to investoagpaice of 98.173% of their
principal amount. The net proceeds from the isseafthe 11.875% Senior Notes, which included ahi$illion debt issuance discount, were
used to redeem the Company’s 5.25% Convertibledd&iotes due 2011 and exchange the 9% Convertdi@EDiscount Notes due 2013
during the first quarter of 2011. Debt issuancealimt of approximately $11 million was reflectedsa®duction in long-term debt and is being
amortized as interest expense over the term of1t#75% Senior Notes using the effective interesthiod. The 11.875% Senior Notes will
mature on February 1, 2019 and are not guarantedteliCompany’s subsidiaries. Interest on the natesues at 11.875% per year and is
payable on April 1 and October 1 of each year,fir@gg April 1, 2011. Debt issuance costs of appmately $8 million were capitalized and
are being amortized over the term of the 11.875%d8&lotes as interest expense using the effeattezest method.

As of December 31, 2012 , debt issuance discoumaireng was $9 million . As a result of amortizatiohe capitalized debt issuance
costs have been reduced to $7 million at DecembgeP(BL2 .

The 11.875%Senior Notes are subject to redemption at the pmifd_evel 3 Communications, Inc. in whole or inrtpat any time or fror
time to time, prior to February 1, 2015, at 100%hef principal amount of 11.875% Senior Notes sieeened plus (A) the applicable make-
whole premium set forth in the Indenture, as ofréggemption date and (B) accrued and unpaid irttéreseon (if any) up to, but not including,
the redemption date, and on or after February 15 2@ the redemption prices (expressed as a pageof principal amount) set forth below,
plus accrued and unpaid interest thereon to themmption date, if redeemed during the twelve mob#ginning February 1, of the years
indicated below:

Redemption
Year Price
2015 105.93%
2016 102.96%
2017 100.00%%

At any time or from time to time on or prior to Fehry 1, 2014, the Company may redeem up to 35&beobriginal aggregate principal
amount of the 11.875% Senior Notes at a redemptime equal to 111.875% of the principal amourthef11.875% Senior Notes so
redeemed, plus accrued and unpaid interest théifeanmy) up to, but not including, the redempticata with the net cash proceeds contributec
to the capital of Level 3 from one or more privatecements of Level 3 or underwritten public offiggs of common stock of Level 3 resulting,
in each case, in gross proceeds of at least $16min the aggregate. However, at least 65% efdhiginal aggregate

F-39




Table of Contents

principal amount of the 11.875% Senior Notes mestain outstanding immediately after giving effecstich redemption. Any such
redemption shall be made within 90 days followinghsprivate placement or public offering upon restsl than 30 nor more than 60 days’ priol
notice.

The offering of the 11.875% Senior Notes was nigfially registered under the Securities Act of 398s amended, and included a
registration rights agreement. In July 2011, allhef originally placed notes were exchanged foew issue of 11.875% Senior Notes due 201¢
with identical terms and conditions, other tharstheelated to registration rights, in a registemechange offer and are now freely tradeable.

9.375% Senior Notes due 2019

On March 4, 2011, Level 3 Financing issued $500ianilaggregate principal amount of its 9.375% SeNiotes due 2019 at a price of
98.001% of their principal amount. The net procdea® the offering, were used to redeem a portibhevel 3 Financing’s outstanding 9.25%
Senior Notes due 2014 on April 4, 2011. Debt issaatiscount of approximately $10 million was refégtas a reduction in lortgrm debt an
is being amortized as interest expense over the déthe 9.375% Senior Notes using the effectiverast method. The 9.375% Senior Notes
are senior unsecured obligations of Level 3 Finamcanking equal in right of payment with all otlsenior unsecured obligations of Level 3
Financing. The Company and Level 3 Communicatibh§ have guaranteed the 9.375% Senior Notes. T3i£596 Senior Notes will mature
on April 1, 2019. Interest on the Notes will be ghle on April 1 and October 1 of each year, begigmin October 1, 2011. Debt issuance ¢
of approximately $11 million were capitalized and heing amortized over the term of the 9.375% @eMotes as interest expense using the
effective interest method.

As of December 31, 2012 , debt issuance disconmairéng was $8 million . As a result of amortizatithe capitalized debt issuance
costs have been reduced to $9 million at Decembe2(®L12 .

The 9.375% Senior Notes Due 2019 are subject wnetlon at the option of Level 3 Financing in whotan part, at any time or from
time to time, prior to April 1, 2015, at 100% ogtprincipal amount of 9.375% Senior Notes so redeephus (A) the applicable make-whole
premium set forth in the Indenture, as of the reptéan date and (B) accrued and unpaid interesetire(if any) up to, but not including, the
redemption date, and on or after April 1, 2015hatredemption prices (expressed as a percentggeoipal amount) set forth below, plus
accrued and unpaid interest thereon to the redemgtte, if redeemed during the twelve months beginApril 1, of the years indicated
below:

Redemption
Year Price
2015 104.68%%
2016 102.34%%
2017 100.00%

At any time or from time to time on or prior to Alpt, 2014, Level 3 Financing may redeem up to 3§%he original aggregate principal
amount of the 9.375% Senior Notes at a redemptime gqual to 109.375% of the principal amounthaf 9.375% Senior Notes so redeemed,
plus accrued and unpaid interest thereon (if apytpubut not including, the redemption date, with net cash proceeds contributed to the
capital of Level 3 Financing from one or more ptézplacements or underwritten public offerings afnenon stock of the Company resulting,
in each case, in gross proceeds of at least $100mn the aggregate. However, at least 65% efdhginal aggregate principal amount of the
9.375% Senior Notes must remain outstanding imnbelgiiafter giving effect to such redemption. AngxBuedemption shall be made witl8f
days following such private placement or publicofig upon not less than 30 nor more than 60 dayst notice.

The offering of the 9.375% Senior Notes was najinélly registered under the Securities Act of 1%88amended, and included a
registration rights agreement. In July 2011, allhef originally placed notes were exchanged foew issue of 9.375% Senior Notes due 2019
with identical terms and conditions, other tharstheelated to registration rights, in a registesechange offer and are now freely tradeable.
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8.125% Senior Notes due 2019

On June 9, 2011, Level 3 Escrow, Inc., an indiretiplly owned subsidiary of Level 3 Communicatiohs;., issued $600 million in
aggregate principal amount of its 8.125% SenioreNalue 2019. Level 3 Escrow, Inc. issued the 8.136#or Notes to investors at a price of
99.264% of their principal amount. Debt issuancedint of approximately $4 million was reflectedaagduction in long-term debt and was
amortized as interest expense over the beginnitigliterm of the 8.125% Senior Notes using theefe interest method. As a result of
certain conditions that could have required LevEk8row, Inc. to redeem the notes on or beforel Agri2012, discussed further below, the
initial term of the 8.125% Senior Notes was deetodoke through April 2012. When the contingency wesolved, the Company reclassified
these notes into long-term debt and the remaireéfeged debt issuance discount is being amortizégt@®st expense over the remaining term
of the 8.125% Senior Notes using the effectiveregemethod. The 8.125% Senior Notes will maturdup 1, 2019 and are unconditionally
guaranteed on an unsubordinated unsecured bakisviey3 and Level 3 Communications LLC. Interestlo@ notes accrues at 8.125%r yea
and is payable on January 1 and July 1, beginninggaouary 1, 2012.

On July 28, 2011, Level 3 Escrow, Inc. issued afitemhal $600 million in aggregate principal amouwifits 8.125% Senior Notes due
2019 ("Series B") under the same indenture as.ttiZs86Senior Notes issued in June 9, 2011, which ar¢elaander that indenture as a sir
series of notes. The new 8.125% Senior Notes dli@ @@re priced to investors at 98.545% of theinggal amount, plus accrued interest
from June 9, 2011 when the original notes weresidsand will mature on July 1, 2019. Debt issuatiseount of approximately $9 milliowas
reflected as a reduction in long-term debt anceisdpamortized as interest expense over the bagjrinitial term of the 8.125% Senior Notes
using the effective interest method. As a resuttesfain conditions that could have required Le&/Blscrow, Inc. to redeem the $1.2 billion of
8.125% Senior Notes on or before April 10, 2012, ittitial term of these notes was deemed to beutiird\pril 2012. When the contingency
was resolved in connection with the Amalgamatibe, Company reclassified these notes into long-tieht and the remaining related debt
issuance discount is being amortized as intergstrese over the remaining term of the 8.1256fior Notes using the effective interest metl

The gross proceeds from the offering of the 8.1&sior Notes were deposited into a segregatedwesmoount and were to remain in
escrow until the date of the satisfaction of carescrow conditions including, but not limited tiee substantially concurrent consummation of
the Amalgamation and the assumption of the 8.12B%d8 Notes by Level 3 Financing (the “Notes Asstiord). In conjunction with the
completion of the Amalgamation on October 4, 208€e(Note 2 - Events Associated with the AmalgamaifdGlobal Crossing), the escrow
conditions were satisfied. Debt issuance costppfaximately $32 million were capitalized and aeénly amortized over the term of the
8.125% Senior Notes using the effective intereghow Level 3 Financing assumed the obligationseutite 8.125% Senior Notes and the
notes were reclassified to long-term debt in thelthuarter of 2011. Following the release of teerewed funds in connection with the Notes
Assumption, the escrowed funds were used to refmanrtain existing indebtedness of Global Crossir@pnnection with the closing of the
Amalgamation.

As of December 31, 2012 , debt issuance disconmairéng was $8 million . As a result of amortizatithe capitalized debt issuance
costs have been reduced to $29 million at Dece®be?012 .
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The 8.125% Senior Notes will be subject to redeampéit the option of Level 3 Financing, in wholeropart, at any time or from time to
time, upon not less than 30 nor more than 60 daryst notice, (i) prior to July 1, 2015, at 100%tbé principal amount of 8.125% Senior
Notes so redeemed plus (A) the applicable r-whole premium set forth in the Indenture, as ofrdgemption date and (B) accrued and un
interest thereon (if any) up to, but not includitttg redemption date, and on and after July 1, 28tithe redemption prices set forth below
(expressed as a percentage of principal amount,gacrued and unpaid interest thereon (if anytpuput not including the redemption date, if
redeemed during the twelve months beginning Jubf the years indicated below:

Redemption
Year Price
2015 104.06%
2016 102.03%
2017 100.00%%

At any time or from time to time after the Notess@sption and on or prior to July 1, 2014, up to 3&0the original aggregate principal
amount of the 8.125% Senior Notes may be redeetr@dealemption price equal to 108.125% of the fpadcamount of the 8.125% Senior
Notes so redeemed, plus accrued and unpaid inteegsion (if any) up to, but not including the negidion date, with the net cash proce
contributed from one or more private placementsesfel 3 or underwritten public offerings of commstock of Level 3 resulting, in each case.
in gross proceeds of at least $100 million in thgragate. However, at least 65% of the originalregate principal amount of the 8.125%
Senior Notes must remain outstanding immediatebr afiving effect to such redemption. Any such ragéon shall be made within 90 days
following such private placement or public offeringon not less than 30 nor more than 60 days’ piabice.

The offering of the 8.125% Senior Notes was najinélly registered under the Securities Act of 1988amended, and included a
registration rights agreement. In April 2012, dltlee originally placed notes were exchanged foew issue of 8.125% Senior Notes due 201¢
with identical terms and conditions, other thanstheelated to registration rights, in a registemechange offer and are now freely tradeable.

8.875% Senior Notes due 2019

On August 1, 2012, Level 3 Communications, Inc. ptated the offering of $300 million aggregate piad amount of its 8.875%enior
Notes due 2019. Debt issuance costs of approxiyn$7 million were capitalized and are being amortieedr the term of the 8.875% Senior
Notes as interest expense using the effectivedstenethod. The net proceeds from the offeringp@fiotes are being used for gen
corporate purposes, including the potential repasehredemption, repayment or refinancing of the@my's and its subsidiaries' existing
indebtedness from time to time. The 8.875% Senaeblwere priced at 100% of their principal amand will mature on June 1, 2019.
Interest on the notes accrues from August 1, 20t2nall be payable on June 1 and December 1 of gaah beginning on December 1, 2012.
The notes are senior unsecured obligations of L&¥@mmunications, Inc., ranking equal in righpayment with all other senior unsecured
obligations of Level 3. The notes will not be gudeged by any of the Company's subsidiaries.

As a result of amortization, the capitalized dektuiance costs have been reduced to $6 millionrbleer 31, 2012 .
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The 8.875% Senior Notes are subject to redemptitimezoption of Level 3 in whole or in part, at aime before June 1, 2015 at the
redemption price equal to 100% of their principalcaint, plus a make-whole premium and accrued apdidnnterest. On and after June 1,
2015, Level 3 may redeem all or part of the 8.87&8nior Notes, upon not less than 30 nor more tBatfe§s' prior notice, at the redemption
prices set forth below (expressed as a percenfggeénaipal amount), plus accrued and unpaid irgetieereon (if any) to, but not including, the
redemption date (subject to the right of holdersegbrd on the relevant record date to receiveéstelue on the relevant interest payment
date), if redeemed during the twelve months begimpdune 1, of the years indicated below:

Redemption
Year Price
2015 104.43%
2016 102.21%
2017 100.00(%

In addition, at any time or from time to time ongior to June 1, 2015, Level 3 may redeem up &b 8% the original aggregate principal
amount of the 8.875% Senior Notes (including argitaahal 8.875% Senior Notes) at a redemption peigeal to 108.875% of the principal
amount of the 8.875% Senior Notes so redeemed aplersied and unpaid interest thereon (if any) éoréldlemption date (subject to the right of
holders of record on the relevant record date ¢eive interest due on the relevant interest paymat®), with the net cash proceeds contrib
to the capital of Level 3 of one or more privatagadments to persons other than affiliates of L&wal underwritten public offerings of comm
stock of Level 3 resulting, in each case, in gmegeeds of at least $100 million in aggregateyidexd, however, that at least 65% of the
original aggregate principal amount of the 8.87584i8r Notes (including any additional 8.875% Semotes) would remain outstanding
immediately after giving effect to such redemptiény such redemption shall be made within 90 ddysuch private placement or public
offering upon not less than 30 nor more than 6G'darjor notice.

The 8.875% Senior Notes are not registered un@eBéturities Act of 1933 or any state securitiasland, unless so registered, may no
be offered or sold except pursuant to an applicakéenption from the registration requirements ef @ecurities Act of 1933 and applicable
state securities laws. In connection with the dfiigrLevel 3 entered into a registration rightsegggment pursuant to which Level 3 agreed tc
a registration statement to exchange the offerégsneith new notes that are substantially identiitall material respects, and to use
commercially reasonable efforts to cause the negish statement to be declared effective no Idin 270 days after the issuance of the
offered notes.

8.625% Senior Notes due 2020

On January 13, 2012, Level 3 Financing completedffering of $900 million aggregate principal amoof its 8.625%Senior Notes du
2020. Debt issuance costs of approximately $20onillvere capitalized and are being amortized dvertérm of the 8.625% Senior Notes as
interest expense using the effective interest neethioFebruary 2012, a portion of the net procdemts the offering of the 8.625% Senior
Notes were used to redeem all of Level 3 Finansiagtstandin®.25% Senior Notes due 2014 in aggregate prinaipalunt of $807 million .

The remaining net proceeds constituted purchaseynionebtedness under the existing senior secueglit agreement and indentures of
the Company and Level 3 Financing and were usedyst fund the cost of construction, installatiagsguisition, lease, development or
improvement of any Telecommunications/IS assetsléfiaed in the existing senior secured credit @grent and indentures of Level 3).

The 8.625%Senior Notes will mature on July 15, 2020. Intemesthe notes accrues from January 13, 2012 ahthevpayable on Janue
15 and July 15 of each year, beginning on July2032. The notes are fully and unconditionally gusgad on an unsubordinated unsecured
basis by the Company and became fully and uncamgdiliy guaranteed by Level 3 Communications, LLGhi& second quarter of 2012. The
notes are unsecured, unsubordinated obligatiohews#l 3 Financing ranking equal in right of paymeiith all existing and
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future unsubordinated indebtedness of Level 3 Kimgnand are senior in right of payment to all 8rig and future indebtedness of Level 3
Financing expressly subordinated in right of paytierthe notes.

As a result of amortization, the capitalized dektiance costs have been reduced to $18 millioeegmber 31, 2012 .

The 8.625% Senior Notes are subject to redemptitimezoption of Level 3 Financing in whole or inrpat any time before January 15,
2016 at the redemption price equal to 100% of theiircipal amount, plus a makehole premium and accrued and unpaid interest.r@reétel
January 15, 2016, Level 3 Financing may redeeroraglhrt of the 8.625% Senior Notes, upon not leas 80 nor more than 60 days' prior
notice, at the redemption prices set forth beloxp(essed as a percentage of principal amount),gadasied and unpaid interest thereon (if
to, but not including, the redemption date (subjedhe right of holders of record on the relevatiord date to receive interest due on the
relevant interest payment date), if redeemed duhirgwelve months beginning January 15, of theyealicated below:

Redemption
Year Price
2016 104.31%
2017 102.150%
2018 100.00(%

In addition, at any time or from time to time ongior to January 15, 2015, Level 3 Financing megeem up to 35% of the original
aggregate principal amount of the 8.625% Senioesl¢@including any additional 8.625% Senior Notes) sedemption price equal to
108.625% of the principal amount of the 8.625% &eNtes so redeemed, plus accrued and unpai@g#tiérereon (if any) to the redemption
date (subject to the right of holders of recordtmrelevant record date to receive interest duthemelevant interest payment date), with the
net cash proceeds contributed to the capital oEL&\inancing of one or more private placemenisaicgons other than affiliates of Level 3 or
underwritten public offerings of common stock ofveé3 resulting, in each case, in gross proceeds lefast $100 million in aggregate;
provided, however, that at least 65% of the origaggregate principal amount of the 8.625% Senimtehl (including any additional 8.625%
Senior Notes) would remain outstanding immediasdigr giving effect to such redemption. Any suctieraption shall be made within 90 days
of such private placement or public offering upan less than 30 nor more than 60 days' prior nofibe 8.625%5enior Notes due 2020 isst
by Level 3 Financing were not originally registerettier the Securities Act of 1933, as amended.

During the second quarter of 2012, all of the ovdliy placed notes were exchanged for a new is6866@5% Senior Notes due 2020
with identical terms and conditions, other thanstheelated to registration rights, in a registemechange offer and are now freely tradeable.
The 8.625% Senior Notes became fully and uncontitlp guaranteed by Level 3 Communications, LLCinyithe second quarter of 2012.

7% Senior Notes due 2020

On August 6, 2012, Level 3 Financing completeddtffering of $775 million aggregate principal amouwffiits 7%Senior Notes due 20z
Debt issuance costs of approximately $15 milliomeneapitalized and are being amortized over the tdrthe 7% Senior Notes as interest
using the effective interest method. The net prdsdéeom the offering of the notes, along with casthand were used to redeem all of the
outstanding 8.75% Senior Notes due 2017 issuecklbgll3 Financing, including the payment of accrimerest and applicable premiums, and
in connection with that redemption, the indentwlating to the 8.75% Senior Notes due 2017 wasdiged. The 7%enior Notes were pric
at 100% of their principal amount and will matureJune 1, 2020. Interest on the notes accruesAwagast 6, 2012 and will be payable on
June 1 and December 1 of each year, beginning ocerbleer 1, 2012. The notes are senior unsecureghtibins of Level 3 Financing, ranking
equal in right of payment with all other senior engred obligations of Level 3 Financing. The 7%i®eNotes are guaranteed on an unsecure
basis by Level 3 Communications, Inc. and by L&s€ommunications, LLC.
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As a result of amortization, the capitalized destiance costs have been reduced to $14 millioeegmber 31, 2012 .

The 7% Senior Notes are subject to redemptioneapition of Level 3 Financing in whole or in pat.any time before June 1, 2016 at
the redemption price equal to 100% of their priatgmount, plus a make-whole premium and accruddiapaid interest. On or after June 1,
2016, Level 3 Financing may redeem all or partef7% Senior Notes, upon not less than 30 nor thare60 days' prior notice, at the
redemption prices set forth below (expressed axeeptage of principal amount), plus accrued anhighinterest thereon (if any) to, but not
including, the redemption date (subject to thetrimfrholders of record on the relevant record dateceive interest due on the relevant interes
payment date), if redeemed during the twelve mob#snning June 1, of the years indicated below:

Redemption
Year Price
2016 103.50(%
2017 101.75%
2018 100.00(%

In addition, at any time or from time to time ongpior to June 1, 2015, Level 3 Financing may rede@ to 35%of the original aggrega
principal amount of the 7% Senior Notes (includamy additional 7% Senior Notes) at a redemptiocepeiqual to 107% of the principal
amount of the 7% Senior Notes so redeemed, plused@nd unpaid interest thereon (if any) to tlieeneption date (subject to the right of
holders of record on the relevant record date ¢eive interest due on the relevant interest paymat®), with the net cash proceeds contrib
to the capital of Level 3 Financing of one or mprizate placements to persons other than affiliafdsevel 3 or underwritten public offerings
of common stock of Level 3 resulting, in each casgross proceeds of at least $100 million in aggte; provided, however, that at least 65%
of the original aggregate principal amount of t&& Senior Notes (including any additional 7% SemMotes) would remain outstanding
immediately after giving effect to such redemptiény such redemption shall be made within 90 ddysuch private placement or public
offering upon not less than 30 nor more than 6Gdarjor notice.

The 7% Senior Notes are not registered under therfies Act of 1933 or any state securities lawd,ainless so registered, may not be
offered or sold except pursuant to an applicabtargtion from the registration requirements of teeBities Act of 1933 and applicable state
securities laws. In connection with the offerintge Company and Level 3 Financing entered into str@gion rights agreement pursuant to
which Level 3 and Level 3 Financing agreed todileegistration statement to exchange the offerégsneith new notes that are substantially
identical in all material respects, and to use cenumlly reasonable efforts to cause the registnagtatement to be declared effective no later
than 270 days after the issuance of the 7% Serotes\

15% Convertible Senior Notes due 2013

On December 24, 2008, Level 3 Communications, fexeived gross proceeds of $374 million and on Béez 31, 2008, the Company
received gross proceeds of $26 million from theasge of its $400 million 15% Convertible Seniort&odue 2013 (the " 15% Convertible
Senior Notes"). The proceeds from this issuance ywamarily used to repurchase, through tendersft portion of the Company's 6%
Convertible Subordinated Notes due 2009, 6% CoilerSubordinated Notes due 2010 and 2.875% Cadblee@enior Notes due 2010. The
15% Convertible Senior Notes were priced at 100%efprincipal amount. The 15% Convertible Seniotds are unsecured and
unsubordinated obligations and will rank equallytvall the Company's existing and future unsecarediunsubordinated indebtedness. The
15% Convertible Senior Notes will mature on Janudry2013. Interest on the notes will accrue fromdate of original issuance at a rate of
15% per year and will be payable on January 15Jahd15 of each year, beginning on January 15, 2088 15% Convertible Senior Notes
contain limited covenants which restrict additioliahs on assets of the Company.

The 15% Convertible Senior Notes are convertiblédigers into shares of the Company's common stbekconversion price of $27 per
share (which is equivalent to a conversion ratepgfroximately 37 shares of common
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stock per $1,000 principal amount of the 15% Cotilvier Senior Notes), subject to adjustment upoteaeevents, at any time before the close
of business on January 15, 2013. If at any timewohg the date of original issuance of the 168%nvertible Senior Notes and prior to the cl

of business on January 15, 2013 the closing pees#e price of the Company's common stock exc22p2%of the conversion price then
effect for at least 20 trading days within any 8@secutive trading day period, the 15% Convert8#aior Notes will automatically convert
into shares of Level 3 common stock, plus accruetumpaid interest (if any) to, but excluding theamatic conversion date, which date will
be designated by the Company following such autmneanversion event.

Holders of the 15% Convertible Senior Notes mayiiregthe Company to repurchase all or any pareif ihotes upon the occurrence of
a designated event at a price equal to 100% dbriheipal amount of the notes, plus accrued andiishimterest to, but excluding, the
repurchase date, if any.

In addition, if a holder elects to convert its 18¥4nvertible Senior Notes in connection with ceri@ianges in control, the Company
could be required to pay a make-whole premium lbygiasing the number of shares deliverable uponassion of such notes. Any make-
whole premium will have the effect of increasing tilumber of shares due to holders of the 15% C&hie2Eenior Notes upon conversion.

On July 6, 2011, certain holders converted appreatéhy $128 million of the 15% Convertible SeniortBto common equity. Upon
conversion, the Company issued an aggregate obzippately 5 million shares of Level 3 common stoapresenting the approximately 37
shares per $1,000 note into which the notes wene ¢bnvertible. The Company also paid an aggreafaapproximately $29 million in cash,
equivalent to $225 per $1,000 note, representitegest that would have been due from conversiautiir the maturity date, which was
recognized as a loss on inducement and includétkifoss on extinguishment of debt.

On March 13, 2012, the Company entered into anan@d agreement for a portion of its 15% Converiggaior Notes due 2013.
Pursuant to the agreement, approximately $100anibiggregate principal amount of Level 3's outstand5% Convertible Senior Notes due
2013 was exchanged for approximately 3.7 millioarsk of Level 3 common stock into which the notesenconvertible plus an additional 1.7
million shares for a total of approximately 5.4 lioih shares. The consideration was based on the maiketfpr these notes which included
inducement premium and included a payment for actand unpaid interest from January 15, 2012 throdgrch 15, 2012 of approximately
$2 million . This transaction did not include theyment by the Company of any cash.

On January 15, 2013, the Company repaid at matapipyoximately $172 million of its 15% Convertil8enior Notes.

Debt issuance costs of $3 million were originaliyitalized and are being amortized to interest egp®ver the term of the 15%
Convertible Senior Notes. The unamortized debtissa costs were less than $1 million at Decembge?2GI2 .

7% Convertible Senior Notes due 2015

On June 26, 2009, Level 3 Communications, Inc.edst?00 million aggregate principal amount of 7%@atible Senior Notes due
2015 under an indenture between Level 3 and Th& BANew York, as trustee. The 7% Convertible Sehiotes due 2015 were issued in
conjunction with the exchange of approximately $tiltion aggregate principal amount of the Compar# Convertible Subordinated Notes
due 2010 and approximately $140 million aggregatecjpal amount of its 2.875% Convertible Seniort®odue 2010. As part of this
exchange, Level 3 also paid $78 million in cashluding accrued and unpaid interest for the notebanged.

On October 15, 2009, Level 3 issued $275 milliogragate principal amount of 7@onvertible Senior due 2015, Series B under a s
supplemental indenture between Level 3 and The BalNew York, as trustee. The 7% Convertible Sehotes due 2015, Series B are
substantially similar in all respects to the 7% Gantible Senior Notes due 2015. The 7% Convert#aaior Notes due 2015, together with the
7% Convertible Senior Notes due 2015, Series Befegred to as the " 7% Convertible Senior Notes 2015".
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The 7% Convertible Senior Notes due 2015 maturlarch 15, 2015 and bear interest at a rate of 78@&ameum, payable semiannually
in arrears on March 15 and September 15. Inteeshpnts commence for the 7% Convertible Senior fNdte 2015 on September 15, 2009
and on March 15, 2010 for the 7% Convertible SeNiotes due 2015, Series B. The 7% Convertible $&hites due 2015 rank equally in
right of payment with all other existing and futwenior unsecured indebtedness of Level 3 Commiioica Inc.

The 7% Convertible Senior Notes due 2015 are cdibWeinto shares of Level 3 common stock, at thgam of the holder, at any time
prior to maturity, unless previously repurchasedegieemed, or unless Level 3 has caused the camwveights to expire. The 7% Convertible
Senior Notes due 2015 may be converted at theofatpproximately 37 shares of common stock per &4¢B00 principal amount of notes,
subject to adjustment in certain circumstancess Ehequivalent to a conversion price of approxelya$27 per share.

Upon the occurrence of a designated event (a chafngentrol or a termination of trading), holdefgle 7% Convertible Senior Notes
due 2015 will have the right, subject to certaineptions and conditions, to require Level 3 to repase all or any part of the 7% Convertible
Senior Notes due 2015 at a repurchase price egu@% of the principal amount plus accrued andiithimterest thereon (if any) to, but
excluding, the designated event purchase datelditian, if an event treated as a change in cowtrdlevel 3 occurs, Level 3 will be obligated,
subject to certain conditions, to offer to purchab®f the outstanding 7% Convertible Senior Natae 2015 at a purchase price of 100Rthe
principal amount, plus a "make whole" premium, bgreasing the conversion rate applicable to suclCa¥vertible Senior Notes due 2015.

Debt issuance costs of $4 million were originabiyitalized and are being amortized over the terth@®f7%Convertible Senior Notes d
2015 as interest expense using the effective isttenethod. The capitalized unamortized debt isstiansts were $2 million at December 31,
2012 .

6.5% Convertible Senior Notes due 2016

On September 20, 2010, Level 3 Communications,reueived $170 milliomf net proceeds after transaction costs, from digoHering
of $175 million aggregate principal amount of it§% Convertible Senior Notes due 2016 (the " 6.58av@rtible Senior Notes"). On
October 5, 2010, in connection with the underwsitexercise of the $26 million over-allotment optessociated with the 6.5% Convertible
Senior Notes, the Company received an additional3p&illion net proceeds after transaction costess than $1 million . The 6.5%
Convertible Senior Notes are senior unsecured aftigs and rank equally in right of payment withadher existing and future unsubordina
indebtedness of Level 3 Communications, Inc. TB&®GConvertible Senior Notes will mature on OctobeP016. Interest on the notes accrue:
at 6.5% per year and is payable semiannually orl A@nd October 1, beginning April 1, 2011.

The 6.5% Convertible Senior Notes are convertigl@dlders into shares of the Company's common sabeky time prior maturity,
unless previously redeemed, repurchased or ulesSampany has caused the conversion rights toeexitie conversion rate is
approximately 54 shares per each $1,000 principaluat of 6.5% Convertible Senior Notes, subjec@djustment in certain circumstances.
This is equivalent to a conversion price of appradely $18.525 per share. In addition, if a dedigmh@vent (a change in control or a
termination of trading) occurs, Level 3 will be mjalted, subject to certain conditions, to offeptwchase all of the outstanding 6.5%
Convertible Senior Notes due 2016 at a purchase pifi 100% of the principal amount, plus accruedi @ampaid interest thereon. If an event
treated as a change in control occurs, the Compdhlge obligated, subject to certain conditiors pffer to purchase all of the outstanding
6.5% Convertible Senior Notes at a purchase pfid®0% of the principal amount plus a "make whgegmium, by increasing the conversion
rate applicable to such 6.5% Convertible SenioeNalue 2016.

Debt issuance costs of $6 million were originaliyitalized and are being amortized over the terth®®6.5% Convertible Senior Notes
as interest expense using the effective interettiade The capitalized unamortized debt issuancts eesre $4 million at December 31, 2012 .
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Capital Leases

As of December 31, 2012, the Company had $86 mithbcapital leases. The Company leases propartypment, certain dark fiber
facilities and metro fiber under noncancelable I&yeements that are accounted for as capital lelasesest rates on these capital leases
approximated 9.2% on average as of December 32, 201
Other Debt

As of December 31, 2012 , the Company had $12anillif other debt with an average interest rate 4¥®b.
Covenant Compliance

At December 31, 2012 and 2011 , the Company wasrimpliance with the covenants on all outstandirgf dssuances.

Long-Term Debt Maturities

Aggregate future contractual maturities of long¥tetebt and capital leases (excluding discountdaindalue adjustments) were as
follows as of December 31, 2012 (dollars in milbdn

2013 $ 21¢€
2014 23
2015 78¢€
2016 78¢€
2017 6
Thereafter 6,95¢
$ 8,78(
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(13) Employee Benefits and Stock-Based Compensation

The Company records non-cash compensation expengs butperform stock appreciation rights thaefers to as outperform stock
options ("OSO"), restricted stock units and sha484,k) matching contributions, and other stockedlasompensation associated with the
Company's discretionary bonus grants. Total noh-campensation expense related to these equitydawaas $135 million in 2012 , $101
million in 2011 and $67 million in 2010 .

The following table summarizes non-cash compensatigpense and capitalized non-cash compensatiaafdr of the three years ended
December 31, 2012, 2011 and 2010 (dollars in omd):

2012 2011 2010

0SO $ 14 $ 1C % 10
Restricted Stock Units and Shares 40 22 19
401(k) Match Expense 23 13 11
Restricted Stock Unit Bonus Grant 46 57 28
Management Incentive and Retention Plan 13 — —
13¢€ 10z 68

Capitalized Non-Cash Compensation (D) D ()
$ 13t % 101 % 67

The Company capitalizes non-cash compensatiomémetemployees directly involved in the constructibthe network, installation of
services for customers or the development of bssisapport systems.

OSOs and restricted stock units and shares ar¢éegrander the Level 3 Communications, Inc. StoeéaPas amended (the "Stock Pla
which term extends through May 20, 2020. The Stlek provides for accelerated vesting of stock deapon retirement if an employee
meets certain age and years of service requireraadtsertain other requirements. Under the Stoakpggmsation guidance, if an employee
meets the age and years of service requirements timel accelerated vesting provision, the awarddvbe expensed at grant or expensed ove
the period from the grant date to the date the eymg meets the requirements, even if the emplogsabt actually retired. The Company
recognized non-cash compensation expense for eegdiat met the age and years of service requisrfeg accelerated vesting at
retirement of $9 million , $12 million and $8 mdh in 2012, 2011 and 2010 , respectively.

Outperform Stock Options

The Company's OSO program was designed so th&dimpany's stockholders would receive a marketmatartheir investment before
OSO holders receive any return on their OSOs. Tdvagainy believes that the OSO program directly aliglanagement's and stockholders'
interests by basing stock option value on the Catyigaability to outperform the market in general naeasured by the Standard & Poor's
("S&P™) 500® Index. Participants in the OSO progrdmnot realize any value from awards unless thm@@my's common stock price
outperforms the S&P 500® Index during the life loé grant. When the stock price gain is greater tharcorresponding gain on the S&P 800
Index, the value received for awards under the @B is based on a formula involving a multipliefated to the level by which the
Company's common stock outperforms the S&P 500@xndio the extent that Level 3's common stock afpeas the S&P 500® Index, the
value of OSO units to a holder may exceed the vaiuen-qualified stock options.
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The initial strike price, as determined on the gegr to the OSO grant date, is adjusted over {jthe "Adjusted Strike Price"), until the
settlement date. The adjustment is an amount ¢qulé percentage appreciation or depreciatiohénvalue of the S&P 500® Index from the
date of grant to the date of exercise. The valub®fOSO increases for increasing levels of outperédnce. OSO units have a multiplier range
from zero to four depending upon the performanceeskl 3 common stock relative to the S&P 500® hde shown in the following table.

If Level 3 Stock Outperforms the S&P 500®  Then the Pre-multiplier Gain Is Multiplied by a $ess

Index by: Multiplier of:

0% or Less —

More than 0% but Less than 11% Outperformance percentage multiplied4dyi1
11% or More 4.00

The Pre-multiplier gain is the Level 3 common stpcke minus the Adjusted Strike Price on the dditgettiement.

Upon settlement of an OSO, the Company shall detivgpay to the grantee the difference betweeridinenarket value of a share of
Level 3 common stock as of the day prior to thdesaent date, less the Adjusted Strike Price (Eveetcise Consideration”). The Exercise
Consideration may be paid in cash, Level 3 comniocksor any combination of cash or Level 3 commimtls at the Company's discretion.
The number of shares of Level 3 common stock tdddwered by the Company to the grantee is detathby dividing the Exercise
Consideration to be paid in Level 3 common stockh®yfair market value of a share of Level 3 comrstmtk as of the date prior to the
settlement date. Fair market value is defined n@$0O agreement as the closing price per shareva 3 common stock on the national
securities exchange on which the common stocladett. Settlement of the OSO units does not reqmiyecash outlay by the employee.

As part of a comprehensive review of its long-tewmpensation program completed in the first quart&007, beginning with awards
made on or after April 1, 2007, OSO units were a@edrmonthly to employees in mid-management levelragher positions, have a thrgear
life, vest 100% and fully settle on the third arersary of the date of the award and are valued e dirst day of each month. Recipients have
no discretion on the timing to exercise OSO unigsted on or after April 1, 2007, thus the expetifedf all such OSO units is three years.
During the first quarter of 2010, the Company redishe eligibility criteria and grant schedule itsrnon-cash compensation. Effective April 1,
2010, the Company's OSOs are granted quarterlgrtain levels of management. There were no chatogibe vesting schedule, or any other
aspects of the non-cash compensation plans.

As of December 31, 2012 , there was $21 millionmdmortized compensation expense related to gr&®€d units. The weighted
average period over which this cost will be recagdiis 2.16 years .
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The fair value of the OSO units granted is cal@adaiy applying a modified Black-Scholes model with assumptions identified below.
The Company utilized a modified Black-Scholes matied to the additional variables required to catthe effect of the market conditions
and success multiplier of the OSO program. The Gomybelieves that given the relative short liféhef OSOs and the other variables used in
the model, the modified Black-Scholes model prosideeasonable estimate of the fair value of th® Qfits at the time of grant.

Year Ended December 31,

2012 2011 2010
S&P 500 Expected Dividend Yield Rate 2.05% 1.83% 2.00%
Expected Life 3 years 3 years 3 years
S&P 500 Expected Volatility Rate 23% 30% 30%
Level 3 Common Stock Expected Volatility
Rate 39% 44% 51%
Expected S&P 500 Correlation Factor 0.32 0.39 0.40
Calculated Theoretical Value 110% 120% 132%
Estimated Forfeiture Rate 20% 20% 20%

The fair value of each OSO unit equals the caledlgheoretical value multiplied by the Level 3 coamstock price on the grant date.

As described above, recipients have no discretiothe timing to exercise OSO units. Thus the exguklite of all such OSO units three
years. The Company estimates the stock price lipfatsing a combination of historical and impliedlatility as Level 3 believes it
consistent with the approach most marketplaceqyaaints would consider using all available inforimato estimate expected volatility. The
Company has determined that expected volatilitpase reflective of market conditions and providesae accurate indication of volatility
than using solely historical volatility. In reachithis conclusion, the Company has considered rfetgrs including the extent to which its
future expectations of volatility over the respeetierm is likely to differ from historical meassrehe absence of actively traded options and
the Company's ability to review volatility of itsiplicly traded convertible debt with similar ter@usd prices to the securities the Company is
valuing.

The fair value for OSO units awarded to particigatring the years ended December 31, 2012 , 264 2@10 was approximately $29
million , $12 million and $10 million , respectiyel

Transactions involving OSO units awarded are suriz@ain the table below. The Option Price Per littentified in the table below
represents the initial strike price, as determioedhe day prior to the OSO grant date for thos@tgt
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Weighted Weighted
Average Average
Initial Aggregate Remaining
Initial Strike Price  Strike Intrinsic Contractual
Units Per Unit Price Value Term (years)
(in millions)
Balance January 1, 2010 1,056,62° $ 10.5(-$ 9150 $ 442t $ 5.2 1.55
Options granted 511,08: 14.10- 24.3( 19.5C
Options forfeited (117,36 10.5(- 91.5C 25.8(
Options expired (393,95) 45.4% - 91.5( 76.9¢
Options exercised — —- — —
Balance December 31, 2010 1,056,39: $ 10.5(-$ 51.6( $ 220t $ — 1.73
Options granted 498,61¢ 14.7C-  36.6( 23.9¢
Options forfeited (96,172 10.5C- 51.6C 22.3¢
Options expired (140,65 31.8(- 51.6( 44.6¢
Options exercised (29,469 14.1C- 15.7¢ 14.9:
Balance December 31, 2011 1,288,71: $ 10.5(-$ 36.6( $ 2051 $ 1.8 1.53
Options granted 1,195,45: 16.9¢- 27.5: 24.6¢
Options forfeited (72,33 12.0C-  36.6( 21.8(
Options expired (278,11) 15.0(- 22.6¢ 18.4¢
Options exercised (67,299 10.5C-  13.8( 12.4¢
Balance December 31, 2012 _ 2,066,41' $ 14.1(-$ 36.6( $§ 23.4( g 6.€ 1.73
OSO units Outstanding OSO units Exercisable
at December 31, 2012 at December 31, 2012
Weighted  Weighted Weighted
Average Average Average
Range of Number Remaining Initial Number Initial
Exercise Prices Outstanding Life (years) Strike Price Exercisable Strike Price
$14.1C- $20.8¢ 496,21: 1.04 $ 15.9¢ — $ —
$22.05- $24.3( 793,61 1.76 $ 22.6¢ — $ —
$27.5%- $36.6( 776,58¢ 2.14 $ 28.8¢ — $ =
2,066,41! 1.73 $  23.4( — 3 —

In the table above, the weighted average initiéeiprice represents the values used to calcthat¢éheoretical value of OSO units on
grant date and the intrinsic value represents ghgevof OSO units that have outperformed the S&B®bhdex as of December 31, 2012 . As
noted above, all of the outstanding OSO units gdhtave an expected life of three years. The iatr@hsic value of OSOs outstanding based
on the Company's performance against the S&P 500@&x was zero , zero , and zero , as of Decemhe&2(3P, 2011 and 2010, respectively.

The total realized value of OSO units settled wa8 $nillion , $0.4 million and zero for the yearsled December 31, 2012 , 2011 and
2010, respectively. The Company issued zero 4P3ahd zero shares of Level 3 common stock upoetbecise of OSO units for the years
ended December 31, 2012 , 2011 and 2010 , resphctivhe Company paid cash in lieu of shares ofell@xommon stock for the realized
value of OSO units settled for the year ended Déezr@1, 2012. The number of shares of Level 3 comstock issued upon settlement of an
0SO
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unit varies based upon the relative performandeswél 3 stock price and the S&P 500@®&lex between the initial grant date and settlerdeir
of the OSO unit.

As of December 31, 2012 , based on the Level 3 comstock price and post-multiplier values, the Campwas obligated to issue no
shares for vested and exercisable OSO units. Bsoémber 31, 2012, there were no exercisable O®6 un

Restricted Stock and Unit

Effective April 1, 2010, restricted stock units astthres are annually granted on July 1 to certajibke recipients, including the Board
Directors, at no cost. Restrictions on transfeséapver one to four year periods. The fair valueesfricted stock units and shares awarded
totaled $69 million , $35 million and $21 millioorfthe years ended December 31, 2012 , 2011 ar@,2@%pectively. The fair value of these
awards was calculated using the value of the L&waimmon stock on the grant date and are beingtem®dover the periods in which the
restrictions lapse. As of December 31, 2012 , untimeal compensation cost related to nonvestedictsdrstock and restricted stock units was
$43 million and the weighted average period oveictvithis cost will be recognized is 2.8 years .
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The changes in restricted stock and restrictedkstaits are shown in the following table:

Weighted
Average
Grant Date
Number Fair Value

Nonvested at January 1, 2010 159524 $ 33.3(

Stock and units granted 1,182,35: 17.5¢
Lapse of restrictions (594,58() 38.7(
Stock and units forfeited (161,31) 26.5¢
Nonvested at December 31,20 2,021,700 $  22.9¢
Stock and units granted 1,030,67! 33.9¢
Lapse of restrictions (845,71) 27.7¢
Stock and units forfeited (175,88) 27.0¢
Nonvested at December 31,20 2,030,78: $  26.2¢
Stock and units granted 2,869,58: 24.1:
Lapse of restrictions (1,048,75) 26.0¢
Stock and units forfeited (214,639 24.9:

Nonvested at December 31,20 3,636,971 $  24.7]

The total fair value of restricted stock and res#d stock units whose restrictions lapsed in #evy ended December 31, 2012 , 28id
2010 was $27 million , $24 million and $23 milliprespectively.

Management Incentive and Retention Pl:

Effective March 2012, the Company adopted a Manageiimcentive and Retention Plan ("MIRP") as a rse#rencouraging key
management personnel to remain employed with theg2ay or one of its subsidiaries and to rewardcattféevement of established
performance criteria. The MIRP provides an oppatyuto receive two types of awards: a retentioni@and an incentive award. Participants'
retention and incentive awards can have a cash @oemp only or a cash component and an equity copmoihe equity component is gran
in the form of restricted stock units under thecRtBlan.

A summary of the retention restricted stock uniemged under the MIRP is shown in the followingléab

Weighted
Average
Grant Date
Number Fair Value
Nonvested at January 1, 2012 — $ —
Stock and units granted 465,00( 25.97

Lapse of restrictions — —
Stock and units forfeited — —

Nonvested at December 31, 20 465,000 $ 25.9:

In addition, the number of restricted stock urfiiattwould be granted under the incentive portiothefMIRP based on expected
performance would be 418,500 as of December 312.201

The total fair value of retention and incentivetriesed stock units awarded during the period eridedember 31, 2012 under the MIRP,
assuming performance attained against the perfaenbenchmark, was $23 million .
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As of December 31, 2012 , unamortized compensatshrelated to the MIRP was $10 million and thégiveed average period over
which this cost will be recognized is 1 year .

As of December 31, 2012 , $11 million had beenwedin other current liabilities for the cash comguat of the MIRP.

Warrants

As of December 31, 2012 , there were warrants tolase 45,593 shares of Level 3 common stock autistg with an exercise price of
$73.50, which expired in January 2013 . All of tha&rants were fully vested and compensation ex@bad been fully recognized in the
consolidated statements of operations.

Defined Contribution Plans

The Company sponsors a number of defined contdbuytians. The principal defined contribution plans discussed individually below.
Other defined contribution plans are not individypaignificant and therefore have been summarineagregate below.

The Company and its subsidiaries offer their gieiemployees the opportunity to participate ireéireed contribution retirement plan
qualifying under the provisions of Section 401(k}tee Internal Revenue Code ("401(k) Plan"). Eatipleyee is eligible to contribute, on a-
deferred basis, a portion of annual earnings géiperat to exceed $ 17,000 in 2012 and $17,5000b3. Effective January 1, 2012, the
Company matches 100% of employee contribution®ul®4 of eligible earnings or applicable regulatlimits. Between March 6, 2009 and
December 31, 2011, the Company matched 100% ofagmlcontributions up to 3% of eligible earninggpplicable regulatory limits.

The Company's matching contributions are made ketrel 3 common stock based on the closing stoaepn each pay date. The
Company's matching contributions are made throungiis in the Level 3 Stock Fund, which representataf Level 3 common stock. The
Level 3 Stock Fund is the mechanism that is usetiégel 3 to make employer matching and other doations to employees through the
Level 3 401(k) plan. Employees are not able to Ipase units in the Level 3 Stock Fund. Employeesibie to diversify the Company's
matching contribution as soon as it is made, ef/hey are not fully vested, subject to insideding rules and regulations. The Company's
matching contributions will vest ratably over thest three years of service or over such shortepgeuntil the employee has completed three
years of service at such time the employee is 100% vested in all Company matching contributiansluding future contributions. The
Company made 401(k) Plan matching contribution32& million , $13 million and $11 million for theeprs ended December 31, 2012 , 2011
and 2010, respectively. The Company's matchingritanions are recorded as non-cash compensatidinatuded in selling, general and
administrative expenses. Former U.S.-based Glolmdgihg employees became eligible to participatben_evel 3 401(k) plan starting
January 1, 2012.

Other defined contribution plans sponsored by then@any are individually not significant. On an aggate basis the expenses reca
by the Company relating to these plans was apprateiyn $7 million for the year ended December 31,28nd $2 milliorfor the year ende
December 31, 2011 .

Non-Qualified Stock Options ("NQ Options")

On October 4, 2011, as part of the Amalgamatiomjshued and outstanding options to purchase Gtealsing common shares were
modified into options to purchase Level 3 commartlst There was no unrecognized compensation exgens&) Options at the time of the
Amalgamation and no additional NQ Options have lgranted since the Amalgamation date.
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Information regarding NQ Options outstanding is swanized below:

Number Weighted Average
Outstanding Exercise Price

Balance at October 4, 2011 765,58 % 10.82
Exercised (167,39) $ 10.9¢
Balance at December 31, 2011 508,19( % 10.7¢
Exercised (533,71) % 10.61
Forfeited (2,149 $ 14.3¢
Balance at December 31, 2012 62,32 ¢ 12.1¢

The following table summarizes information concegnoutstanding and exercisable NQ Options at Deeeidb, 2012 :

Options Outstanding and Exercisable
Weighted Average Weighted Average

Number Remaining Contractual Exercise Price per

Exercise Prices Outstanding Life (in years) Share
$ 9.5¢ 28,54¢ 0.9 $ 9.5:
$ 14.4: 33,77¢ 2.0 $ 14.4:
Total 62,32¢ 1.5 $ 12.1¢

The weighted average remaining contractual termM&gears for NQ Options exercisable as of Decer@bg2012 . The total intrinsic
value of NQ Options outstanding and exercisable apsoximately $1 million as of December 31, 20T2e total intrinsic value of NQ
Options exercised between January 1, 2012 and Desredd, 2012 was $6 million and Level 3 receivedribiion for the exercise of these
options. The total intrinsic value of NQ Option®esised between October 4, 2011 and December 31,&8s $1 milliorand Level 3 receive
$2 million for the exercise of these options.

Defined Benefit Plans

The Company has certain contributory and non-doutoiry employee pension plans, which are not sicanit to the financial position or
operating results of Level 3. The Company recogniaets balance sheet the funded status of itmee@fenefit post-retirement plans, which is
measured as the difference between the fair vdltteeglan assets and the benefit obligation. Tom@any is also required to recognize
changes in the funded status within accumulateerabmprehensive income, net of tax to the extecit shanges are not recognized in
earnings as components of periodic net benefit e fair value of the plan assets was $146 milliad $137 million as of December 31,
2012 and 2011 , respectively. The total benefitgaition was $ 166 million and $152 million as ofd@enber 31, 2012 and 2011 , respectively.
One of the Company's pension plans split the &6 / 40% between the Company and the employegsectvely. Therefore, the total
funded status was an obligation of $20 million 2 $dillion attributable to the Company and $8 milliattributable to employees, as of
December 31, 2012 . The total funded status wabhgation of $15 million as of December 31, 2011.

Annual Discretionary Bonus Gran

The Company's annual discretionary bonus programésded to retain and motivate employees to aehiee Company's financial and
business goals. Each participant is provided aetagard expressed as a percentage of base gattugl awards under the program are basec
on corporate results as well as achievement ofifipec
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individual performance criteria during the bonuarpperiod, and may be paid in cash, restrictedksiois, or a combination of the two, at the
sole discretion of the Compensation Committee efBbard of Directors.

As of December 31, 2012, $103 million , had beemweed in other current liabilities for this bondam including employer liability for
payroll taxes and charges. The Company generafig@s to pay out 40% in cash and 60% in immediate$ted restricted stock units and
shares of Level 3 common stock in the first quanfe2013.

As of December 31, 2011, $136 million had beenwstin other current liabilities for this bonusmlancluding employer liability for
payroll taxes and charges. The Company paid oundillidn cash and 2.4 million immediately-vestedtrected stock units in 2012 for this
plan.

As of December 31, 2010, $59 million had been aatiin other current liabilities for this bonus plércluding employer liability for
payroll taxes and charges. The Company paid oun§iZi@n cash and 1.7 million immediately-vestedtrected stock units in 2011 for this
plan.

(14) Income Taxes

The following table summarizes the income tax bigifefovision) attributable to loss from continuingerations before income taxes for
each of the three years ended December 31, 20021,&hd 2010:

2012 2011 2010
(dollars in millions)
Current:
United States federal $ — $ — $ —
State 2 — @
Foreign (36) (8) —

(39) ® @
Deferred, net of
changes in valuation

allowances:

United States feders 3 (30) —
State — Q) —
Foreign @) 2 92
Income tax benefit

(provision) $ (49 $ (4) $ 91

The United States and foreign components of incass) from continuing operations before incomeetafor each of the three years
ended December 31, 2012, 2011 and 2010 are asvfoll

2012 2011 2010
(dollars in millions)
United States $ (439H) $ (692 $ (549
Foreign 60 (94) 70

$ (379 $ (786 $ (712
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A reconciliation of the actual income tax bengfitdvision) and the tax computed by applying the.feSeral rate ( 35% ) to the loss
before income taxes for each of the three yearecbeécember 31, 2012 , 2011 and 2010 is showreifotlowing table:

2012 2011 2010

(dollars in millions)

Computed tax benefit at statutoi

rate $ 131 $ 278 $ 25C
Effect of earnings in jurisdictions

outside of US 25 (13 (13
Change in valuation allowance (14%) (219) (130
Permanent items (48) (44 (16
Indefinite-lived assets 3 (26) —
Other, net (8) (20) —

Income tax benefit (provision) $ (48 $§ (41) $ 91

The components of the net deferred tax assetslifies) as of December 31, 2012 and 2011 are k®Ae:

2012 2011

(dollars in millions)

Deferred Tax Assets:

Accrued payroll and related benefits $ 11¢ % 101
Deferred revenue 271 27€
Unutilized tax net operating loss carry forwards 4,611 3,99¢
Fixed assets and intangible assets 134 157
Intercompany loss 14¢ 164
Other 162 19z
Total Deferred Tax Assets 5,44¢ 4,887
Deferred Tax Liabilities:

Fixed assets and intangible assets (702 (542)
Deferred revenue (87) (93
Other (45) (52)
Foreign branch income (37 (40)
Total Deferred Tax Liabilities (871) (72€)
Net Deferred Tax Assets before valuation allowance 4,57¢ 4,161
Valuation Allowance (4,697) (4,2572)
Net Deferred Tax (Liability) after Valuation Allowae $ (12%) $ (99)
Balance sheet classification of deferred taxes:

Net current deferred income tax asset $ 9 $ 12
Net current deferred income tax liability 3 3
Net non-current deferred income tax asset 21¢ 24¢
Net non-current deferred income tax liability (34¢) (34€)
Net Deferred Tax (Liability) after Valuation Allowae $ (129 $ (99)
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During the twelve months ended December 31, 2@4€ Company completed an extensive analysis oftmpany's Internal Revenue
Code ("IRC") Section 382 limitation that resultedain increase of the amount of net operating lasy dorwards as of December 31, 2011 by
approximately $1.0 billion on a pre-tax basis. Eheas no financial impact in the consolidated stete of operations associated with this
increase as a full valuation allowance has beeorded against the additional deferred tax assedeUtine rules prescribed by U.S. IRC
Section 382 and applicable regulations, if certeinsactions occur with respect to an entity'staaptock that result in a cumulative ownership
shift of more than 50 percentage points by 5% dtolders over a testing period, annual limitatioresimmposed with respect to the entity's
ability to utilize its net operating loss carrywi@rds and certain current deductions against afabta income the entity achieves in future
periods.

As of December 31, 2012 , the Company had net Gpgri®ss carry forwards of approximately $8.5ibiil (net of IRC Section 382
limitation) for U.S. federal income tax purposebese loss carry forwards expire in future yearsubh 2032 and are subject to examinatio
the tax authorities until three years after theyctorwards are utilized. The U.S. federal tax loasy forwards expire as follows (dollars in
millions):

Expiring
December 31, Amount

2023 $ 254

2024 1,30z
2025 1,18¢
2026 1,02¢
2027 1,501
2028 44t
2029 70C
2030 703
2031 711
2032 $ 69t

s 85

As of December 31, 2012 the Company had statepehting loss carry forwards of approximately $3ilBon which are subject to
limitations on their utilization and have variougp@ation periods through 2032. The Company had@pmately $6.4 billion of foreign
jurisdiction net operating loss carry forwards whare subject to limitations on their utilizatidrhe majority of these foreign jurisdiction t
loss carry forwards have no expiration period.

The ultimate realization of deferred tax assetiejgendent upon the generation of future taxableniecduring the periods in which those
temporary differences become deductible. The Compansiders the scheduled reversal of deferretidbitities, projected future taxable
income and tax planning strategies in making te&asment. A valuation allowance has been recagisEidst U.S. and certain foreign
jurisdiction deferred tax assets that the Compasydoncluded under relevant accounting standaadiét tis not more likely than not that t
deferred tax assets are realizable.

The valuation allowance for deferred tax assetsapmsoximately $4.7 billion as of December 31, 2ab@ $4.3 billion as of
December 31, 2011 . The change in the valuati@walhce from December 31, 2011 to December 31, B0g@marily due to the increase in
the U.S. federal and state net operating loss darwards associated with a revision to the Comfsapsior IRC Section 382 limitation
calculation, an increase to the U.S. federal aatt $6x NOL resulting from continued operationalltzsses, offset by additional U.S. deferred
tax liabilities from U.S. fixed assets and intargiband the sale of net operating loss carry fadvadtributes in Sweden.

The Company provides for United States income taxethe undistributed earnings and the other ogtsabis temporary differences of
foreign corporations unless they are consideredfinitely reinvested outside the
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United States. The amount of temporary differemetted to undistributed earnings and other outisatis temporary differences of
investments in foreign subsidiaries upon which ekhiGtates income taxes have not been providedmraaterial.

The Company's liability for uncertain tax positidngaled $18 million at December 31, 2012 and $ibam at December 31, 2011 . If
the remaining balance of $18 million of unrecogdizax benefits as of December 31, 2012 ( $15 miléie of December 31, 2011) were
realized in a future period, it would result ins benefit of $18 million ( $15 million as of Decbar 31, 2011) and a reduction in the effective
tax rate. The Company expects that the liabilityuiocertain tax positions will decrease by appratity $5 million (plus $4 million of
associated interest and penalty) during the twelgaths ended December 31, 2013 . A reconciliatidhebeginning and ending balance of
unrecognized tax benefits follows (dollars in noifis):

Amount

Balance as of January 1, 2010 $ 5
Gross increases - tax position prior to 2010 1
Balance as of December 31, 2010 $

Gross increases - Global Crossing tax positionziof years 11
Gross decreases - tax positions of prior years Q)
Gross decreases - settlement with taxing authsritie D
Balance as of December 31, 2011 $ 15
Gross increases - tax positions of prior years 4
Gross increases - tax positions during 2012 1
Gross decreases - lapse of statute of limitations @
Gross decreases - settlement with taxing authsritie Q)
Balance as of December 31, 2012 $ 18

The Company, or at least one of its subsidiaritss fincome tax returns in the U.S. federal jugidin and various states and foreign
jurisdictions. With few exceptions, the Companwydslonger subject to U.S. federal, state and larahor-U.S. income tax examinations by
authorities for years before 2003. The Internalddexe Service and state and local taxing authorgigsrve the right to audit any period where
net operating loss carry forwards are available.

The unrecognized tax benefits in the table aboveadanclude accrued interest and penalties ofiéitiion , $20 million and $12 million
as of December 31, 2012, 2011 and 2010, respdetiVhe Company's policy is to record interest padalties related to uncertain tax
positions in income tax expense. The Company razedraccrued interest and penalties related tortaingax positions in income tax expe
in its consolidated statements of operations of@pmately $3 million , zero and $2 million for tlyears ended December 31, 2012 , 2011 an
2010, respectively.

(15) Segment Information

Accounting guidance for the disclosures about segsnaf an enterprise defines operating segmentermponents of an enterprise for
which separate financial information is availalhe avhich is evaluated regularly by the Company’iefcbperating decision maker, or decision
making group, in deciding how to allocate resouas assess performance. As a result of the integraf Global Crossing (see Note 2 -
Events Associated with the Amalgamation of Global<Sing) and the sale of the coal business dunedaurth quarter of 2011, the Company
reorganized its management reporting structur@®ir?2o reflect the way in which it allocates resmsrand assesses performance. As a re:
these changes, the Company is now comprised ofepogtable segment for financial reporting purposggresenting its communications
services business. Other business interests, vanéch
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not reportable segments, include corporate asedtsgerhead costs that are not attributable teeaip segment, and the results of
discontinued operations which include the coal ngridusiness (see Note 4 - Dispositions). The yeéar reportable segment information has
been revised to conform with this presentation.

The data presented in the following tables includé&smation for the years ended December 31, 21211 and 2010 for all statement
of operations and cash flow information presendéed, as of December 31, 2012 and 2011 for all balaheet information presented.
Information related to an acquired business isuithetl from the date of acquisition, and informatielated to dispositions is included through
the date of sale as discontinued operations. Revand the related expenses are attributed to ¢esifiiased on where services are provided.

Segment information for the communications servimgsiness is summarized as follows:

Year Ended December 31,
2012 2011 2010
(dollars in millions)
Revenue from external customers $ 6,37¢ $ 4,33t $ 3,597

Capital expenditures $ 74 $ 494 % 43t

Depreciation and amortization $ 74¢  $ 80t $ 87C

Total assets $ 13,307 $ 13,18¢
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The following is a summary of geographical inforioat(dollars in millions):

Year Ended December 31,

2012 2011 2010

Revenue from external customers:
North America $ 480 $ 366¢ $ 3,27¢
Europe:

United Kingdom 62¢ 267 131

Germany 79 72 62

Other European Countries 19¢ 162 122
Total Europe 903 50z 31€
Latin America:

Brazil 267 68 —

Argentina 101 23 —

Colombia 104 23 —

Other Latin American Countries 192 44 —
Total Latin America 664 15¢ —
Other 6 4 —

$ 637¢ $ 433 $ 3,591

Long-lived assets:

North America $ 537t $ 5,33¢
Europe:
United Kingdom 694 613
Germany 34¢ 34¢
Other European Countries 53C 59¢
Total Europe 1,57( 1,55
Latin America:
Brazil 42¢ 434
Argentina 377 387
Colombia 252 247
Other Latin American Countries 477 46E
Total Latin America 1,53( 1,53
Other 42~ 512

$ 8,900 $ 8,94(

The Company includes all non-current assets, exXoepfoodwill, in its long-lived assets.

Total revenue consists of:

1) Core Network Services revenue from colocatioth data center services, transport and fiber, tPdata services and voice
services.

2) Wholesale Voice Services and Other revenue frarg tistance voice services, revenue from managettmand its related

intercarrier compensation services and revenue theniSBC Master Services Agreement”, which wasiokd through an
acquisition in 2005.
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The following table provides revenue by serviceenffg (dollars in millions):

Year Ended December 31,

2012 2011 2010
Core Network Services $ 5681 $ 3,59¢ $ 2,821
Wholesale Voice Services and Other 78¢ 734 764
$ 6,37¢ $ 433: $ 3,591

The prior year's revenue by service offering hanbevised to conform to the current year's presiemt
(16) Commitments, Contingencies and Other Items

The Company is subject to various legal proceedamgkother contingent liabilities that individuatly in the aggregate could
materially affect its financial condition, futuresults of operations or cash flows. Amounts accfaeduch contingencies aggregate to $277
million and are included in “Other” current liabliéis and “Other Liabilities” in the Company's colidated balance sheet as at December 31,
2012. The establishment of an accrual does not miedrmactual funds have been set aside to satigiyem contingency. Thus, the resolution of
a particular contingency for the amount accrued hae no effect on the Company's results of opmratbut could materially adversely affect
its cash flows for the affected period.

In accordance with the accounting guidance foriogencies, the Company accrues its estimate ohéingent liability when it is bot
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 losw/fficch no amount in the range is more likely thay ather amount, the Company accrues &
low end of the range. The Company reviews its adsrat least quarterly and adjusts them to reffezimpact of negotiations, settlements,
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 December@R. 2Although the Company
believes it has accrued for these matters in aec@alwith the accounting guidance for contingenciestingencies are inherently
unpredictable and it is possible that results @frapions or cash flows could be materially and eshlg affected in any particular period by
unfavorable developments in, or resolution or dégjimn of, one or more of these matters. For thams@ingencies in respect of which the
Company believes that it is reasonably possiblegdhass may result that is materially in excesthefaccrual (if any) established for the ma
the Company has below either provided an estimfadaah possible loss or range of loss or includsthtement that such an estimate cann
made. In addition to the contingencies describéovigehe Company is party to many other legal pedliegs and contingencies the resolution
of which is not expected to materially affect itsaincial condition or future results of operatidreyond the amounts accrued.

Right«-of-Way Litigation

The Company is party to a number of purported das®n lawsuits involving its right to install i optic cable network in railroad
right-of-ways adjacent to plaintiffs' land. In geale the Company obtained the rights to constiisanétworks 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 its fiber optic cable netkgopass, and that the railroads, utilities, amist who 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, alé agepunitive damages. The Company has also redeand may in the future receive, claims
and demands related to rights-of-way issues sirtdl#ine issues in these cases that may be bassthivar or different legal theories. The
Company has defeated motions for class certifinatica number of these actions but expects thagrdtsettlement of these actions, plaintiffs
in the pending lawsuits will continue to seek d&xaition of statewide or multi-state classes. Thiy dawsuit in which a class was certified
against the Company, absent an agreed upon setitieoceurred inKoyle, et. al. v. Level 3 Communications, Inc.,
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et. al.,a purported two state class action filed in thetéthStates District Court for the District of Idafidve Koyle lawsuit has been dismissed
pursuant to a settlement reached in November 28 H@scribed further below.

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

In November 2010, the Company negotiated revisglbsent terms for a series of state class settisraffecting all persons who
own or owned land next to or near railroad rigtiteray in which the Company has installed its fibptic cable networks. The Company is
currently pursuing presentment of the settlemeipiplicable jurisdictions. The settlements affeginrrent and former landowners have
received final federal court approval in multiptates and the parties are engaged in the claim&gsdor those states. The settlement has als
been presented to federal courts in additionaéstand approval is pending.

Management believes that the Company has subdtdetenses to the claims asserted in all of theierss and intends to defend th
vigorously if a satisfactory settlement is notmbitely approved for all affected landowners.

Derivative Actior

In March 2009, Level 3 Communications, Inc., a®mimal defendant, certain of its directors anditerent officers, and a former
officer, were named as defendants in purportedkbtiider derivative actions in the District CourtoBmfield County, Colorado, which were
consolidated as Ime Level 3 Communications, Inc. Derivative Litigeti(Lead Case No. 2009CV5#)e “State Derivative Action”). The
plaintiffs in the action alleged that during theipd specified in the complaints the named defetwitailed to disclose material adverse facts
about the Company's integration activities, busirees operations. The complaint sought damagesgloalftof the Company based on
purported breaches of fiduciary duties for dissexting false and misleading statements and failingaintain internal controls; unjust
enrichment; abuse of control; gross mismanagemette of corporate assets; and, with respect tainatefendants, breach of fiduciary du
in connection with the resignation of Kevin O'Hafae plaintiffs undertook further assessment ofState Derivative Action following the
final dismissal of a related securities class aclvsuit which was based upon similar allegatiamg] determined not to pursue the action
further. The plaintiffs filed a motion for voluntadismissal and the action was dismissed by thet cmuJune 26, 2012.

Peruvian Tax Litigatior

Beginning in 2005, one of the Company's Peruvidsisliaries received a number of assessments fppéaralty and interest for calendar
years 2001 and 2002. Peruvian tax authorities (SUN@ok the position that the Peruvian subsidiagoirectly documented its importatic
resulting in additional income tax withholding avelueadded taxes (VAT). The total amount of the assesig@ichs, including potential intere
and penalties, was $26 million , consisting of #iBiom for income tax withholding in connection \uithe import of services for calendar years
2001 and 2002, $7 million for VAT in connection vthe import of services for calendar years 2012002, and $16 million in connection
with the disallowance of VAT credits for periodgjirning in 2005. Due to accrued interest and foreigchange effects, and taking into
account the developments described below, theaatalunt of exposure has increased to $97 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 highesnhanstrative 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 assessmeptracedural grounds. Other than an
immaterial amount, all assessed items dismissdtidoyax Court in this ruling remain open

F-64




Table of Contents

for reassessment by SUNAT. While this Tax Courngibpplies only to 2002, the Company believesTitwe Court will issue a similar ruling
with respect to 2001, and all material amountdyike be waived due to procedural defects similagijnain open for reassessment.

In November 2011, the Tax Court issued a rulindghwéispect to assessed 2001 withholding tax, holdtiagthe statute of limitations had
run prior to assessment by SUNAT. The Company bedi¢hat this adjudication of the withholding tague is likely to be final, and the
Company expects to win a similar verdict with repge assessed 2002 withholding tax. However, piesalvith respect to withholding tax are
not time-barred, and were confirmed in the Tax €s@ctober 2011 ruling.

The Company has appealed the Tax Court's Octolddr @€cision to the judicial court in Peru. The Camphas not received Tax Court
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 beistar® with decisions already rendered. The Compteynds to appeal any Tax Court ver
with respect to 2001 to the extent consistent WithOctober 2011 decision in the government's fanorwill protest any reassessment of
amounts dismissed by the Tax Court on procedumalrgts.

Employee Severance and Contractor Termination Désg

A number of former employees and third-party cacttyes have asserted a variety of claims in litmatgainst 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 terminatio
service relationships. The Company is vigoroushedding itself against the asserted claims, whiggregate to approximately $42 million .

Brazilian 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 mawes from leasing movable properties (in
the case of the December 2004 and March 2009 asset&g and revenues from the provision of Inteaeess services (in the case of the
April 2009 assessment), by treating such activiieshe provision of communications services, ticlvkthe ICMS tax applies. In September
2002, July 2009 and May 2012, the Rio de Jane#te $ax authorities issued tax assessments t@the Brazilian subsidiary on similar issues.
The Company has filed objections to these assedsparguing that the lease of assets and the jwovid 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 $58 million in ess®f the accruals established for these matters.

Customer Bankruptcy Claim
During 2007, one of the Company's U.S. subsidiarteesmenced default and disconnect procedures dgaaqustomer for breach of a
sales contract for termination of international aedhestic wireless and wireline phone service basetthe nature of the customer's traffic,

which rendered the contract highly unprofitabléhe
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Company. After the process was begun, the custéitadrfor bankruptcy protection, thereby barring ompany from taking further
disconnection actions against it. The Company conue@ an adversary proceeding in the bankruptcytcasserting a claim for damages for
the customer's alleged breaches of the contractaraddeclaration that, as a result of these bresche customer was prohibited from
assuming the contract in its reorganization proiegsd

The customer filed several counterclaims agairess@bmpany alleging various breaches of contracattempting improperly to
terminate service, for improperly blocking inteiinagl traffic, for violations of the CommunicatioAst of 1934 and for related tort-based
claims. The Company notified the customer thatGbenpany would be raising its rates for certainhef services and filed a motion with the
bankruptcy court seeking additional adequate assartor the rate change, or an order allowing the@any to terminate the customer's
service. The customer amended its counter clairasgert claims for breach of contract based upemate increase. On July 3, 2008, the Cou
issued an opinion holding that the agreement dicpeamit the Company to increase the rates in taenar it did and that the Company:

(a) breached the sales contract in so doing; anddb therefore not entitled to additional adeqaatrance or an order terminating service.
The Court did, however, permit the Company to anmendomplaint to plead a rescission claim (whicksviiled on July 14, 2008) and to asser
other defenses.

The Court dismissed the customer's bankruptcy loaseder dated November 25, 2009, and retaineddkersary proceeding
(including the customer's counterclaim). On Decen2ie 2009, the Company terminated service to tistoener. The Company amended its
complaint to include allegations relating to thenipalation of traffic data, so called “ANI stripgiif and the customer filed an amended
answer, affirmative defenses and counterclaims.

On January 14, 2011, the Company filed a motiorsémnmary judgment asserting that the customertismtitled to recover any
damages (other than those based on rescisgi@ntheories) by reason of a limitation of liafyilprovision in the contract and applicable law.
July 22, 2011, the Court issued its decision omtbé&on. Although the Court held that the limitatiof liability provision of the contract was
valid and enforceable and barred the customer frorauing all forms of lost profit damages, the Gaafused to exclude the customer's claim
for general damages at that point, and permittatlisisue to proceed.

After discovery in the action concluded, the Caardered trial to proceed in three separate phdsies.of the first set of issues
commenced on November 14, 2011. After the Countchiesstimony from four witnesses, the matter wgewded until January 23, 2012, at
which time further testimony was taken for thregsda@ he customer's most recent damage estimateddrmm approximately $150 million to
approximately $450 million . While the final outcerof this matter was uncertain, the Company betiéivkad good defenses that would have
limited substantially the amount of damages recalvierby the customer, including defenses based tiyglimitation of liability provisions in
the contract. However, the precise effect of thaliaption of these defenses was unclear, and tmep@ay therefore elected to settle the case
for an amount approximately equal to the accruat tihe Company had established for the matter s€tlitement agreement was entered int
the parties effective on April 11, 2012, and thdipa filed a stipulation with the Court on ApriB12012, pursuant to which the case was
dismissed with prejudice and payment was rendeneidgithe second quarter of 2012.

Letters of Credi

It is customary for Level 3 to use various finaha@istruments in the normal course of businesss&hestruments include letters of
credit. Letters of credit are conditional commitrizeissued on behalf of Level 3 in accordance witcfied terms and conditions. As of
December 31, 2012 and December 31, 2011 , Levat®htstanding letters of credit of approximatedyt $nillion and $33 million ,
respectively, of which $29 million and $29 milliorare collateralized by cash, that is reflectedhenconsolidated balance sheets as restricted
cash. The Company does not believe it is reasornal@stimate the fair value of the letters of credid does not believe exposure to loss is
reasonably possible nor material.

F-66




Table of Contents

Operating Leases

The Company is leasing rights-ofy, facilities and other assets under various apey leases which, in addition to rental paymemizy
require payments for insurance, maintenance, ptyferes and other executory costs related toghsel. Certain leases provide for adjustn
in lease cost based upon adjustments in various pridexes and increases in the landlord’'s managesusts.

The right-of-way agreements have various expiradiates through 2088. Payments under these righiagfagreements were $172
million in 2012 , $135 million in 2011 and $127 ligh in 2010 .

The Company has obligations under non-cancelal#eating leases for certain colocation, office fities and other assets, including
lease obligations for which facility related resturing charges have been recorded. The leaseragné® have various expiration dates thra
2119. Rent expense, including common area maintenamder non-cancelable lease agreements wasidiio® in 2012 , $232 million in
2011 and $203 million in 2010 .

Certain non-cancelable right of way agreementsigeofor automatic renewal on a periodic basis. Thenpany includes payments due
during these automatic renewal periods given theificant cost to relocate the Company's netwoid @ther facilities.

Future minimum payments for the next five years @wedeafter under network and related right-of-\wgyeements and non-cancelable
operating leases for facilities and other asseatsisbof the following as of December 31, 2012 latslin millions):

Future

Facilities Minimum

Right-of-Way and Other Sublease

Agreements Assets Total Receipts
2013 $ 11t $ 25t 3 37C 3 1€
2014 60 214 274 13

2015 52 187 23¢

2016 48 14¢ 19¢ 8
2017 44 12¢ 17z 6
Thereafter 38¢ 49¢ 884 11
Total $ 708 $ 1421 $ 213 $ 63

Certain right of way agreements include provisiforancreases in payments in future periods basetthe rate of inflation as measured
by various price indexes. The Company has not deduestimates for these increases in future peimotifee amounts included above.

Certain other right of way agreements are canoelabtan be terminated under certain conditionthbyCompany. The Company
includes the payments under such cancelable rightp agreements in the table above for a periat gkar from January 1, 2013, if the
Company does not consider it likely that it willhcal the right of way agreement within the nextryea

Cost of Access and Third Party Maintenance

In addition, the Company has purchase commitmeittsthird-party access vendors that require it ttkenpayments to purchase network
services, capacity and telecommunications equipnsamhe of these access vendor commitments redi@r€dmpany to maintain minimum
monthly and/or annual billings, in certain caseseabon usage. In addition, the Company has puramasmitments with third parties that
require it to make payments for maintenance sesvigecertain portions of its network.
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The following table summarizes the Company's pwself@mmmitments at December 31, 2012 (dollars itiamd):

Less than 2-3 4-5 After 5
Total 1 Year Years Years Years
Cost of Access Services$ 39C $ 27¢ % 10C $ 13 $ 1
Third-Party
Maintenance Services 27¢% 60 52 43 11¢€
Total $ 66 $ 33 % 152 $ 56 $ 11¢

(17) Condensed Consolidating Financial Information

Level 3 Financing, Inc. a wholly owned subsidiafyle Company, has issued Senior Notes that arecunsd obligations of Level 3
Financing, Inc.; however, they are also fully amdanditionally and jointly and severally guaranteedan unsecured senior basis by Level 3
Communications, Inc. and Level 3 CommunicationsCLL

In conjunction with the registration of the Senwtes, other than the 7% Senior Notes due 202Gdbempanying condensed
consolidating financial information has been prepaand presented pursuant to SEC Regulation S-¥ RaD “Financial statements of
guarantors and affiliates whose securities coliditez an issue registered or being registered.”

The operating activities of the separate legatiestincluded in the Company’s consolidated finahstatements are interdependent. The
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 presen
the operating results of those legal entities staad-alone basis. Level 3 Communications, LLCdsasxjuipment and certain facilities from
other wholly owned subsidiaries of Level 3 Commatimns, Inc. These transactions are eliminatetiérconsolidated results of the Company.
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2012

Revenue
Costs and Expense:

Cost of Revenue

Depreciation and
Amortization

Selling, General and
Administrative

Restructuring Charges

Total Costs and
Expenses

Operating Income (Loss)
Other Income (Expense):
Interest income

Interest expense

Interest income (expense)

affiliates, net
Equity in net earnings
(losses) of subsidiaries

Other income (expense),
net

Total Other Expense

Income (Loss) before
Income Taxes

Income Tax Expense

Net Income (Loss)

Other Comprehensive
Income, Net of Income
Taxes

Comprehensive Income
(Loss)

Level 3 Level 3 Level 3 Other Non-
Communications, Financing, Communications, Guarantor
Inc Inc LLC Subsidiaries Eliminations Total
(dollars in millions)
= $ = $ 2,657 $ 3,97¢ $ (256) $ 6,37¢
— — 99¢ 1,85¢ (249) 2,60z
— — 26C 48¢ — 74¢
2 1 1,541 88(C 8) 2,41¢
— — 18 16 — 34
2 1 2,81t 3,23¢ (25€) 5,801
)] (1) (15¢) 73€ — 57t
— — 1 1 — 2
(16¢) (539 (©) (27) — (739
97¢ 1,59¢ (2,237 (341) — —
(1,18¢) (2,06€) 92 — 3,162 —
(39 (1849 6 ) — (21¢)
(419) (1,187 (2,137) (36¢) 3,16z (949)
(421) (1,189 (2,299 36€ 3,162 (3749
(@) — () (43 — (49)
(422) (1,189 (2,299 32t 3,16z (422)
10€ 10€ — 16 (122) 10€
(31¢) % (1,08) % (2,299 $ 341 $ 304C $ (319
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2011

Level 3 Other Non-
Level 3 Level 3 Communications, Guarantor
Communications, Inc  Financing, Inc LLC Subsidiaries Eliminations Total

(dollars in millions)
Revenue $ — $ — 3 2,361 $ 2,19¢ $ 2300 $ 4,33:

Costs and Expense:

Cost of Revenue — — 88¢ 1,03¢ (219) 1,70¢
Depreciation and
Amortization — — 37€ 42¢ — 80¢E
Selling, General and
Administrative 2 1¢ 1,26¢ 481 a2 1,75¢
Restructuring Charges — — 1 10 — 11
Total Costs and Expense 2 19 2,53¢ 1,95¢ (230) 4,281
Operating Income (Loss) 2 (19 (167) 24C — 52

Other Income (Expense):

Interest income — — — 1 — 1
Interest expense (211 471) ®3) (32) — (71€)
Interest income (expense)
affiliates, net 86E 1,42% (2,06%) (229) — —
Equity in net earnings
(losses) of subsidiaries (1,346 (2,247) 122 — 3,46t —
Other income (expense), net (62) (3§) 9 (32 — (123
Total Other Expense (754) (1,32)) (1,937) (285) 3,46¢ (83¢€)
Loss before Income Taxes (75€) (1,34¢) (2,109 (45) 3,46t (78€)
Income Tax Expense — = (15) (26) = (41)
Loss from Continuing
Operations (75€) (1,34¢) (2,119 (72) 3,46t (827)
Income From Discontinued
Operations, Net — — — 71 — 71
Net Loss (756) (1,346 (2,119 — 3,46¢ (75€)
Other Comprehensive Incom
(Loss), Net of Income Taxes 18 18 — — (18) 18
Comprehensive Loss $ (73¢) % 1,32 $ (2,119 % — 3 3447 $ (73¢)
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2010

Level 3 Level 3 Level 3 Other Non-
Communications, Financing, Communications, Guarantor
Inc Inc LLC Subsidiaries Eliminations Total

(dollars in millions)
Revenue $ — $ — $ 2,046  $ 1,77¢  $ 229) $ 3,591

Costs and Expense:

Cost of Revenue — — 80C 851 (217%) 1,43¢
Depreciation and
Amortization — — 42¢ 441 — 87C
Selling, General and
Administrative 2 — 1,18¢ 19¢ (12 1,37:
Restructuring
Charges — e 1 1 — 2
Total Costs and
Expenses 2 — 2,41% 1,491 (229) 3,67¢
Operating Income
(Loss) 2 — (369) 28t — (89
Other Income
(Expense):
Interest income — — 1 — — 1
Interest expense (199) (377) (2) (8) — (58€)

Interest income
(expense) affiliates,

net 79t 1,29¢ (1,897 (202) — —
Equity in net
earnings (losses) of
subsidiaries (1,227) (2,08%) 21¢ — 3,09( —
Other income
(expense), net 5 (55) 1 10 — (39
Total Other
Expense (620) (1,22)) (1,67%) (200) 3,09( (624)
Income (Loss) before
Income Taxes (622) (1,22)) (2,04%) 83 3,09( (712
Income Tax (Expense)
Benefit — — @) 92 — 91
Income (Loss) from
Continuing Operations (622) (1,22)) (2,043) 17t 3,09( (621)
Loss From
Discontinued
Operations, Net — — = (1) = (1)
Net Income (Loss) (622) (1,22) (2,047 174 3,09( (622)

Other Comprehensive
Loss, Net of Income

Taxes (99) 93 — (77) 17¢ (93)
Comprehensive Income, .
(Loss) $ (715) ¢ (1,319 $ (2,04 $ 97 % 3,26( $ (715)
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Condensed Consolidating Balance Sheets

December 31, 2012

Level 3 Level 3 Level 3 Other Non-
Communications, Financing, Communications, Guarantor
Inc Inc LLC Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets:
Cash and cash
equivalents $ 258 5 $ 38¢ $ 33t — 97¢
Restricted cash and
securities — — 1 7 — 8
Receivables, less
allowances for doubtful
accounts — — 93 621 — 714
Due from affiliates 14,44¢ 15,70¢ — 7 (30,16%) —
Other 3 16 49 73 — 141
Total Current Assets 14,70: 15,73( 52¢ 1,04: (30,16%) 1,842
Property, Plant, and
Equipment, net — — 2,92¢ 5,27 — 8,19¢
Restricted Cash and
Securities 12 — 17 6 — 3E
Goodwill and Other
Intangibles, net — — 42¢ 2,404 — 2,83
Investment in Subsidiaries (11,75¢) (20,470) 3,24: — 28,98 —
Other Assets, net 1€ 11¢ 11 252 — 39¢
Total Assets $ 2,97¢ 4,62) $ 715 % 8,97¢ (1,179 13,30:
Liabilities and
Stockholders' Equity
(Deficit)
Current Liabilities:
Accounts payable $ 1 2 % 53 $ 723 — 77¢
Current portion of long-
term debt 17z 6 6 32 — 21€
Accrued payroll and
employee benefits — — 161 50 — 211
Accrued interest 45 163 — 1 — 20¢
Current portion of
deferred revenue — — 10¢ 142 — 251
Due to affiliates — — 30,16: — (30,167) —
Other 1 1 29 10& — 13€
Total Current Liabilities 21¢ 172 30,52( 1,05% (30,16%) 1,80z
Long-Term Debt, less
current portion 1,57C 6,88¢ 20 40 — 8,51¢
Deferred Revenue, less
current portion — — 602 28t — 887
Other Liabilities 14 81 75 761 — 931
Commitments and
Contingencies
Stockholders' Equity
(Deficit) 1,171 (11,76() (24,06%) 6,83¢ 28,98« 1,171
Total Liabilities and
Stockholders' Equity N
(Deficit) $ 2,97 (462) $ 715 $ 8,97¢ (1,179 13,30
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Condensed Consolidating Balance Sheets

December 31, 2011

Level 3 Level 3 Level 3 Other Non-
Communications, Financing, Communications, Guarantor
Inc Inc LLC Subsidiaries Eliminations Total
(dollars in millions)
Assets
Current Assets:
Cash and cash
equivalents $ 2 3 6 61€ 29z — % 91¢
Restricted cash and
securities — — 1 9 — 10
Receivables, less
allowances for doubtfu
accounts — — 59 58¢ — 64¢
Due from affiliates 13,47: 14,58¢ — 3€ (28,097) —
Other 3 16 48 64 — 131
Total Current Assets 13,47 14,60¢ 72€ 99( (28,09 1,700
Property, Plant, and
Equipment, net — — 2,828 5,318 — 8,13¢
Restricted Cash and
Securities 18 — 19 14 — 51
Goodwill and Other
Intangibles, net — — 481 2,41¢ — 2,89¢
Investment in Subsidiaries (10,719 (18,46) 3,41% — 25,77 —
Other Assets, net 13 10¢ 6 267 — 39t
Total Assets $ 2,79  $ (3,759 7,467 9,00: (2319 $ 13,18¢
Liabilities and
Stockholders' Equity
(Deficit)
Current Liabilities:
Accounts payable $ —  $ — 37 71C — 3 747
Current portion of long
term debt — — 2 63 — 65
Accrued payroll and
employee benefits — — 11€ 93 — 20¢
Accrued interest 5C 16% — 1 — 21€
Current portion of
deferred revenue — — 107 157 — 264
Due to affiliates — — 28,09: — (28,097) —
Other — 1 52 104 — 157
Total Current Liabilities 5C 16€ 28,40¢ 1,12¢ (28,09 1,65¢
Long-Term Debt, less
current portion 1,53¢ 6,68¢ 22 14z — 8,38t
Deferred Revenue, less
current portion — — 612 27¢ — 88t
Other Liabilities 14 11€ 14€ 791 — 1,067
Commitments and
Contingencies
Stockholders' Equity
(Deficit) 1,19% (10,727 (21,719 6,66¢ 25,77¢ 1,19¢
Total Liabilities and
Stockholders' Equity . B .
(Deficit) $ 2,79C  $  (3,75) 7,461 9,00: (2319 $ 13,18¢

F-73




Table of Contents

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2012

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

Net Cash Provided by (Used in)
Operating Activities (165) 520) $ 14C  $ SINIDE 57¢
Cash Flows from Investing
Activities:

Capital Expenditures — — (27€) (467) (749)

Decrease in restricted cash and

securities, net 6 — 2 12 20

Proceeds from sale of property,

plant, and equipment and other

assets — — — 11 11

Other — — — 13 (13
Net Cash Provided by (Used in)
Investing Activities 6 — (274) (457) (725)
Cash Flows from Financing
Activities:

Long-term debt borrowings, net

issuance costs 29z 4,211 — — 4,50¢

Payments on and repurchases of

long-term debt, including current

portion and refinancing costs — (4,167) — (141) (4,302)

Proceeds from stock options

exercised 5 — — — 5

Increase (decrease) due from

affiliates, net 112 46¢ (98) (483) —
Net Cash Provided by (Used in)
Financing Activities 41C 51¢ (98) (629 207
Effect of Exchange Rates on Cash
and Cash Equivalents — — — 1 1
Net Change in Cash and Cash
Equivalents 251 (1) (232) 43 61
Cash and Cash Equivalents at
Beginning of Year 2 6 61¢ 29z 91¢
Cash and Cash Equivalents at Enc

$ 258 5 $ 38 $ 33t 97¢

Year
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Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2011

Level 3 Level 3 Level 3 Other Non-
Communications, Financing, Communications, Guarantor
Inc Inc LLC Subsidiaries

Eliminations

Total

(dollars in millions)

Net Cash Provided by (Used in)
Operating Activities of Continuing
Operations $ 17e) $ (42¢) % 298 % 69¢

Cash Flows from Investing Activities:

Capital Expenditures — — (197) (297)
Decrease (increase) in restricted
cash and securities, net — — 3 (57)

Proceeds from sale of property,
plant, and equipment and other
assets — — 1 &

Investments in Global Crossing. net
of cash acquired — — — 14¢€

38¢

(494)

(54)

14€

Net Cash Used in Investing Activitie
of Continuing Operations — — (199 (20%)

Cash Flows from Financing Activitie

Long-term debt borrowings, net o
issuance costs 29z 1,58¢ — —

Payments on and repurchases of
long-term debt, including current
portion and refinancing costs (521) (755) — (341)

Increase (decrease) due from
affiliates, net 234 (409 16¢€ 2

(399

1,87¢

(1,617

Net Cash Provided by (Used in)
Financing Activities of Continuing
Operations 5 421 16€ (339

Net Cash Provided by Discontinued
Operations — — — 51

Effect of Exchange Rates on Cash and
Cash Equivalents — — — _

261

b1

Net Change in Cash and Cash
Equivalents a7y (1) 26¢ 20€

Cash and Cash Equivalents at
Beginning of Year 178 7 35C 8€

30z

61€

Cash and Cash Equivalents at End .
Year $ 2 8 6 $ 61€ 3 292

91¢
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Condensed Consolidating Statements of Cash Flows

For the year ended December 31, 2010

Net Cash Provided by (Use
in) Operating Activities of
Continuing Operations $
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 of Continuing
Operations

Cash Flows from Financing
Activities:
Long-term debt

borrowings, net of
issuance costs

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

Increase (decrease) due
from affiliates, net

Net Cash Provided by (Use
in) Financing Activities of
Continuing Operations

Net Cash Used in
Discontinued Operations
Effect of Exchange Rates ¢
Cash and Cash Equivalent

Net Change in Cash and
Cash Equivalents

Cash and Cash Equivalent
at Beginning of Year

Level 3 Level 3 Level 3 Other Non-
Communications, Financing, Communications, Guarantor
Inc Inc LLC Subsidiaries Eliminations Total
(dollars in millions)
(15¢) $ (362) $ 7% $ 781 $ — 33¢
— = (161) @79 - (3
— — 3 — — 3
— — 2 2 — 4
— — (15€) 272 — (42¢)
19t 612 — — — 80¢
(32¢) (599 @) 2 — (930
22¢ 347 — (579 — —
93 361 @ (579 — (122
— — — (@) — (@)
_ _ — (8) = ®
(63) 1) (81) (75 — (220)
23€ 8 431 161 — 83€
17z $ 7 $ 35C % 86 $ — 61€

Cash and Cash Equivalents$

at End of Year
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(18) Subsequent Events
Debt Repaymer

On January 15, 2013, the Company repaid at matapiyoximately $172 million of its 15% Convertil8enior Notes (see Note 12 -
Long Term Debt).

Venezuelan Bolivar Devaluation

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. If enacted prior to December2®812, this devaluation would have reduced th
Company's net monetary assets by $20 million pgiog unrestricted cash and cash equivalents ohdifidn , based on the bolivar balances
as of December 31, 2012. The devaluation of the gamy's net monetary assets will result in a chardgieh will be recognized in other
expense, net in the consolidated statement of tipesan the first quarter of 2013. Based on thivio balances as of December 31, 2012, the
charge would be $20 million .

(19) Unaudited Quarterly Financial Data

Three Months Ended

March 31, June 30, September 30, December 31,
2012 2011 2012 2011 2012 2011 2012 2011
(dollars in millions except per share data)
Revenue $ 1,58 $ 914 $ 158t $ 91z $ 1,59C $ 927 $ 161« $ 1,57¢
Gross Margin 92¢ 557 93¢ 56€ 94¢ 58t 95¢ 91¢
Operating Incom
(Loss) 11€ (3) 13¢ 3 13¢ 7 18¢ 45
Net Loss (13€) (205) (62) (181) (16€) (207) (56) (169)
Loss per share
(Basic and
Diluted) $ (066 $ (18) $ (029 $ (159 $ (0.7 $ (179 $ (0.2 $ (0.80

Loss per share for each quarter is computed ubmgveighted-average number of shares outstandiniggdiinat quarter, while loss per
share for the year is computed using the weightedage number of shares outstanding during the yéas, the sum of the loss per share for
each of the four quarters may not equal the lossipare for the year.

During the fourth quarter of 2012, the Company ggiped a loss on extinguishment of debt of $50iamilin connection with the
refinancing of the $650 million Tranche B Il Terman and $550 million Tranche B 1l Term Loan. Adldlially in the fourth quarter of 2012,
the Company recognized $20 million of restructurcharges.

During the fourth quarter of 2012, the Company clateg an updated analysis and revised its estinfatece cash flows of its asset
retirement obligations as a result of a strategigew of the Company's real estate portfolio. Assult, the Company reduced its asset
retirement obligations liability by $73 million viitan offsetting reduction to property, plant andipment of $24 million , selling, general and
administrative expenses of $47 million and deptemiaand amortization of $2 million . (see Note Asset Retirement Obligations).

During the third quarter of 2012, the Company rexped a loss on extinguishment of debt of $49 onillj including $9 million related to
the refinancing of the $1.4 billion Tranche A Telbman and the repayment of existing vendor finandhbgations and $40 million as a result
of the redemption of the 8.75% Senior Notes du&/281so in the third quarter of 2012, the Compagagognized a non-cash loss in “other, nef
of $60 million on interest rate swap
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agreements that were deemed "ineffective" under B#&Aconnection with the refinancing of the $1.Midm Tranche A Term Loan.

During the first quarter of 2012, the Company retped a loss on extinguishment of debt of $61 millj including $22 milliorrelated tc
the redemption of the 9.25% Senior Notes due 2084$89 million as a result of the exchange of diporf the 15% Convertible Senior
Notes due 2013 for approximateé5.4 million shares of Level 3 common stock.

In the fourth quarter of 2011, the Company complétee Amalgamation and the disposition of its aoaling business. Operating results
have been included through the respective datasapfisition and sale. As a result of a changeedreitimated useful lives of certain of the
Company'’s property, plant and equipment, the Comjad a reduction in depreciation expense of apprately $74 million , which was
accounted for as a change in accounting estimateprospective basis effective October 1, 2011.Gtsapany also recognized $11 million of
restructuring charges and $20 million associateH thie impairment of certain wireless spectrumrigzs. Additionally in the fourth quarter of
2011, the Company recognized a loss on extinguishofedebt of $27 million related to the redemptafrthe 3.5% Convertible Senior Notes
due 2012 and prepayment of the Tranche B Term tlmatrwas outstanding under the existing Senior ®&ectlierm Loan.

In the third quarter of 2011, the Company recoghiadoss on extinguishment of debt of $30 millietated to the conversion of the 15%
Convertible Senior Notes due 2013 and the repuechithe 3.5% Convertible Senior Notes due 2012.

During the second quarter of 2011, the Companygmized a loss on extinguishment of debt of $23iamlielated to the retirement of |
9.25 % Senior Notes due 2014.

During the first quarter of 2011, the Company retped a loss on extinguishment of debt of $20 millielated to the redemption of the
5.25 % Convertible Senior Notes due 2011 and tiebange of the 9.0 % Convertible Senior DiscounteNatue 2013.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized, this 2t day of February, 2013.

LEVEL 3 COMMUNICATIONS, INC.

By: /sl JAMES Q. CROWE
Name: James Q. Crowe
Title: Chief Executive Officer

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpthe following persons on behalf
of the registrant and in the capacities and ord#ies indicated.

Name Title Date

/sl WALTER SCOTT, JR.

Walter Scott, Jr. Chairman of the Board rbaby 26, 2013

/sl JAMES Q. CROWE

James Q. Crowe Chief Executive Officer and e February 26, 2013
Executive Vice President and

[s/ SUNIT S. PATEL Chief Financial Officer

Sunit S. Patel (Principal Financial Officer) February 26, 2013

/sl ERIC J. MORTENSEN Senior Vice President and Controller (Principal

Eric J. Mortensen Accounting Officer) February 26, 2013

/s/ KEVIN P. CHILTON
Kevin P. Chilton

Director February 26, 2013

/sl ARCHIE R. CLEMINS
Archie R. Clemins Director February 26, 2013

/sl STEPHEN T. CLONTZ
Stephen T. Clontz

Director February 26, 2013

/sl JAMES O. ELLIS, JR
James O. Ellis, Jr. Director February 26, 2013

/s/ T. MICHAEL GLENN
T. Michael Glenn

Director February 26, 2013
[s/ RICHARD R. JAROS
Richard R. Jaros Director February 26, 2013
/sl MICHAEL J. MAHONEY
Michael J. Mahoney Director February 26, 2013
/s CHARLES C. MILLER, 1ll Executive Vice President, Vice Chairman and
Charles C. Miller, llI Director February 26, 2013
[s/ JOHN T. REED
John T. Reed Director February 26, 2013
[s/ PETER SEAH LIM HUAT
Peter Seah Lim Huat Director February 26, 2013
[s| ALBERT C. YATES
Albert C. Yates Director February 26, 2013
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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

Fiscal Year Ended

(In millions) 2012 2011 2010 2009 2008
Loss from Continuing Operations Before

Taxes $ (374 $ (786) $ (712) $ (629 $ (312)
Interest on Debt, Net of Capitalized Interest 733 71€ 58€ 59¢ 57C
Amortization of Capitalized Interest — — — — 48
Portion of rents deemed representative of the

interest factor (1/3) 101 77 69 68 68
(Losses) Earnings Available for Fixed

Charges $ 46C $ 7 $ 57 $ 40 $ 374
Interest on Debt $ 73 % 71€ 9 58¢ $ 59t $ 57C
Preferred Dividends — — — — —
Interest Expense Portion of Rental Expense 101 77 69 68 68
Total Fixed Charges $ 834 $ 79 % 65 $ 665 $ 63€

Ratio of Earnings to Fixed Charges - - - - -
Deficiency $ (374) $ (786) $ (712) $ (625) $ (264)




Level 3 Communications, Inc.
Subsidiaries of the Registrant

Africa :

Level 3 Communications South Africa (Pty) Limited

Asia Pacific:

AmSoft Information Services Limited
Global Crossing Australia Pty Limited
Global Crossing Hong Kong Limited
Global Crossing Japan Kabushiki Kaisha
Global Crossing Singapore Pte. Ltd.

Level 3 Communications (Asia Pacific) Ltd.
Level 3 Communications K.K.

Level 3 CDN Hong Kong, Limited

WilTel Communications Pty Limited

Bermuda:

Global Crossing International Networks Ltd.

Global Crossing International, Ltd.
Level 3 GC Limited
PAC Panama Ltd.

Europe :

Corvis Netherlands Holdings, B.V.

Corvis Netherlands Operating B.V.

GC Hungary Holdings KFT

GC IMPSAT Holdings Nederland B.V.

GC Pan European Crossing France s.a.r.l.
Global Crossing Cyprus Holdings Limited
Global Crossing Ireland Limited

Global Crossing PEC Belgium b.v.b.a.
Global Crossing PEC Czech s.r.o.

Global Crossing PEC Danmark ApS
Global Crossing PEC Luxembourg | S.a.r.l.

Global Crossing PEC Luxembourg Il S.a.r.l.

Global Crossing PEC Nederland B.V.
Global Crossing PEC Norge AS

Global Crossing PEC Osterreich GmbH
Global Crossing PEC Switzerland AG

Global Crossing PEC Telecom Services Ltd. Sti

Global Crossing PEC Holdings B.V.
Global Crossing Services Europe Ltd
Global Crossing Services Ireland Limited
Level 3 Komunikacijske Usluge d.o.o.
Level 3 Communications Ukraine LLC
Level 3 Communications Espana S.A.
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Jurisdiction
South Africa

Mauritius
Australia
Hong Kong
Japan
Singapore
Hong Kong
Japan
Hong Kong
Australia

Bermuda
Bermuda
Bermuda
Bermuda

The Netherlands

The Netherlands

Hungary

The Netherlands

France

Cyprus

Ireland

Belgium

Czech Republic

Denmark

Luxembourg

Luxembourg

The Netherlands

Norway

Austria

Switzerland
eyrk

The Netherlands

Ireland

Ireland

Croatia

Ukraine

Spain




Level 3 Communications (Ireland) Limited
Level 3 Communications A.B.

Level 3 Communications AG

Level 3 Communications AS

Level 3 Communications B.V.

Level 3 Communications Estonia OU
Level 3 Communications EOOD

Level 3 Communications GmbH

Level 3 Communications GmbH SP z.0.0.
Level 3 Communications Kft.

Level 3 Communications Limited

Level 3 Communications Oy

Level 3 Communications Italia S.R.L.
Level 3 Communications S.R.L.

Level 3 Communications s.r.o

Level 3 Communications SARL

Level 3 Communications SAS

Level 3 Communications spol. s.r.o.
Level 3 Communications, S.A.

Level 3 Europe B.V.

Level 3 Holdings, B.V.

Level 3 telekomunikacijske storitve d.o.o.
00O "Level 3 Communications"
Property Management LLC

North America :

650 Townsend Facility Company, LLC
ACME Grating Ventures, L.L.C.
Ameritel Management, Inc.
Broadwing, LLC

Broadwing Communications, LLC
BTE Equipment, LLC

CCC Canada Holding, Inc.
Continental Holdings Inc.

Continental Level 3, Inc.

Continental Mineral Sales, Inc.

Corvis Canada Inc.

Corvis Equipment, LLC

Corvis Gratings Company

Eldorado Acquisition Two, Inc.

Front Range Insurance Company, Inc.
FTV Communications, LLC

KMI Continental Lignite, Inc.

Global Crossing Americas Solutions, Inc.
Global Crossing Local Services, Inc.
Global Crossing North America, Inc.

Ireland

Sweden
Switzerland
Norway

The Netherlands
Estonia

Bulgaria
Germany
Poland

Hungary

Ireland

Finland

Italy

Romania

Czech Republic
Luxembourg
France

Slovakia
Belgium

The Netherlands
The Netherlands
Slovenia

Russia

Hungary

California
Delaware
British Columbia
Delaware
Delaware
Delaware
Delaware
Wyoming
Delaware
Delaware
Quebec
Delaware
Canada
Delaware
Hawaii
Delaware
Delaware
Delaware
Michigan
New York




Global Crossing North American Holdings, Inc.

Global Crossing Telecommunications-Canada, Ltd.

Global Crossing Telecommunications, Inc.
Global Crossing Telemanagement VA, LLC
Impsat Fiber Networks, Inc.

Legend Circle Holdings, LLC

Level 3 Asia, Inc.

Level 3 CDN International, Inc.

Level 3 Communications, LLC

Level 3 Communications Canada Co.
Level 3 Communications of Virginia, Inc.
Level 3 Enhanced Services, LLC

Level 3 Financing, Inc.

Level 3 EON, LLC

Level 3 Holdings, Inc.

Level 3 International, Inc.

Level 3 International Services, Inc.
Level 3 IPN Acquisition, Inc.

Level 3 Latin American Solutions, LLC
Orygen, LLC

Stonegate Holdings, LLC

TelCove of Pennsylvania, LLC

TelCove Operations, LLC

The Continental Group of Canada, Inc.
Vyvx, LLC

Whitney Holding Corp.

WilTel Communications Network, Inc.
WilTel Communications, LLC

XCOM Technologies of New York, Inc.

South America, Mexico & Caribbean:

GC SAC Argentina S.R.L.

G.C. St. Croix Company, Inc.

Level 3 Argentina S.A.

Level 3 Chile S.A.

Level 3 Colombia S.A.

Level 3 Comunicacoes do Brasil Ltda.
Level 3 Ecuador LVLT S.A.

Level 3 Communications Costa Rica S.R.L.
Level 3 Mexico Landing S. de R.L.

Level 3 Mexico S. de R.L. de C.V.

Level 3 Mexico Il, S. De R.L. de C.V.

Level 3 Panama, Inc.

Level 3 Peru S.A.

Level 3 Mexico Servicios, S. de R. L. de C. V.
Level 3 Venezuela S.A.

Dredae

nada
Michigan
Virginia
Delaware
Delaware
Delaware
Delaware
Delaware
Nova Scotia
Virginia
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Ontario
Delaware
Nebraska

New Brunswick

Delaware
New York

Argentina

U.S. Virgin Islands

Argentina
Chile
Colombia
Brazil
Ecuador
Costa Rica
Mexico
Mexico
Mexico
Panama
Peru

Nbex
Venezuela




Level 3 Participacoes e Comercial Ltd

SAC Brasil Holding Ltda.

SAC Brasil S.A.

SAC Panama, S.A.

SAC Peru S.R.L.

Telecom Infrastructure Hardware S.R.L.
Williams Communicaciones Chile Limitada
WilTel Communications (Cayman) Limited
WilTel International Telecom (Chile) Limited

United Kingdom :

Fibernet UK Limited

FibreSpan Limited

GC Impsat Holdings | Ltd.

GC Impsat Holdings Il Ltd.

GC Impsat Holdings 11l Ltd.

GC Pan European Crossing UK Ltd.
Global Crossing (Bidco) Ltd.

Global Crossing Conferencing Limited
Level 3 Communications Europe Ltd.
Global Crossing Financial Markets Limited
Global Crossing (UK) Finance Limited
Level 3 Communications Limited

Level 3 Communications UK Limited
Level 3 Communications (Austria) Limited
Level 3 Communications (Denmark) Ltd.
Level 3 Communications (Servecast) Limited
Pan American Crossing UK Ltd.

Brazil

Brazil

Brazil

Panama

Peru

Peru

Chile

Cayman Islands
Cayméslands

England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales



Exhibit 23

Consent of Independent Registered Public Accountingirm

The Board of Directors
Level 3 Communications, Inc.:

We consent to the incorporation by reference in thgistration statements (Nos. 333-53914, 333-1867383160493
333-162854 and 333-178060) on Form S-3 and the retistratatements (Nos. 333-79533, 333-42465, 3335833358691
333-52697, 333-115472, 333-115751, 333-174354 83d1¥7977) on Form 8-of Level 3 Communications, Inc. of our rep
dated February 26, 2013, with respect to the cateeld balance sheets of Level 3 Communicatiorts, dnd subsidiaries as
December 31, 2012 and 2011, and the related cdasedi statements of operations, comprehensivedash, flows, and chang
in stockholders' equity (deficit) for each of theays in the thregear period ended December 31, 2012, and the wHeeiss ¢
internal control over financial reporting as of Beter 31, 2012, which reports appear in the Dece8ihe2012 annual report
Form 10-K of Level 3 Communications, Inc.

/sl KPMG LLP

Denver, Colorado
February 26, 2013



Exhibit 31.1

CERTIFICATIONS*

I, James Q. Crowe, certify that:

1.

2.

| have reviewed this Form 10-K of Level 3 Commutimas, Inc.;

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

Based on my knowledge, the financial statementoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, angtf@ periods presented in this rep

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) and1B{d)) and internal control over financial repogtias defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

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 consolidhtibsidiaries, is made known
us by others within those entities, particularlyidg the period in which this report is being pnegzh

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 contintsprocedures, as of the end of the period cougyrelis report based on such
evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registrast’
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

The registrant’s other certifying officer(s) anbdve disclosed, based on our most recent evaluatiorernal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directfspersons 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 and refpmahcial information; an

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: February 26, 2013

/s/ James Q. Crowe

James Q. Crowe
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.

2.

| have reviewed this Form 10-of Level 3 Communications, Ini

Based on my knowledge, this report does not cora@ay untrue statement of a material fact or omgitate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to
the period covered by this report;

Based on my knowledge, the financial statemeamd other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this
report;

The registrant’s other certifying officer(s)danare responsible for establishing and maintgimiisclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repagtifas defined in Exchange #
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

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 consolidhibsidiaries, is made known
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 atamoce with generally accepted accounting princjples

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

d. Disclosed in this report any change in thegtegnt’s internal control over financial reportitigat 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

The registrant’s other certifying officer(s)danhave disclosed, based on our most recent el@iuaf internal control over financial
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 weakresi the design or operation of internal contra@rdinancial 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 invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Date: February 26, 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-K of Level 3 Commeations, Inc. (the “Company”) for the year ended®maber 31, 2012 as filed with the

Securities and Exchange Commission on the datehghe “Report”), I, James Q. Crowe, Chief ExeeatOfficer 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.

/sl James Q. Crowe
James Q. Crowe

Chief Executive Officer
February 26, 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-K of Level 3 Commeations, Inc. (the “Company”) for the year ended®maber 31, 2012 as filed with the

Securities and Exchange Commission on the dateh@he “Report”), |, Sunit S. Patel, Chief FinaalcOfficer 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
February 26, 2013




